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Important notes

The board 6 directors and the directors of the Company hereby warrant that there are no
mis-statements, misleading representations or important omissions in this report and shall take
the individual and joint liability for the authenticity, accuracy and completesfabe contents
hereof.

Mr. Li Jindian the board bairman &presidentof the Company, antf!s. Yu Hong the chief
accountant of the Compartyereby guaranteihe financial statements in this annual report are
true andcomplete.

At the board meeting, MLi Haiyang was absent for business reasoa.adthorizedVir. Li
Jindian, the director of the Company exercise hisoting right at the board meeting.
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Chapter1 Company Profile

|. Statutory name of the Company:
In Chinese: ® M E
In English:LIAONING SGAUTOMOTIVE GROUPCO,, LTD.

Il. Legal representative of the Company: Li Jindian

lll. Secretary of the board of directors: Na Tao
Contactaddress: 50 Shuguang Road, Zhem District, Dandong, Liaoning,18001, P. R.
of China
Tel (00)864154146825
Fax (00)864154142821
E-mail dongban@hinasgaxle.com

IV. Registeredaddress 50 Shuguang Road, ZHam District, Dandong, Liaonind,18001,
P.R. ofChina
Office address 50 Shuguang Road, Zhem District, Dandong, Liaonind,18001, RR. of
China.
Internet website www.sgautomotiveeom
E-mail address shuguang@chinasgaxle.com

V. Newspaper designated by the Company for information disclosureChina Securities
Daily andShanghai Securitiedaily
Internet website designated by China Securiiggulatory Commission for publishing
Company‘ s ahitpm/iwaw.sse.cenpco r t
The place where thenaualreport isprepared and placed: the office of timard ofdirectors

VI. Stock exchange with which the Compay 6 s shares ar e i ssued:
Exchange
Stock abbr.: SHUGUANG STOCK
Stock code: 600303

VIl. Date ofupdated registratiorf 11" December, 1995
Place ofregistratioh Dandong, Liaoning.
Businesdicenseregistrationno. 2106001110977
TaxregistrationD' 210604120109772
Independent auditor Beijing Zhongxingyu Certified Public Accountant Co., Ltd.
Office address room 818, & floor, flat 88 of Beijing CapitalShidaiSquareoffice building,
Changanstreet, Xichendlistrict, Beijing,P. R. ofChina.


http://www.sse.com.cn/
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Chapter 2 Financial Highlights

I.  Gross profit and components in 2003 (the report year)

(unit: RMB yuan)

ltems Amount
Total profit 151,815,631.2]
Net profit 93,840,058.94
Net profit after norcurrent gain/loss 93,306,344.87
Profit from main operating activities 393,970,703.1(
Profit from otheroperating activities 8,297,147.19
Operating profit 141,955,787.1]
Income from investmnts 3,343,110.7C
Subsidize revenue 8,138,764.91

Net income from nofoperating activities

-1,622,031.45

Net cash flow from operating activities

272,814,308.0¢

Increase (Decrease) in cash & cash equivalents

175,312,703.8]

Note: Items and amount afteoncurrent gain/loss (unit: RMB yuan)

ltems Amount

Gain/loss from disposalf fixed assets -1,052,393.05
Government subsids 381,638.50
Net income from nofoperating activities -513,494.28
Income tax inflenceafter noncurrentgain/loss -489.725.71
Return back of depciation reservem previousyears 2,435,520.6(
Gain/loss from liability reconsolidation -227,831.99
Total 533,714.07

Il. Financial data and guidelines of the recent three years: (unit: RMB yuar)

Iltems 2003 2002 2001
Income from main operating agties | 2,207978,274.94 672,580,247.63 348,834,007.22

Net profit

93,840,058.94

37,117,660.9¢

34,727,984.79

Total assets

2,088,555,426.5!

1,542,649,856.8¢

922,387,595.75

Shareholders equityexcluding
minority’ equity’

535,050,970.91

472,736,56211

466,425,383.0

)

Earnings per share (diluted) 0.58 0.23 0.21
(weighted) 0.58 0.23 0.26
Net asset per share 3.30 2.92 2.88
Net asset per share after adjustment 3.22 2.75 2.81
Net. ggsh flow pertare from operating 168 0.17 0.18
activities
Rate of return of net asset (%) (dilute 17.54% 7.85% 7.45%
(weighted 18.82% 7.90% 7.63%
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lll. Attached table for profit account

. i Rate of return from net assets Earnings per share
Profit during the report year - 5 - X
Diluted Weighted Diluted Weighted
Profit from mainoperathg activities 73.63% 79.03% 2.43 2.43
Operaing profit 26.53% 28.48% 0.88 0.88
Net profit 17.54% 18.82% 0.58 0.58
Net profit after norcurrentgain/loss 17.44% 18.72% 0.58 0.58

IV. Changes insha r e h o keddity withid the report year

(unit: RMB yuan)

Beginning of Increase in Decrease in End of the
ltems the report the report the report report year Reason for changes
year period period
Share capital 162,000,000.00 162,000,000.0(
Earnings fromiability
Capial reserve 234,982,441.33 874,349.12 235,856,790.45

reconsolidation

Surplus reserve

20,907,878.07

16,692,925.90

37,600,803.97

Withdraw of the year

Legalsurplus 7616,823.05| 8,346,462.95 15,963,286.0¢ Withdraw of the year

Freesurplusreserve 1,642,568.26 1,642,568.26 Withdraw of the year

Cash dividend to bg Dividend distribution
32,400,000.00 48,600,000.00 32,400,000.00 48,600,000.00

distributed

planin 2003

Profit retained

14,829,420.46

93,840,058.94

75,281,957.11

33,387,522.2¢

Increasén net profit in
2003

Total shareholder

equity

472736,562.91

169,996,365.17

107,681,957.11

535,050,970.97
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Chapter 3 Changes in Equity and Shareholders Information

. Changes i n sharehol dersd equity
Table of changes i n sharehol der s ‘uniteilgnshards Yy

Before — . After
Changes
changes changes

o Transferred | Increase
Allotted | Distributed

shares shares

shares from | issuesn | Others | Subtotal

reserve fund stock

I. Non-negotiable
shares
1. Pr omot e| 6975 69.75

of which:
Stateowned shares
Domestic corporate
shares
Overseas corporate 69.75 69.75
shares
Others
2. Raised corporate
shares
3. Staff shares 20.25 -20.25 | -20.25
4. Preferred shares or
others

Total nonnegotialbe | 90 -20.25 | -20.25 69.75
shares

Il. Negotiable shares
1. RMB Common 72 2025 | 2025 9225
shares
2.Domestically listed
foreign-capital shares
3. Overseas listed
foreign-capital shares
4.Others
Total negotiable sharej 72 2025 | 2025 92.25

. Total shares 162 162

Il. Particulars of the issuing and listing of shares

According to the authority approval document N®00O] 165 issued by China Securities
Regulatory Commission, the Company made an IPO of 40 million RMB common shares at
Shanghai Stock Exchange on™Dec. 2000 at the price of 8.8 yuan per share. Ofi Réc.

2000, the 40 million RMB common shares wapproved to be exchanged at Shanghai Stock
Exchange.Among the 90-million share capital,38.75 million are corporate shares, 11.25
million are staff shareand40 million arenegotiable shares

6
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In May 2001,0n basis of the 90 million shares, the Compdisyributed 8 shares for every 10
shares held by the shareholders from the capital reserve. After the increase issuestimestock,
Company‘s total slvamnillen sbasep, intluaihg9.75arsllien carporate o
shares20.25 million staff $iaresand 72 million negotiable shares.

In December 2003 the 20.28illion staff sharesvere permitted to bexchanged aShanghai
Stock ExchangeThenthe Company 462million total sharecapital includeds9.75 million

corporateshares and 92.25 millionegotiable shares.

[1l. Shareholders information

3.1The total number of shareholders at the end of the report3&293

3.2Particulars oflie shareholding of theop 10 shareholderat the end of the report year

Shares
Annual Percentage
increase & heldat the of total
Rank Name of shareholders endof the Sharetype
decrease share
. report .
in shares capital
year
1 Dandong Shuguang Enterpris¢ 0 69750000 43.06 Corporate
Group Co., Ltd. shares
Bank of Communications- :
. . Negotiable
2 HaifutongSelectedsecurity 3000684 | 3000684 1.85 share
Investment Fund
Industrial & Commercial Bank o .
. . Negotiable
3 China— Deshengwenijian 1918545 1918545 1.18 share
Security Investment Fund
4 National Social _Secgrlty Fund 1837148 1837148 113 Negotiable
106 Combination shares
Negotiable
5 Guangfa Security Co., Ltd. 1524682 1524682 0.94 siares
6 National Social Secgrlty Fund 1004800 1004800 062 Negotiable
105 Combination share
5 Bar'lk of Cgmmumcaﬂons— 969775 969775 0.60 Negotiable
Kerui Security Investment Func sharas
ChinaTelecommunications & ,
. Negotiable
8 Electrical PoweDevelopment 747082 747082 0.46
shares
Co., Ltd.
Shanxi Provincial t t Negotiabl
9 anxi Provincialnvestmen 674851 674851 042 egotiable
Group(Co., Ltd.) shares
Shanghai Shenghan | t Negotiabl
10 anghai Shenghan Investme 670508 670508 041 egotiable
Co., Ltd. shares

Note: W The shareholdewho owned 5%or more of total shares in the repoperiod is
Dandong Shuguang Enterprise Group Co., Litd. griginal name wa®andong Shuguang

7
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Axle Plan). It holds 69.75 million corporatesharesat the end ofthe report year, which
accounts for 3.06% of theCompany s tsharecagital There has beenonchangein the
shareholding proportionin the report period.
Y There was no pledger freezeon the shargheld by Dandong Shuguang Enterprise Group
Co., Ltd. in the eport period; theCompanydid not knowwhether therevas any pledgeor
freezeonshares held bgther topl0 shareholders.
y Dandong Shuguang Enterprise Group Co., ttd.nothave any relatioship or unanimous
actionswith other 9 shareholdexsf the top10. The Companydid not knowwhether other 9
shareholdersf the top 10 hadny relatioshipor unanimous actions
Y The top 10 shareholdedid nothaveanystateownedsharesor foreigncapital shares.

3.3The holding shareholder of ti@mpany:
Name ofthe holding shareholder Dandong Shuguang Enterprise Group Co., Ltd.
Legal representativeMr. Li Haiyang
Company type: Limited Company.
Dateof establishment" July 2002.
Registered capital: 96 million RMB.
Scope of business: manufacture & sales autanotive chassis, axles and related
components.
Therehas been no changetime holding companyof the Companyluring the report period.

3.4Therewereno other corporatehareholdess who heldmore than 10 % (including 1096)f
the share capital in the repodrmd

3.5The top 10 negotiablshareholdersatthe endthereportyear:

Shares heldat P%rfct% rtl;?ge Tvoe of
Rank Name of shareholders the end of the . yp
ear share capital | share
Y (%)
1 Bank .Of Communications— Haifutong Selected 3000684 185 A share
Securitylnvestment Fund
Industrial & Commercial Bank of China—
2 N . 1918545 1.18 A share
Deshengwenijian Security Investment Fund
3 National Social Security Furid6 Combination 1837148 1.13 A share
4 Guangfa Security Co., Ltd. 1524682 0.94 A share
5 Natioral Social Security Funti)5 Combination 1004800 0.62 A share
Bank of Communications— Kerui Security
6 0.60 Ash
Investment Fund 969775 share
China Telecommunications & Electaic Power
7 0.46 Ash
Development Co., Ltd. 747082 share
8 Shanxi Provincial InvestentGroup(Co., Ltd.) 674851 042 A share
9 Shanghai Shenghan Investment Co., Ltd. 670508 041 A share
10 | Tongde Security Investment Fund 548003 0.34 A share
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Chapter 4 Particulars about Directors, Supervisors, Senior
Executivesand Employees
|. Directors, supervisors and gnior executives
1.1Profile
Shares held
Shares held
N at the
Name Sex | Age Position Tenure o at the end of
beginning of
the year
the year
Mr. Li Jindian Male 57 | Chairman & President 2003.12006.1 22500 22500
Mr. Li Dewu Male 50 | Director & Vice President 2003.12006.1 18000 18000
Mr. Li Haiyang Male 32 | Director & Vice President 2003.22006.1 45000 45000
Director & Chief
Ms. Yu Hong Female| 36 2003.12006.1 0 0
Accountant
Mr. Cao Anbin Male 44 | Director 2003.12006.1 4500 4500
Mr. Chen Piig Male 40 | Director 2003.12006.1 0 0
Mr. Qi Xiangguan Male 48 | Independent director 2003.22006.1 0 0
Mr. Zhang Dazhuang Male 64 | Independent director 2003.22006.1 0 0
Ms. Yang Yuemei Female| 49 | Independent director 2003.22006.1 0 0
Mr. Wang Yonglin Male 53 | Callerof supervisomeeting | 2003.22006.1 4500 4500
Mr. Yu Zengcai Male 50 | Supervisor 2003.12006.1 0 0
Mr. Sun Yongjun Male 35 | Supervisor 2003.12006.1 0 0
Mr. Han Baoming Male 51 | Vice President 2003.12006.1 0 0
Mr. Hao Qingjun Male 38 | Vice President 200310-2006.1 0 0
Secretary of the dard of
Mr. Na Tao Male 39 . 2003.12006.1 0 0
directors

Note: The shares held by directossjpervisorand senior executives have been fixed.

Mr. Li Halyang the directorjs the legal representative bblding companyDandong
Shuguang Enterprise Group Co., Ltd.

1.2 Annualremuneration
The subsidy for directors arglipervisors iproposed by the Company and executed affter
approvalof the board of directors anthe general meetingf shareholdes.

The salaryponus and penalty faenior executives, such general manager and vice general
managersare proposed by the&Company and executed after the approvaltef board of
directors.

The totalamount of theannualremunerationfor current directors, superviers and enior
executivess 1,442,600 RMByuan thetotal remuneration of the top 3 directors receiving the
highest remuneration 800,000 RMByuan the total remunerationof the top 3senior
executivesreceiving the highest remuneratias 800,000 RMByuan There are 2 persons
receiving an annual remuneration of o&0,000 RMByuan, 5 persongeceiving an annual
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remuneration betweef0,000 to 120,000 RMByuan, and4 personsreceiving an annual
remuneration less th&0,000 RMByuan

Directors wilo did not receive remunerationfrom the Company or from shareholder
companiesor other relatedompaniesre: Mr. Zhang Dazhuang, Mr. Qi Xiangquan, Ms. Yang
Yuemei and Mr. Chen Ping.

The amount ofannual subsidgiven toeach independent directby the Company is 20,000
RMB yuan

1.3In the reportperiod, Mr. Hu Xiong, the Vice General Managewas dismissediue tojob
change; th&€ompany appointed Mr. Li Haiyang and Mr. Hao Qingjun as Vice Presidents of
the Company; no Presidentor Secretary ofthe loard of directors were appointed or
dismissed

Il. Employees

As of 31% December 2003he Company had120 employeesegistered at the headquarter in
total, including762 production employees/8 saleemployees 105technical employeegsl?2
financial employeeand 16 administratre employees

Among the registered employedS80 hold undergraduatdegrees or aboyd15are graduates
from collegesand875have education of technicsg¢condargchool.

The Company had41 retiredemployees, all of whonmave taken parin social insurance
program. Theeompany @ not undertakany expenses.

1C
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Chapter 5 Corporate Governance

|. Corporate governance

The Company sictly complies withthe requirements of€orporateLawll, -Security Lawl,
—-Management Provisiorer PublicListed Compam e,sHRul es f or Sheaghae Li s
Stock Exchangé# and the relevant regulations d@hina Securities Regulatory Commission
Moreover, the Company made continuous improvementt corporate governancegt up
modernenterprisesystem,and standadized its operation and organizationb¢havior Based

on the Discussion Regulationat the Three Metings, Work Specifications forGeneral
ManagerWork Specifications for Secretary of thedrd of directorsandManagemenSystem

for Information Disclosue, the Companys e t up the Management Sy
Relationship By the end of th report period therehad beenno differencesbetween the
Companys actualcorporate governancand the requirementsf China Securities Regulatory
Commission

Il. Performance of independent directors

The 4™ Session of Board Meetimdesignated® independent directomnongthe 9 directorsin

the reportperiod, the independent directercomplied with requirements of the Guidance on
Independent Director Program of Publitsted Companyand theCo mpany ‘s Const i
followed the principle of honesty and diligence performed their responsibilites
wholehearedy, carefully reviewedeachproposalof the generalshareholdes meeting andhe

board meetingand madeobjective fair and scientificadvice and suggestions on various
decisions. The efforts of independent directmesdethe decisios madeby the board meeting

more objective and scientific, improved the standardization of operatmalgprotectedthe
legalrights and benefis of small and mediurshareholders.

. The publicity of thdldng SDaremgder susitessoparation,tHR e

assetsmanagement finance andetc.

Independence diusineses The holding companyand its sutsidiariesdid not engage in
the same businesas the @mpany. TheCompanyhas been separatdibm its controlling
shareholdem business operation amés the ability to operate independently

Independence gbeople The Companyhas beerseparatedrom the holding companyin
labor, personnel salary management and other aspects,hasajot its independent labor &
personnel division. Th€ompanys manages; financial chiefs, sales chiefand secretary of the
boardof directorshavenot taken any other positiosibesides directors itihe holding company.

Independence of assefBhe Gmpanyhas set up @ompleteand independensystem in
production, supply and saleand formed eclear relationship with the holding company in
operation right and ownershiprhere has beenno instance thtathe Company provides
guarantee with itsassets, equity or reputation fahe holding companyor the holding
company‘'s subsidiaries, or that the Company’
free The Company is able tanake various operationsdependently withits own assets
without any limits.

