
FINANCIAL INFORMATION

You should read this section in conjunction with our audited financial statements, including

the notes to the financial statements, which are set out in the Accountants’ Report in Appendix I to

this prospectus. The financial statements have been prepared in accordance with IFRSs.

The following discussion and analysis contains certain forward-looking statements that

involve risks and uncertainties. These statements are based on assumptions and analysis made by

us in light of our experience and perception of historical trends, current conditions and expected

future developments, as well as other factors that we believe are appropriate under the

circumstances. However, whether actual outcome and developments will meet our expectations

and predictions depends on a number of risks and uncertainties over which we do not have

control. You should review “Risk Factors” in this prospectus for a discussion of important factors

that could cause our actual results to differ materially from the results described in or implied by

the forward-looking statements.

The following tables set forth a summary income statement data, a summary statement of

financial information data and a summary statement of cash flows data, which are derived from the

Accountants’ Report in Appendix I to this prospectus, respectively. The following summary of

financial information of the Group have been prepared in accordance with IFRSs and should be read

in conjunction with the Accountants’ Report.

Summary Income Statement Data

Our Group
Year ended 31 December

2008 2009 2010
RMB’000 RMB’000 RMB’000

Turnover . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 378,387 797,026 1,244,589
Cost of sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (282,849) (585,137) (913,862)

Gross profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 95,538 211,889 330,727

Other revenue and net income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,008 1,973 4,135
Distribution expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (25,179) (42,227) (64,819)
Administrative expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (25,848) (33,639) (63,197)
Other operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5,749) (5,593) (5,863)

Profit from operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42,770 132,403 200,983
Finance costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5,078) (6,600) (13,223)

Profit before taxation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37,692 125,803 187,760
Income tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (6,723) (23,350) (39,089)

Profit for the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30,969 102,453 148,671
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Summary Statement of Financial Information Data

Our Group
As at 31 December

2008 2009 2010
RMB’000 RMB’000 RMB’000

Non-current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 264,139 376,472 471,694

Current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 323,591 604,616 773,486
Current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 425,952 712,142 816,738

Net current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (102,361) (107,526) (43,252)

Total assets less current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 161,778 268,946 428,442
Non-current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (18,770) (21,755) (22,518)

Net assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 143,008 247,191 405,924

Summary Statement of Cash Flows Data

Our Group
Year ended 31 December
2008 2009 2010

RMB’000 RMB’000 RMB’000

Net cash generated from operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24,486 80,834 75,896
Net cash used in investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (39,277) (121,018) (128,068)
Net cash generated from financing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42,400 22,279 61,323
Cash at the beginning of the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,116 34,726 16,560
Effect of foreign exchange rate changes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 (261) 590
Cash at end of the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34,726 16,560 26,301
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BASIS OF PREPARATION

Aotecar Nanjing was a sino-foreign equity joint venture, which was 49.29%, 39.67% and

11.04% owned by Nanjing Lukou International Airport Limited, Fang Brothers and other

miscellaneous investors, respectively, before December 2007. Pursuant to a loan agreement dated

19 January 2007 entered into between Fang Brothers, CITIC Capital China Fund I (parent company

of CITIC Capital China) and CDH China Management Company Limited (acting on behalf of CDH

Cool), (the “Loan Agreement”), as supplemented and amended by the first supplemental loan

agreement dated 10 December 2007 entered into between Fang Brothers, CITIC Capital China

Fund I, CDH China Management Company Limited and CDH Cool and relevant agreements detailed

in “History, Development and Reorganisation” in this prospectus, Fang Brothers, CITIC Capital

China Fund I and CDH Cool would set up an investment holding company to acquire the entire

equity interests in Aotecar Nanjing.

Fang Brothers completed the acquisition of the remaining equity interests in Aotecar Nanjing

on 29 December 2007 with loans advanced by CITIC Capital China Fund I and CDH Cool, and

subsequently transferred the entire equity interests in Aotecar Nanjing to CUAS set up in accordance

with the Loan Agreement, which indirectly owned entire equity interests in Aotecar Hong Kong

through Aotecar International. After the acquisition of the equity interests in Aotecar Nanjing, the

entire equity interests in Aotecar Nanjing were transferred to Aotecar Hong Kong, and CUAS issued

its shares to Fang Brothers, CITIC Capital China, CDH Cool and CDH Auto (a related party of CDH

Cool) as repayment for the loans made by Fang Brothers, CITIC Capital China Fund I and CDH Cool

to effect the acquisition of equity interests in Aotecar Nanjing in accordance with the Loan

Agreement.

CUAS, Aotecar International and Aotecar Hong Kong do not carry out any business nor

operation as they are investment holding companies set up to hold investments of the Group,

including the entire equity interests in Aotecar Nanjing. Therefore, for the year ended 31 December

2008, Aotecar Nanjing is the only operating company within the Group. Further, neither Fang

Brothers, CITIC Capital China, CDH Cool nor CDH Auto has obtained, directly or indirectly, more

than half of the voting power or potential voting power of the board of directors of Aotecar Nanjing

or any of above investment holding companies (CUAS, Aotecar International or Aotecar Hong Kong)

formed to effect the business combination.

The Company was incorporated on 25 May 2010. Pursuant to a share transfer agreement dated

11 September 2008 entered into between Aotecar International, CUAS and Mr. Qian, as

supplemented by two supplemental agreements detailed in “History, Development and

Reorganisation” in this prospectus, CUAS transferred 5% equity interests in Aotecar International to

Mr. Qian on 22 June 2010. Pursuant to the group reorganisation completed on 10 November 2010,

the Company acquired all of the equity interests in Aotecar International from CUAS and Mr. Qian

by issuing shares to Fang Brothers, CITIC Capital China, CDH Auto, CDH Cool and Mr. Qian. Upon

completion of the group reorganisation on 10 November 2010, the Company became the holding

company of Aotecar International and the companies now comprising the Group are owned by the

same equity shareholders, i.e., Fang Brothers, CITIC Capital China, CDH Auto, CDH Cool and

Mr. Qian, both before and after the group reorganisation mentioned above. The Company is an
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investment holding company which does not carry out any business or operation apart from the

acquisition of Aotecar International. Therefore, in substance, no business combination has occurred

and consequently, the combined financial statements of the Company are considered as a

continuation of the combined financial statements of Aotecar International and its subsidiaries.

During the Track Record Period, the management of the Group and Aotecar Nanjing remained

substantially the same and Aotecar Nanjing engaged in substantially the same principal business

activities as the Group. The financial information has been prepared in accordance with IFRSs.

Please refer to “Basis of Preparation” in Appendix I to this Prospectus for further information.

OVERVIEW

We are a leading manufacturer of automobile air-conditioning compressors in the PRC.

According to the Ourview Report(1), we were the second largest PRC manufacturer of automobile air-

conditioning compressors in 2010 in terms of production and sales volumes, and our production

volume accounted for 16.5% of the entire PRC automobile air-conditioning compressor

manufacturing industry in 2010. According to the same report, we were the largest PRC

manufacturer of scroll automobile air-conditioning compressors in 2010, and our production volume

represented 78.9% of the entire PRC scroll automobile air-conditioning compressor manufacturing

industry in 2010. Our wholly-owned subsidiary, Aotecar Nanjing, has been listed as a “China Best

Small & Medium-sized Enterprise”(2) ( ) by Forbes magazine for three consecutive years

since 2008. In 2010, our Aotecar brand was acknowledged as a “Well-known Trademark” ( )

in the PRC.

Compressors are a key component of an automobile air-conditioning system. The scroll

compressor is the latest generation compressor, and its production accounted for 21.0% of the total

production of automobile air-conditioning compressors in the PRC in 2010. Earlier generations of

compressors include the piston compressor, the swash plate compressor and the rotary vane

compressor. Due to the development of new generations of compressors, the use of piston

compressors is generally fading out from the PRC market. Both swash plate compressor and scroll

compressor are suitable for use in various types of displacement vehicles, while the rotary vane

compressor is more suitable for use in small-displacement vehicles. As compared with the swash

plate compressor, the scroll compressor has the benefits of higher cooling efficiency and volume

ratio, lighter weight and lower power consumption, and its market share in the PRC increased from

1.9% in 2002 to 21.0% in 2010 in terms of production volume according to the Ourview Report.
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Notes:
(1) The Ourview Report was issued by Ourview Consultancy, an independent third-party consultant set up in 2004 and

headquartered in Beijing. Ourview Consultancy is one of the PRC consultancy firms specialising in market research
relating to automobile parts and automobile electronics products in the PRC. We engaged Ourview Consultancy to conduct
relevant market research and analyses and prepare the Ourview Report. The Ourview Report data was compiled on the
following bases: i) first hand interviews; ii) data from governmental departments, associations and organisations;
iii) public publications; and iv) previous data collected by Ourview Consultancy. In connection with our engagement of
Ourview Consultancy, we paid a service fee of RMB84,000. Such payment was neither contingent on our successful Listing
nor conditional upon any of the results that were set out in the Ourview Report. The Ourview Report covers analyses of
more than 20 foreign, Sino-foreign and domestic PRC automobile air-conditioning compressors manufacturers.

(2) The English name of “China Best Small & Medium-sized Enterprise” has been changed to “China Up and Comers” in
2009 and “Forbes China Up & Comers” in 2010.
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According to the same report, scroll compressors are not only widely used in traditional gasoline and

diesel engine vehicles, they are especially suitable for use in electric vehicles as well. According to

the PRC national standard for “Automobile Air-conditioning Electrically Driven Compressor

Assembly” ( ), an electrically driven compressor used in vehicles should

comprise both a scroll compressor and an electric motor.

Currently, there are more than 100 automobile air-conditioning compressor manufacturers in

the PRC, and the production of scroll air-conditioning compressors only accounted for 21.0% of the

total PRC market in 2010 in terms of production volume. Since scroll compressors represent the

latest generation in the automobile air-conditioning compressor industry, the current penetration rate

is still considered to be low and it is expected that it will take time for the automobile manufacturers

to switch to the use of scroll air-conditioning compressors in the production of their automobiles.

Our Group currently supplies automobile air-conditioning compressors to leading PRC

automobile manufacturers. The major customers of our automobile air-conditioning compressors

include BYD, Chery, Geely, Brilliance and Foton, being among the top ten self-owned automobile

brands in the PRC, which in aggregate, accounted for 32.9%, 36.8% and 34.0%, respectively, of our

total revenue for the three years ended 31 December 2008, 2009 and 2010, and foreign joint venture

automobile brands, such as DPCA, NAVECO and SGMW. Amongst our customers, Chery, DPCA,

SGMW and NAVECO, which were not our top five customers during the Track Record Period, in

aggregate, accounted for 5.8%, 4.4% and 5.2%, respectively, of our total revenue for the three years

ended 31 December 2008, 2009 and 2010. As at the Latest Practicable Date, we did not have

sufficient industry information on whether we were the sole supplier to any of our customers.

According to the Ourview Report, our Group together with the second and third largest scroll

air-conditioning compressor manufacturers in the PRC accounted for a total of 93.7% of the entire

PRC scroll automobile air-conditioning compressor manufacturing industry in 2010. The second

largest scroll automobile air-conditioning compressor manufacturer in the PRC is a wholly foreign-

owned enterprise based in Guangdong Province, and its production volume accounted for 11.6% of

the entire PRC scroll automobile air-conditioning compressor manufacturing industry in 2010. The

third largest scroll automobile air-conditioning compressor manufacturer in the PRC is a wholly

foreign-owned enterprise based in Jiangsu Province, and its production volume accounted for 3.2%

of the entire PRC scroll automobile air-conditioning compressor manufacturing industry in 2010.

There were also other smaller players in the market but each of their respective production volumes

accounted for not more than 2% of the entire PRC scroll automobile air-conditioning compressor

manufacturing industry in 2010 according to the Ourview Report. According to the same report, the

production volumes of the second and the third largest scroll air-conditioning compressors

manufacturers in the PRC were 420,000 sets and 115,000 sets, respectively, in 2010, which was

considerably less than the 2.9 million sets manufactured by the Group in 2010.