Independence ahanagementThe C o mp a bogrd sf directorssupervisory committee
and other internalorganizations are able to operate independently. There are no
controlling/controlled relationshilp et we e n  t h dunctiboahgeparingeht&nd the

11
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holdngc o mpany ‘s functional departments

Independence of finance: TH@ompany has set up complete finarad and accounting
management system independently, @oeseparateaccount in bank and mhtax by law
independently.

IV. Evaluation & incentive systens for senior executives

The loard of directors evaluate the performance of senior executivds/ year and

accordingly cash irthe annualremunerationand adjustsgher annualremunerationand

position forthe next year. In order to improve the wafkiciency, sense ofesponsibility
andinitiative of the senior executives, tl@mpany will set up more scientificationaland

effective evaluation system to promote the organic combindgtweensenior ercutives
andthe Gmpany s economi ¢ eeratiotachi@ementsso as modnaximize
the valueof the Companyndactualize the objective of continuous development

12
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Chapter 6 General Meeting of Shareholders

In 2003 the Company heltivo generaimeetings othareholdersanannualgeneral meeting of
shareholderandatemporary shareholders meeting. T&tailsareas follows:

l.  On 1°* March 2003, the2002annual general meeting ofshareholders was heldat the
conference room ofthe Company. 4 shaeholders and representatives of shareholders
attended themeeting, representing69.8175million shares that accounted for43.1% of
Companyods t ot dahemséiirg waspresided by Mralli Jindian , the board
Chairman. Through votes by public ballot, the following resolutions were made at the
meeting:

1.12002work report ofthe ard ofdirectors

1.22002work report ofthe supervisory@ammittee

1.32002work report ofchairman

1.42002financial statement report

1.52002financial budget report

1.62002profit distributionplan

1.7 The resolution for investmenh national bondsvith idle capitalraised

1.82002 annual report and summary.

1.9The resolutiorthatthe Companymeets the requiremenisr issuingallotted shares

1.10 Theresolution for issuing allotted sharles the Company in 2003.

1.11 The feasibility report onprojects to be invested omith the capital collected through

issuing allotted shares

1.12 The explanatios tothe usage of former collesd capital.

1.13 The resolutiorfor continuous$y hiring ZhongxingyuCPA Co., Ltd

The aanouncement othe resolutiors of the shareholdergieneralmeeting was publisheth
China Securities Daily and Shanghai Securities D&fi" March 2003.

. On 22" September 2003, the i temporary shareholders meeting was held at the
Companyb sonferenceroom. 5 directors and representatives of shareholders attended
the meeting representing 69.91875 million shares that accountedfor 43.16% of the
C o mp a totalGstsare capital. Themeeting waspresided by Mr. Li Jindian , the board
Chairman. Through votes by public ballot, the following resolutions were made at the
meeting:

1. The resolutiorfor changing thenvestment on technical innovation projedtsteering
knucklewith collected capital.
2. The resolutiorfor changing the Compats/name.

The announcememdf resolutiors of the shareholdergeneralmeeting was published in China
Securities Daily and Shanghai Securities Daflfseptember 23, 2003.
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Chapter 7 Report of the Board of Directors

I. Discussion and analysis ahe operating activities during the report period

Following its operating policy of-grasping historical opportunity, consolidating resources,
speeding up international cooperati@mhancingdevelopment andchieving thetarget i n
2003, the Company ade adjustmergtto the market and producten time andachieved an
initial form of four business segment€BU (complete builup), axles, components and
automdile trading.The Company has put great efforts on market exparsidmew product
development, and has built the product categories asdar suspension beam, SUV axle,
MPV axle and other seriesf axle productsand SUV productseriesand largesized bus &
coach products series; Huanghai Compaag successfully implemeatl SGs management
concept adoptedrenovationin its organizatioal structure HR system and distribution system
develomd medium & highend long distance tourist coaahdcity bus with front low entrance
and increased the competitive competence of its products. The Conaaispeeed up JV
and cooperation progresand passed through the PPAPEzton Corp. USAIts products
entered NorthAmerican market. SG Huanghdias successfullysigned MOU with Hungary
Raba Compangn theestablisimentof a joint venture company prodag bus & coach axles
The Company upgradethe quality system frona passiveposition to an active position,
promotal the complete quality improvement and increbgee quality of actual components.
The PPM values of eadhareheld subsidiaryhave improved significantly.

The Company achieved revenueof 220.7978 million RMByuan from main operating
activitiesin 2003 which increasedy 228.3% compared with last year. The main reasons are:

W The basic perioglof consolidatedreportsare different. The revenueof 2002 only covers
Hu a n g h wenue sn December anthe revenue of Shuguang Autobie Trading
Companyfrom August to December, whillne revenuef 2003includesthewh ol e year
revenue The increased revenue is 89.867 millBMB yuan thataccounts for58.5% of
total increase of renue.

<

The sales amount is increasindhelprofit from mairoperating activities i893.97 million
RMB yuan thatincreass by 160.8% compared with last year, mainly becausthe$ales
increase by 228.3%The netprofit is 93.84 milionRMB yuan thatincrease by 152.82%
compared with last year, mainly because of the increase of revenue anéqmofite main
operating activities.

Il. Business operation during the reportperiod

2.1Scope of main businessand operatios

The mainoperating activitie®f the Companyareto manufacture and markatitomotive front
and rear axles, chassis, auto components, buses and coachedalvbiadter the activities of
auto components and bus manufacturing industry.

14
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2.1.1 The constitution of revenue and costs of n@perating activiesby products:

Unit RMB yuan

o Revenuefrom main Costs of main Margin
Descriptions . o . s
operating activities | operating activities | (%)
Axles 488,947,171.5¢ 372,901,199.74 23.73
Brakes 149,046,961.41] 104,303559.38| 30.02
Auto components 25,681,714.8( 17,896,147.00 30.30
Huanghai buses, coaches and spgmiapose vehicles 1,371,396,608.84 1,136,315,660.5¢ 17.14
Sales of other vehicles 163,258,089.8( 157,083,196.84 3.78
Vehicle repair 9,647,728.53 7,739,4632| 19.78

2.1.2 The constitution of revenue and costs of main operating activities by regions:

2.1.2.1Revenudrom mainoperating activities

Unit RMB yuan

Iltems

2003

2002

Dandong area

2,052,107,942.95

515,600,412.30

Xinxiang area

178,227,719.91

133,592,232.57

Sub-total

2,230,335,662.86

649,192,644.87

Offset among the subsidiaries

117,786,654.33

42,468,964.04

Total

2,112,549,008.53

606,723,680.83

2.1.2.2Costs of mairoperating activities

Unit RMB yuan

Items

2003

2002

Dandong area 1,

708,882,261.58

415,406,361.13

Xinxiang area

125,246,589.74

89,381,149.68

Subtotal 1,

834,128,851.34

504,787,510.81

Offset among the subsidiarieg

120,721,120.43

41,862,200.81

Total

11

713,407,730.91

462,925,310.00

2.1.3 The productsthat achievel0% or aboverevenue and profifrom main operating

activitiesduring the reprt period

Unit RMB yuan

o Revenuefrom main Costs of main Margin
Description . L . .
operating activities | operating activities | (%)
Axles 488,947,171.5¢ 372,901,199.74 23.73
Brakes 149,046,961.41 104,303,559.3§ 30.02
Huanghai buses, coaches apecialpurpose vehicles 1,371,396,608.84 1,136,315,660.5¢ 17.14

2.1.4 During the reporiperiod,the proportion of the sales revenue of axles & components

reduced from 62.19% in the last year to 30.0f%his yearwhile the proportion of the
sales revenuef@€BU increased from 37.81% in the last year to 62.11%year
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2.2The operation andperformanceof mgor sharecontrolled subsidiaries and invested
companies

The Company owns 8 subsidiaries: Dandong Huanghai Automotive Co., Ltd., Henan
Provincial Aubmotive Brake Co., Ltd., Zhucheng SG Axle Co., Ltd., Fengcheng SG Axle
Shaft Co., Ltd., Shandong Rongcheng SG Gear Co., Ltd., Dandong SG $hepease
Vehicle Co., Ltd., Dandong SG Autolmite Trading Co., Ltd. and Shanghai SG Manhattan
Investment Company

Dandong Huanghai Automotive Co., Lttas a registered capital 220 million RMB,51%

of whose capital share is owned thye Company. The scope of business of Dandong
Huanghai Automotive Co., Ltccovers themanufacturing and markag of automobile
(excluding cars), chassand components. The totassets of the said company in 2003
were728,379,896.50 RMB yuawith 11,239,065.40 RMB yuan as net profit.

Henan Automotive Brake Co., Ltdhas a registered capital 80 million RMB, 51%of
whosecapitalshareis owned by the Companyhe scope of business of Henan Provincial
Automotive Brake Co., Ltdcovers themanufactung and markehg of auto brake
assemblies and components. The total assets ofs#éie company in 2003 were
247,704,925.96 RMBuan with 18,857,223.86 RMB yuan as net profit.

Zhucheng SG Axle Co., Ltchas a registered capital 8f412 million RMB, 57.5%of
whose capitashareis owned by the CompanVhe scope of business of Zhucheng SG Axle
Co., Ltd.covers thananufactumg and markdahg of automobiles, agricultural vehicle axles
and components. The total assets ofsael company in 2003 were 40,168,041.71 RMB
yuan with 2,984,042.15 RMB yuan as net profit.

Fengcheng SG Axle Shaft Co., Ltdas a registered capital 54 million RMB, 90% of
whose capitathareis owned by the Companyhe scope of business of Fengcheng Axle
Shaft Co., Ltd.coversthe manufactuing and markdahg of auto components. The total
assets of theaid company in 2003 were 102,859,247.98 RMBanyuwwith 7,679,583.47
RMB yuan as net profit.

Shandong Rongcheng SG Gear Co., bk a registered capital 81 million RMB, 67%

of whose capitakhareis owned by the Company.he scope of business of Shandong
Rongcheng SG Gear Co., Ltdovers themanufactuing and markdhg of gears, auto
components. The total assets of slagdcompany in 2003 were 49,336,970.77 RMB yuan
with 1,877,371.49 RMB yuan as net profit.

Dandong SG Specidurpose Vehicle Co., Ltdhas a registered capital d® million RMB,
90% of whose capitathareis owned by the Companyhe scope of business of Dandong
SG SpeciaPurpose Vehicle Co., Ltdovers the manufactuing and marketing of passenger
refitted vehicles and chassis. The total assets of sdid company in 2003 were
314,586,657.20 RMB yuawith 45,955,874.51 RMB yuan as net profit.
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Dandong SG Automotive Trading Co., Ltdas a registered capital 1.8 million RMB,

95% of whose capitathareis owned by the Companyhe scope of business of Dandong

SG Automotie Trading Co., Ltd.covess the import and export of various kinds of
commoditiesand technology, wholesale and retail of automobiles (including cars), auto
components, hardware & traffic electrical devices, household appliances, chemical products,
car rendl, car leasing, old motor vehicles deal and common goods transportation on its own
accountsand as an agent. The total assets of the said company were 34,071,945.60 RMB
yuan with 1,389,662.74 RMB yuan as net profit.

Shanghai SG Manhattan Investment Camphas a registered capital 50 million RMB,

90% of whose capitathareis owned by the Companyhe scope of business of Shanghai
SG Manhattan Investment Compaogverss investment management, assets management
and investment consultation. The total edssof the said company in 2003 were
51,071,108.14 RMB yuanvith 1,082,811.08 RMB yuan as net profit.

There is no casthatthe investment benefif a single subsidiary can influence 10% or above
of the net profit of th&Company.

2.3Main suppliers and ctsmers

The total amounbf purchasdrom the top 5 suppliers of tHeompany is 60.93 million RMB
andaccounts for 11.43% of the total purchasnountof theyear The totalamount ofsalesto
the top 5 customers is 417.35 million RNMiBdaccounts for 18.9% of the total saleamount
of the year

2.4Problems and difficulties in operation and the solutions

The rapid development of Chinese automotive indudtias attractedvarious capital
investments. Theglobal automobile and components manufacturare increaing their
expansion in Chinese market. The contat becomediercer. Facing suclthangingmarket,
the Company has takesome actions:

2.4.1 Grasp the historical opportunifgr the rapid developmenin automotive industry and
the vitalizing of Northeast oldindustrial base, ake intime adjustmerstto product
structure develop new products and new market activahdimprove theCo mpany ‘ s
competitivecompetence.

2.4.2 Enhance joint venture cooperation and seek ieahsupport.

2.4.3 Maketechnical innovatios andkeep continuous development.

2.4.4 Reduce costs, improve qualigndupgrag management.

lll.  The investmentof the Company

3.1The usage of raised capital during the report period
On 26" December 2000the Company issued shares and raised 338.16 million RMB and
this sum of capital could be used continuously to this report period. By the end'of 31
December 2003, the accumulated investment of the raised dagstdleer302.83 million
RMB. The detas of investmers are as follows:
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Unit: tenthousand RMB
Theamount of raised fundsed
. . 2051.2
] duringthereportperiod
Total amount of theraised fund 33816
Total accumulated amount of raise
30283
fund used
Whether Isitin
Amount to Return accordance
] . Actual )
Promised project to be change | . from with plamed
) investment|
invested the investment| schedule and
project forecast return
I' Ninth-Five Plar axle tweside machining project 7066 No 7066 4923 Yes
Acquiring Dandong Huanghai Axle Co. and 518 Ax
8000 No 11220 1123.91 Yes
Co.
Technical innovatiomf auto bevel geaproduction line 1366 No 1075.8 462 No
Project with an annual produbon of 2.1 million-pcs
1762 No 1492.2 889.9 Yes
brake pumps
o ) ] ] Has been
Technical innovatiorf differentials 2950 Yes
changed
Technical innovatiomf pliers-type brake 3243 No 0 No
Technical innovatiorf axle shaft 2998 No 2998 409 No
o ) ) Has been
Technical innovatiomf steering knuckle 2995 Yes 1195 285.9
changed
The establishment of Anhui Ankai Futian SG Axle C
1800 333.05 Yes
Ltd.
Replenish currentapital 3436 No 3436 Yes
Total 33816 i 30283 8429.85 i
Explanationsfor not achiewng planned schedule an 1. Auto bevel gear production line projecthe normal
benefit (distinguished by specific project) production was delayed by the commissioning whported
equipmens. In Ocbber 2002, thecommissioning ofimported
equipmens wasfinished and the bevel gears became one of|
core components of axle.
2. Technical innovatiorof axle shaft In order to makesurethe
product meet the requirements foroth international and
domesic markets, th&Company introducg the technical proces
from KoreaYuanguandCorporatewhich delayed theproduction
time. At presentthis project has been completed and reatheq
target production volume.
3. Technical innovatiomf pliers-type brakeThis project was nol
carried outfor the momenfor marketreasons
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Reasons for changes and explanatitmshe changec
procedures (distinguished by specific project)

1. The Company initially planned to acquire Dandongaxighai

Axle Company bytheraised fund of 77.1 million RMB, and noy
has adjusted the investment scatel enlarged the purchasi
range: The raised fund ofLl12.2 milion RMB was used tdg
establish a joint venture company, Dandong Huan
Automotive Co., Ltd.,with Liaoning Huanghai Auwmobile
(Group) Co., Ltd. The old name i®andong Automobile Workg
and hereaftewill be abbreviatecs Huanghai Group)his fund
includesthe fundto be usedor acquiringDandong Huangha
Axle Companyand for thetechnical innovation of differentigl
andthe remaining fund ofechnical innovation project aiuto
bevel gear production line amde auto brake pumps projewith

anannual prodation of 2.1 million. Huanghai Group invested b
operational asset$iuanghai Axle Companyhat the Company
interded to acquire was also within Huanghai Group. Th
projectwas approved by theoard ofdirectors andhe general
meeting of Bareholders.

2. TheCompany initially planned to makiechnical innovation
on steering knucklevith theraisedfund of 29.95 milion RMB.
However, due tothe delay ofthe projects held bgoordinaing
suppliers the steering knucklefailed to achievethe expected
marketng objectives In order to reduce the investment risk
theraised fund and tmake profits frominvestment, aftegetting
approed by the temporarhareholdergeneraimeeting held on
28" June 2001, th&€ompanydeterminedto stopthe technical
innovation project ofsteering knuckle Instead, the Compan
intended to set up a joint venture compadighuan Dujiang &

Machinery Co., Ltd.with Sichuan Dujiang Machinery Co., Lt¢
After the set up of the joint venturet did not achieve the
expected operatioal objectives Through negotiationsboth
parties agreed to terminatee JVand theCompany withdrew all
the investment in cash. After getting appeavby the temporary
shareholdersgeneralmeeting held or8® September 2002, th
Companyinvested on a joint venture comparnhui Ankai
Futian SG Axle Co., Ltdwith Anhui Ankai Automotive Group
Co., Ltd. and BeigFutian Automotive Co., Ltdwith 18 million

RMB, which is apart of therecalled fund fronthe ternmination
of Sichuan Dujiang SG Machinery Co., Ltd. The change ef
project has beerapproed by theboard of directors andhe
general meeting ofhareholdes.

3.2The company dithot makeanyother investment.
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IV. Financial status

Unit RMB yuan

ltems 2003 20 Increaseor decrease%
Total assets 2,088,555,426.5] 1,542,649,856.85 35.39
Shareholdés equity 535,050,970.91 472,736,562.91 215
Profit from main operating activities 393,970,703.1¢ 151,051,249.54 160.8
Net profit 93,840,058.94  37,117,660.9€ 152.82
Net increase of cash or equivakent 175,312,703.8] -101,254,611.27

Reasos forchange

(1) The profitfrom main operating activities increas®ecause the sales revenue increlses
228.3% compared with the same period in last year.

(2) The net profit increasdue tothe increaseof profit from mainoperating activities

(3) The net cash or equivaleiricreasedecausdahe revenue from main operatiagtivities
increasedy 228.3%andthe payablesales increasky a large extent

V. Routine work of the board of directors
5.1 Board meetingand resolutios
In 2003 four board meetings were held and tietailsand their resolutions are as follows:

5.1.1 On 26" January 2003the 1% session of the "4 Board Meeting was held at the
Company sonference roomOnly 6 out of9 directorstook part in the reeting. The
rest 3 directors authorized other directors in written form to vote for th@naugh
discussios, the directors agreashanimously orthe following resolutions

5.1.1.1The resolution foroting for the Chairman of the Board of th® 8ession;

5.1.1.2The resolution for adopting thveork report ofthe board of directors

5.1.1.3The resolution for adopting thveork reportof Chairman;

5.1.1.4The resolution for adopting002 financial statement report;

5.1.1.5The resolution for adopting003 financial budgetport

5.1.1.6The resolution for reviewing 20Q&ofit distributionplan

5.1.1.7The resolution for makingvestmenion national bonds withlle fund raised

5.1.1.8The resolution for adopting002 annual report and its summary

5.1.1.9The resolution fomppointing senior executives

5.1.1.10The resolution for 2003 remuneratidistribution and award methsan executives

5.1.1.11The resolutiorthat theCompanymeets theequirements for issuing allotted shares

5.1.1.12The resolution for adopting the preplan on issuing allotted shares

5.1.1.13The feasibility report onprojects to be investedith the capital collected through

issuing allotted shargs

5.1.1.14The resolution for makingxplanaions tothe usage of former collezd capital

5.1.1.15The resolutiorfor continuou$y hiring ZhongxingyuCPA Co., Ltd;

5.1.1.16The resolution foholding2002 $areholdergeneral reeting.

The announcement dhe resolutiors of the shareholdergeneralmeeting was pblishedin
China Securities Daily and Shanghai Securities D#ig9" January2003.
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5.1.2 On 21" April 2003, the 2 session of the"4Board Meeting was held and vetevere
madethrough telecommunicating metr®dThe resolution foreviewing the report of
the £ quarterof 2003 was approved

The resolution of this meeting as published in China Securities Daily and Shanghai
Securities Dailyf 23% April 2003.

5.1.3 On 18" August 2003, the"3session of the"Board Meeting was held anates were
madethrough telecommunicatg method onthefollowing resolutions

5.1.3.1The resolution forchangng the investment orthe technical innovatiorof steering
knucklewith theraised fund;

5.1.3.2The resolution for reviewing the report of théHalf year of 2003

5.1.3.3The resoltion for changinghe Companys name;

5.1.3.4The resolution for holding the’temporary shareholder general meeting in 2003

The resolution of this meeting wre published in China Securities Daily and Shanghai
Securities Dailyf 20" August 2003.

5.1.4 On 23" October 2003,he 4" session of theBoard Meeting was held andtes were
madethrough telecommunicatgy method on the following resolutions

5.1.4.1The resolution for reviewinghe management regulations investors relationship of
Liaoning SG Automotivésroup Co., Ltd.;

5.1.4.2The resolution for reviewing the report of t8& quarter 0f2003;

5.1.4.3The resolution for appointinylr. Li Haiyang and Mr. Hao Qingjun as Vice Presidents
of the Company;

5.1.4.4The resolution fodismissng theVice President.

The resolutios of this meeting were published in China Securities Daily and Shanghai
Securities Dailyof 27" October 2003.

5.2 The execution of the resolutionstié general sireholders meetings

5.2.1 According tothe 2002 profit distribution plan reviewed and appeu by thegeneral
shareholders meetingyn basis othe 162million total share capital as dhe end of
2002, theboard ofdirectorsissued dividend of yuan (including tax) for every 10
shares to all the shareholders. Tdmnouncement of th€ o mp a distribuigion of
dividends was published in China Securities Daily and Shanghai SecuritieoDatly
April 2003. The date of registration of equity wad' Z9ril 2003. The right and interest
relief date was 12 April 2002 and the date of granting of didend in cash wa48"
April 2002.

5.2.2 The board ofdirectors alsomplementediwo resolutionsthe resolution for changing
the Companys name andhe resolution for changinthe investment othe technical
innovation ofsteering knucklevith theraised fund.
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VI. Preplans for profit distribution and for the conversion of reservefund into share
capital

As auditedby Zhongxingyu C.P.A. Co., Ltd., the net proifit 2003 consolidatedfinancial
statements 93,840,058.94RMB yuan.10% of the net profit 16,692925.90RMB yuan is to
be set aside for legal surplus common reserve fund; 5% of the net ®y84i6,462.9RMB
yuan is to be set aside fdegal public welfare fund;l,642,568.26RMB yuanis to be
withdrawn as free surpluseserves; and the profit ehed from the previous year is
14,829,420.46RMB yuan Thetotal distributable profito shareholderss 81,987,522.2%RMB
yuan.

Theresolution fordistribution is as follows:

On basis of thed62 million sharess ofthe end of 2003the Company issuedividend of3
yuan (including tax) for every 10 shares. The total cash distribugig¥8.6 million RMB
(including tax). After dividend distribution the balance of profit retaiise2B,387,522.2®RMB
yuan. Thecommon reserve fund nottransferedto shae capital.

This resolution for profitdistribution needs to be reviewed and approved bygieral
shareholdersneeting of 2003.

VII. Other issues
The Companwvill continue to disclose information ©@hina Securities Daily and Shanghai
Securities Daily.

Special explanationdy CPA oncapital occupancy byholding shareholders anelated
parties
According to the-rotice on thestandardization othe capital transfer between publisted
compaties and the related partiend on the issues omxternal guarae#l (hereafter
abbreviatedas the Notice), Beijing Zhongxingyu C.P.A. Co., LpgtoducedZhongxingyu
(2004) No.1021the -special explanationsn capital occupancy bybig shareholders and
related partiesndthe guaranteeagainst the rules fdriaoning SGAutomotive Group Co.,
Ltd. The accountanstated By 31% December 2003apart fromthe capital transfer for
normal operationbetween SGStock andthe related partiesjo capitaloccupancy against
rules as specified in the Notity holding shareholdersf SG Stock and the related parties
has been foundjo guarantee made by S&ockand itssharecontrolledsubsidiariedor the
holding shareholdersf SG Stockand theirsubsidiaries has bedound.

Special explanations and independent commemtisthe external guarantee made by
independent directors

The independent directoegireeshe Companyhasstrictly complied withthe provisionon
external guarantespecifiedin the Company Constitutiorand there has beemo external
guaranteeagainst the rules aspecified in the Noticemade by theCompany andthe
sharecontrolledsubsidiaies forholding shareholders and thsirbsidiaries
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Chapter 8 Report of the Supervisory Committee

I.  The work of the supervisory committee
During the report period thesupervisoy committeeheld two meetings. The details of the
meetings are as follows:

1.10n 26" January2003, the T sessionof the4™ super vi s o was‘heldinghet i n g
C o mp a regnference room. The meeting reviewed and approved falewing
resolutions:

1.1.1 Theresolution forchoosinga caller forthe supervisors eeting
1.1.2 The resolution for adopting 20@2ork report ofthe supervisory committee
1.1.3 The resolution for adopting002 annual report and its summary

The resolutior of this meeting were published in China &urities Daily and Shanghai
Securities Dailyf 29" January2003.

1.20n 18" August 2003, the ¥ sessionof the 4" super vi s o was ‘heldineret i ng
C o mp a rcegnference room. The meeting reviewed and approved thewind
resolution:

Theresolutionfor changinginvestment orthe technical innovatiomf steering knucklevith
theraised fund;

The resolution of this meeting was published in China Séesifdaily and Shanghai
Securites Daily of 20" August2003.

II.  The independent comments omelevant issues in 2003 byhe supervisory committee
2.1The legal operation of theéompany
By law, the supervisory committeperformedthe supervision on the calling procedures and
resolutions of thegeneral bareholders meetings arttle boardmeetingt he di r ect ¢
implementation of the resolutions of the genehareholders meetingandthe performance
of senior executives anithe corporate governanc&he supervisory committee concluded
that the board of directorswas able to strictly implement relevant laws amgulations
throughdiligent work and scientific anéppropriateoperationand decisions.The board of
directors set up and improved theernal management and contsyistem.The directors
and managers of the Company performed no act that violated legudations and the
Company Constitution or harmed the interests of the Company

2.2 Thefinancial status of the Company
Beingresponsike for all shareholders, theupervisory committemade careful and detailed
examinationsto the @mpanys financial systemand statusThe supervisory committee
concludedhatthe auditor's report issued Byongxingyu C.P.A. Co., Ltcbn 2003 financial
statement report of the Company objectively and truly reflected the financial status and
operating results of the Company.
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2.3The Company changed onev@stment project according tbe market andthe relevant
procedureQther actual investment projects were the samehagpromised.

2.4The Company transferred its equigt reasonable price antthere have beeno internal
transaabns or behavios that could damage shareholdersenefits or result in the

C o mp a losgin assets.

2.5The relatedtransactios of the Company vere fair. There have beeno damageto the
benefit ofpublic listed company and niaternal transactions.
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Chapter 9 Important Issues

I.  The key lawsuits and arbitration in 2003
The lawsuit case of Bolaily Mechanical Company disclosed in 2001 annual report
identified that acording to the agreement, Bolaily Mechanical Company shuae paid
off all the arrearsby 31%' December2003. By 31 December2003, there was still
814,028.91 yuanunpaidand shall beontinuouslypaid in 2004.

The Companywas not involved in any other important lawswotsarbitration during the
report period.

Il.  The Company neither acquired nordisposed of assets nor was involved in any
takeover or merger in the report period.

lll.  Important related transactions
All the transactions between the Company and related parées made in accordance
with the national provisionst a fair and reasonablgrice Seedetailsin note8 to financial
statements

IV. Important contracts and their performance
In the report year, the Company was not involved in any trust, contract ar lease
During the report year, there was ingportantguarantee contract.
The Compay did not entrust others to manage its cash assets in the report period.

V. In the report period” the Company or shareholders holding over 5% of the total
shares of the Company did not make any commitment on the selected newspapers
or websites.

VI. During the report year the Company employedZhongxingyu C.P.A. Co., Ltd.as its
auditor. So far, Zhongxingyu C.P.A. Co., Ltd has provided services to the Company
for 5 consecutive years The remuneration paid by the Company to the above
certified public accountants in the report year wass00,000 RMB

VII. The Company and its directors and senior executives were nathvestigated by
CSRC, administratively punished or publicly criticized by CSRC or publicly
condemned by stock exchange.

VIII. Other important issues

The announcementn the change ofthe Gmpanys namewas published in China
Securites Daily and Shanghai Sedties Daily of 20" August 23° September ané™ October
2003.

The Company signed equity transfer agreement with Zhejiang Wanxiang System Co., Ltd.
The agreement stipulated that 51% of equity of Henan Brake Contpainyvasowned by the
Companywastranderred to Zhejiang Wanxiang System Co., Atdthe intended price of 72
million RMB. This resolution was reviewed and approved by 3Aesessionof 4" board
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meeting. The resolutiostill need to be reviewed and approved by theneral bareholders
meethg in 2003.
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Chapter 10 Financial statements

N . Auditor & report
Zhongxingyd 2004~ No. 1018 Audit

To all the shareholders of Liaoning SG Automotive Group Co., Ltd.:

We have audited thattachedbalance sheet and the colidated balance sheet as at"31
December 208, the profit and profit distribution statement and the consolidated profit and
profit distribution statement of 2@0the cash flow statement and the consolidated cash flow
statement of 2(® of Liaoning SG Autmotive Group Co., LtdThe preparation of these
financi al statements iIs the responsibility
to comment on these financial statements based on our audit.

We have conducted our &pendent Auditing Guidatine nfdPRG c e v
Certified Pu bolastoreasonabxkamméwhethér Iheraresubstantial mistale

in the statement or notThe audit includes examining and supporting the data in financial
statements and the evidence diselb by sampling, assessing the accounting principles used

and significant estimates made by the management, and evaluating the overall presentation of
the financial statements. We believe that our audit provides a reasonable basis for our
comments.

We theefore conclude thahe financial statements present fairly, in all important respects, the
financial position of the Company as af"@ecember 2002 and the results of their operations

and cash flows for the year then ended, in accordancetwithe dafig far niCorporate
Accountingll and —Accounting System for I ncor

Zhongxingyu C.P.A. Co., Ltd. PRC Certified Public Accountant: Shu Xin
PRC Certified Public Accountant: Wang Yong

27" Feb. 2003. BeijingAChina
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N . Financial statements (attached)

N . Notes to financial statements

3.1Introduction of the Company

Liaoning SG Automotive Group Co., Ltd. (hereaftabbreviated as th€ompany) was
established or2™ March 1993 afer the approval byhe document Liaotigda [1993] No.5
issued by Liaoning Provincial System Reform Commission6®Becember2000, approval
was givenby China Securities Regulatory Commissian document Zhengjianfa [2000]
No.1650n issuing anPO of40 million common shareat Shanghai Stock Exchange. The total
equity of theCompany was 90 million RMB.

On 10" May 2001, the2000profit distribution plan andhe plan on increasing issues on stock
by transferring capital reserve tequity were reviewed and approved by theyeneral
shareholders meetinghe Companylistributeda dividendof 2 yuanfor every 10 shares to all
the shareholdersf the 90 million shareby the 31 Decembe2000. Meanwhile theCompany
increasedssues of 8 sharesfor every 10 bares from capital resenand the totaincreased
shareseached’2 million. Accordingly, the total shares of the Company reached to 162 million
and theregistered capitatas162 million RMB.

On 22" September 2003approvedby the temporaryshareholdes generalmeeting, the

Company changedts name into Liaoning SG Automotive Group Co., ladd altered the
registered namen 29" September 2002t Dandong Municipal Industrial & Commercial
Administration Management Bureateceivng corporatebusinesdicensewith the registered

No. of 2106002101767. The legapresentativés Mr. Li Jindian.

The main scope of business of tbempany: manufacturing & machining automotive front and
rear axles, chassiandauto components; repaig (establishing swbranches for automobiles
and auto componentsale$; engaging inexporations of selfmade products and relevant
technology bythe mpany and its subsidiariegngaging in imports ofaw materials,
mechanical equipmegt machines & meters and related texlogy needed byhe Gmpany
and its subsidiariegexcept for the limited and forbidden imported commodities and
technology);handling business of machining with imported raw materials aotivities of
machining as per drawings, samples, materials and éasapion trade.

3.2Major accounting policies, accounting estimation and compilatiormethods for the
consolidated financial statements

3.2.1Accounting system

The CompanyimplementedCorporate AccountingstandardsCorporateAccounting System

andthe relevahsupplementary provisions of Finance Ministry.

3.2.2Accounting year

The Company uses solealendaryear as discal year, starting from*®LJan. endingt 31" Dec.
Information recorded in this report covers data frohddn. 2003 to $iDec. 2003.
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3.2.3 Accounting basisand pricing principles
The financial statement of the Compamyies on the occurrence of creditdliabilities, and is
booked withcredit and debit accounting method and pricelistorical (actual) cost

3.2.4 Standard accourihg currency
The Company uses RMB #®e standarcturrencyfor accounting.

3.2.5Accounting methods for foreign currency

The economic business with nrgtandardaccountingcurrency aretranslatedinto standard
accounting currency at the exchange rateassldoy China Peopls Bankon the f day of the
month when the business takes place. At the end of the report glgoalssets, credits and
liabilities in foreign currency aré&ranslated intestandard accounting currency at the exchange
rate releasedybChinaPeoplés Bank at tht time The difference between the bow#lue of
standard accounting currency and the exchanged value of the standard accounting aurrency
the exchange rate at the emidthe report period is regarded @®fit/loss of foreigncurrency
exchangendis written in the profit and loss account of the peridde profit and loss during
constructionare written in the profit and loss account of the period at ont® monthwhen
operation/production start§'he profit and lossfrom foreign exchangeof loans used for
purchasing fixed assets equivalents are dealt widtcording to the capitalization principle of
borrowing expensesrhe profit and loss produced after the delivery of fixed assets should be
listed under therofit andlossaccount of the periad

3.2.6Standardsfor cash equivalentgecognition

According tothe stipulationof—Cor por at e Ac c-eQashFlownStaterSetita n d ehred s
Company regards the shderm investments as the cash equivalents if theydaee in 3
months, of high-liquidating, caskconvertible at the known price and of low risk in value
fluctuations

3.2.7Accounting methods forshort-term investments

The shorterm investmentsare priced according to thetaal payment. If the received actual
payment includes castlividend announced omaturedinterestthat have not been collected
they shall be separately listed under receivable accounts, fmitas costs forshortterm
investmens.

During the holding period of theshortterm investmers, the received cash dividesdor
interess shall be regardedsthe returnof initial investment costs toffset thebook valueof
shortterm investmentsThe cash dividerslor interess that have aready beenristed under
receivableaccountsare excluded.

For shortterm investmerg the difference betwedhebook value andctualreceived payment
is regarded as investment praditlossof the period

The shorterm investments held by the Company are priced by comparing the costs and market
price at the enaf report period. The amount that the market price is lower than the costs is
regarded as depreciation reserve for shemh investments and as the profit/loss of the period.
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3.2.8Accounting methods forbad debt

Bad debts are accounted through bad aebervemethod. The Company makes complete
checkup on accounts receivable (including accounts receivable and others) to fedict
possiblebad debs. According tothe analysis olyearend balanceof accounts receivablend
theaccount agethe Company ni@s bad debt reservebhe percentagef bad debt reserves

as follows:

Account age Percentageof bad debt reserves
Within 1 year 1%

1-2 years 10%

2-3 years 15%
Over 3 years 20%

The Company adoptettacing collectionmethod to collect the accountsceivable over 3
months.Thus the accounts receivable within 1 ybaar lowerisk and the reservgercentage
is made ad%.

The Company does nahake bad debt reserves faccounts receivablfom the companies
covered in consolidated statements.

The standardor bad debtrecognition If the debtoris bankrupt or dead artis assets after
bankruptcyor legacy cannot cover the accounts receivableif aebtor has not madats

payment and theré strong evidence that the payment can notrdygaid or there isless

possibility of repayment, the mentioned debts can be considerebadsdebt lossafter

approved by the board of directors.