We put emphasis on our R&D. As at the Latest Practicable Date, our R&D team had more

than 60 members, of whom over 80% have received tertiary education. We developed our own

proprietary technologies and have 46 registered patents, seven of which are invention patents as of

the Latest Practicable Date. Our technologies, though not absolutely unique, have contributed to

the current market position of the Group. We have been accredited by the Jiangsu Provincial

government authorities and the Jiangsu Department of Science and Technology with the titles of
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“High and New Technology Enterprise” ( ) and the “Jiangsu Province Research Centre for

Environmental and Energy-efficient Vehicle Air-conditioning Compressor Engineering Technology”

( ). We have obtained the copyright in “Aotecar scroll

compressor process simulation software V1.0” ( ). Furthermore, we

have been approved by the National TC238 on Refrigerating & Air-conditioning Equipment of

Standardisation of China ( ), an institute authorised by the PRC

Standardisation Administration(1), as the key drafting organisation for the national standards for

“Scroll Automobile Air-conditioning Compressors for use in Small-displacement Vehicles”

( ), which are expected to be published in mid 2011 as the relevant national

standards in the PRC. We are conscious of the keen competition from existing market players and

will continue our efforts in strengthening our R&D capabilities in order to maintain our

competitiveness in the industry. Please refer to “Business – Research and development” in this

prospectus for details of our R&D strategies.

Our two production bases (the Old Production Base and the New Production Base) are located

in Nanjing, Jiangsu Province, with an aggregate annual production capacity of 2.9 million sets of

compressors as at 31 December 2010, and we expect that the annual production capacity will reach

4.0 million sets by July 2011 following completion of the expansion of the New Production Base.

We pursue “lean production” and target “zero defect” as our quality goal. After obtaining

certification from CCCAP for our compressors in 2001, we obtained the ISO/TS 16949:2002

international automobile supplier quality system certification in 2003, as a result of our design,

manufacture and implementation of the quality control system for our automobile air-conditioning

compressors. We are able to satisfy the product quality expectations of our customers by responding

swiftly to quality control queries and continuously improving our quality control measures.

We achieved strong and continued growth in production, revenue and profit in the past few

years as a result of the expansion of our production capacity, the strengthening of our R&D

capabilities and the broadening of our customer base. Our production has grown to 2.89 million sets

in 2010 from 0.87 million sets in 2008, representing a CAGR of 82.4%, which was much higher than

the growth in the overall industry (according to the Ourview Report, the CAGR of PRC automobile

air-conditioning compressor production was 39.0% over the same period). Our total revenue

increased from RMB378.4 million in 2008 to RMB1,244.6 million in 2010 with a CAGR of 81.4%,

and our profit increased from RMB31.0 million in 2008 to RMB148.7 million in 2010 with a CAGR

of 119.1%. We believe that the fast-paced growth of our business has enabled us to consolidate our

leading position in the industry, enhance our relationships with our customers and strengthen our

R&D capability.

Note:
(1) The PRC Standardisation Administration, under the supervision of the General Administration of Quality Supervision, Inspection and

Quarantine, is a public institution authorised by the State Council to administer central management, supervision and overall
coordination of standardisation works in China.
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The following table shows our revenue by product type during the Track Record Period:

Our Group
Year ended 31 December

2008 2009 2010
RMB’000 % RMB’000 % RMB’000 %

Scroll compressors
– 066 series . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 116,827 30.9 241,850 30.3 321,834 25.8
– 086 series . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 133,875 35.4 266,076 33.4 441,589 35.5
– 106 series . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 74,212 19.6 172,089 21.6 258,766 20.8
– electric scroll compressors . . . . . . . . . . . . . . . . . . . . . . . . . . . . 152 0.0 1,171 0.1 3,507 0.3
Other compressors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15,391 4.1 18,049 2.3 24,691 2.0

Total compressors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 340,457 90.0 699,235 87.7 1,050,387 84.4
Others(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37,930 10.0 97,791 12.3 194,202 15.6

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 378,387 100.0 797,026 100.0 1,244,589 100.0

Note:
(1) Revenue from “Others” represents mainly sales of component parts and accessories for scroll compressors.

As at the Latest Practicable Date, we had 39 sales and marketing personnel in different teams for

external liaison and internal coordination.

For the three years ended 31 December 2008, 2009 and 2010, 35.4%, 33.4% and 35.5%

respectively of our revenue was generated from the sales of 086 series scroll compressors. The

proportion of our revenue from the sales of 066 series scroll compressors showed a decreasing trend for

the three years ended 31 December 2008, 2009 and 2010, representing 30.9%, 30.3% and 25.8% of our

total revenue, respectively. Our revenue generated from the sales of 106 series scroll compressors was

19.6%, 21.6% and 20.8% of our total revenue, respectively, for the three years ended 31 December

2008, 2009 and 2010. The fluctuations of our revenue by product mix during the Track Record Period

were attributable to the changes in demand of our customers. During the Track Record Period, the

average selling price of our air-conditioning compressors were RMB415.1, RMB389.3 and

RMB380.5 per set, respectively.

The following table shows our sales volume and average selling prices during the Track Record

Period:

Our Group
Year ended 31 December

2008 2009 2010

Sales
volume

Average
selling
price

Sales
volume

Average
selling
price

Sales
volume

Average
selling
price

(set) (RMB/set) (set) (RMB/set) (set) (RMB/set)

Compressors . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 820,110 415.1 1,796,268 389.3 2,760,570 380.5
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The sales volume of our Group increased by 119.0% between the year ended 31 December

2008 and 2009 and by 53.7% between the year ended 31 December 2009 and 2010. The increase was

attributable to:

• increased demand from a number of our key customers (for details, please refer to

“Business – Sales and marketing – Customers” in this prospectus) for our major

products during the Track Record Period;

• the increase in our production capacity during the Track Record Period following the

commencement of production in our New Production Base in 2009 to fulfil the

increasing demand for our products resulting in the increase in sales volume;

• our competitive pricing and the enhancement of our product quality stimulated sales

volume growth during the Track Record Period; and

• growth in market demand of the PRC automobile air-conditioning compressors during

the Track Record Period.

The average selling price of our products decreased by 6.2% and 2.3%, respectively, for each

of the two years ended 31 December 2009 and 2010. For the period from 1 January 2011 to the

Latest Practicable Date, the average selling price of our products was RMB372.2 per set,

representing a decrease of 2.2% as compared with that of the year ended 31 December 2010. The

decrease was attributable to the requests from customers to reduce prices from time to time since we

operate in a competitive industry. The Group normally negotiates with customers on the prices of the

products once or twice a year and at that time, some of our customers would require us to adjust the

selling prices in order to reflect the general market rate which was decreasing over the Track Record

Period. Upon receiving such requests, we would have internal discussions, which would involve our

general manager, on whether we would be able to meet such requests without compromising our

profitability. The most recent requests we received from such customers for adjusting our selling

price were in March 2011, and we were able to meet our customers’ requests without compromising

our gross profit margin due to economies of scale and effective cost control. Notwithstanding the

decrease in average selling prices of our products, we were able to maintain steady gross profit

margins at 25.2%, 26.6% and 26.6%, respectively, during the Track Record Period.

Though the average selling price decreased during the Track Record Period, the significant

increase in our scale of operations during the Track Record Period lowered our production costs and

thus allowed us to maintain our market competitiveness.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Critical accounting policies and estimates are those accounting policies and estimates that

involve significant judgments and uncertainties and potentially yield materially different results

under different assumptions and conditions. Our accounting policies have a significant impact on our

operating results. Estimates and judgments are based on historical experience, prevailing marketing

conditions and rules and regulations and are reviewed on a continual basis taking into account the
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changing environment and circumstances. The critical accounting policies adopted and estimates

made in preparation of our financial statements are set out as follows:

Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable. Provided it

is probable that the economic benefits will flow to the Group and the revenue and costs, if

applicable, can be measured reliably, revenue is recognised in profit or loss as follows:

(i) Sale of goods

Revenue is recognised when the significant risks and rewards of the ownership of goods have

been transferred to the buyers and the Group retains neither continuing managerial involvement to

the degree usually associated with ownership nor effective control over the goods sold. Revenue

excludes value added tax or other sales taxes and is after deduction of any trade discounts.

(ii) Interest income

Interest income is recognised as it accrues using the effective interest method.

(iii) Government grants

Government grants are recognised in the balance sheet initially when there is reasonable

assurance that they will be received and that the Group will comply with the conditions attaching to

them. Grants that compensate the Group for expenses incurred are recognised as revenue in profit or

loss on a systematic basis in the same periods in which the expenses are incurred. Grants that

compensate the Group for the cost of an asset are deducted from the carrying amount of the asset and

consequently are effectively recognised in profit or loss over the useful life of the asset by way of

reduced depreciation expense.

Property, plant and equipment

Items of property, plant and equipment are stated in the balance sheet at cost less accumulated

depreciation and impairment losses.

The cost of self-constructed items of property, plant and equipment includes the cost of

materials, direct labour, the initial estimate, where relevant, of the costs of dismantling and

removing the items and restoring the site on which they are located, and an appropriate proportion of

production overheads and borrowing costs.

Gains or losses arising from the retirement or disposal of an item of property, plant and

equipment are determined as the difference between the net disposal proceeds and the carrying

amount of the item and are recognised in profit or loss on the date of retirement or disposal.

Depreciation is calculated to write off the cost or valuation of items of property, plant and

equipment, less their estimated residual value, if any, using the straight line method over their

estimated useful lives as follows:

– Plant and buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20 years
– Machinery and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10-15 years
– Furniture, fixtures and other office equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 -10 years
– Motor vehicles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 -10 years
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Where parts of an item of property, plant and equipment have different useful lives, the cost

or valuation of the item is allocated on a reasonable basis between the parts and each part is

depreciated separately. Both the useful life of an asset and its residual value, if any, are reviewed

annually.

Construction in progress is transferred to property, plant and equipment when the asset is

substantially ready for its intended use.

No depreciation is provided in respect of construction in progress.

Goodwill

Goodwill represents the excess of

(i) the aggregate of the fair value of the consideration transferred, the amount of any

non-controlling interest in the acquiree and the fair value of the group’s previously held

equity interest in the acquiree; over

(ii) the net fair value of the acquiree’s identifiable assets and liabilities measured as at the

acquisition date.

When (ii) is greater than (i), then this excess is recognised immediately in profit or loss as a

gain on a bargain purchase. Goodwill is stated at cost less accumulated impairment losses. Goodwill

arising on a business combination is allocated to each cash-generating unit, or groups of cash

generating units, which is expected to benefit from the synergies of the combination and is tested

annually for impairment.

Intangible assets (other than goodwill)

Expenditure on research activities is recognised as an expense in the period in which it is

incurred. Expenditure on development activities is capitalised if the product or process is technically

and commercially feasible and the Group has sufficient resources and the intention to complete

development.

Other intangible assets that are acquired by the Group are stated in the balance sheet at cost

less accumulated amortisation (where the estimated useful life is finite) and impairment losses.

Amortisation of intangible assets with finite useful lives is charged to profit or loss on a

straight-line basis over the assets’ estimated useful lives. The following intangible asset with finite

useful life is amortised from the date it is available for use and its estimated useful life is as follows:

Core technology . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15 years
Customer relationships . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10 years

Both the period and method of amortisation are reviewed annually.
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The basis of valuation for core technology and customer relationships are as follow:

Core technology – applying the royalty method using forecasted revenue from all the Group’s

compressor products, royalty rate, maintenance expenses, income tax rate and return on assets.

Customer relationship – applying the excess earnings method using forecasted revenue

attributable to existing customers, attrition rate, operating margins, return on contributory charges

for intangible assets, income tax rate and return on assets.

Internal and external resources of information are reviewed at each balance sheet date to

identify indications that the intangible assets may be impaired or, an impairment loss previously

recognised no longer exists or may have decreased.

If any such indication exists, the asset’s recoverable amount is estimated. In addition,

intangible assets that are not yet available for use and intangible assets that have indefinite useful

lives, the recoverable amount is estimated annually whether or not there is any indication of

impairment.

– Calculation of recoverable amount

The recoverable amount of an asset is the greater of its 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. Where an asset does not generate cash inflows largely independent of

those from other assets, the recoverable amount is determined for the smallest group of assets that

generates cash inflows independently (i.e. a cash-generating unit).

– Recognition of impairment losses

An impairment loss is recognised in profit or loss if the carrying amount of an asset, or the

cash-generating unit to which it belongs, exceeds its recoverable amount. Impairment losses

recognised in respect of cash generating units are allocated first to reduce the carrying amount of

any goodwill allocated to the cash-generating unit (or group of units) and then, to reduce the

carrying amount of the other assets in the unit (or group of units) on a pro rata basis, except that the

carrying value of an asset will not be reduced below its individual fair value less costs to sell, or

value in use, if determinable.

– Reversals of impairment losses

An impairment loss is reversed if there has been a favourable change in the estimates used to

determine the recoverable amount. A reversal of an impairment loss is limited to the asset’s carrying

amount that would have been determined had no impairment loss been recognised in prior years.

Reversals of impairment losses are credited to profit or loss in the year in which the reversals are

recognised.
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Impairment of trade and other receivables

Trade and other receivables that are stated at amortised cost are reviewed at each balance

sheet date to determine whether there is objective evidence of impairment. Objective evidence of

impairment includes observable data that comes to the attention of the Group about one or more of

the following loss events:

– significant financial difficulty of the debtor;

– a breach of contract, such as a default or delinquency in interest or principal payments;

– it becoming probable that the debtor will enter bankruptcy or other financial

reorganisation; and

– significant changes in the technological, market, economic or legal environment that

have an adverse effect on the debtor.

If any such evidence exists, any impairment loss is determined and recognised as follows:

For trade and other receivables carried at amortised cost, the impairment loss is measured as

the difference between the asset’s carrying amount and the present value of estimated future cash

flows, discounted at the financial asset’s original effective interest rate (i.e., the effective interest

rate computed at initial recognition of these assets), where the effect of discounting is material. This

assessment is made collectively where financial assets carried at amortised cost share similar risk

characteristics, such as similar past due status, and have not been individually assessed as impaired.

Future cash flows for financial assets which are assessed for impairment collectively are based on

historical loss experience for assets with credit risk characteristics similar to the collective group.

If in a subsequent period the amount of an impairment loss decreases and the decrease can be

linked objectively to an event occurring after the impairment loss was recognised, the impairment

loss is reversed through profit or loss. A reversal of an impairment loss shall not result in the asset’s

carrying amount exceeding that which would have been determined had no impairment loss been

recognised in prior years.

Impairment losses are written off against the corresponding assets directly, except for

impairment losses recognised in respect of trade receivables and bills receivable included within

trade and other receivables, whose recovery is considered doubtful but not remote. In this case, the

impairment losses for doubtful debts are recorded using an allowance account. When the Group is

satisfied that recovery is remote, the amount considered irrecoverable is written off against trade

receivables and bills receivable directly and any amounts held in the allowance account relating to

that debt are reversed. Subsequent recoveries of amounts previously charged to the allowance

account are reversed against the allowance account. Other changes in the allowance account and

subsequent recoveries of amounts previously written off directly are recognised in profit or loss.
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Provisions and contingent liabilities

Provisions are recognised for other liabilities of uncertain timing or amount when the Group

has a legal or constructive obligation arising as a result of a past event, it is probable that an outflow

of economic benefits will be required to settle the obligation and a reliable estimate can be made.

Where the time value of money is material, provisions are stated at the present value of the

expenditure expected to settle the obligation.

Where it is not probable that an outflow of economic benefits will be required, or the amount

cannot be estimated reliably, the obligation is disclosed as a contingent liability, unless the

probability of outflow of economic benefits is remote. Possible obligations, whose existence will

only be confirmed by the occurrence or non-occurrence of one or more future events, are also

disclosed as contingent liabilities unless the probability of outflow of economic benefits is remote.

FACTORS AFFECTING OUR RESULTS OF OPERATIONS AND FINANCIAL CONDITION

Economic conditions

The demand for our compressors is generally influenced by economic conditions in the PRC,

including consumer spending and the production output and sales volumes of automobiles. Growth in

domestic consumption of consumer and manufactured goods, which has risen in line with the growth

in the PRC GDP, as well as growth in the PRC exports, has resulted in increased demand for our

compressors. Despite the global economic crisis that ensued in the second half of 2008, our product

sales were not materially affected because domestic demand for automobiles in the PRC market

remained strong and our products also became more competitive. For the three years ended

31 December 2010, the Chinese economy experienced GDP growth of 8.9%, 9.1% and 10.3%,

respectively, and we experienced 22.5%, 110.6% and 56.2% growth in our revenue, respectively.

Capacity expansion

Our results of operations have been and are expected to continue to be benefited by our

aggressive production capacity expansion. In recent years we have undertaken a significant

expansion in production capacity, adding 0.9 million and 1.0 million sets per annum in 2009 and

2010, respectively, by setting up new production facilities, to an aggregate production capacity of

1.9 million and 2.9 million sets per annum as at 31 December 2009 and 2010, respectively. In order

to meet the expected increasing demand for automobiles in the PRC, we are expanding our New

Production Base which is expected to be completed by July 2011. Our production capacity will then

be increased to 4.0 million sets per annum, representing a 38.6% growth in production capacity from

the end of 2010. Please refer to “Business – Production facilities and production capacity” in this

prospectus for more details. Successfully implementing our capacity expansion plan will impact our

future sales volumes, revenues and profits and also our market share. We expect to satisfy the capital

expenditure needs for our planned expansion from the expected proceeds of the Global Offering, as

well as from cash flow from operations and bank borrowings. For additional information on our

planned future capital expenditures, please refer to “Future Plans and Use of Proceeds – Use of

proceeds” in this prospectus.
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Market competition

During the Track Record Period, our average selling price of the automobile air-conditioning

compressors had shown a gradually decreasing trend. The decrease was mainly due to the effect from

economies of scale where we were able to offer our products at a lower price to maintain our market

competitiveness and also requests from customers to reduce prices from time to time each year as a

result of the competitive industry in which we operate. We, as the leading manufacturer of

automobile air-conditioning compressors in the PRC and the largest scroll automobile air-

conditioning compressor manufacturer in the PRC (accounted for 78.9% of the scroll automobile air-

conditioning compressor market in 2010), were able to maintain a stable gross margin through the

benefits of economies of scale and stringent cost control. During the Track Record Period, the gross

profit margins of the Group were 25.2%, 26.6% and 26.6%, respectively. If there is an increase in

market competition, this may increase the pressure on our average selling price and our profit

margins.

Borrowing costs

Between 31 December 2008 and 31 December 2010, our aggregate interest-bearing

borrowings increased by RMB303.8 million, or 295.8%, from RMB102.7 million to RMB406.5

million. Our finance costs amounted to RMB5.1 million, RMB6.6 million and RMB13.2 million,

respectively, during the Track Record Period. Our borrowing costs are dependent on our level of

debt and applicable interest rates. Our bank borrowings consist of both fixed and variable rate debt

obligations linked to applicable bank rates (please refer to “Financial Information—Indebtedness”

for details of the bank borrowings). Our level of borrowings increased significantly during the Track

Record Period, which was mainly due to our continuous increase in our operating capacity. In the

event the borrowing costs continue to increase, the Group’s profits may be affected.

Product liability claims

Our business nature exposes us to the risk of product liability claims that is inherent in the

R&D, manufacturing and marketing of our automobile air-conditioning compressors. As a developer

and manufacturer of automobile air-conditioning compressors, we may be subject to product liability

claims due to quality defects. Moreover, we may be subject to potential claims from our customers

during the relevant warranty period for which we provide free warranty service for repair and

maintenance of our products. A substantial claim or a substantial number of claims relating to our

products could have a material and adverse impact on our business, financial condition and results of

operations. Provision for product warranties is made based on the best estimate of the expected

settlement under the sales agreements in respect of sales made during the warranty period prior to

the relevant balance sheet dates. The amount of provision takes into account the Group’s recent

claim experience and is only made where a warranty claim is probable. During the Track Record

Period, the provision of our Group for warranties amounted to RMB13.1 million, RMB27.2 million,

RMB43.0 million, respectively. The amount of provisions utilised during the Track Record Period

amounted to RMB12.7 million, RMB13.9 million and RMB20.7 million, respectively. We have not

obtained insurance coverage for product liability or implemented any other protection scheme in line

with general industry practice. If our products are proved to be defective and result in financial

losses to our customers, we may be liable to product liability claims under the laws of the PRC or

other jurisdictions in which our products are sold. As a result, we may have to incur significant legal
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costs and divert our administrative resources regardless of the outcome of the claims. In addition,

any such claims could damage our customer relationships and businesses and result in negative

publicity. We may also be forced to defend lawsuits and, if unsuccessful, to pay a substantial amount

of damages.

In the event of allegations that any of our products are defective, we may also undergo

product recalls which could result in substantial and unexpected expenditure and would reduce our

operating profit and cash flow. A product recall may require significant management attention, affect

the value of our brand name, lead to a decrease in demand for our products and may also lead to

increased scrutiny by regulatory agencies of our operations. During the Track Record Period, we had

not made any product recall.

RESULTS OF OPERATIONS

The following table shows our results of operations for the periods indicated:

Our Group
Year ended 31 December

2008 2009 2010
RMB’000 % RMB’000 % RMB’000 %

Turnover . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 378,387 100.0 797,026 100.0 1,244,589 100.0
Cost of sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (282,849) (74.8) (585,137) (73.4) (913,862) (73.4)

Gross profit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 95,538 25.2 211,889 26.6 330,727 26.6

Other revenue and net income . . . . . . . . . . . . . . . . . . . 4,008 1.1 1,973 0.2 4,135 0.3
Distribution expenses . . . . . . . . . . . . . . . . . . . . . . . . . . (25,179) (6.7) (42,227) (5.3) (64,819) (5.2)
Administrative expenses . . . . . . . . . . . . . . . . . . . . . . . . (25,848) (6.8) (33,639) (4.2) (63,197) (5.1)
Other operating expenses . . . . . . . . . . . . . . . . . . . . . . . (5,749) (1.5) (5,593) (0.7) (5,863) (0.5)

Profit from operations . . . . . . . . . . . . . . . . . . . . . . . . 42,770 11.3 132,403 16.6 200,983 16.1
Finance costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5,078) (1.3) (6,600) (0.8) (13,223) (1.1)

Profit before taxation . . . . . . . . . . . . . . . . . . . . . . . . . 37,692 10.0 125,803 15.8 187,760 15.0
Income tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (6,723) (1.8) (23,350) (2.9) (39,089) (3.1)

Profit for the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30,969 8.2 102,453 12.9 148,671 11.9

Turnover

The turnover of the Group experienced substantial growth during the Track Record Period,

from RMB378.4 million in 2008 to RMB1,244.6 million in 2010. The growth was contributed mainly

from the increase in sales volume of compressors which accounted for over 80% of our sales during

the Track Record Period. Among the different scroll compressors products, the revenue generated

from our 066, 086 and 106 series scroll compressors increased from RMB324.9 million in 2008 to

RMB1,022.2 million in 2010. The aggregate revenue from the 066, 086 and 106 series scroll

compressors contributed 85.9%, 85.3% and 82.1%, respectively, during the Track Record Period of

the Group.

Revenue from others represents mainly sales of component parts and accessories for scroll

compressors.

- 230 -



FINANCIAL INFORMATION

We sell to domestic and global automobile manufacturers as well as the automobile after-sales

market. The Group generated 98.7%, 98.6% and 97.7%, respectively, of our revenue from sales in

the PRC market during the Track Record Period. With respect to our overseas sales, we mainly

export our products to the US, Japan, Malaysia and other Southeast Asia regions.

Our Group
Year ended 31 December

2008 2009 2010
RMB’000 % RMB’000 % RMB’000 %

Domestic sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 373,592 98.7 785,822 98.6 1,215,767 97.7
Overseas sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,795 1.3 11,204 1.4 28,822 2.3

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 378,387 100.0 797,026 100.0 1,244,589 100.0

Cost of sales

Our cost of sales includes raw materials, components and accessories, direct staff costs and

direct expenses.

The following table shows our cost of sales during the Track Record Period:

Our Group
Year ended 31 December

2008 2009 2010
RMB’000 % RMB’000 % RMB’000 %

Raw materials, components and accessories . . . . . . . . 251,911 89.1 525,770 89.8 814,893 89.1
Direct staff costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14,378 5.1 31,426 5.4 50,962 5.6
Direct expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16,560 5.8 27,941 4.8 48,007 5.3

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 282,849 100.0 585,137 100.0 913,862 100.0

The major component of our cost of sales during the Track Record Period was raw materials,

components and accessories, representing 89.1%, 89.8% and 89.1%, respectively, of the total cost of

sales. Raw materials comprise mainly of clutches, aluminium parts and components. The average

price of our major raw material, aluminium parts and components, was RMB74.1, RMB65.0 and

RMB67.9 per set (which includes brake discs, static plates, cases and front end covers), respectively,

during the Track Record Period. Other major raw materials we need for our production include

clutches and crankshafts. In relation to clutches, the average price was RMB75.2, RMB74.8 and

RMB70.4 per set, respectively, during the Track Record Period, while the average price of

crankshafts was RMB12.8, RMB12.2 and RMB11.9 per set, respectively, during the Track Record

Period. We also source aluminium ingots for use by Aotecar Casting following its incorporation on

4 December 2008 and the average price of aluminium for the year ended 31 December 2009 and

2010 was RMB13.4 and RMB15.0 per kilogram, respectively. Direct expenses includes depreciation

and amortisation and other direct expenses. As a percentage to our revenue, our cost of sales showed

a slightly decreasing trend throughout the Track Record Period, representing 74.8%, 73.4% and

73.4%, respectively, of the Group.
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Gross profit and gross profit margin

Gross profit is equal to revenue less costs of sales. Gross profit margin is equal to gross profit

divided by revenue. Our gross profit margins during the Track Record Period showed a slightly

improving trend at 25.2%, 26.6% and 26.6%, respectively.