3.2.9 Accounting methods for inventory

Company"'s i n v e nrhwo mayerials, oprogucts in procediished products,
low-value consumption goodutsoured commodities and etc. Thaurchase and use cdw
materias are accounted ptannedcosts The difference between actual price and planned costs
is amortized to relevant accounting itemonthly. Thefinished products arevaluedby their
actual costs before being put into storage. dles costs afhipped products amlculatedoy
means of weighed averages. Tdwsts oflow-value consumption goodsxcepttooling and
moulds are amortized by the proportia actual machining quantity to designedchining
guantity.The rest are evaluated by 50% amortization.

The confirmation andpreparing metho& for stock depreciationThe Company makes

complete checkup on thetock at theend of the report period. Somests of stock cannot be

paid back due talamage, complete or partial obsolescencéherlowersale price than the

coss. According to the principle of offsetting the book value of stock ancetiized netvalue
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of stock, the Company makes reserves foclsdepreciation by items.

3.2.10Accounting methods forlong-term investment
3.2.10.1 Accounting methods flang-term equity investment

a. Long-term equity investmers include stock and other equity investnerithe received
actual cost®f long-term equiy investmens shallbe regared as the initial costs. But the
included cash dividendihat have beerannouncedout not collectedshall not be listed
underlong-term equity investment costs.

b. The Company adopts equity accounting method in the case whewveatstment amount
accounts for20% or more of thevoting capital of the invested company, or the
investment amount ikess than 20% buhe Company hasignificantinfluences on the
invested company. The Company adopts cost accounting method in the @sésvh
investmentamountis below 20% of thevoting capital of the invested company, or the
investment amount accounts 0% or more buthe Company doeasot havesignificant
influences orthe investd company When he investment amousiccounts for oue50%
of the voting capita{excluding 50%),)the Company adopts equity accounting method and

consolidates the financial statements of the invested company into its consolidated

financial statements

c. When the Company disposes the ldagm equity investmenthe difference between the
book value andhe actual price is recognizedas the investmentprofit or loss of the
period

d. With equity accounting method, whéehe initial investment costs @flong-term equity
investmentis higher than thehareholdes eaqiity that should have been entitledthme
invested companyhe differenceshould be listed aghe difference oéquityinvestmeni
and be amortized averagely in the period of investment kstéd underprofit and loss
account When the initial investmat costsis less than the sharehold&requity that
should have been entitled tihe invested companthe differenceshould belisted under
-eapitalreserve-r eser ve for equity investment.

3.2.10.2 Accounting methods flamg-term bond investment

a. The wosts of bngterm bond investment isalculated according tthe total amount
actually paid when the investment is made, while the included cash divitteridsave
beenannouncedut not collectedare notlisted undetong-term bond investment cast

b. Interests ofbonds areamortized undestraightline method during the period from bad
purchase date to the maturity date.

c. When the Company disposes the ldagn bond investment, the difference between the
book valueand actuaincome from itis consideredas theinvestmentprofit and loss of
the period

3.2.10.3Reserves for longerm investment depreciation

The reservedor long-term investmentdepreciationare made under entry-by-entry method.
Due to continuous falling down of market price or bad opamadf businesshe receivables of
long-term investmenare lower than its book valuAt the end of the report periodeserves for
long-term investment depreciation aneadebased on the difference between the receivables
and book value of lonterm investment.
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3.2.11Valuation and depreciation methods for fixed assets

The assets such as houses, buildings, machines, equipments, gaugesraithat areowned
by the Company andave been used fanore than one year are regarded as fixed assttsr O
equipmentsthat are not used for productidmt have theunit value of more than 2000 RMB
yuanandhave been used fonore than two years are also regarded as fixed assets.

The costs offixed assets arealculated according tthe actuapurchase priceThe interest of
loans for purchasing fixed assedgd the gain/loss of foreign exchange of loans shall be
capitalized. The addl valuethroughsignificantaugment, replacemenenewal,andtechnical
innovation shall be regarded azpensesand be listedunder fixed assets. The expenses for
frequent repair and maintenance shall be listeder theexpensesf the period The profit and
loss from the disposal of fixed asseskall belisted under thenonoperational income or
expensesf the period

The fixed assets are depreciated siyaightline method.The depreciation rates tifie fixed
assets ardetermined according to theiategory, original value, durable years and anticipated
residue value (residue value rate is 5%ge the table below

Fixed assets category No. of years for depreciation Annual depreciation rate
Houses and buildings 30" 40 3.1®”% 2.3
Universal equipmest 14 6.7%
Transportation vehicles 100 12 9.5006° 7.92%0
Otherequipments 5 19.00%

The Company shall make complete checkuphenfixed assets item by item at the efdhe
report period Due tothe continuously falling down aharket price or technical obsoleteness,
damageandlong-termidling, the realizable value of the fixed assets is lower than their book
value. The reservédor fixed assets depreciation can be made according to the difference
between the realizable value and the book vdlhereserve foffixed assetslepreciatiorshall

be madeby items

3.2.12Accounting methods forprojects in construction

The projects n construction are vaeéd by actual cost including the construction and
installation expenses and expenses on equipment purdies@rrowingexpenseshat arein
accordance withhe terms and conditions of capitalization shallllsted under projectosts
and the rest expenses shall be listed ufidancial costsThe projectthat has already reached
the operation state butas not finished the final accounting after its completdl be
transferred to fixed assets at the historical value frond#te of putting into operatiormhe
capitalization of borrowing expenses shall be terminated. Adjustments are to bafteadee
complete ofiinal accountingprocedure.

The methods for making depreciation reserve foojects in constructiontf the prgect in
constructiorhas stopped construction and will metstart in the next three yearsthe project
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is out of datein both performance antechnology andhas great uncertaintiesin bringing
economic benefit;if there areother evidence proving thathe value of the project in
construction has reduced, the Company can make depreciation reserve for the project in
construction according tine differencebetween realizable value and the book value by items.

3.2.13 Accounting methods for borrowing exgenses

The interest forraising fund for production shall bdisted underfinancial expensesThe
borrowing expenses for purchasing fixed assets shatleladt with according to following
principles:

3.2.13.WWhen the assets expenses and borrowing expenses haveedcand the purchasing
and building activities have been started to leadsetsto the expectedoperational
status, the amortization of loan interest and price decreasinggsing due to special
loans andheforeign exchange differeneeill start tobe capitalize;

3.2.13.Zhe rate of capitalization shall be the weighted average interest rate for speciaffloans
the period

3.2.13.3f the purchasing and building of fixed assets stop abnormally and last for more than
three monthsthe Company shall stoghe capitaliation of borrowing expenses for
temporaryandtakeit asthe expensesf the periog

3.3.13.When the purchased and built fixed assets reach to opedasiatus,the Company
shall stop the capitalization of borrowing expenses. The borrowing expenses occurred
hereafter should bésted undemperiod expenses;

3.2.14 Methods for the valuation and amortization of intangible assets

The obtained intangible assets argered into accourdt actual cost The intangible assets
transferred through investment are erdergo account at the price agreed in the contidue.
costs of intangible assets shall be amortized averagely duriefjt ipemiod.

The Company shathakecomplete checkupn intangible asseitem by item at the endf the

report period For intangilte assetshat have been proved of reduced vathe Company shall

make depreciation reserve for them according the difference between realizable value and book
value by items

3.2.15 Methods for long-term deferred and prepaid expenses
The longtermdeferred and prepaidxpenses of the Company shalldrgered into accourat
the actual costand be amortized averagely during benefit peobeach project.

3.2.16. Principle s for revenueconfirmation

Product salesThe Company has transferred the propernership andhe main risks of the
commodity to buyes; with neither successivemanagementights noractual control ovethe
commaodity. The relevanteconomic benefimay be produced. Whehe relevantrevenue and
costcan be reliably measurethe realization of revenue is confirmed.

Labor offering For the labor work that starts and finishes in the same year, the revenue shall be
confirmed at the time when the labor work is finishidhe laborwork stars and finiskesin
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different fiscal year, the revenue of the relevant labor work shall be confirmed by the
percentage of the work finished on the balance sheet day, on conditidhethedult of labor
work provided could be reliably estimated.

Transfer the assets use rigiithe economidenefitrelevant to the transactianay flow into
the Company and the amount of revenue could be calculated reliably.

3.2.17 Confirmation principle s for predicted liabilities
3.2.17.1If there is anyliability that is in accordance witie following conditionsat the same
time, it is confirmed asa liability:
a. Theliability is current;
b. The performance of such liability may result in thdoss ofthe economic benefaf the
Company;
c. The amount of the liability can be reliably calculated

3.2.17.2 Anount is thebestestimatedigure for clearing the liabilityIf the expenses to be paid
are within a range, the best estimated figure shoulthd@average value between the
upper and lower limited amount of the rantfghe expenses to be paid are not within
a rangethe best estimated figure shoulddegermined by the followinghethods:
a. If theitem is relatedto single project, the best estimated figure should be determined
according to thenostpossibleamount;
b. If the item is related to many projects, the bestireated figure should be termined
according to thenostpossibleamount and the occurringobability;
c. Ifthecomplete or part of theonfirmed liability needs to be compensatedablyird party,
the compensation amount shall be confirnsegarately assaetswhenthe receipt ofit
could be basically confirmed. The confirmed compensation amount should not exceed the
bookvalue of the confirmed liability.

3.2.18 Accounting methods for ncome tax
The Compangmploystax payablenethod

3.2.19 Changes of major accounting policies and accounting estimation

The cash dividendm the profit distributionpreplan made by thieoard of directors between

the day aftethe balance sheeindthe approval dg of the financial reporare formerly listed

under divided payableas adjusted item after the pericdccording to the revised=Cor por at e
Accounting Standards— remained issue®sf balance sheltt the cash dividends aresow
separately listed undshareholdersquity in the balance sheet.

The Company has adauttracing adjustment methddr the change othis financial policy.
By adjustmentthe shareholdersequity by the end of 2008 increasedo 32.4 million RMB
andthe dividends payabley the end of 200% decrease to 32.4 million RMB.

3.2.20 Basisof consolidation
The Company compiles consolidated financial statement according to the Provisional
Regulations on Consolidated Financ®dtement and itadditionalprovisions stipulated by the
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Ministry of Finance.

The consolidated financial statemenhcorporate the data of the parent company and its
subsidiaries and other relevant data, and comply thithdocumerst of Ministry of Finance
Caikuaizi(1995)N o . 1h& notiee on printing and releasing tliRrovisional Regulations on
Consolidated Finamal Statement nd Caikuaizi(96) No.2-Reply to the Applicatiorior the
Scope ofConsolidated FinanciaBtatemernit .The longterm investment, actual receivable
capital, important internal transactions and fund of the Company are offset during the
consoidation andhe minority equity is separately listed acalculatel.

The Company and its subsidiare® employing the sanacounting policies and methods.

3.3 Taxation

3.3.1Value-added tax (VAT)

The valueadded tax of the Companydalculaed at % of the sales of products and materials.
The valueadded tax to be paid the remainingamount of sales tax dededt bypurchase tax.

The sharecontrolled subsidiary of the Companypandong SG Special Purpose Vehicle Co.,
Ltd. (hereafterabbreviated a§G Special Purpose Vehicle Cag a social welfare company
According toLiaoning National Tax Bureau document (1994) Noi21 Blotice-of Taxation
Issues of Circulation Tax for Social Welfare Company Tinatied by National Tax Buredy
the valueaddel tax for social welfare compamye paid first and refundddterat 100%rate

3.3.2 Consumption tax

The sharecontrolled subsidiary ofhe CompanyDandong SG Specigiurpose Vehicle Co.,
Ltd., produces and sells ligloluty minibugswhosecylinder dsplacemenis less than 2000
milliliter. According torelevantstipulations inthe Temporary Provisionsf Consumption Tax
of P.R.C., the consnption tax shall be calculated and paid by 3% of the sales revenue.

3.3.3 Businesstax
5% oftheincome from lase of buildings levied forbusinesgax.

3.3.4 City maintenance and construction tax
The parent company and issibsidiariegexcluding Henan Auto Brake Co., Ltd.) paid city
maintenance and construction tax by 7% of the VAT and turnover tax.

The shae-controlled subsidiary of the Companyienan Auto Brake Co., Ltd. (hereafter
abbreviatedas Henan Brake Companyaid city maintenance and construction tax by 5% of
the VAT and turnover tax.

3.3.5 Education surtax and local educational surtax
Educationsurtax was levied by 3% of the taxable amount of VAT hAndinesgax. Local
educational surtax was levied by 1% of the taxable amount ofavlTbusinestax.
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3.3.6 Income tax
The parent company paid taxable income tax by 33% according to the Esgdrmome Tax
TemporaryProvisions of P.R.C.

The sharecontrolled subsidiary of the Compariyandong SG Specigurpose Vehicle Co.,
Ltd., is a sociawelfarecompany. According to the stipulations in the Enterprise Income Tax
TemporaryProvisions of P.RC., it is exempted fronmcome tax.

3.4.Profit distribution

The Company grofit after tax is distributecaccording to the-€Company Law and the
resolutiors made bythe generalshareholders meetinghe distribution follows the following
sequence

3.4.1make upfor the deficit of the lastiscal year;

3.4.2retaining 10%aslegal surplus reserve fund;

3.4.3retaining 5%aslegal public welfare fund;

3.4.5retainingfreesurplus reserve fund,;

3.4.6distributing dividends to shareholders.

3.5. Sharecontrolled subsidiariesand joint venture companies
3.5.1Share-controlled subsidiariesand joint venture companies

] Registered Investment )
) Business ) Equity o
Name ofthe invested company capital amount Consolidation
scope percentage
(RMB yuan) (RMB yuan)

Dandong Hianghai Automotive Co.,

Lid Busé& coach 220,000,000.0C112,200,000.0C 51% Yes
Fengcheng Shuguang Axle Shaft Co., | Axle shaft 54,000,000.00 48,600,000.00 99% Yes
Shanghai Manhattan Investment C Investment 45,000,000.0
50,000,000.00 95.1% Yes
Ltd. management 0
Henan Auto Brake Co., Ltd. Auto brake 30,000,000.00 49,070,214.22 51% Yes
Shandong Rongcheng Shuguang Ge
Gear 31,000,000.00 20,770,000.00 67% Yes
Co., Ltd.
] ) Wholesale
Dandong Shuguangutomotive Trading )
and retail of 11,80,000.00 11,210,000.00 95% Yes
Co., Ltd. )
vehicle

Dandong Shuguang SpecRilirpose Refitted

10,000,000.00 9,000,000.00 90% Yes
Vehicle Co., Ltd. vehicle

Zhucheng Shuguang Axle Co., Ltd. Axle 9,412,000.00 5,412,000.00 57.5% Yes

3.5.2 Changes of sharecontrolled subsidiariesand joint venture companes
On 20" Decembe2002, thegeneralshareholders meeting of Fengcheng Shuguang Axle Shaft
Co., Ltd. (hereafteabbreviatedas Fengcheng Shuguang Axle Shaft Co.) patisexigha
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resolutionthatagree to increase its registed capital from 500,000.0RMB to 36,500,000.00
RMB. The increased 36,000,000.60MB was invested by Liaoning Shuguang Automotive
Group Co., LtdBy then the investment of the Company to Fengcheng Shuguang Axle Shaft
Co. hasincreased from 400,000.G®MB to 36,400,000.0RMB, accounting fo©9.73%of the
sharecapital This change has been certified by Dandong Yalu River Accountant Institute by
No0.19 (2003) Verification Certificate.

On 28" September 2003, thgenerakhareholders meeting of Fengcheng dlang Axle Shaft
Co. passedhroughanother resolutiomnhat agree to increase its registered capital from 36.5
million RMB to 54 million, anong which the investment of Liaoning Shuguang Automotive
Group Co., Ltd. increasirom 36.4 million RMB to 48.6 nlion RMB, accounting for90%

of the total registered capitahe investment of Dandong Shuguang SpeBiaftpose Vehicle
Co., Ltd. increagdfrom 0.1 million RMB to 5.4 million RMB, accounting for 10% of the total
registered capital. This change has beenified by Dandong New Age Accountant Co., Ltd.
by No.112 (2003) Verification Certificate

3.6. Notes to consolidated financial statement

3.6.1 Cash capital
Unit: RMB yuan

ltems At end of the report period At the beginning of the report period
Cash 16,102.9¢ 70,253.4¢
Deposit at bank 408,177,957.8 232,811,103.5

Capitalin othercurrency

Total 408,194,060.7 232,881,356.9

The balance of deposit at baokthe Company athe end of report period USD 37,635.51
which can bdranslated intd11,497.83 RMBat theexchange rate 081 December2003 (1
US dollar equals to 8.2767 RM@ian)

The Company received 3 million RMB bank loans throagmortgageof 3.4 million RMB
deposit at bank.

The remaining currency capital at year end has increased 75.28%héhaeginning of the
year, primarily due to better collection of operation fund badause thathe Companyhas

enhanced the collection of accourgseivables.

3.6.2Notesreceivable

Unit: RMB yuan
Items At end of the report period At the beginning of the report period
Bank acceptance draft 303,109,617.0 140,419,982.0
Commercial acceptance draft
Total 303,109,617.0 140,419,982.0

Among the balance at the end of the report ydaank acceptance draft witdn amount of
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178,056,260.00 RMEs used as mortgage to bank to opantespayable.

3.6.3 Accounts receivable
Unit: in RMB yuan

At the end of the report year At the beginning of the report year
Age Amount Percentage Reserve for bad debt ~ Amount Percentage Reserve for bad debt
Within 1 year 250,060,884.9 71.58% 2,500,608.8! 282,008,453.2 81.06% 20,201,776.4
1-2 years 88,929,033.7 25.46% 26,884,689.8 22,858,711.2 6.57% 3,681,283.1.
2-3years 7,071,550.8 2.03% 1,060,732.6. 20,126,341.7. 5.79% 3,074,238.5
Above 3 years 0.93% 1,517,097.6 22,886,077.8 6.58% 4,577,215.5
3,263,726.1!
Total 349,325,195.6 100.00% 31,963,129.0 347,879,584.0  100.00% 31,534,513.7

There are no arrears from shareholders who modde than 5% (including 5%) of the
Conmpanys share equitpmong the remaining amount of thecounts receivable.