Other revenue and net income

Other revenue and net income comprises mainly of interest income from bank deposits, net

foreign exchange gains and government grants from the PRC Government. During the Track Record

Period, the other revenue and net income of the Group amounted to RMB4.0 million, RMB2.0

million and RMB4.1 million, respectively. As a percentage of our revenue, our other revenue and net

income represented 1.1%, 0.2% and 0.3%, respectively, during the Track Record Period.

Distribution expenses

The following table shows the major items of our distribution expenses during the Track

Record Period:

Our Group
Year ended 31 December

2008 2009 2010
RMB’000 RMB’000 RMB’000

Warranty . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,068 27,239 43,022
Transportation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,143 7,577 14,323
Advertising . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,431 2,546 2,624
Entertainment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,566 1,497 2,066
Staff costs and other benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,118 2,033 1,936
Others . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,853 1,335 848

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25,179 42,227 64,819

According to the industry practice, all products of the Group are generally subject to a

warranty period of 60,000 kilometres travelled by an automobile with our compressor installed or

2 years, whichever is earlier, and related provisions will be made in this regard. The provision for

warranty expenses amounted to RMB13.1 million, RMB27.2 million and RMB43.0 million during

the Track Record Period. As a percentage of our revenue, our provision for warranty expenses

represented 3.5%, 3.4% and 3.5%, respectively, during the Track Record Period.

The distribution expenses of the Group as a percentage to our revenue during the Track

Record Period were 6.7%, 5.3% and 5.2%, respectively.
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Administrative expenses

The following table shows the major items of our administrative expenses during the Track

Record Period:

Our Group
Year ended 31 December

2008 2009 2010
RMB’000 RMB’000 RMB’000

Administrative staff costs and other benefits . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15,043 16,253 26,044
Depreciation and amortisation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,082 1,578 2,304
Travelling expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,237 2,708 3,234
R&D . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,919 3,019 7,564
(Reversal of)/impairment losses on trade receivables . . . . . . . . . . . . . . . . . . . . . 520 1,949 (588)
Listing expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 13,573
Audit and professional fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 689 1,565 3,721
Office expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 770 1,849 1,958
Entertainment expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 928 1,007 1,518
Other taxes and levies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 576 1,052 1,610
Others . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,084 2,659 2,259

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 25,848 33,639 63,197

As a percentage to our revenue, our administrative expenses represented 6.8%, 4.2% and

5.1%, respectively, during the Track Record Period.

Finance costs

Our finance costs mainly comprise of interest expenses on bank loans and discounted bills.

During the Track Record Period, the finance costs of the Group amounted to RMB5.1 million,

RMB6.6 million and RMB13.2 million, respectively.

Taxation

We are subject to PRC enterprise income taxes as our operating subsidiaries are located in

PRC. The effective tax rates of our Group for the financial years ended 31 December 2008, 2009 and

2010 were 17.8%, 18.6% and 20.8%, respectively.

During the Track Record Period, the Group have made all the required tax filings under the

relevant tax laws and regulations in the relevant jurisdictions, have paid all outstanding tax

liabilities when they fall due and are not aware of any dispute with tax authorities.

Year ended 31 December 2010 compared to year ended 31 December 2009

Turnover

Turnover for the year ended 31 December 2010 was RMB1,244.6 million, an increase of

RMB447.6 million, or 56.2%, from revenue of RMB797.0 million for the year ended 31 December

2009.
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The increase was mainly due to an increase in the demand from our existing customers and an

increase in our production capacity. Our sales volume increased from 1.8 million sets to 2.8 million

sets in 2010; and our production capacity increased from 1.9 million sets to 2.9 million sets in 2010.

Costs of sales

Cost of sales for the year ended 31 December 2010 was RMB913.9 million, an increase of

RMB328.8 million, or 56.2%, from the cost of sales of RMB585.1 million for the year ended

31 December 2009. The increase in cost of sales was mainly due to the overall increase in the sales

of compressors.

Gross profit

Gross profit for the year ended 31 December 2010 was RMB330.7 million, an increase of

RMB118.8 million, or 56.1%, from the gross profit of RMB211.9 million for the year ended

31 December 2009. Gross profit margin remained fairly stable at 26.6% for the year ended

31 December 2010 as compared to 26.6% for the year ended 31 December 2009.

Other revenue and net income

Other revenue and net income for the year ended 31 December 2010 was RMB4.1 million, an

increase of RMB2.1 million, or 109.6%, from other revenue and net income of RMB2.0 million for

the year ended 31 December 2009. The increase was mainly due to an increase in government grants

from RMB0.9 million in 2009 to RMB3.5 million in 2010.

Distribution expenses

Distribution expenses for the year ended 31 December 2010 was RMB64.8 million, an

increase of RMB22.6 million, or 53.5%, from distribution expenses of RMB42.2 million for the year

ended 31 December 2009. The increase was mainly due to the increase in the provision for warranty

expenses which were increased from RMB27.2 million for the year ended 31 December 2009 to

RMB43.0 million for the year ended 31 December 2010, an increase of RMB15.8 million or 57.9%.

Such increase in the provision of warranty expenses was due to an increase in our revenue.

The increase in distribution expenses was also due to the increase in transportation costs,

which was increased from RMB7.6 million for the year ended 31 December 2009 to

RMB14.3 million for the year ended 31 December 2010, an increase of RMB6.7 million or 89.0%.

Such increase was due to the increase in sales during the year ended 31 December 2010 where higher

transportation costs were incurred for transporting our products to our customers.

The distribution expenses as a percentage of revenue showed a slight decrease at 5.2% for the

year ended 31 December 2010 as compared to 5.3% for the year ended 31 December 2009.
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Administrative expenses

Administrative expenses for the year ended 31 December 2010 were RMB63.2 million, an

increase of RMB29.6 million, or 87.9%, from administrative expenses of RMB33.6 million for the

year ended 31 December 2009. The increase was mainly due to the increase in the administrative

staff costs and other benefits from RMB16.3 million for the year ended 31 December 2009 to

RMB26.0 million for the year ended 31 December 2010, an increase of RMB9.7 million or 60.2%.

The increase in the administrative staff costs and other benefits was mainly due to the increase in the

number of administrative personnel and the bonus to be paid to staff as a result of the good financial

performance of the Group. The increase in administrative expenses was also due to the expenses

incurred for the proposed listing exercise of RMB13.6 million for the year ended 31 December 2010,

which were of non-recurring nature, where no such expenses were incurred in the year ended

31 December 2009.

Finance costs

Finance costs for the year ended 31 December 2010 was RMB13.2 million, an increase of

RMB6.6 million, or 100.3%, from RMB6.6 million for the year ended 31 December 2009. The

increase in finance costs was due to an increase in bank borrowings and discounted bank acceptance

bills for the year ended 31 December 2010.

Income tax

Aotecar Nanjing was accredited as a “High and New Technology Enterprise” in October 2008

for a term of three years and is therefore subject to a preferential income tax rate of 15% for the year

ending 31 December 2010 as approved by the relevant tax authority. The income tax rate applicable

for Aotecar Nanjing for the year ending 31 December 2011 onwards would be 15% if its eligibility

for such preferential income tax rate continues to be approved by the relevant tax authority, or 25%

if otherwise. The income tax rate applicable for Aotecar Xiangyun and Aotecar Casting is 25%.

Income tax for the year ended 31 December 2010 was RMB39.1 million, an increase of

RMB15.7 million, or 67.4%, from RMB23.4 million for the year ended 31 December 2009. The main

reason of the increase was due to the increase in the profit before taxation from RMB125.8 million

for the year ended 31 December 2009 to RMB187.8 million for the year ended 31 December 2010, an

increase of RMB62.0 million or 49.2%. If the proposed listing exercise related expenses, which were

of non-recurring nature, were added back to the profit before taxation, profit before taxation for the

year ended 31 December 2010 would have increased by 60.0%.

Profit for the year

The Group’s profit for the year ended 31 December 2010 increased by 45.1% to

RMB148.7 million from RMB102.5 million for the year ended 31 December 2009 and the net profit

margin decreased slightly from 12.9% for the year ended 31 December 2009 to 11.9% for the year

ended 31 December 2010. The decrease in net profit margin was mainly due to an increase in

administrative expenses as a percentage of turnover, which was partially offset by a decrease of

distribution expenses and other operating expenses as a percentage of turnover. If the proposed

listing exercise related expenses, which were of non-recurring nature, were added to the profit before

taxation, our profit for the year would show an increase of RMB59.8 million, or 58.4%.
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Year ended 31 December 2009 compared to year ended 31 December 2008

Turnover

Turnover for the year ended 31 December 2009 was RMB797.0 million, an increase of

RMB418.6 million, or 110.6%, from turnover of RMB378.4 million for the year ended 31 December

2008.

The increase was mainly due to:

• the increase in market shares of our key customers, which in turn increased the demand

for our products;

• an increase in the number of new customers; and

• the increase in our production capacity from 984,000 sets per annum for the year ended

31 December 2008 to 1,876,000 sets per annum for the year ended 31 December 2009,

an increase of 892,000 sets per annum or 90.7% to meet the increasing demand of our

customers.

Costs of sales

Cost of sales for the year ended 31 December 2009 was RMB585.1 million, an increase of

RMB302.3 million, or 106.9%, from the cost of sales of RMB282.8 million for the financial year

ended 31 December 2008. The increase in cost of sales was due mainly to the overall increase in the

sales of compressors.

Gross profit

Gross profit for the year ended 31 December 2009 was RMB211.9 million, an increase of

RMB116.4 million, or 121.8%, from the gross profit of RMB95.5 million for the year ended

31 December 2008. Gross profit margin increased to 26.6% for the year ended 31 December 2009 as

compared to 25.2% for the year ended 31 December 2008. Despite a decrease of average selling

prices per set of our products, the gross profit margin increased, mainly due to the decrease in

production costs as a result from the economies of scale.

Other revenue and net income

Other revenue and net income for the year ended 31 December 2009 was RMB2.0 million, a

decrease of RMB2.0 million, or 50.8%, from other revenue and net income of RMB4.0 million for

the year ended 31 December 2008. The decrease was mainly due to a decrease in government grants.

Distribution expenses

Distribution expenses for the year ended 31 December 2009 was RMB42.2 million, an

increase of RMB17.0 million, or 67.7%, from distribution expenses of RMB25.2 million for the
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financial year ended 31 December 2008. The increase was mainly due to the increase in the provision

for warranty expenses, which was increased from RMB13.1 million for the year ended 31 December

2008 to RMB27.2 million in the year ended 31 December 2009, an increase of RMB14.1 million or

108.4%. Such increase in the provision of warranty expenses was due to an increase in our revenue.

The increase in distribution expenses was also due to the increase in transportation costs,

which was increased from RMB4.1 million for the year ended 31 December 2008 to RMB7.6 million

for the year ended 31 December 2009, an increase of RMB3.5 million or 82.9%. Such increase was

due to the increase in sales during the year ended 31 December 2009 where higher transportation

costs were incurred for transporting our products to our customers.

The distribution expenses as a percentage of revenue decreased to 5.3% for the year ended

31 December 2009 as compared to 6.7% for the year ended 31 December 2008. The decrease was mainly

due to the corresponding increase in distribution expenses is less than that of revenue. The reason is that

the Group’s products have already established a high recognition amongst the customers and in the

market.

Administrative expenses

Administrative expenses for the year ended 31 December 2009 was RMB33.6 million, an

increase of RMB7.8 million, or 30.1%, from administrative expenses of RMB25.8 million for the

year ended 31 December 2008. The increase was mainly due to the increase in the administrative

staff costs and other benefits from RMB15.0 million for the year ended 31 December 2008 to

RMB16.3 million for the year ended 31 December 2009, an increase of RMB1.3 million or 8.0%.