The total amount oérrears ofthe top fivedebtorsis 149,850,967.83 RMBaccountingfor
42.09% of the total amount of accounts receivalblhe end of report period

Accordingto the Comments of Documerbanzheng No.87 (200Zyom Dandong Peopls
Government when Dandong Huanghai Automotive Co., Ltd. (hereatibbreviatedas
Dandong Huanghai Co.) was established, Liaoning Huanghai Automobile (Group) Co., Ltd.
(hereafter abbrevated as Huanghai Group Co.) madeonetime reserve forthe assets
depreciationof 27,397,168.24 RMBwhich is 10% of theevaluated value of the invested
accounts receivable. This sum is deducted fibm evaluatedhet assetslt balancs the
national moetary capital of Huanghai Group Co. The depreciatialue is listed underthe
reserve for bad debt #te end of the report period

3.6.40ther account receivable
Unit: in RMB yuan

At year end At year beginning
Age Amount Percentage Reserve for bad deb Amount Percentage Reserve for bad debt
Within 1 year ~ 18,978,597.7 59.31% 189,785.9¢ 13,805,981.1 46.53% 138,059.8:
1-2 years 132,343.2: 0.41% 13,234.3: 1,433,817.3 4.83% 143,381.7¢
2-3years 992,970.5: 3.10% 148945.5¢ 3,134,361.4. 10.5/% 470,154.2:
Above3 years 11,896,890.5 37.18% 2,582,885.3' 11,297,107.2 38.07% 2,720,895.3.
Total 32,000,802.0  100.00% 2,934,851.20 29,671,267.1 100.00% 3,472,491.0'

There are no arrears from shareholders who modde than 5% (including 5%) of the
Companys share equitpmong the remaining amount of thecounts receivable.

The total amount o&rrears ofthe top fivedebtorsis 25,734,576.36RMB, accountingfor
80.42%of the total amount of accounts receivabtethe end of report periobee details
below:
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Unit: in RMB yuan
Name of company Contents Amount Age
1 Liaoning Huanghai Autontzle (Group Co., Ltd. Current fund 13,333,111.19 Within 1 year
2 Jivjiang Changhe Automdbk Co., Ltd. Investment fund 9,000,000.00  More than 3 years
3 Italian CEMSA Company Equipment fund 1,658,102.75 More than 3 yeis
4 Henan Auto Brake Plant Current fund 929,333.51 2-3 years
5 AmericanBolaily Mechanical Company Current fund 814,028.91  More than 3 years

Total 25,734,576.36

The sharecontrolled subsidiary of the CompartyenanAuto Brake Companyhas made an
investment of 12 million RMB to Jiujiang Changhe Autdoite Co., Ltd. Becauseliujiang
Changhe Autombile Co., Ltd. has not finished the"2increase in capital share issuing, the
invested capital remainasl temporarily listd underother accounts receivable.

The AmericanBolaily Mechanical Companfhas beerin arrears for more than 5 yeaikhe
Companytherefore made eeserve for bad debt by 45% of the arre@rstails of he lawnsuit
case withBolaily are given irChapter 9Important Issues

3.6.5Accounts prepaid Unit: in RMB yuan

Age At year end At year beginning
Amount Percentage Amount Percentage
Within 1 year 94,924,036.3 98.70% 66,676,447.8 97.21%
1-2 years 1,134,357.1 1.18% 1,804,920.9. 2.63%
2-3 years 21,704.0( 0.02% 87,917.2¢ 0.13%
More than 3 years 97,997.8¢ 0.10% 19,980.6: 0.03%
Total 96,178,095.3 100.00% 68,589,266.6 100.00%

There are no arrears fromakholders who holdnore than 5% (including 5%) of the
Companys share equitpmong the remaining amount of thecountgprepaid

Thebalance ofaccounts prepaid éhe end of report periothcrease®7,58882872 RMB by
40.22% thanthat at the beginningf report period primarily because of thencreasd
prepaymentgor imported components and somesuppliersin order toensure the production
requirements in 2004.

3.6.6Inventory

Unit: in RMB yuan

ltems

Materials in stock
Finished products
Products in process
Low-value consumables
Outsourcednaterials
Delivered products

At year end At year beginning
Amount Reservefor inventory Amount Reservefor inventory
130,452,678.3 210,298.7° 105,224,005.4 120,101.2:
168,344,881.2 359,356.4¢ 137,862,720.2 389,844.3¢
36,153,286.3 1,505,532.2; 39,436,702.0 360,245.0:
2,759,033.7! 6,337,580.0!
3,862,706.6! 3,435,092.3.
64,914,798.3 18,709,238.3
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Total 406,487,384.9 2,075,187.4 311,005,338.4 870,190.6:

The balance of yeand inventory increase®5,482,046.53RMB by 30.70% thanyear
beginning primarily due tahe followingreasons:

A. The main reason forhe increase of dedered productsis that the shareontroled
subsidiariesof the CompanyDandong Huanghai Co. and Shuguang Spdtigpose
Vehicle Co, deliveredtheir finishedvehicles without transferrinthe main risk.

B. The main reason for thencrease of finished pragtsis that sharecontrolled subsidiaries
took the influence of two importartolidaysin China in January 2004 into consideration
They therefore produced the finished produmtsording to sales ordand increase the
stock for finished products tmed the market demand

C. The main reason for théncrease of raw materialis that sharecontrolled subsidiaries
increasedheir reservefor steel, castings and other raw materials based on the information
from raw materials market.

At the end of report perial, the Company checked inventory item by itéhne materials in
stockthat could not meet the requiremesitnew products or could not be used due to product
upgradingwill have a higher stock costs than the realizatdepresentvalue Therefore the
Conpany made reservéor stock depreciationaccording to the differencéetweenthe
realizablenet presentvalue andhe bookvalue atthe end of report period

The reason for thancrease ofin-process product depreciation tisat the sharecontrolled

subgdiary of the Company Dandong Huanghai Comadea reserve forstock depreciation
according tothe wear level and the analysis and evaluations on thetual conditios of

testingpurpose vehicles

3.6.7Expenses to be amortized Unit: in RMB yuan
o Increase inthis  Amortization in
Items At year beginning ) At year end
year this year
Heating 40,000.00 10,000.00 30,000.00
Special maintenander testing house 627,610.11 418,406.74 209,203.37
Others 30,133.33 19,833.33 10,30000
Total 697,743.44 448,240.07 249,503.37

3.6.8 Longterm investment
3.6.8.1 Investment projext Unit: in RMB yuan
At the beginning of report

At end of report period

period Increasein  Decrease in
Items ) )
Reserve for this year this year Reserve for
Amount o Amount o
depreciation depreciation
Longterm equity
40,478,316.41 4,614,596.01 1,787,701.79  43,305,210.63

investment
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Longterm claim

investnent

Total 4047831641 4,614,596.01 1,787,701.79  43,305,210.63

Apart from theinvestment benefigot from equity methodhe main reason for the increase of
long-term equity investment is as follows:

On 15" June 2003, resolutionwas mace and approved by the board of directorsaof
sharecontrolled subsidiaryof the CompanyHenan Brake Companyo invest 500,000.00
RMB yuanto Hebei Chan@n Auto Co., Ltd.

Apart from the amortization cdquity investmentdifference the main reason fahe decrease
of long-term equityinvestmenis as follows:

On 8" January2003, the shareontrolledsubsidiaryof the CompanyDandong Shuguang Auto
Trading Co., Ltd. (hereafterbbreviatedas Shuguang Auto Trading Company) accepted
400,000.00 shares ddandong Shuguang Sales & Maintenance Co., tlidt has a special
agreement wittfShanghai VW Auto (hereaftabbreviatedas Shuguang Shanghai Augpecial
Repair Company) from natural person Mr. Yi GuanByi.then,the shares of Shuguang Shanghai
Auto Remir Company held by Shuguang Auto Trading Complaayincreased from 42.5% to
59.17%. It was consolidated in the financial statersem 2003 and has amfluence of
1,122,083.3BRMB yuan

3.6.8.2Longterm equity investment
a. Stock investment
Unit: in RMB yuan

o No. of Holding percentagenthe  Investment  Reserve for
Company being invested Share class

shares investedcompany amount depreciation
Beijing Auto Futian Vehicle Co., LtcCorporateshare 2.3 million 1.03% 5,000,000,0f

b. Other equity investmen
Unit: in RMB yuan

o Investment  Holding percentagen Investment Reserve for
Company being invested ] ) o

duration the investeccompany amount depreciation
Anhui Ankai Futian Shuguamxle Ca, Ltd. 30% 21,330,473.15
Beijing Xinrongxingye Investment consult&o., Ltd. 11.1%% 100,000.00
Beijing Futian Huanbaodongli Co., Ltd. 0.51% 2,000,000.00
Jiujiang Changhe Auto Co., Ltd. 1.86% 3,000,000.00
Nanijing Chantan Auto Co., Ltd. 15 0.48% 1,440,000.00
Hebei Chan@n Auto Co., Ltd. 0.5620 500,000.00
Zhenjiang Fanwo Auto Componédb., Ltd. 30 54% 4,210,347.62
Total 32,580,820.77

41



LIAONING SHUGUANG AUTOMOTIVE GROUP CO., LTD. 2003 ANNUAL REPORT

c. Other equity investmenequity methoyl

Initial Investment Increase Dividend Investment Accumulated
ividen
Company being invested investment amount atyear decrease h amount at increasd
in cas
amount beginning in equity year end decreasedn equity
Anhui Ankai Futian
18,000,000.0C 18,716,591.1% 2,613,882.02 21,330,473.15 3,330473.15
Shuguang AxI€o., Ltd.
Zhenjiang Fanwo Auto
2,837,920.79 2,822,213.76 1,388,133.86 4,210,347.62 1,372,426.83
CompnentCo., Ltd.
Total 20,837,920.79 21,538,804.88 4,002,015.88 25,540,820.77 4,702,899.98

d. Consolidated price difference

Unit: in RMB yuan

Company being Amortization Balance at Amortization Balance at Reason for
invested duration year beginning  in this year year end difference
Dandong Shuguang Auto Premium price
] 657197313 10years 6,29814092 65719728 5,640,943.64
Trading Co., Ltd. investment
Dandong Shuguang . .
. Pramium price
Shanghai VW Auto 91,867.0 10years 842118 83,446.22
) ) investment
Special Repair Co., Ltd.
Total 6,663,840.53 6,298,140.92 665,618.46 5,724,389.86

3.69. Fixed assets

Unit: in RMB yuan

Original value of fixed

assets At year beginning Increase in this period Decrease in this perioc At year end
Buildings 122,993,140.3 26,146,694.0 598,464.2! 148,541,370.0
Universal equipmest 364,880,925.7 53,820,614.6 1,739,789.3. 416,961,751.0:
Transportatiorequipments 15,607,481.0 2,629,926.8: 1,643,214.1: 16,594,193.7
Other equipmeist 7,697,188.6 2,300,256.9! 274,859.5( 9,722,586.0!
Total 511,178,735.7 84,897,492.3 4,256,327.2 591,819,900.9
Accumulated depreciation
Buildings 16,014,593.4 3,736,726.8 304,464.4° 19,446,855.4
Universal equipmest 131,795,462.7 25,322,461 1,041,548.7: 156,076,376 9
Transportatiorequipments 5,903,73271 1,223,247.8 1,266,632.7! 5,860,347.8
Other equipmeist 3,765,540.5! 1,596,281.8 328,782.1¢ 5,033,039.8
Total 157,479,329.4 31,878,718.4 2,941,428.01 186,416,619.9.
Net value of fixed assets 353,699,406.2 405,403,281.0
Reservefor fixed assets depreciation
Buildings 141,009.3¢ 141,009.3¢
Universal equipmest 298,231.0¢ 298,231.0¢
Transportatiorequipments 88,90137 88,901.31
Other equipmest 92,286.2¢ 92,286.2¢
Total 620,428.0° 620,428.0°

Net value of fixed assets

353,078,978.2

404,782,852.9
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The balance of fixed assets at year end increased 80,641,18bIB5yuan by 15.87%

compared withyear beginning The main reason is that technical innovatjoaquipment
installatiors and other fragmentaryprojecs implemented by parent company and
sharecontrolledsubsidiarie®f the Companyave been put into opei@t. Amongthe increase,
68,270,74027 RMB yuanis transferred from kprocessgrojects.

Among the balance of fixed assets at year end, the value of buifdinggn deposit isvorth
403,598.29 RMB yuarandthe value ofmachiness worth221,993,329.8 RMB yuan

3.6.10. Projects in progress Unit: in RMB yuan
) At year Increase in  Transfer into fixed Other Source of  Project
In-process pojects o ) ) S ) At year end
beginning this period  assets in this period decrease finance  progress

Technical innovationf

Shugang Special 273,356.00 22,071,536.4 22,245,692.4 99.200.0( Self raise 100%
Purpose Vehicle ’
Brake equipment ]
) . 59323055 19,329,914.7 17,753,855.1 Self raise 100%
installation 7,508,365.1
Axle shaft technical Share rais
) . ) 947,306.0¢ 947,306.01 ] 100%
innovation project & self raise
The 2°stage of _
) ] Share rais
Ninth-Five axle 234,174.4 234,174.4 ) 100%
o ] & self raise
technical innovation
Steering knuckle )
o 6,411,547.8 6,411,547.8 Shareraise ~ 100%
productioriine
Eaton project 15,981,223.0 13,131,303.0 Self raise 90%
2,849,920.0
Technical innovation ¢ o
In initial

Carrierassemblyand 9,333,458.4 396,000.0( 8,937,458.4 Self raise

. . stage
differential case
Foundationateform of ]
. . 5,698,441.2 3,314,073.1 2,384,368.0 Self raise 90%
stamping machine
Flexible assembly line ] In initial
. 2,132,092.6 2,132,092.6 Self raise
of front suspension stage
Hexahedromproduction
line, chassis frame 10,914,433.1 10,914,433.1 Self raise 70%
reform
Zhuchens movingand ) In desigr
1,724,434.0 Self raise
reform 1,724,434.0 stage
Fragmentary prog 3,592,234.2 3,646,536.1 3,836,788.2 4522750 3,356,754.6
Total 10,979,376.2 97,243,617.6 68,270,740.2  45,227.5( 39,907,026.0
Reservefor

in-process project
depreciation
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Fragmentary project 88,427.5( 88,427.5(
Total 88,427.5( 88,427.5(
Net value of
10,89094870 39,907,026.0

in-processprojects

There is no capitalized interest for the increasm-@rocesgroject within this period.

The balance oin-processprojecs at year endncreased8,927,649.8by 26347% compared
with year beginning The main reas@nare thatthe Company increaskinvestment on auto
componeninnovation projects such as the innovatiorcafierassembly andifferential cae and
on Eaton project; the shag®ntrolled subsidiary of the CompanyHenan Brake Company
increasd the purchas of equipmens for brake production; the shatentrolied subsidiaryof the
Company Dandong Huanghai Companincreasd investment on teclical innovation of bus
hexahedron production line and chassis frame production line.

3.611. Intangible assets
Unit: in RMB yuan

Original Year Increasein  Amortization ~ Accumulated Remaning
Type . o o Year end o .

amount beginning thisperiod in this period amortization amortization period
Landtenure  3,750,677.3 3,461,300.9 76,917.8( 36629421 3,384,383.1 44.0C
Landtenure 13,736,632.0 13,264,582.7 283,229.5: 75527874 12,981,353.2 45.83
Landtenure 5,736,310.6 5,592,902.8 114,726.2: 25813397 5,47,176.6: 47.7¢
Landtenure  3,318,432.0 3,224,409.7 66,368.6¢ 16039088 3,158,041.1 47.5€
Landtenure 627,837.2.  583,888.6: 12,556.8( 56,505.4( 571,331.8: 45.5C
Landtenure 236,231.2{ 203,056.1! 10,270.9: 43,446.0. 192,785.2 18.58
Landtenure  9,328,000.0 8,721,679.9 186,560.0! 792880.04 8,535,119.9 45.7¢
Landtenure 544,400.01 544,400.0( 11,795.3 11,795.3.  532,604.6 48.92
Landtenure 400,000.0t 400,000.0( 18,000.0( 18,000.0(  382,000.01 47.7%
Non-patent )

1,412,000.00 964,866.6 141,200.@¢ 588333.37  823,666.6. 5.83
technology
Patent

1,548030.0C 1,345,178.9 5.17
technology 23,400.0( 217,804.2: 397255.31 1,150,774.6
Know-how  5,690,200.0 5,216,016.6 1,896,733.3 2,370916.66 3,319,283.3 1.75

Total 46,328,750.4 42,577,883.3 967,800.0(  3,036,162.8  5,819,229.9 40,509,520.8

The newly increasedntangibleassets in 2003 amue tothe payment for land tenure by the
sharecontrolledsubsidiaryof the CompanyShuguang Auto Trading Company

Among the balance of intangible assée landtenurefor loan deposit isvorth 10,384,300.00
RMB yuan

The Company cheédintangible assets item by iteah the end of the report periaciddid not
find any nonpatent technology substituted by other newhnology thatmay influence the
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Co mp a ny “cesatipnralility,i nor thathe value of expected receivable intangible assets is
lower than its book value due to thearket pricedecreas®f landtenure to a large exteand
nonrecoverywithin the remaining of amortizatioperiod Thereforeno reservevas made for
intangible asetsdepreciation at the end of the report period

3.612 Long-term expenses to be amortized
Unit: in RMB yuan

. . o Remaining
Original Year Increase in Amortization Accumulated L
Type o ] ] o ] o Yearend  amortization
value beginning this period in this period amortization )
period
Software 138,400.00  40,080.0( 25,813.3 24,133.3! 14,266.6° 0.830.92
Software 151,400.00  79,180.0( 30,280.0( 102,500.0 48,900.0( 1.251.83
Software 176,509.5( 135,220.9: 35,301.9( 76,590.4% 99,919.0¢ 2.333
Software 862,506.5( 277,149.4 556,721.0( 172,501.3 201,137.4¢  661,369.1 3.084
Software 273,100.0t 273,100.0t 39,796.6 39,796.6.  233,303.3. 4.174.45
Qualitycertificatefee 16,333.3 16,333.3 3,266.67 3,266.67 13,066.6¢ 3.92
Decoration fee 570,000.0  522,500.0t 114,000.0( 16150000  408,500.01 3.58
Total 2,188,249.3 1,054,130.3 846,154.3.  420,959.8 708,924.5. 1,479,324.7

3.6.13 Short-term debt
Unit: in RMB yuan

Loan type Year end Year beginning
Mortgage loan 100,816,020.0 98,226,380.00
Guarantee loan 175,150,000.0 82,380,000.01
Credit loan
Hypothecation loan 6,000,000.01 45,000,000.0
Total 281,966,020.0 225,606,380.0

The balance of shotermloansatthe end of report perioiicreased 56,359,640.00 RMBan
by 24.98% compared with that ithe beginning of reportyear primarily due tothe
replenisimentof current capital to increase theoduction scale.