There was a charge for compensation benefits given to Mr. Qian amounting to RMB7.4 million,

representing the fair value adjustments in relation to the transfer by CUAS to Mr. Qian of a 3%

beneficial interest and an option over a further 2% interest in both the issued share capital of

Aotecar International and the loan to Aotecar Hong Kong, which was recognised as staff costs in

2008. Please see note 5(b)(ii) in “Accountants’ Report” in Appendix I to this prospectus for further

details.

The increase was also due to the increase in R&D expenses and bad debts provision. The R&D

expenses increased from RMB1.9 million to RMB3.0 million, an increase of RMB1.1 million or

57.3%. The increase was due to our Group’s increasing emphasis on R&D activities. The bad debts

provision increased from RMB0.5 million to RMB1.9 million, an increase of RMB1.4 million or

274.8%. The increase was in line with the increase in the revenue. As a percentage of the trade

receivable and bills receivable balance, the bad debts provision were 0.3% and 0.5% for the years

ended 31 December 2008 and 2009 respectively.

Finance costs

Finance costs for the year ended 31 December 2009 was RMB6.6 million, an increase of

RMB1.5 million, or 30.0%, from RMB5.1 million for the year ended 31 December 2008. The

increase in finance costs was less than the increase in bank borrowings balance due to a drop in

interest rate on bank loans in the financial year ended 31 December 2009.
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Income tax

Income tax for the financial year ended 31 December 2009 was RMB23.4 million, an increase

of RMB16.7 million, or 247.3%, from RMB6.7 million for the financial year ended 31 December

2008. The main reason for the increase was due to the increase in profit before taxation of RMB37.7

million in 2008 to RMB125.8 million in 2009, an increase of RMB88.1 million or 233.8%. The

Group’s effective tax rates calculated based on the tax charged to the combined income statement

over the profit before tax increased from 17.8% for the year ended 31 December 2008 to 18.6% for

the year ended 31 December 2009. The reason was mainly due to the difference in the applicable tax

rate for the year ended 31 December 2008 and 31 December 2009. Being a foreign invested

enterprise engaged in manufacturing activities, Aotecar Nanjing was granted a two-year full

exemption followed by a three-year 50% reduction on income tax from year 2004. Therefore,

Aotecar Nanjing was subject to an income tax rate of 12.5% (i.e. 50% of the unified tax rate of 25%)

for the year ended 31 December 2008. In addition, Aotecar Nanjing was recognised as a High and

New Technology Enterprise under the New EIT Law and subject to an income tax rate at 15% for the

year ended 31 December 2009. The income tax rate applicable for Aotecar Xiangyun and Aotecar

Casting is 25%. The increase was also due to the increase in PRC dividend withholding income tax

from RMB1.9 million for the financial year ended 31 December 2008 to RMB5.0 million for the

financial year ended 31 December 2009, the withholding tax rate for the years ended 31 December

2008 and 2009 was 5%. The increase was also due to non-tax deductible compensation benefits given

to Mr. Qian amounting to RMB7.4 million, representing the fair value adjustments in relation to the

transfer by CUAS to Mr. Qian of a 3% beneficial interest and an option over a further 2% interest in

both the issued share capital of Aotecar International and the loan to Aotecar Hong Kong, which was

recognised as staff costs in 2008. Please see note 5(b)(ii) in “Accountants’ Report” in Appendix I to

this prospectus for further details. No such adjustment was made in 2009.

Profit for the year

The Group’s profit for the year increased by 230.8% to RMB102.5 million in 2009 from

RMB31.0 million in 2008 and the net profit margin increased from 8.2% in 2008 to 12.9% in 2009.

The lower net profit margin in 2008 was mainly due to a one-off compensation benefits given to

Mr. Qian amounting to RMB7.4 million, representing fair value adjustments in relation to the

transfer by CUAS to Mr. Qian of a 3% beneficial interest and an option over a further 2% interest in

both the issued share capital of Aotecar International and the loan to Aotecar Hong Kong. Excluding

the one-off compensation, the net profit margin will be 10.1% which is still lower than the 12.9% in

2009. The reason was mainly due to an improvement in gross profit margin from 25.2% in 2008 to

26.6% in 2009, a difference of 1.4%.
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NON-CURRENT ASSETS

Our Group
As at 31 December

2008 2009 2010
RMB’000 RMB’000 RMB’000

Property, plant and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 132,262 227,669 299,497
Lease prepayments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27,447 48,774 64,980
Intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 64,535 59,141 53,748
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39,895 39,895 39,895
Non-current prepayments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 12,107
Deferred tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 993 1,467

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 264,139 376,472 471,694

Intangible assets

Our Group’s intangible assets represent core technology for our automobile air-conditioning

compressors and customer relationships, which their fair values were recognised using purchase

method of accounting as a result of the acquisition of Aotecar Nanjing by our Group in December

2007.

Goodwill

Goodwill is stated at cost less accumulated impairment losses. Goodwill arising on a business

combination is allocated to each cash-generating unit, or groups of cash generating units, which is

expected to benefit from the synergies of the combination and is tested annually for impairment.

Non-current prepayments

Non-current prepayments mainly represent the prepayments for procurement of machinery and

equipment. The outstanding balance as at 31 December 2010 was related to our expansion of

production capacity in the New Production Base.
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NET CURRENT LIABILITIES

The following table shows the current assets and current liabilities of the Group as at the

balance sheet dates indicated.

Our Group

As at 31 December
As at

28 February
2008 2009 2010 2011

RMB’000 RMB’000 RMB’000 RMB’000
(unaudited)

Current assets
Inventories . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 84,008 115,940 160,550 165,958
Trade and other receivables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 193,525 440,950 571,613 612,598
Pledged deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,332 31,166 15,022 17,023
Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34,726 16,560 26,301 19,396

323,591 604,616 773,486 814,975

Current liabilities
Trade and other payables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 103,920 283,070 349,428 334,782
Amounts due to related parties . . . . . . . . . . . . . . . . . . . . . . . . . . . 209,419 221,224 — —
Interest-bearing borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 102,707 173,771 406,487 433,732
Income tax payables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,594 10,866 15,312 13,103
Provision . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,312 21,678 43,978 48,994
Deferred income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 1,533 1,533 2,442

425,952 712,142 816,738 833,053

Net current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (102,361) (107,526) (43,252) (18,078)

The Group had current assets of RMB323.6 million, RMB604.6 million, RMB773.5 million

and RMB815.0 million as at 31 December 2008, 2009 and 2010 and 28 February 2011 respectively.

The Group had current liabilities of RMB426.0 million, RMB712.1 million, RMB816.7 million, and

RMB833.1 million as at 31 December 2008, 2009 and 2010 and 28 February 2011 respectively.

During the Track Record Period, our Group’s current assets mainly consisted of inventories, trade

and other receivables, pledged deposits and cash. Our Group’s current liabilities mainly consisted of

trade and other payables, amounts due to related parties and interest-bearing borrowings.

The amount of interest-bearing borrowings as at 31 December 2010 increased by RMB232.7

million as compared with that as at 31 December 2009. The increase mainly resulted from a bank

loan of US$31.0 million from BNP Paribas Hong Kong Branch and a bank loan of HK$93.0 million

from DBS Bank Ltd., Hong Kong Branch, partially offset by our repayment of certain bank loans and

discounted bank acceptance bills. The loan from BNP Paribas Hong Kong Branch was used to settle

the indebtedness due to CUAS and Mr. Qian in June 2010. The loan from DBS Bank Ltd., Hong

Kong Branch was mainly used for general working capital purpose. As at 28 February 2011, the

amount of interest-bearing borrowings further increased by RMB27.2 million to RMB433.7 million,

which increase was mainly used for meeting working capital needs.

The Group had net current liabilities of RMB102.4 million, RMB107.5 million, RMB43.3

million and RMB18.1 million as at 31 December 2008, 2009 and 2010 and 28 February 2011

respectively. The net current liabilities of the Group were mainly due to short term bank loans

borrowed for general working capital purposes and amounts due to CUAS and Mr. Qian, being
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related parties of the Group, amount due to CUAS was due to the acquisition of Aotecar Nanjing by

the Group from Fang Brothers in December 2007. For details, please refer to “History, Development

and Reorganisation – Aotecar Nanjing – Transfer of equity interest from Fang Brothers to Aotecar

Hong Kong” in this prospectus. The amount due to Mr. Qian was incurred as a result of the

acquisition of 3% creditor’s right by Mr. Qian and the amount received and subsequently refundable

by Aotecar Hong Kong on behalf of CUAS (being the consideration payable by Mr. Qian for the 3%

shareholding in Aotecar International and related creditor’s rights transferred to him by CUAS)

pursuant to the share transfer agreement entered into among CUAS, Aotecar International and

Mr. Qian on 11 September 2008, and as supplemented by two supplemental agreements dated 7 June

2010 and 15 July 2010. For details, please refer to “History, Development and Reorganisation –

Corporate history – Aotecar International – Transfer of shares in Aotecar International from CUAS

to Mr. Qian” in this prospectus. As at 31 December 2010, we did not have any amount due to related

parties since all the amounts due to related parties had been repaid.

The Group generated net cash inflow from operating activities amounted to RMB24.5 million,

RMB80.8 million and RMB75.9 million during the Track Record Period. The net current liabilities

position of the Group decreased from RMB102.4 million as at 31 December 2008 to RMB43.3

million as at 31 December 2010 and further to RMB18.1 million as at 28 February 2011. The Group

also achieved solid sales growth with gross profit margin at 25.2%, 26.6% and 26.6% respectively

for the years ended 2008, 2009 and 2010. Net profit also grew by RMB117.7 million or 380.1% from

2008 to 2010.

We obtained a bank loan of US$31.0 million from BNP Paribas Hong Kong Branch to repay

the amounts due to CUAS and Mr. Qian in June 2010. Upon Listing, we will repay the bank loan of

US$31.0 million from BNP Paribas Hong Kong Branch in full by proceeds from the Global Offering.

If the amounts due to CUAS, Mr. Qian and BNP Paribas Hong Kong Branch were excluded from the

current liabilities for the three years ended 31 December 2010, the Group would record net current

assets of RMB107.1 million, RMB109.8 million and RMB162.1 million respectively as at 31

December of 2008, 2009 and 2010. Our Directors are of the opinion that taking into account the

estimated net proceeds from the Global Offering, we will record a net current assets position after

the Global Offering. In addition, the working capital available to us is sufficient for our present

requirements and for at least the next 12 months from the date of this prospectus.

As at the Latest Practicable Date, our Directors confirmed that (i) there had been no delay or

default in the repayment of bank and other borrowings during the Track Record Period; and (ii) other

than the loan facility of HK$93.0 million from DBS Bank Ltd., Hong Kong Branch, other banking

facilities do not contain any cross-default provisions.

- 241 -



FINANCIAL INFORMATION

Inventories

The following table shows a breakdown of the inventories of the Group for the Track Record

Period:

Our Group
As at 31 December

2008 2009 2010
RMB’000 RMB’000 RMB’000

Raw materials . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29,255 30,987 30,924
Work in progress . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,378 21,464 37,254
Finished goods . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 49,375 63,489 92,372

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 84,008 115,940 160,550

For the year ended
31 December

2008 2009 2010
Average inventory turnover days . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100 62 55

Average inventory equals the average of the inventory at the beginning and the end of the

year. Average inventory turnover days for each of the three years ended 31 December 2010 equals

average inventory divided by cost of sales for the relevant year and multiplied by 365 days.

The significant decrease in inventory turnover days from 100 days in 2008 to 62 days in 2009

and 55 days in 2010 was mainly due to the fact that our supply was not able to meet the substantial

increase in market demand for our products. The utilisation rate of our Old Production Base and our

New Production Base was 103.0% and 92.9% respectively for the year ended 31 December 2009 and

100.5% and 99.9% respectively for the year ended 31 December 2010, while the utilisation rate of

our Old Production Base was 88.3% for the year ended 31 December 2008.

The increase in the inventory balances during the Track Record Period was mainly due to the

increase in level of sales. As at 28 February 2011, 80.6% of the inventory balances as at

31 December 2010 had been utilised by the Group.

Trade and other receivables

The following table shows the trade and other receivables and the average trade receivables

turnover days of the Group for the Track Record Period:

Our Group
As at 31 December

2008 2009 2010
RMB’000 RMB’000 RMB’000

Trade receivables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 137,406 311,259 448,533
Less: allowance for doubtful debts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,293) (2,617) (1,643)

Net trade receivables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 136,113 308,642 446,890
Bills receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36,165 105,336 92,798
Other receivables, deposits and prepayments . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,737 7,754 14,675
Amounts due from related parties . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,510 19,218 17,250

193,525 440,950 571,613

For the year ended
31 December

2008 2009 2010
Average trade receivables turnover days . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 152 134 140
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Average trade receivables equals the average of the net trade and bills receivables at the

beginning and the end of the year. Average trade receivables turnover days for each of the three

years ended 31 December 2010 equals average trade receivables divided by the revenue for the

relevant year and multiplied by 365 days.

The average trade receivables turnover days for 2008 were higher than our credit period to

customers, which was generally within 90 days to 120 days. The main reason was that some of our

customers used trade bills for settling their trade balances. Those trade bills usually have a credit

period of 90 to 180 days. The longer turnover days were also due to certain customers did not settle

the outstanding amount within the credit period. The average trade receivables turnover days

decreased significantly to 134 days for the year ended 31 December 2009 due to the tightening of the

Group’s credit policy with more customers settling the outstanding amounts within the credit period.

The average trade receivable turnover days increased to 140 days for the year ended 31 December

2010 because an automobile manufacturer customer had not settled its unpaid balance on time, which

is further discussed below.

As at 28 February 2011, all net trade receivables balanced aged more than 12 months had been

settled and 36.3%, 58.9% and 47.8% of the net trade receivables balances aged between 6 to 12

months, 3 to 6 months and less than 3 months respectively as at 31 December 2010 had been settled.

The following table shows the aging analysis of trade receivables and bills receivable (net of

allowance for doubtful debts) of the Group for the Track Record Period:

Our Group
As at 31 December

2008 2009 2010
RMB’000 RMB’000 RMB’000

Less than 3 months . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 140,694 385,829 477,374
3 to 6 months . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19,869 23,288 35,869
6 to 12 months . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,835 3,020 26,240
More than 12 months . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,880 1,841 205

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 172,278 413,978 539,688

The increase in the trade receivables and bills receivables balance over 3 months as at

31 December 2010 as compared with the balance as at 31 December 2009 was due to delay in

settling outstanding balances by certain customers. As at 28 February 2011, 53.6% of these balances

due had been settled.

The remaining unpaid balances were mainly from an automobile manufacturer with

outstanding balance amounted to RMB102.4 million as at 31 December 2010. The customer is a well

established automobile manufacturer with long term business relationship with us. We grant a credit

period of three months to this customer, which was temporarily extended to address its temporary

financial needs. This customer has been repaying and will continue to repay the outstanding balances

to us by monthly instalments, and we expect all of the RMB102.4 million outstanding net trade

receivable balances as at 31 December 2010 will be settled by the end of July 2011. Of the

RMB102.4 million outstanding net trade receivable balances from this customer, RMB61.3 million,

or 59.9% were aged less than three months, RMB20.2 million, or 19.7% were aged between three to
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six months, RMB20.9 million, or 20.4% were aged between six to twelve months, and none were

aged more than twelve months. As at 28 February 2011, RMB41.9 million, or 40.9% of the

RMB102.4 million net trade receivable balances as at 31 December 2011 has been settled. Of this

RMB41.9 million settled balances, RMB24.2 million, or 57.7% were aged less than three months,

RMB9.7 million, or 23.3% were aged between three to six months, RMB8.0 million, or 19.0% were

aged between six to twelve months, and none were aged more than twelve months.

The Directors consider that the slow repayment is only temporary in nature and do not foresee

any significant risks in receiving the outstanding amount because: (i) the customer is an influential

automobile manufacturer in China; (ii) we have worked with this customer for more than five years

and cultivated a good working relationship with the customer; (iii) the customer continues to make

payment to us subsequent to 28 February 2011; and (iv) we communicate with this customer

regularly and are not aware of any material risk with this customer that may jeopardise the

repayment as of the Latest Practicable Date.

We have adopted the following measures to improve trade receivables collection and mitigate

the risk of bad debts:

• reconciling trade receivables balances with customers to identify potential problems or

disagreement in amounts;

• communicating with customers to understand their operational and management

conditions in order to determine the causes of delay;

• requiring sales managers to actively liaise with customers with large overdue

receivables to work out repayment plans, and members of our senior management may

be involved to convey stronger messages;

• managing customers with overdue receivable balances by the following categories:

• For customers with large operational scale and good financial standing,

especially those who we are interested in establishing a long term relationship,

we provide support to help such customers to solve their short-term payment

problems. At the same time, we actively monitor them and undertake actions to

mitigate losses if the customers’ financial conditions worsen;

• For customers who normally have good payment records, we grant certain grace

periods for repayment, during which we strictly limit the increase in trade

receivable balance for such customers;

• For other customers, as well as the certain customers in the first two categories

which our corresponding collection efforts are not effective, we send collection

letters, contact them through telephone or facsimile, negotiate with them face-to-

face, and may take legal actions to resolve the problems;

• performing monthly analysis on customers with overdue balances and making

provisions in a timely manner when a debt is likely to become uncollectible.
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The following table shows the movement in the allowance for doubtful debts of the Group for

the Track Record Period:

Our Group
As at 31 December

2008 2009 2010
RMB’000 RMB’000 RMB’000

Balance at the beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,187 1,293 2,617
Impairment loss recognised/(reversed) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 520 1,949 (588)
Uncollectible amounts written off . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,414) (625) (386)

Balance at the end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,293 2,617 1,643

Other receivables, deposits and prepayments mainly represent prepayment for purchase of raw

materials, machinery and equipment, and certain expenses incurred for the proposed listing exercise.

The increase in the balance as at 31 December 2010 as compared with 31 December 2009 was mainly

due to the increase in the expenses incurred for the proposed listing exercise, which are to be offset

against the share premium account upon listing.

Trade and other payables

The following table shows the trade and other payables and the average trade and bills

payables turnover days of the Group for the Track Record Period:

Our Group
As at 31 December

2008 2009 2010
RMB’000 RMB’000 RMB’000

Trade payables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 80,503 211,122 266,253
Bills payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,120 23,959 15,000
Receipts in advance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,741 973 5,826
Other payables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,885 35,881 51,793
Other tax payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,671 11,135 10,556

103,920 283,070 349,428

For the year ended
31 December

2008 2009 2010
Average trade payables turnover days . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 110 101 103

Average trade payables equals the average of the trade payables and bills payable at the

beginning and the end of the year. Average trade payables turnover days for each of the three years

ended 31 December 2010 equals average trade payables divided by cost of sales for the relevant year

and multiplied by 365 days.

The average trade payables turnover days throughout the Track Record Period of our Group

(as the case may be) were higher than the credit terms granted by our suppliers, which was 100 days.

The reason was mainly due to the time lag between receipt of goods and issuing of invoices by

suppliers. As at 28 February 2011, 55.8% of the trade payable balance as at 31 December 2010 had

been paid by the Group.
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Other payables

The following table shows other payables of the Group for the Track Record Period:

Our Group

As at 31 December

2008 2009 2010
RMB’000 RMB’000 RMB’000

Equipment and machinery payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,553 15,106 10,453
Salary and bonus payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,469 15,846 21,740
Professional fees payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 559 609 11,945
Deposits received . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 305 965 996
Others . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 999 3,355 6,659

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,885 35,881 51,793

The increase in other payables as at 31 December 2009 as compared with 31 December 2008

was due to an increase in the payables of machinery and equipment for the New Production Base and

the increase in salary and bonus payable due to bonus accrued as at 31 December 2009. The increase

in other payables as at 31 December 2010 as compared with 31 December 2009 was mainly due to

the increase in salary and bonus payable as well as the increase in professional fees payable related

to the proposed listing exercise.

Provision

According to the industry practice, our Group will rectify any product defects arising within

two years from the date of sale or 60,000 kilometres of travel with our compressor installed,

whichever is earlier. Provision is made based on the best estimate of the expected settlement under

the sales agreements of the Group. The following table shows the movement in the provision for

product warranties of the Group for the Track Record Period:

Our Group

As at 31 December

2008 2009 2010
RMB’000 RMB’000 RMB’000

Balance at the beginning of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,985 8,312 21,678
Addition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13,068 27,239 43,022
Provision utilised . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (12,741) (13,873) (20,722)

Balance at the end of year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,312 21,678 43,978

The relatively large balance as at 31 December 2009 was due to increase in provision made as

a result from an increase in revenue for the year ended 31 December 2009. The provision utilised

represents the actual settlement to customers due to product defect.

The further increase as at 31 December 2010 was mainly due to increase in revenue for the

year ended 31 December 2010.
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Amount due from/(to) related parties

The table below sets out the breakdown of balances with related parties of our Group:

Our Group

As at 31 December

2008 2009 2010
RMB’000 RMB’000 RMB’000

Trade receivables from related parties

– Xiezhong Nanjing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,710 19,218 17,250
– Changheng Casting . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,800 — —

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,510 19,218 17,250

Other payables to related parties

– CUAS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (203,137) (203,199) —
– Mr. Qian . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (6,282) (14,105) —
– Changheng Casting . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (550) —
– Mr. Wu Peirong . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (3,370) —

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (209,419) (221,224) —

The other payable to CUAS as at 31 December 2008 and 2009 relates to the transfer of 100%

equity interests in Aotecar Nanjing to our Group from Fang Brothers as described in “History,

Development and Reorganisation – Corporate history – Aotecar Nanjing – Transfer of equity interest

from Fang Brothers to Aotecar Hong Kong” in this prospectus.

The other payables to related parties above were non-trade in nature, unsecured and interest

free and were repayable on demand.

In relation to the payables due to the related parties who are enterprises such as Changheng

Casting and Nanjing Xiezhong, as advised by our PRC Legal Advisers, the loan financing activity

between enterprises did not comply with the General Principles of Loan ( ) and the lender

may be subject to a fine equivalent to an amount between one to five times of the interests earned.

However, as the Group is a borrower and all these loans have been paid off, our PRC Legal Advisers

are of the view that the Group would not be subject to any administrative penalties as a result of

these loans. In relation to the other payables due to Mr. Wu Peirong and Mr. Qian, who are also our

related parties, our PRC Legal Advisers are of the opinion that these payables are not in violation

with the PRC law and regulations.

Other receivables and payables between related parties had been fully settled as at

31 December 2010. Trade receivables from related parties will continue after the Global Offering.

LIQUIDITY AND CAPITAL RESOURCES

We have financed our operations primarily through cash flows from operations, short-term

bank loans and capital contributions from shareholders. We recorded net cash inflow in 2008 and

2010 and a net cash outflow in 2009. The Group was able to repay our obligations under bank loans

when they became due during the Track Record Period.
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As at 31 December 2010, we had RMB366.3 million bank loans and RMB40.2 million

advances under discounted bills. During the Track Record Period, the Group had not experienced any

delay in renewing our existing banking facilities.

Selected combined cash flow statements data

Our Group

Year ended 31 December

2008 2009 2010
RMB’000 RMB’000 RMB’000

Net cash generated from operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24,486 80,834 75,896
Net cash used in investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (39,277) (121,018) (128,068)
Net cash generated from financing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42,400 22,279 61,323
Cash at beginning of the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,116 34,726 16,560
Effect of foreign exchange rate changes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 (261) 590
Cash at end of the year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34,726 16,560 26,301

Net cash generated from operating activities

Our cashflow from operating activities comprises our profit before taxation and adjusted for

non cash items such as depreciation and amortisation, finance costs, the effect of changes in trade

and other receivables and payables, the changes in inventories and working capital.

Net cash inflow from operating activities for the year ended 31 December 2010 was RMB75.9

million. The amount was mainly attributable to profit before taxation of RMB187.8 million from the

Group’s operations, an increase in trade and other payables of RMB69.2 million, a decrease in

pledged deposits of RMB16.1 million and an increase in warranty provision of RMB22.3 million.

The amount was partially offset by a decrease in discounted bank acceptance bills of RMB23.6

million an increase in inventories of RMB44.6 million, a decrease in amounts due to related parties

of RMB18.1 million and an increase in trade and other receivables of RMB132.9 million. The

increase in trade and other payables was mainly due to the increase of purchases of raw materials to

meet the rising demand of our products. The increase in inventories and trade and other receivables

was mainly due to an increase in the demand of our products. The decrease in pledged deposits was

mainly due to a decrease in the issuance of bank acceptance bills.