The balance of mortgage loantae end of report periothcludeda loan 0f600,000.00 US
dollars. Theexchangeaatefrom US dollar to RMB or81* December 2008%vas1 US dollarto
8.2767 RMByuan. The amount of the loan translated RMB is 4,966,020.0 RMB/uan

The balance of guarantee loans at year end incluii®@®00,000.00 RMB barkanguaranteed
by Dandong Shuguang Enterprise Group Co., Ltd.; and 90000 RMB bankoan guaranteed
by theCompany.

The balance of hypothecatidoan at year end included 3,000,000.00 bank loan pledged by
3,400,000.00 RMB bank deposit; 3, 000,000.00 RMB bank loan pledged by 3,379,000.00 notes
receivable.
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3.6.14 Notespayable Unit: in RMB yuan

Items Year end Year beginning

Bank acceptance draft 325,731,000.1 130,872,794.5

Commercialacceptance draft

Total 325,731,000.1

Notes payable at year end increaséd 858205.58 RMB yuanby 148.8% comparé with
year beginning, primarily due tthe increased proportion gfayments fomotes payable to
goods.

130,872,794.5

3.6.15Account payable Unit: in RMB yuan

Year end Year beginning
Age
Amount Percentage Amount Percentage

Within 1 year 504,590,698.4 94.63% 370,592,612.6 99.53%
1-2 years 27,325,531.7. 5.12% 968,555.8' 0.26%
2-3years 659,650.6: 0.12% 170,124.9: 0.05%
More than 3 years 694,584.1¢ 0.13% 581,861.3: 0.16%

Total 533,270,465.0 100.00% 372,313,154.8 100.00%

There are no debts to shareholders who hadde than 5% (including 5%) of the Compay
share equityamong the remaining amount of thecountgpayable

The yearend balance of accounts payable incrdalg0,957310.22 RMB yuan by 43.23%
comparedwith that at year beginning, primarily due to the increasaazbunt payable for
purchaghg raw materials with the increase of maiperating activities

The total accounts payabte the top five suppliers i1$0,929,55.87 RMB, accountingfor
11.43% of the yeaend balance of accounts payable.

The yearend balance of accounts payableoseage exceed three yeaase mainly from the
product guarantetee for suppliersowed bythe sharecontrolled subsidiaryof the Compny
Henan Brake Company.

3.6.16 Advance receipts Unit: in RMB yuan

Year end Year beginning
Age
Amount Percentage Age Percentage

Within 1 year 34,139,522.7 94.70% 25,144,449.8 98.48%
1-2 years 1,743,122.9° 4.84% 145,676.3: 0.57%
2-3 years 145,676.3: 0.40% 233,553.0( 0.91%
More than 3 years 21,282.0( 0.06% 10,682.0( 0.04%

Total 36,049,604.0 100.00% 25,534,361.1 100.00%
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There are no debts to shareholders who hadde than 5% (including 5%) of the Compay
share equityamong the remaining amount of the advance receipts

The yearend balance ofdvance receiptécreasd 10,515,24287 RMB yuan by 41.18%
compared withyear beginning, primarilpecauseav the Companys sharecontrolledsubsidiary,
Dandong HuanghaCompany, has collected the payment faehicles to be soldY the
sharecontrolledsubsidiary of the Companigandong Shuguang SpecRilirpose Vehicle Co.,
Ltd., hasgot the advancpaymentof 21,606,162.83 RMBuanfor vehicles from buyex

The totaladvance receipts frothe top fivecustomerss 16,506,207.2&MB yuan, accounting
for 45.7%0 of the yeaiend balance addvance receipts

191008131 RMB yuan of the yearend balance o&dvance receipts is overyle ar ‘s ol c
which comes fronthe difference betweethe advance receipts of vehicles and the calculation
prices of the shareontrolledsubsidiaryDandong Huanghai Company.

3.6.17Salary payable
The yar-end balance of salary payable5i828,882.7RMB yuan which is the contracted bonus
for sharecontrolled subsidiariesf the Company.

3.6.18Dividend payable
Unit: in RMB yuan

Items Year end Year beginning
Dandong Shuguang Enterprise Group Co., Lt 242,596.9:
Total 242,596.9!

3.6.19Taxes payable
Unit: in RMB yuan

Items Year end Year beginning Tax rate
VAT 1,672,428.4 8,073,070.4- 17%
Turnover tax 48,395.0( -244 8t 5%
City constructionax 712,261.2: -39,603.71 7% 3 5%
Company income tax 6,865,602.01 87,002.1¢ 1598 33%
Personal income tax -39,821.4¢ 202,521.7
Housing property tax 116,774.2¢ 3,460.9( 1.298 12%
Contract tax 127,632.0( 127,632.0( 4%
Vehicle and ship usage tax 300.0C
Land usgetax 23,925.6( 1,437.5¢
Consumption tax 3,347,379.61 3%
Total 12,874,876.7 8,455276.24
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The yearend balance of taxes payable increbge419,600.53RMB yuan by 52.27%
compared with year beginning, primargdgming from theaxation of minibuses produceahd
sold by the shareontrolledsubsidiary of the Companipandong Shuguangp8cial Purpose
Vehicle Company according tothe relevantprovisions inthe Temporary Stipulationof
Consumption Tax P.R.C

3.6.200ther accountspayable
Unit: in RMB yuan

Items Year end Year beginning Payment standard
Education surtax 593,940.4° 162,604.72 3% of VAT and 4% of turnover te
Housing public accumulation fund 123,586.4(

Total 593,940.4° 286,191.1:

3.6.210ther accounts payable

Year end Year beginning
Age
Amount Percentage Amount Percentage

Within 1 year 36,814,062.2 80.15% 24,097,011.1. 91.17%
1-2 years 8,221,706.41 17.90% 1,077,142.0 4.08%
2-3 years 400,018.9¢ 0.87% 1,219,341.8. 4.61%
More than 3 years 496,256.3! 1.08% 37,222.0( 0.14%

Total 45,932,044.0 100.00% 26,430,717.0: 100.00%

There are no debts to shareholders who haodde than 5% (including 5%) of the Compay
share equityamong the remaining amount of other accounts payable

The yearend balance of other accounts payable inced$:501,327.02RMB yuan by
73.78%compared with year beginning, primarbgcause

a. According to the reply from Dandong Pedpl&overnment by (2002PocumentNo. 87—
Comments on @ntributiors of Liaoning Huanghai Automotive (Group) Co., Ltthe
Companyagreed to make 15,000,000.00 RMBanreserve from the evaluated net assets
for Dandong Huanghai Company as arrangenfeesfor internal retirel employees when
jointly establishingDandong Huanghai @npany with Liaoning Huanghai Automotive
(Group) Co., Ltd. Dandong Huanghai Company shall pay 350,000.00 fRMB every
month. By the end oB1* December 2003herestill havebeen10,100,000.00 RMB/uan
unpaid

b. There is an amount 6{237,000.0RMB yuanof transportatiorexpenses in the™4season
unpaid by thesharecontrolled subsidiary of the Companyhuguang SpeciaPurpose
Vehicle Company.

See below for items with a largenount ofaccounts payable iother accounts payable:
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Name Amount Explanation
1 Internal retire salary of Huanghai Grotg employees 10,100,000.00 Internal retire arrangement fee
2  Transportatiorexpenses 5,237,000.00 Transportatiorexpenses unpaid
3  Guarantee feef distributors 3,500,000.00 Guarantee fe
4 Freight of Transport Company 2,470,374.95 Freightunpaid
5 Sales contract expenses 2,331,828.02 Sales contract expenses

Total 23,639,202.97

3.6.22Withh eld expenses
Unit: in RMB yuan

ltems Year end Year beginning
Profit return to distributors 6,355,300.00 2,665,200.0!
Award for paybackof special vehicle 909,000.0(
Sales expenses 1,464000.0C
Advertisingexpenses 2,460,804.6.
Circulating warehouse expenses 252411.0C
Heatingexpenses 38,924.8(
Water and electricitgxpenses 120,288.0°
Total 9,068,515.6. 5,197,412.8

The yearend balance of withdid expenses increa$e3,871,102.77 RMByuan by 74.48%
compaed with year beginning, primarilgoming from theincreasd profit returnwithheld for
distributorsby the sharecontrolled subsidiary of the Companghuguang SpecidPurpose
Vehicle Company.

3.6.23Long-term loans duein one year
Unit: in RMB yuan

Type of loans Year end Year beginning
Mortgage loan 11,00Q00000 40,375,546.4
Guarantedoan 21,682,760.0
Total 11,000,000.0 62,058,306.4

The yearend balance obhg-term loans duén one year reduce51,058,306.45 RMBuanby
82.27% compared with year beginning, primarbgcausethat the Companyepaid the
long-term loans in time

3.6.24Long-term loans
Unit: in RMB yuan

Balance at yeal ] Annual N
From Loan maturity ) Loan condition
end interest rate
Bank of China Dandong Branch 10,000,000.0r 200303.11----200503.10 5.490% Guarantee loar
Bank of China Dandong Branch 25,000,000.00  200307.23---200507.22 5.2155% Guarantee loar

Bank of China Dandong Branch 5,000,000.0C 200303.24----200503.02 5.49% Guarantee loar
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Bank of China Dandong Branch 2,000,000.00 200311.11----200503.12 5.49% Guarantee loar
Bank of China Xinxiang Branch 5,000,000.00 200311.07----200511.01 4.779% Mortgage loan
China Indugial & Commercial Bank yuanbe
15,000,000.01  200303.26---200603.25 5.490% Mortgage loan
Branch
Loan interest 6,301,421.4!
Total 68,301,421.4

The yearend balance of lonterm loansincreasd 54,441,42145 RMB yuan by 392.80%
compared with year beginning, primaribpecausehat the Company increasenvestment on
someprojecs withseltraised fund in 2003.

The yearend balance of guarantee loan inclu@8$00,000.00 RMBuanbankloanguaranteed
by Dandong Shguang Enterprise Group Co., Lténd 7,000,000.00 RMB banloan for the
sharecontrolledsubsidiarieguaranteed by the Company.

3.6.25Special accounts payable Unit: in RMB yuan
ltems Year end Year beginning
Financial allocation 2,657,052.0( 2,657,05200
Special fundby national debt 6,960,000.00
Total 9,617,052.01 2,657,052.01

In 2003 the Company receya special fundof 6,960,000.00 RMB yuanby national debfor
emphasizedechnical innovation project. Etprojecthas not been started yet.

3.6.26Share capital Unit: in RMB yuan
Changé = ~ = ~
Share capital
Year
ltems o Issued Stock transferred Year end
beginning Others Subtotal

shares dividend from public
reserve fund

1). Uncirculated shase

W Initiator's share 69,750,000.C 69,750,000.C
Of which

Stateowned share s

Domest corporateshars 69,750,000.C 69,750,000.C
Foreigncorporateshars

Othes

Y Raisectorporateshare
y Staffshars 20,250,000. 20,250,000 -20,250,000.C
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Y Preferred stockr othes

Subtotal of uncindated shae 90,000,000.C -20,250,000.C -20,250,000C  69,750,000.C
2) Circulated shasge
W Domestic RMB ordinary shase  72,000,000.C 20,250,000 20,250,000C 92,250,000.C

Y Domestic foreign capital shar

¥ External foreigreapital share

Y Othes
Total of circulated shase 72,000,000.C 20,250,000 20,250,000.C 92,250,000.C
3) Total number of shares 162,000,000.C 162,000,000.C

According tothe authority approval document No. [2000] 165 issbgdChina Securities
Regulatory Commissigrthe Notice on Approving thePublic Issuing of Dandong Shuguang
Axle Co., Ltd.,staff share areallowed to becirculated three years afttre issuingdate The
staff shars were circulatedrom 31™ December, 203.

3.6.27Capital reserve fund Unit: in RMB yuan
ltems Year beginning Increase in this period Decrease irthis period Year end
Share capital surplus 231,573,351.1 231,573,351.1
Reserve for equity investmer 3,109,090.2 874,349.1; 3,083,438B3
Other capital reserve fund 300,000.0t 300,000.0(
Total 874,349.1. 235,856,790.4

The increase of reserve for equity investment is primap#gause thesharecontrolled

subsidiarés changedother equity The Company calculatests benefit according to its

investment proportionThe following table shows thehange of other equity obubsidiaries
Unit: in RMB yuan

Name of company Amount Contents
Shuguang Special Purpose Vehicke C 687,525.42  Benefit from debt reconsolidation
Shuguang Speci#urpose Vehicle Co. 108,358.04  The amount can not be paid
Fengcheng Axle Shaft Co. 11,200.00  Benefit from debt reconsolidation
Shuguang Auto Trading Company 93,615.69  Acceptance of cash dation
Henan Auto Brake Company 113,786.48  Benefit from debt reconsolidation
Total 1,014,485.63
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3.6.28Surplus reserve fund
Unit: in RMB yuan

Items Year beginning Increase in this period Decrease irthis period Year end
Legal surplus reserve fund 20,907,878.0 16,692,9299 37,600,803.8
Public welfare fund 7,616,823.0! 8,346,462.8 15,963,286.0
Freesurplus reserve fund 1,642,568.2! 1,642,568.8

Total 28,524,701.1 26,681,957.1 55,206,658.2

The increasedree surplus reserve fund in this perieglto bewithdrawn as the freesurplus
reserve fund fothe developmenbf the Company, which has beapproved and passed the
shareholders meeting dhe sharecontrolled subsidiaryof the CompanyShuguang Special
Purpose Vehicle Company. Wheonsolidating the financiadtatemerd, the Companydraw
additional free surplus reserve fund according tbe investment proportion of Shuguang
Special Purpose Vehicle Company.

3.6.29 Rofit retained
Unit: in RMB yuan

Items 2003 2002
Net profit 93,840,058.9 37,117,660.9
Plus:  Profit retainedat yearbeginning 14,829,420.4 19,784,316.1
Transfer of surplugeserve fund
Minus: Retainedegal surplus reserve fund 16,692,925.9 6,448,371.1:
Retairedlegal public welfare fund 8,346,462.9! 3,224,185.5
Retaireddiscretionary surplus reserfiend 1,642,568.2!
Ordinary share dividend payable 48,600,000.0( 32,400,000.01
Commonshare dividendransferredasshare capital
Profit retained at year end 33,387,522.2 14,829,420.4

The general bareholders meeting of 2002 approvedl passed the profit distributigmeplan
of 2002 Based orthe total share capital df62 million shars on 31% December 2002the
Company distributed dividend of 2 RMB yuanfor every10 shares (including tax). The total
amount ofdividend for ordinay shares is 32.4 million RMBuanand has been paid in 2003.

According tothe profit distributionpreplanof 2003 made by the"5session of thel™ board
meeting, based on the total share capital®? million shares o81* December 2003the
Companydistributed a cash dividend ofBMB yuanfor every10 shares (including tax). The
total cash dividend is 48.6 million RMBuan, asshown innote 11 tofinancial statement
attached
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3.6.30Income from main operding activities

Unit: in RMB yuan

Items 2003 2002
Axles 488,947,171.5 290,761,962.8
Brakes 149,046,961.4 119,674,788.6
Auto components 25,681,714.8 7,831,415.1:
Buses, coaches asgecialpurpose vehicles 1,371,396,608.8 18906938739
Distribution of other vehicles 163,258,089.8 65,242,693.5
Auto repair 9,647,728.5.

Total 2,207,978,274.9 672,580,247.6

The income from main operatingctivities of 2003 increaed 1,535,398027.31 RMB by
228.28% compared with the same periadlast year.The main reasons for this arehd
income from main operatingctivities of sharecontrolled subsidiary, Dandong Huanghai
Company and Shuguang Auto Trading Compamywered theincome ofthe whole year in
2003, but the income from main operatiacfivities ofDandong Huanghai Company in 2002
only covered the income froMecembef002andtheincome from main operating business
Shuguang Auto Trading Company ordgvered the ibomefrom August to Decembe2002
which resulted inan increase of income from main operatiagtivities by 898,670,586.01
RMB yuan In addition to ths, with theincrease of output from the innovation projects with
the Compamyraised fundand the selfaised fund, and the increase sdles market share of

specialpurpose vehicles, car axlaadlight-duty axlesthe income of the Compatirycreased.