Net cash inflow from operating activities for the year ended 31 December 2009 was RMB80.8

million. The amount was mainly attributable to profit before taxation of RMB125.8 million from the

Group’s operations, depreciation and amortisation of RMB23.6 million, an increase in trade and

other payables of RMB165.6 million, an increase in discounted bank acceptance bills of RMB50.8

million and an increase in warranty provision of RMB13.4 million. The amount was partially offset

by an increase in inventories of RMB31.9 million, an increase in trade and other receivables of

RMB249.4 million and an increase in pledged deposits of RMB19.8 million. The increase in trade

and other payables and discounted bank acceptance bills was mainly due to the increase of purchases

of raw materials to meet the rising demand of our products. The increase in inventories and trade and

other receivables was mainly due to an increase in the demand of our products. The increase in

pledged deposits was mainly due to a requirement by the banks for the increase in issuance of bank

acceptance bills.
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Net cash inflow from operating activities for the year ended 31 December 2008 was RMB24.5

million. The amount was mainly attributable to profit before taxation of RMB37.7 million from the

Group’s operations, depreciation and amortisation of RMB18.5 million, an increase in trade and

other payables of RMB7.0 million, an increase in discounted bank acceptance bills of RMB6.1

million and a decrease in pledged deposits of RMB9.4 million. The amount was partially offset by an

increase in inventories of RMB12.3 million and an increase in trade and other receivables of

RMB48.0 million. The increase in trade and other payables and discounted bank acceptance bills was

mainly due to the increase of purchases of raw materials to meet the rising demand of our products.

The increase in inventories and trade and other receivables was mainly due to an increase in the

demand of our products. The decrease in pledged deposits was mainly due to a decrease in the

issuance of bank acceptance bills.

Net cash used in investing activities

Our cashflow in investing activities mainly consists of the payment for the acquisition of and

proceeds from the sale of property, plant and equipment and lease prepayments.

Net cash outflow from investing activities for the year ended 31 December 2010 was

RMB128.1 million. The amount was mainly attributable to the acquisition of property, plant and

equipment and lease prepayments of RMB128.5 million.

Net cash outflow from investing activities for the year ended 31 December 2009 was

RMB121.0 million. The amount was mainly attributable to the acquisition of property, plant and

equipment and lease prepayments of RMB121.2 million.

Net cash outflow from investing activities for the year ended 31 December 2008 was

RMB39.3 million. The amount was mainly attributable to the acquisition of property, plant and

equipment and lease prepayments of RMB40.1 million.

Net cash generated from financing activities

Our cashflow in financing activities mainly consists of the proceeds from bank loans and

repayment of bank loans.

Net cash inflow from financing activities for the year ended 31 December 2010 was RMB61.3

million. The amount was mainly attributable to proceeds from bank loans of RMB500.5 million

which was offset by the repayment of bank loans of RMB237.0 million and the repayment of

amounts due to related parties of RMB203.1 million.

Net cash inflow from financing activities for the year ended 31 December 2009 was

RMB22.3 million. The amount was mainly attributable to proceeds from bank loans of

RMB122.0 million and the repayment of bank loans of RMB101.8 million.

Net cash inflow from financing activities for the year ended 31 December 2008 was

RMB42.4 million. The amount was mainly attributable to proceeds from bank loans of

RMB72.0 million, and the repayment of bank loans of RMB30.0 million.
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Indebtedness

We have financed our operation via short term borrowings. The table below sets forth our

short term borrowings as at the dates shown:

Our Group

As at 31 December
As at

28 February
2008 2009 2010 2011

RMB’000 RMB’000 RMB’000 RMB’000

(unaudited)
Current
Bank loans

- Secured . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40,000 40,000 205,304 203,831
- Unsecured . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 49,770 70,000 160,963 184,455

Total bank loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 89,770 110,000 366,267 388,286
Bank advance under discounted bills . . . . . . . . . . . . . . . . . . . . . 12,937 63,771 40,220 45,446

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 102,707 173,771 406,487 433,732

Our bank loans and bank advances carried interest ranging from 2.9% to 7.4%, 2.1% to 5.3%

and 0.8% to 7.3% per annum as at 31 December 2008, 31 December 2009 and 31 December 2010

respectively. As at the Latest Practicable Date, the Group’s total bank borrowings included US$31.0

million due to BNP Paribas Hong Kong Branch and HK$93.0 million due to DBS Bank Ltd., Hong

Kong Branch. CUAS pledged in favour of BNP Paribas Hong Kong Branch a cash deposit in the sum

of US$31.0 million as a security for the above loan facility. The loan facility from BNP Paribas

Hong Kong Branch will be repaid within one month after the Listing or by 30 June 2011, whichever

is earlier, and the cash deposit pledged by CUAS shall be released accordingly. The Group intends to

repay the amount due to BNP Paribas Hong Kong Branch immediately after Listing with the

proceeds from the Global Offering.

The loan facility of HK$93.0 million from DBS Bank Ltd., Hong Kong Branch shall be repaid

within 24 months from the date of the agreement (being 11 June 2010). However, 15.0% of the

proceeds from Global Offering (net of any expenses and amounts as approved by DBS Bank Ltd.,

Hong Kong Branch and assuming the Offer Price is determined at the midpoint of the indicative

Offer Price range and the Over-allotment Option is not exercised) shall be applied towards

repayment of the loan at the end of the first interest period after the Global Offering.

The loan facility from DBS Bank Ltd., Hong Kong Branch has a cross default covenant where

a default in the repayment of any debts of the Group will trigger a default of the loan facility from

DBS Bank Ltd., Hong Kong Branch. As at the Latest Practicable Date, the loan due to related parties

had been fully repaid and the Group was not indebted to the related parties.

The loan facility from Hang Seng Bank (China) Limited has a covenant where CITIC Capital

China is required to maintain a shareholding of not less than 45% in the Company prior to Listing in

respect of or general banking facility to Aotecar Nanjing of up to RMB90.0 million.
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The secured interest-bearing borrowings of the Group were secured by:

Our Group
As at 31 December

2008 2009 2010
RMB’000 RMB’000 RMB’000

Property, plant and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,106 5,756 —
Lease prepayments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26,127 25,528 —

32,233 31,284 —

As mentioned above, CUAS pledged in favour of BNP Paribas Hong Kong Branch a cash

deposit in the sum of US$31.0 million as a security for the same amount of loan facility granted to

the Group. In addition, as at 31 December 2010, Mr. Qian also provided a personal guarantee for

bank loans amounted to RMB27.0 million. The personal guarantee issued by Mr. Qian will be

released and replaced by a guarantee provided by the Company upon Listing.

The amount of interest-bearing borrowings as at 31 December 2010 increased by RMB232.7

million as compared with that as at 31 December 2009. The increase mainly resulted from a bank

loan of US$31.0 million from BNP Paribas Hong Kong Branch and a bank loan of HK$93.0 million

from DBS Bank Ltd., Hong Kong Branch, partially offset by our repayment of certain bank loans and

discounted bank acceptance bills. The loan from BNP Paribas Hong Kong Branch was used to settle

the indebtedness due to CUAS and Mr. Qian in June 2010. The loan from DBS Bank Ltd., Hong

Kong Branch was mainly used for general working capital purpose. As at 28 February 2011, the

amount of interest-bearing borrowings further increased by RMB27.2 million to RMB433.7 million,

which increase was mainly used for meeting working capital needs.

As at 31 December 2010, we had banking facilities of RMB116.0 million, US$31.0 million

and HK$93.0 million, of which RMB82.0 million, US$31.0 million and HK$93.0 million had been

drawn down and RMB34.0 million remained unutilised. As at 28 February 2011, banking facilities in

the amount of RMB4.9 million remained unutilised.

Save as aforesaid or as otherwise disclosed herein, the Group did not have outstanding as at

the Latest Practicable Date, any loan capital issued and outstanding or agreed to be issued, bank

overdrafts, loans or other similar indebtedness, liabilities under acceptances or acceptable credits,

debentures, mortgages, charges, hire purchases commitments, guarantees or other material

contingent liabilities.

Contingent liabilities

As at 31 December 2008, 2009 and 2010, our Group had no significant contingent liabilities.

Commitments

(a) Capital commitments

The table below shows the capital commitments of the Group as at the balance sheet dates

indicated:

The Group
As at 31 December

2008 2009 2010
RMB’000 RMB’000 RMB’000

Contracted but not provided for . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43,236 15,024 45,216
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(b) Operating lease commitments

The table below shows the operating lease commitment of the Group as at the balance sheets

dates indicated:

The Group
As at 31 December

2008 2009 2010
RMB’000 RMB’000 RMB’000

Within 1 year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 607
After 1 year but within 5 years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 1,505
After 5 years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 498

— — 2,610

Capital expenditure

The following table shows our capital expenditure for the Track Record Period:

Our Group
Year ended 31 December

2008 2009 2010
RMB’000 RMB’000 RMB’000

Lease prepayments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,320 21,926 17,268
Plant and buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 75 647
Machinery and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 17,600 85,537 81,487
Furniture, fixtures and office equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 272 896 805
Motor vehicles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,064 1,426 570
Construction in progress . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21,349 25,442 13,729

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41,605 135,302 114,506

Our capital expenditure represents mainly expenditure for machinery and equipment and

construction in progress for plant and buildings.

For the year ended 31 December 2010, our capital expenditure mainly attributable to

acquisition of machinery and equipment for the New Production Base and the construction of the

New Production Base.

For the financial year ended 31 December 2009, our capital expenditure was mainly

attributable to the acquisition of machinery and equipment for New Production Base and the

construction of the New Production Base.

For the financial year ended 31 December 2008, our capital expenditure was mainly

attributable to the expansion of production capacity in the Old Production Base and the New

Production Base.

Planned capital expenditure

Our planned capital expenditure is expected to comprise of capacity expansion for the

expansion project of production base, including purchases and installation of machinery and

equipment for the New Production Base and the establishment of a new production base.
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Based on the current plan, the forecast capital expenditure is RMB106.5 million for the six

months period ending 30 June 2011. The source of fund will mainly be from the Global Offering.

Please refer to “Future Plans and Use of Proceeds – Use of proceeds” in this prospectus for further

information.

Pledged deposits

Aotecar Nanjing and our Group (as the case may be) had pledged bank deposit balances of

RMB11.3 million, RMB31.2 million and RMB15.0 million as at 31 December 2008, 2009 and 2010.

The pledged bank deposits were pledged for the issuance of commercial bills and letters of credit.

Certain financial ratios

The Group
As at 31 December
2008 2009 2010

Gearing ratio (%) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53.1 40.3 32.6
Return on equity (%) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26.6 52.5 45.5
Current ratio . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.8 0.8 0.9
Quick ratio . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.6 0.7 0.8

Gearing ratio

Gearing ratio is calculated based on total borrowings and other payables to related parties

divided by the total assets at the end of the respective year. The gearing ratio decreased from 40.3%

as at 31 December 2009 to 32.6% as at 31 December 2010 due to increase in borrowings and other

payables to related parties from RMB395.0 million as at 31 December 2009 to RMB406.5 million as

at 31 December 2010, an increase of RMB11.5 million or 2.9%, mainly due to the additional bank

borrowings from BNP Paribas Hong Kong Branch of US$31.0 million for the settlement of payables

to CUAS and Mr. Qian and a loan of HK$93.0 million from DBS Bank Ltd., Hong Kong Branch,

whereas the total assets of the Group increased from RMB981.1 million as at 31 December 2009 to

RMB1,245.2 million as at 31 December 2010, an increase of RMB264.1 million or 26.9%.

The gearing ratio decreased slightly from 53.1% as at 31 December 2008 to 40.3% as at

31 December 2009. Despite the increase in borrowings and other payables to related parties from

RMB312.1 million to RMB395.0 million, an increase of RMB82.9 million or 26.5% during 2009, the

increase in the total assets of the Group during 2009 was also significant, from RMB587.7 million to

RMB981.1 million, an increase of RMB393.4 million or 66.9%.