The total sales revenymt fromthe top five customers in 2003447,352,390.0&RMB yuan,

accountingior 18.90% of the total income from main operataajivities

Distribution by regions

Unit: in RMB yuan

Items 2003 2002
Dandong area 2,052,107,942.9 515,600,412.3
Xinxiang area 178,227,719.9 133,592,232.5
Subtotal 2,230,335,662.8 649,192,644.8

The offset amongubsidiaries

117,786,654.3

42,468,964.0

Total

2,112,549,008.5

606,723,680.8

3.6.31Costs of main operating business

Unit: in RMB yuan

Items 2003 2002
Axles 372,901,199.7 216,902,772.8
Brakes 104,303,559.3 80,069,551.9
Auto components 17,896,147.0 5,306,898.0:
Buses, coachespecialpurpose vehicles 1,136,315,660.5 15277712279
Distribution of other vehicles 157,083,196.8 63,006,881.83

Auto repair

7,739,463.5.

Total

1,796,239,227.C

518,153227.34
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Distribution by area Unit: in RMB yuan

Items 2003 2002
Dandong area 1,708,882,261.E 415,406,361.1
Xinxiang area 125,246,589.7 89,381,14968
Subtotal 1,834,128,851.3 504,787,510.8

Offset amongsubsidiaries 120,721,120.4 41,862,200.8

Total 1,713,407,730.9 462,925,310.0

3.6.32 Bxes and surtaxof main operating activities Unit: in RMB yuan

Items 2003 2002
Turnovertax 148,762.0(
Consumption tax 7,883329.91
City construction tax 6,189,215.7! 2,142,251.3:
Education surtax 3,547,037.1 1,233,519.4.
Total 17,768,344.7 3,375,770.7!

3.6.33 Profit from other businesses Unit: in RMB yuan

Items 2003 2002
Sales of materials 5,974,936.5! 538,765.7%
Real estateent 419,233.0C
Income from storage 165,421.12 141,810.3C
Processing fee 1,221,691.3] 238,092.1¢
Othess 935,098.2: 177,521.01
Total 8,297,147.1¢ 1,515,422.2:

The profit from other businessin 2003 increask6,781,724.9RMB by 447.51%compaed with
the same periodh last year, primarily due to the increasesalesof selfmade semproducts,
materials and waste materials. In addition, the processing businesssourcerslso increasi

3.6.34 Operatingexpenses

The amount ofoperatingexpenses in 2003 is 121,609,742.07 RMEan which increasd
88,551,349.6 RMB yuan by267.86%compared with the same perigdlast year The main
reasons for this ar@:he operating expensex sharecontrolledsubsidiaryDandong Huanghai
Company and Buguang Auto Trading Compargovered those dhe whole year in 2003, but
the operating expenses d@andong Huanghai Company in 2002 omwmlgvered those from
DecembeR002andthe operating expense$ Shuguang Auto Trading Company omigvered
thosefrom August to Decembe2002 which resulted iran increaseof operating expensdsy
34,967,316.69RMB yuan In addition, with thelargescale increase ofthe sales of the
Company, the relantexpenses otransportation, storage, advertisement, quality guaeant
aftersales service, sales award, marketing and etc. have also increased.
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3.6.35Management expenses
The amount ofmanagement expenses of the Company in 20039s147,460.0RMB yuan
which increasd 75,257,204.13RMB yuan by171.47%compared withthe same periodh last
year The main reasons for this afhe management expenses sharecontrolledsubsidiary,
Dandong Huanghai Company and Shuguang Auto Trading Compawgred those othe
whole year in 2003, but thmanagement expenses BandongHuanghai Company in 2002
only covered those fronbecember2002 and the management expensesShuguang Auto
Trading Company onlgovered thosérom August to Decembe2002 which resulted iran
increaseof management expensessat,680,355.76RMB yuan

In addition, with the continuous enlargement of operation scale of the Cortipareyhave been
increasesn the number of employeet management positiongxpenses osalary for them

investments on new product development dugrtaduct requirementfor market, and other

expenses.

3.6.36Financial Expenses Unit: in RMB yuan
Items 2003 2002
Interess payment 22,295,144.7 14,46857110
Minus: incomefrom interests 3,244,734.01 2,836,767.4!
Net payment of interest 19,050410.6¢ 11,621,80361
Exchange loss 13,358.5( 38,257.9¢
Minus:income fromexchange 7,494.11
Commission fee 491,091.8 385,076.7:
Total 19,554,861.0 12,037,64417

The finarcial expenses in 2003 incredsg517,216.8MRMB yuan by62.45%compared with
the same perioth last year, primariybecausehe Company increadeghe bank loann 2003,
which increasedhe interestn correspondence

3.6.37Investment income Unit: in RMB yuan

Iltems 2003 2002

Income from equity investment

Income from bonds investment -1,702,517.6'
Profit from joint operation or joint venture 100,000.0¢ 5,787.8¢
Net change amount of equity tfe companyinvested 4,002,05.88 753,833.0¢
Amortization of equity investmentifference -668,905.1¢ -29454494

Depreciation reserve for lortgrm investment

Total 3,343,110.7 -1,23744174

The investment income iRB003 increas®4,580,552.448RMB by 370.16%compared with the
same periodin last year, primarilybecausethe Companygot aninvestment incomeof
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4,00201588 RMB yuan according to its investment proportion Amhui Ankai Futian
Shuguang Axle Company and éttjiang Fanwo Auto Components Co., Ltd.

3.6.38Subsidy income
Unit: in RMB yuan

Items 2003 2002
Refundof valueadded tax 8,138,764.91 2,288,367.6!
Project interest

Total 8,138,764.91 2,288,367.6!

According toFengchag Government document No.(1998}Hrovision of Preferential Policy
to Fengcheng Shuguang Axle Shaft Co., ILtthe shareontrolledsubsidiaryof the Company
Fengcheng Shuguang Axle Shaft Co., Ltd. adopted the method of levyaridstefund
afterwardsbetween January to November 2002% of the VAT was refunded and 40% of the
refunded VAT wasised forthe selfdevelopment of the Companiheamount of the refunded
VAT received in 2003 for Year 2002 was 195,996.01 RyiBn

The sharecontrolled subsdiary, Dandong Shuguang SpecRilirpose Vehicle Co., Ltdis a
social welfare companyAccording to the provision of document No. [1998] 21 issued by
Liaoning National Taxation Bureau abduth eransfeFedNotice by NationalTaxation Bureau

on the Taxatin for Civil Welfare Companyl, VAT of social welfare companies alevied first
and100% refunded afterward$he totalrefundedVAT received in2003 is 7,840,386.78 RMB
yuan

According to Zhuzhengfa document NA002] 26 PreferentialPolicy on Introdwcing Foreign
Investment Zhucheng Financial Bureaawardedthe sharecontrolled subsidiary of the
Company Zhucheng Shuguang Axle Co., Ltd72,764.91 RMByuan as tax encouragement
for 2002 among which awardbr VAT was102,382.12 RMByuan,and awardor income tax
was70,382.79 RMByuan

3.6.39 Income from ron-operating activities
Unit: in RMB yuan

Items 2003 2002

Income fromdisposabf fixed assets 374,764.0¢ 7,370.5¢
Income from penalties 196,009.1* 17,169.2¢
Penaltyfor the breactof thecontract 53,223.9:

Reparations from Insurance Company 35,242.0( 80,827.17
Contract rent expenses 15,169.9:
Refundof education surtax 83,260.37

Others 131,163.1: 14,398.0(

Total 873,662.6¢ 134,934.9°
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3.6.40Non-operating expenses

Unit: in RMB yuan

Items 2003 2002
Lossfrom the disposalfdixed assets 1,427,157.1. 161,360.7:
Penalties 24,745.5( 23,107.5¢
Donatiors 301,685.6: 125,699.8:
Lossfrom the reconsolidatioof debt 227,831.9¢ 1,294,418.41
Depreciation reservior fixed assets &n-procesgprojects -88,427.5( 88,427.5(
Others 602,701.3! 5,415.81

Total 2,495,694.1 1,698429.8¢

3.7 Notes to the major accounts of the parent compaidy financial statemensg

3.7.1Accounts receivable Unit: in RMB yuan
Year end Year beginning

Age Amount Percentage Reserve for bad debt ~ Amount Percentage Reserve for bad debt
Within 1 year 56,238,388.5 92.75% 494,637.0¢ 40,487,074.3 87.28% 385,530.9°
1-2 years 415,364.2¢ 0.69% 41,536.4: 4,727,130.6 10.19% 472,713.0¢
2-3 years 1,878,567.0! 3.10% 281,785.0¢
More than 2,104,490.2 3.46% 947,02061 1,174,186.8. 2.53% 234,837.3
years

Total 60,636,810.1 100.00% 1,764,979.1' 46,388,391.8 100.00% 1,093,081.41

There are no liabilities from shareholders who hoidre than 5% (including %) of the
Companys share equitpmong the remaining amount of the account receivable

The total accountgeceivable fromthe top five creditorsis 33,914,659.87RMB yuan,
accountingior 55.93%0f the yearend balance of accountsceivable

Among the klance of accounts receivapi550,296.6RMB yuan shall beeceived from the
sharecontrolledsubsidiaryof the CompanyShuguang Speci&lurpose Vehicle Company.

3.7.20ther accounts receivable Unit: in RMB yuan
Year end Year beginning
Age Amount Percentage Reserve for bad deb Amount Percentage Reserve for bad dét
Within 1 year 1,690,973.2. 65.82% 16,909.7: 41,144,354.3 95.50% 52,219.0¢
1-2 years 54,000.0( 0.12% 5,400.0(
2-3 years 54,000.0( 2.10% 8,10000
More than 3 years 824,028.9: 32.08% 368,313.0: 1,886,695.5! 4.38% 838,813.0(
Total 2,569,002.1. 100.00% 393,322.7: 43,085,049.8 100.00% 896,432.0¢

57



LIAONING SHUGUANG AUTOMOTIVE GROUP CO., LTD. 2003 ANNUAL REPORT
There are no liabilitiesrom shareholders who holdhore than 5% (including 5%) of the
Companys share equitpmong the remaining amount of other accounts receivable

The yearend balanceof other accounts receivable reddcé0,516,047.74 RMByuan by
94.04% compared withhat in last period, primarilybecausethe Company transfexd the
investmentof 35,922,450.0RMB yuanon technical innovation of axlghaft project ofthe
sharecontrolledsubsidiaryof the CompanyFengcheng Shuguang Axle Shaft Companto
long-term equity ivestment

3.7.3Long-term investment

3.7.3.1Investmenitems Unit: in RMB yuan

Year beginning ) ] Year end
— Increase in Decrease in —
Items Depreciation . . . . Depreciation
Amount this period this period Amount
reserve reserve
Longterm equity
) 318,257,555.94 121,324,009.44 21,859,419.91 417,722,145.47
investment
Longtern credit
investment
Total 318,257,555.94 121,324,009.44 21,859,419.91 417,722,145.47

3.7.3.2Longtermequityinvestment

a. Stock sharénvestment Unit: in RMB yuan

o No. Of Percentage innvested  Investment  Depreciation
Company being invested Share class
shares company amount reserve
Beijing Auto Futian Vehicle Co., Itd. Corporate shares 2.3 million 1.03% 5,000,000,0
b. Other equity inestment Unit: in RMB yuan
Percentage )
o Investment Investment Accounting
Company being invested ) in invested
duration amount method
company
Dandong Huanghai Automotive Co., Ltd 30years 51.00% 118,390,194.42 Equity method
HenanShuguang Auto Brake Co.td. 10years 51.00% 61,952,755.06 Equity method
Fengcheng Shuguang Axle Shaft Co., Ltd. Longterm  90.00% 58,197,791.09 Equity method
Shanghai Manhattan Investment Co., Ltd. 20years 90.00% 45,969,119.53 Equity method
Shandong Rongcheng ShuguangoAGear Co. 10years 67.00% 22,335,905.02 Equity method
Dandong Shuguang Auto Trading Co., Ltd. 15years 95.00% 19,115,026.15 Equity method
Anhui Ankai Shuguang Axle Co., Ltd. Longterm  30.00% 21,330,473.15 Equity method
Dandong Shuguang Speciilirpese Vehicle Co. Longterm  90.00% 55,640,781.04 Equity method
Zhucheng Shuguang Axle Co., Ltd. 10years  °7-50% 7,690,100.01 Equity method
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Beijing Futian Huanbaodongli Co., Ltd. 0.51% 2,000,000.00 Cost method

Beijing Xinrongxingye Investment Consi@o. 100,000.00 Cost method

Total 412,722,145.47
c. Other equity investment (equity method) Unit: in RMB yuan
Decreased
Company being Initial Year Increase in o Increased
) ) o ) ] Dividend Year end
invested investment beginning this period Accumulated
equity
Dandong Huanghai
112,200,000.0C 112,658,271.07 5,731,923.35 118,390,194.4z 6,190,194.42

Automotive Co., Ltd.

Henan Shuguang Autc
Brake Co., Ltd.

49,070,214.22  58,270,659.04 9,675,215.27 5%83,11925 61,952,755.06 12,882,540.84

Fengcheng Shuguang
Axle Shaft Co., Ltd.

48,600,000.0C 5,560,829.73 7,613,875.64 317691428 58,197,791.0S 9,597,791.09

Shanghai Manhattan

Investment Co., Lid. 45,000,000.0C  44,939,366.1¢ 1,029,53.34 45,969,119.53 969,119.53
Shandong Rongcheng

Shuguang Auto Gear 20,770,0000C  21,078,066.12 1,257,838.90 22,335,905.02 1,565,905.02
Co., Ltd.

Dandong Shuguang

) 19,666,900.0C 20,321,772.53 751,917.23 1958,663.61 19,115,026.15 -551,873.85
Auto Trading Co., Ltd.

Anhui Ankai Futian

Shuguang Axle Co., 18,000,000.0C  18,716,591.13 2,613,882.02 21,330,473.15 3,330473.15

Ltd.

Dandong Shuguang

Specialpurpose 9,000,000.00 22,563938.75  42,076682.17 8,999,739.88 55,640,781.04  46,640,781.04

\ehicle Co., Ltd.

Zhucheng Shuguang

Axle o, Lid. 5,412,000.00 7,048,061.38 1,715,824.24 1,073,78561  7,690,100.01 2,278,100.01
Total 327,719,1142z 31115755594 72,466812.16  21,202,222.63 410,622,14547  82,903,031.25

On 20" December 2002, thgeneral bareholders meety of Fengcheng Shuguang Axle

Shaft Company approved and passed a resolution and agreed to increase its registered
capital from 500,000.00 RMB to 36,500,000.00 RMB. The increased 36,000,000.00 RMB
yuanwould be invested by LiaoningGAutomotive Group Co.l.td. On 28" September

2003, thegeneral bareholders meetingf Fengcheng Shuguang Axle Shaft Company
approved and passed a resolution and agreed to increase its registered capital from
36,500,000.00 RMB to 54,000,000.00 RM&nong which the investmentf diaoning SG
Automotive Group Co., Ltd. increased from 36,400,000.00 RMB to 48,600,000.00, RMB
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accouning for 90% of the total registered capital. The accumulated and additional

investment of the parent company
48,200,000.00 RMBuan

d. Investmenbn equity difference

on Fencheng Shuguang Axle Shaft Comp&®8irs 2

Unit: in RMB yuan

) N o o Reasors
Company being Initial Amortization Year Amortization Year end ;
or
invested investment duration beginning in this period balance )
difference
Premium
Dandong Shuguang Aut .
] 657197313 10years  6,29814092 65719728 5,640,943.64 price
Trading Co., Ltd. .
investment
Total 657197313 6,29814092 65719728 5,640,943.64

3.7.4Fixed assets

Unit: in RMB yuan

Original value of fixed

assets Year beginning Increase in this period Decrease in this year Year end

Buildings 67,779,812.7 17,001,356.6 84,781,169.41
Universal equipmest 76,961,950.3 16,021,860.4 433,006.4¢ 92,550,804.3
Transportation equipmegt 5,997,477.9. 451,696.0( 367,310.7¢ 6,081,863.1i
Otherequipments 2,095,998.8 595,814.9¢ 212,504.5( 2,479,309.3!
Total 152,835,239.9 34,070,728.0¢ 1,012,821.7. 185,893,146.2
Accumulated depreciation

Buildings 8,519,398.4. 1,787,542.01 10,306,940.4.
Universal equipmest 20,520,83(3B1 3,972,548.4: 506,451.8° 23,986,926.9:
Transportation equipmesit 1,278,873.9: 219,190.0¢ 144,026.0° 1,354,037.8¢
Otherequipments 990,184.3° 364,636.1( 190,552.1¢ 1,164,268.3:
Total 31,309,287.0 6,343,916.6 841,030.1( 36,812,173.5
Net value of fixed assets 121,525,952.8 149,080,972.7
Depreciation reseve for fixed assets

Buildings 141,009.3¢ 141,009.3¢
Universal equipmest 146,043.9° 146,043.9°
Transportation equipmest 88,901.31 88,901.3:
Otherequipments 70,786.2¢ 70,786.2¢
Total 446,740.9¢ 446,740.9¢
Net value of fixed assets 121,079,211.9 148,634,231.7
3.7.5Income and costs from mainoperating activities Unit: in RMB yuan

2003 2002
Items Income from main Costs from main Income from main Costs from main

operating activities 0

perating activities operating activities operating activities

Axles 433,306,254.4€
Auto components

342,987,888.0C 235,454,583.03 182,150,598.21

Total 433,306,254.46

342,987,888.0C 235,454,583.03 182,150,98.21
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3.7.6Income from investment

Unit: in RMB yuan

Items 2003 2002
Income from share investment
Income from bond investment -1,702,517.6
Net change of shareholderequity ofthe investedcompany 72,249,660.3 26,735,613.0
Profit distributed from joint operation or jdinventure

10,000.0( 5,000.0¢

company
Amortization ofequityinvestmentifference -657,197.2¢ -273,832.2:
Depreciation reservir long-term investment

Total 71,602,463.0 24,764,263.1

3.8 Related party relationships and transactions
3.8.1 Related party relationships and transactions
3.8.1.1 The related parties controlled by the Company

Relationship  Nature or
) ) ] ) Company legal
Name of company Registered address Main busines®s with the type of the ]
representative
Company company
Manufacturing and
Shuguang Road, o
Dandong Shuguang - machining auto front &re: o
) Zherlan District, Main initiator Co., Ltd. Li Haiyang
Enterprise Group Co., Ltd ~_ axlesand common
Dandong, Liaoning
components
Fengcheng Shuguang Fengshan Road, Manufacturing auto o o )
Subsidiary  Co., Ltd. Li Xinglai
Axle Shaft Co., Ltd. Fengcheng components
Manufacturing and
Zhucheng Shuguang Axle machining auto front & re¢ o o
Zhucheng, Shandor Subsidiary  Co., Ltd Li Jindian
Co., Ltd. axles and common
components
YuanyangCounty, Production and sales of au o o
Henan Auto Brake Co., Lt Subsidiary  Co., Ltd Li Jindian
Henan brakes and etc.
Shandong Rongcheng  Rongcheng, Production and sales of au o o
Subsidiary  Co., Ltd Li Jindian
Shuguang Ged&o., Ld.  Shandong gears
Dandong Shuguang Shuguang Road, ) )
) i o Production and sales of ci o ) ]
SpecialPurpose Vehicle Zheran District, ) Subsidiary  Co.,Ltd Liang Wenli
~ refitted vehicles
Co., Ltd. Dandong, Liaoning
) Huanghai Street, Manufacturing and sales ¢
Dandong Huanghai ) o ) ) o o
i Zhenxing District, automobiles (excluding Subsidiary  Co., Ltd Li Jindian
Automotive Co., Ltd. o
Dandong, Liaoning cars) and etc.
Huayuan Rad, Wholesale & retail
Dandong Shuguang Auto ) o . o ) )
Zhenxing District,  automobiles, auto Subsidiary  Co., Ltd Yan Xiaoming

Trading Co., Ltd.