Return on equity

Return on equity is calculated by dividing the profit for the year by the arithmetic mean of the

opening and closing balances of total equity of the relevant year expressed as a percentage. Our

return on equity increased from 26.6% for the year ended 31 December 2008 to 52.5% for the year

ended 31 December 2009 mainly due to an increase by 230.8% in profit for the year, while our
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average total equity increased by 67.7% over the same year. Our return on equity decreased from

52.5% for the year ended 31 December 2009 to 45.5% for the year ended 31 December 2010 mainly

due to the expenses incurred for the listing exercise of RMB13.6 million, while the average total

equity increased by 67.4% from 2009 to 2010. Excluding the expenses related to the listing exercise,

which were of non-recurring nature, the net return on equity would be 49.7% for the year ended

31 December 2010.

Current ratio

Current ratio is calculated by dividing current assets by current liabilities. Our current ratio

remained stable at 0.8 as at 31 December 2008 and 31 December 2009 and 0.9 as at

31 December 2010.

Quick ratio

Quick ratio is calculated by dividing current assets less inventories by current liabilities. Our

quick ratio increased from 0.6 as at 31 December 2008 to 0.7 as at 31 December 2009 and further to

0.8 as at 31 December 2010. The increase was mainly due to our rapid business growth in 2009 and

2010. Our quick ratio increased more than our current ratio between 2008 and 2010 as we

experienced an increase in the inventories.

WORKING CAPITAL CONFIRMATION

The Directors are of the opinion that, after taking into account the financial resources

available to us including the estimated net proceeds of the Global Offering, the available credit

facilities and our internally generated funds, our Group has sufficient working capital to satisfy its

requirements for at least the next 12 months following the date of this prospectus.

OFF-BALANCE SHEET ARRANGEMENTS AND CONTINGENCIES

As at 31 December 2008, 2009 and 2010 and the Latest Practicable Date, the Group had not

provided any guarantees to third parties and related companies. We have not entered into any

derivative financial instruments, interest rate swap transactions or foreign currency forward

contracts. We do not engage in speculative transactions involving derivatives.

QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK

Credit risk

Our exposure to credit risk is primarily attributable to trade and other receivables. Our

management has a credit policy in place and the exposures to these credit risks are monitored on an

ongoing basis.

In respect of trade and other receivables, individual credit evaluations are performed on all

customers requiring credit over a certain amount. These evaluations focus on the customer’s past

history of making payments when due and current ability to pay, and take into account information

specific to the customer as well as pertaining to the economic environment in which the customer

operates. Trade receivables are due within 90 days to 120 days from the date of billing.
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Our Group’s exposure to credit risk is mainly influenced by the individual characteristics of

each customer. The industry in which the customers operate also influences their credit risks.

The maximum exposure to credit risk is represented by the carrying amount of each financial

asset in the combined balance sheets after deducting any impairment allowance. The Group does not

provide any guarantee, which would expose our Group to credit risk.

Liquidity risk

We are exposed to liquidity risk arising from the ability to meet our financial obligations as

they fall due, under both normal and stressed conditions, without incurring unacceptable losses or

risking damage to our Group’s reputation.

Our Group’s policy is to regularly monitor the current and expected liquidity requirements

and its compliance with lending covenants, to ensure that it maintains sufficient reserves of cash and

adequate committed lines of funding from major financial institutions to meet its liquidity

requirements in the short and longer term.

Interest rate risk

Our exposure to interest rate risk arises primarily from cash, pledged deposits and interest-

bearing borrowings, issued at variable rates and at fixed rates, exposing the Group to cash flow

interest rate risk and fair value interest rate risk respectively.

The interest rate profile of our Group’s net borrowings at the balance sheet dates is as

follows:

Our Group
As at 31 December

2008 2009 2010
Effective
interest

rate
%

(annual)
RMB’000

Effective
interest

rate
%

(annual)
RMB’000

Effective
interest

rate
%

(annual)
RMB’000

Fixed rate borrowings in the PRC
Bank loans . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.33–7.35 38,000 5.10–5.31 110,000 5.31–6.10 82,000
Bank advances under discounted bills . . . . 2.93–5.83 12,937 2.10–5.11 63,771 4.43–7.26 40,220

50,937 173,771 122,220

Net variable rate borrowings
Bank loans in the PRC . . . . . . . . . . . . . . . . . 5.63–7.30 51,770 — — — —
Bank loans in Hong Kong . . . . . . . . . . . . . . — — — — 0.82–1.89 284,267
Less: cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.36 (34,726) 0.36 (16,560) 0.36 (26,301)

pledged deposits . . . . . . . . . . . . . . . . . 1.98 (11,332) 1.98 (31,166) 2.50 (15,022)

5,712 (47,726) 242,944

Total net borrowings . . . . . . . . . . . . . . . . . 56,649 126,045 365,164

Net fixed rate borrowings as a percentage
of total net borrowings . . . . . . . . . . . . . . . 90% 138% 33%
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Foreign currency risk

Our Group’s exposure to currency risk at the balance sheet dates arises from recognised assets

or liabilities denominated in a currency other than RMB to which they relate. For presentation

purposes, the amount of the exposure is shown in RMB, translated using the spot rate at the year end

date.

(Expressed in RMB’000)

Our Group
As at 31 December

2008 2009 2010
USD JPY USD JPY USD JPY

Trade and other receivables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 4,664 — — 4,624 —
Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 298 — 1 125 404 —
Pledged deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2 — 476 — 2 —
Trade and other payables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — — (6,644) — (1,463)
Interest-bearing borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (17,770) — — — — —

Net exposure . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (17,470) 4,664 477 (6,519) 5,030 (1,463)

PROPERTY INTERESTS AND VALUATION OF PROPERTIES

Our properties were revalued at RMB129.0 million as at 28 February 2011 by Savills

Valuation and Professional Services Limited. Details of the valuation are summarised in

Appendix IV to this prospectus.

Disclosure of the reconciliation of the property interests and the valuation of such property

interests as required under Rule 5.07 of the Listing Rules are set out below:

RMB’000
(unaudited)

Net book value of property interests of our Group as at 31 December 2010
– Plant and buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 55,937
– Lease prepayments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 64,980
– Construction in progress . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9,500

130,417
Less: property interests not included in the valuation(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (15,461)

Revised net book value of property interests as at 31 December 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . 114,956
Movements for the two months ended 28 February 2011
Additions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,947
Depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (571)

Revised net book value as at 28 February 2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 118,332
Valuation surplus as at 28 February 2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,658

Valuation as at 28 February 2011 as per Appendix IV to this prospectus . . . . . . . . . . . . . . . . . . . . . . . 128,990

Note:
(1) These property interests mainly represented those without valid title and/or ownership documents and therefore had been excluded for

valuation purpose.

DIVIDEND POLICY

No dividend was declared during the Track Record Period. We may declare dividends in the

future after taking into account our operations, earnings, financial condition, cash requirements and

availability and other factors as we may deem relevant at such time. Any declaration and payment as
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well as the amount of dividends will be subject to our constitutional documents and the Companies

Law. Our Shareholders in general meeting may approve and make any declaration of dividends,

which must not exceed the amount recommended by our Board. In addition, our Directors may from

time to time pay such interim dividends as appear to them to be justified by our profits. No dividend

shall be declared or payable except out of our profits or reserves set aside from profits in our

Directors’ discretion. With the sanction of an ordinary resolution, dividends may also be declared

and paid out of share premium account or any other fund or account which can be authorised for

such purpose in accordance with the Companies Law and our Articles of Association. Any

declaration of dividends may or may not reflect our prior declarations of dividends and any dividend

recommendation will be at the absolute discretion of our Board.

Future dividend payments will also depend upon the availability of dividends received from

our subsidiaries in China. PRC laws require that dividends be paid only out of net profit calculated

according to PRC accounting principles, which differ from generally accepted accounting principles

in other jurisdictions, including IFRSs. Some of our subsidiaries in China, which are foreign-

invested enterprises, set aside part of their net profit as statutory reserves, in accordance with the

requirements of relevant PRC laws and the provisions of their respective articles of association.

These portions of our subsidiaries’ net profits are not available for distribution as cash dividends.

Distributions from our subsidiaries may also be restricted if they incur debt or losses, or in

accordance with any restrictive covenants in bank credit facilities or other agreements that we or our

subsidiaries and associated companies may enter into in the future.

Our Board has absolute discretion in determining whether to declare any dividend for any

period and, if it decides to declare a dividend, the amount of dividend to be declared. Going forward,

we will re-evaluate our dividend policy in light of our financial position and the prevailing economic

climate. The determination to pay dividends, however, will be made at the discretion of our Board

and will be based upon our earnings, cash flow, financial condition, capital requirements, statutory

fund reserve requirements and any other conditions that our Directors deem relevant. The payment of

dividends may also be limited by legal restrictions and by financing agreements that we may enter

into in the future.

DISTRIBUTABLE RESERVES

There had been no distributable reserves available for distribution to our Shareholders as at

the Latest Practicable Date.

UNAUDITED PRO FORMA ADJUSTED NET TANGIBLE ASSETS STATEMENT

The following is an illustrative statement of unaudited pro forma adjusted net tangible assets

of our Group, which has been prepared for the purpose of illustrating the effect of the Global

Offering as if it had taken place on 31 December 2010. It is prepared based on our net assets as at

31 December 2010 as set out in the Accountants’ Report in Appendix I to this prospectus, and

adjusted as described below. The unaudited pro forma statement of adjusted net tangible assets does

not form part of the Accountants’ Report in Appendix I to this prospectus. The pro forma financial

information has been prepared for illustrative purpose only, and because of its nature, it may not

give a true picture of the financial positions of the Group had the Global Offering been completed as

at 31 December 2010 or any future dates.
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Audited
combined net

tangible
assets of the

Group
attributable

to equity
shareholders

of the
Company as

at
31 December

2010

Estimated
net proceeds

from the
Global

Offering

Unaudited
pro forma
adjusted

net tangible
assets

attributable
to equity

shareholders
of the

Company

Unaudited
pro forma adjusted

net tangible
assets

per Share

RMB’000(1) RMB’000(2) RMB’000 RMB(3) HK$

Based on an Offer Price of HK$1.80 per Share . . . . . . 307,698 399,850 707,548 0.71 0.83
Based on an Offer Price of HK$2.38 per Share . . . . . . 307,698 541,115 848,813 0.85 1.00

Notes:
(1) The audited combined net tangible assets of the Group attributable to equity shareholders of the Company as at 31 December 2010 is

extracted from the Accountants’ Report set out in Appendix I to this prospectus, which is derived from deducting intangible assets and
goodwill from the total equity attributable to equity shareholders of the Company.

(2) The estimated net proceeds from the Global Offering are based on an Offer Price of HK$1.80 and HK$2.38 per Share, respectively
(after deducting the underwriting fees and other related expenses), and takes no account of any Shares which may be issued pursuant
to the exercise of the Over-allotment Option.

(3) The number of shares used for the calculation of unaudited pro forma adjusted net tangible assets per Share attributable to equity
shareholders of the Company is based on 1,000,000,000 Shares in issue immediately after the Global Offering without taking into
account any Share which may be issued upon the exercise of the Over-allotment Option.

PROFIT FORECAST FOR THE SIX MONTHS ENDING 30 JUNE 2011

The following set forth certain unaudited profit forecast data for the six months ending

30 June 2011. For the principal bases and assumptions, please refer to “Profit Forecast” in

Appendix III to this prospectus for further details.

Forecast consolidated profit after taxation attributable to

equity shareholders of the Company for the six months

ending 30 June 2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

Not less than RMB99.2 million

(equivalent to HK$117.0 million)

Unaudited pro forma forecast basic earnings per Share for the

six months ending 30 June 2011 . . . . . . . . . . . . . . . . . . . . . . . . . .

Not less than RMB0.099

(equivalent to HK$0.117)

The Company has undertaken to the Stock Exchange that our interim report for the six months

ending 30 June 2011 will be audited pursuant to Rule 11.18 of the Listing Rules.

DISCLOSURE REQUIRED UNDER THE LISTING RULES

In relation to a general banking facility of up to RMB90.0 million granted by Hang Seng Bank

(China) Limited on 17 March 2011, the life of which is not specified, CITIC Capital China is

required to maintain a shareholding of not less than 45% in the Company prior to Listing. For

details, please refer to the “Relationship with Controlling Shareholders – Financial Independence” in

this prospectus.

Save as disclosed above, our Directors have confirmed that, as at the Latest Practicable Date,

there were no circumstances that would give rise to a disclosure requirement under Rules 13.13 to

13.19 of the Listing Rules.

NO MATERIAL ADVERSE CHANGE

The Directors confirm that there has been no material adverse change in the financial or

trading position or prospects of the Company since 31 December 2010, being the last date of our

latest audited financial results as set out in “Accountants’ Report” in Appendix I to this prospectus.
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