Dandong, Liaoning

] Zhangjiang
Shanghai Manhattan )
High-Tech Zone,
Investment Co., Ltd. )
Shanghai

components and etc.
Investmenmanagement,
assetsnanagement and  Subsidiary

investmentonsultancy

Co., Ltd

Li jindian
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3.8.1.2 Theegistered capitand its changesf the related parties controlled by the Company

Unit: in RMB yuan

Increase in Decrease in

Name of company Dec.31, 2002 this period this period 31° Dec. 2@3
Dandong Shuguang Enterprise Group Co., Ltd.  96,000,000.00 96,000,000.0C
Fengcheng Shuguang Axle Shaft Co., Ltd. 500,000.00 53,500,000.0C 54,000,000.0C
Zhucheng Shuguarigle Ca, Ltd. 9,412,000.00 9,412,000.00
Henan Auto Brake Co., Ltd. 30,000000.00 30,000,000.00
Shandong Rongcheng Shugu@egr Cq Ltd. 31,000,000.00 31,000,000.00
Dandong Shuguang Speé&airpose \kehicle Co., Ltd.  10,000,000.00 10,000,000.00
Dandong Huanghai Automotive Co., Ltd. 220000,000.00 220000,000.00
Dandang Shuguang Auto Trading Co., Ltd. 11,800,000.00 11,800,000.00
Shanghai Manhattan Investment Co., Ltd. 50,000,000.00 50,000,000.00

3.8.1.3 The sharsor equityheld by the related parties controlled by the Compand their

changs
Un it: in RMB yuan

Year beginning Increasein this period Decrease in this perioc Year end

Name of company
Amount Percentage Amount Percentage Amount Percentage Amount Percentage

Dandong Shuguang
. 6,97500 43.06% 6,97500 43.06%
Enterprise Group Co., Ltd.
Fengcheg Shuguang Axle
40.00 80.006 4,820.00 10.00% 4,88.00 90.000
ShaftCo., Ltd
Zhucheng Shuguang Axle
54120 57506 54120 57506
Co., Ltd.
Henan Auto Brake Co., Ltd 1,53.00 51006 1,53.00 51000
Shandong Ronmgcheng G
2077.00 6700% 2077.00 6700%
Co., Ltd.
Dandong Shuguang Specii
) 900.00  9000% 900.00 9000%
Purpose \khicle Co., Ltd.
DandongHuanghai
11,220.00 51.00% 11,220.00 51.00%
Automotive Co., Ltd.
Dandong Shuguang Auto
i 1,121.00 95.00% 1,121.00 95.00%
Trading Co., Ltd.
Shanghai Manhattan
4,500.00 90.00%6 4,500.00 90.00%

Investment Co., Ltd.
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3.8.2Nature of related parties not controlled by the Company

Name of company Relationship with the Company

Anhui Ankai Futian Shuguanixle Co, Ltd. 30%of its share apital is held by the Company.
Dandong Shuguang Auto Components Co., Ltc The parent company of this company is the same as the Company.

Liaoning Huanghai Automotive Group Co., Ltd. This company ishte 2% shareholder of Dandong Huanghai Company

3.8.3Transactions between related parties and the Company
All the transactions between thelatedparties and the Compamye accounted according to
therelevant nationalegulatiors andat the publieadmittedmarket price.

3.8.3.1 Relatedvents

a. Providing guarantee

Dandong Shuguang Enterprise Group Co., ltdde the joint liability guarantee for the
115,000,000.00 RMBuanshortterm loans anthe 35,000,000.00 RMBuanlong-term loans
for the Company 081% Dec. 2003

On 37" Dec. 2003, theCompany povided guarantee fathe 3,000,000.00 RMByuan bank
loan for Shuguang Auto Trading Comparmyd thel3,000,000.00 RMByuanbank loan for
Fengcheng Shuguang Axle Shaft Company.

The joint liability guarantedor the 30,000,000.00 RMBuanshortterm loansof the Company
on31*" Dec2003 was made by Huanghai Group Company.

b. Sales of products
The Company sold axles and components wpfii1,686.40 RMBuanto Dandong Shuguang
Auto Components Co., Ltd. in 2003.

The Company sold brakes worth 3,109,788MB to Anhui Ankai Futian Shuguang Axle Co.,
Ltd. in 20083.

c. Housing leasandthe charteredusingright

The sharecontrolled subsidiaryof the CompanyDandong Huanghai Compangignedthe
housing leaseontractwith Huanghai Group Companiduanghai Goup Company agreed to
let the total existing 16718® housings such as workshops and office builditmg®andong
Huanghai Company, witlthe rental feeof 4,800,000.00 RMByuan per year paid annually.
This standard of rental feg temporarily agreed teenmain unchangedor 3 years.

The sharecontrolled subsidiaryof the CompanyDandong Huanghai Compangignedthe
contract on the lease of landtenure with Huanghai Group CompanyHuanghai Group
Company agreed to lehe total existing 415306.7 area of Andtenure it ownedo Dandong
Huanghai Company, witkhe rental feeof 4,000,000.00 RMByuan per year paid annually.
This standard of rental feg temporarily agreed teemainunchangedor 3 years.



LIAONING SHUGUANG AUTOMOTIVE GROUP CO., LTD. 2003 ANNUAL REPORT
The sharecontrolled subsidiaryof the CompanyDandayg Huanghai Companysigned an
agreement on trademark license with Huanghai Group Comptuanghai Group Company
agreed tagrant Dandong Huanghai Compatie usng right of -Huanghal trademark on the
production and sales of theBU of buses, coacheand trucks, chassis and related auto
components The trademark license fee is at 800,000.00 RMB per year paid annually.
Furthermore,Huanghai Group Companggree to transfer its—Huanghdl trademarkto
Dandong Huanghai Company free of chagfter 3 years. IfDandong Huanghai Company
establishes a joint venture company watforeign partner or prepares lb@ promotel into the
capitalized market within 3 years, Huanghai Group Compaiflytransfer the ownership of
—Huanghal trademarkin time free of charge tBandong Huanghai Company.

3.8.32 Thebalance ohccounts receivable and payable ofriélatedparties
Unit: in RMB yuan

Items Related parties Dec.31, 2003 Dec.31, 2002
Accounts receivable Dandong Shuguang Auto Components Co., Ltd 894,931.0:
Other acounts receivable Dandong Shuguang Enterprise Group Co., Ltd. 1,357,255.6!
Other accounts receivable  Liaoning Huanghai Automotive Group Co., Ltd. 13,333,111.1
Dividend payable Dandong Shuguang Enterprise Group Co., Ltd. 24259693
Other accounts paple Dandong Shuguang Enterprise Group Co., Ltd. 463,087.9:

3.9 Contingency

Among other accounts receivab84,4,028.91IRMB shall be received from Bolaily Company of
USA. In 1996, the Company signesh agreement with Bolailyon setting up a joint ventar
company. Because the foreign party diok paythe capital fundwithin the required periqd
instead, itretained the fundor equipment purchase paid by the Compémy selfuse and
refused to payit back the Companyappealedio China International Ecomic and Trade
Arbitration Commissionon 7" Jan. 1997. O™ Dec. 1997, China International Economic and
Trade Arbitration Commissionmade the final arbitration that Bolialy Company broke the
contract and should pay back and reimburse USR)257.00 an&RMB358,700.00 in totab the
Company. On9™ Jun. 1998, Bolaily CompanyequestedBeijing the Second Intermediate
Peoplés Courtto withdraw the arbitrationbut wasrefused. Or26™ Apr. 1999, the Company
requestedeijing the First Intermediate PeojdeCourt to execue of the arbitration. Due to
unsatisactory execution, the Compangppealedto the Regional Court California North
SubBranch in USA. Or23“ Oct. 2001, both parties reached a reconciliation agreeometite
case According to the reconddtion agreement, Bolaily Gear Company should finiké
repayment befor@1% Dec. 2003. By the end &f1* Dec. 2003there has beeRMB 814,028.91
yuan uipaid yet.

3.10Commitment
The Companyias had némportant commitment discloseby 31% Dec.31 203.

3.11Events after Balance Sheet
3.111. The Company has signed equity transfer agreement with Zhejiang Wanxiang System
Co., Ltd. The agreement stipulates that the Company transfers the 51% equity of Henan
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Brake Companyt ownsto Zhejiang Wanxiang Syem Co., Ltd. The intended transfer
price is 72 million RMByuan The %' sessionof 4" Board Meeting of the Company
approved and passed this resolution. This resolution still needs to be approved and
passed by thgeneral bareholders meeting in 2003.

3.112. According to 2003 annual profit distribution plan made by theessiorof 4™ Board
Meeting held on27" Feb. 2004 of the Compangn basis of theotal 162 million
shares on Dec.31, 200Be Company distributed dividendof 3 RMB yuanfor evey
10 share (social public shaseinclude personal income taxJhe total dividends
distributed are 48.6 million RMBuan This distribution proposal still needs to be
approved and passed by tpeneral bareholders meeting of 2003.

3.120ther important events
By the end oB1% Dec. 2003, the Comparhas had nother importaneventsto disdose

3.13Net assets income rate andarningsper share

Net assets income rate Earnings per share
Profit in this period Overall diluted Weighted average  Overall diluted Weighted average
2003 2002 2003 2002 2003 2002 2003 2002

Profit from mainoperating
73.63% 31.95% 79.03%  3217% 2.43 0.93 2.43 0.93

activities

Operating profit 26.53% 13.45% 2848%  1354% 0.88 0.39 0.88 0.39
Net profit 17.54% 7.85%  1882% 7.90% 0.58 0.23 0.58 0.23
Net profit after deducting

17.44% 8.44%  18.72%  8.49% 0.58 0.25 0.58 0.25
nortcurrentprofit and loss

Thenoncurrent gain/loss itemsnd amounts are as follows:
Unit: in RMB yuan

Items 2003 2002
Profit and losgrom the disposabf fixed assets -1,052,393.0! -153,990.1:
Various government subsics 381,638.5(
Profit and losgrom shortterm investment -1,702,517.6
Income from en-operatingactivities 415,638.2( 127,564.3¢
Expenses for on-operatingactivities -929,132.48 -242,650.7(
Return back of previous accumulated reserve 2,435,520.6!
Profit and los$rom debt reconsolidation -227,831.9¢ -1,294,418.41
Influence of tax -489,725.7: 501,727.8:
Total 533,714.0° -2,764,284.7
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Chapter 11 Contents of Documentévailable for Reference

I. The financial statementare signed andstampedby the legal representative, financial
supervisor and accolantts

lI. The original copy of the auditts reportis stampedy the accounting firm ansigned and
stampedy the certified public accountants.

[Il. All the original copies and draftsf all documents on the Company are disclose@hma
Securities Daily and Shanghai Securities Daily withinrg@ortperiod.

Liaoning SG Automotive Group Co., Ltd.
Chairman: Mr. Li Jindian

27" Feb. 2004
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Balance sheet
Drawn up by Liaoning Shuguang Automotive Group Co., Ltd.

Unit: in RMB yuan

Dec.31, 2003 Dec.31, 2002
Assets Noteg Consolidation | Parent company Consolidation | Parent compan
Current assets:
Cash 1 408,194,060.79 93,049,418.37 232,881,356.98 78,160,749.6
Short-term investment 2 - - - -
Notes receivable 303,109,617.07 146,905,104.5¢4 140,419,982.00 79,296,165.0
Dividend receivable - - - -
Interest receivable - - - -
Accounts receivable 3 317,362,066.6¢ 58,871,830.94 316,345,070.3% 45,295,310.4
Other accounts receivable 4 29,065,950.83 2,175,679.39 26,198,776.03 42,188,617.8
Accounts prepaid 5 96,178,095.34 21,963,226.2( 68,589,266.61 18,304,692.1
Subsidy receivable - - - -
Inventory 6 404,412,197.5( 40,510,614.189 310,135,147.83 36,924,375.1
Amortization 7 249,503.37 - - -

Long-term bonds investment due in 1 ye

Other current assets

Total current assets

1,558,571,491.61

363,475,873.64

|

1,094,569,599.89

300,169,910.2]

Long-term investmeht

Long-term equity investment 8 43,305,210.63 417,722,145.47 40,478,316.41 318,257,555.9
Long-term bonds investment - - - -
Total long-term investment 43,305,210.63 417,722,145.47 40,478,316.41 318,257,555.9
. Of which consolidation of price 8 5.724,389.86 6.298,140.92
difference
Fixed assets:
Original value of fixed assets 9 591,819,900.91 185,893,146.27 511,178,735.7¢ 152,835,239.9(
Minus: accumulated depreciation 9 186,416,619.91  36,812,173.54 157,479,329.49 31,309,287.0]
Net value of fixed assets 405,403,281.00 149,080,972.72  353,699,406.27 121,525,952.8¢
Minus: depreciation reserve 620,428.07 446,740.94 620,428.07 446,740.94
Net value of fixed assets 404,782,852.93 148,634,231.74 353,078,978.20 121,079,211.93
Project materials & supplies - - - -
In-process project 10 39,907,026.07 19,449,593.77% 10,890,948.7( 3,645,773.5]
Fixed assets disposal - - - -
Total fixed assets 444,689,879.00 168,083,825.5] 363,969,926.90 124,724,985.44
Intangible and other assets
Intangible assets 11 40,509,520.44 25,001,954.1] 42,577,883.33 25,543,196.2
Long-term amortization 12 1,479,324.79 1,036,974.8( 1,054,130.33 505,047.00
Other long-term assets - - - -
Total intangible & other assets 41,988,845.21 26,038,928.9] 43,632,013.6 26,048,243.2

Deferred taxes

Deferred tax amount

Total assets

2,088,555,426.51

975,320,773.51

1,542,649,856.8

b 769,200,694.84

Legal representative

Chief Accountant

Drawn by
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BALANCE SHEET (CONTINUED)
Drawn by: Liaoning Shuguang Automotive Group Co., Ltd.

Unit: in RMB yuan

Dec.31, 2003 Dec.31, 2002
Liabilities and shareholders' equiffNoteg Consolidation | Parent company Consolidation | Parent company
Current liabilities
Short-term borrowing 13 281,966,020.0 115,000,000.0 225,606,380.0 115,000,000.0
Notes payable 14 325,731,000.17 114,015,904.54 130,872,794.54 64,681,063.0(
Accounts payable 15 533,270,465.04 125,768,474.91 372,313,154.81 81,810,183.74
Advance receipts 16 36,049,604.04 3,414,250.3( 25,534,361.117 1,129,213.5]
Salary payable 17 5,328,882.71 - - -
Welfare payable 15,617,270.24 3,477,431.8] 13,214,153.09 3,296,165.34
Dividend payable 18 - - 242,596.93 -
Taxes payable 19 12,874,876.771 4,826,928.04 8,455,276.24 896,705.27
Other accounts payable 20 593,940.47 152,031.09 286,191.17 -25,313.81]
Other accounts payable 21 45,932,044.01 3,025,279.83 26,430,717.0 8,506,811.06
Withholding fees 22 9,068,515.64 2,713,215.64 5,197,412.8% 134,924.8(
Predicted liabilities - - - -
Long-term liabilities due in 1 yepr23 11,000,000.0( - 62,058,306.44 20,375,546.44
Other current liabilities - - - -
Total current liabilities 1,277,432,619.2¢ 372,393,516.2] 870,211,344.2] 295,805,299.34
Long-term liabilities
Long-term borrowing 24 68,301,421.44 56,301,421.44 13,860,000.0( -
Bonds payable - - - -
Long-term accounts payable - - - -
Special accounts payable 25 9,617,052.0( 6,960,000.0( 2,657,052.0( -
Other long-term liabilities - - - -
Total long-term liabilities 77,918,473.44 63,261,421.44 16,517,052.0( -
Deferred taxes
Deferred tax accounts - - - -
Total liabilities 1,355,351,092.7] 435,654,937.72 886,728,396.2] 295,805,299.34
Minority shareholders' equity 198,153,362.81 183,184,897.6]
Shareholders' equity
Share capital 26 162,000,000.0 162,000,000.0 162,000,000.0 162,000,000.0
Minus:returned investment - - 0.00
Net value of share capital 162,000,000.0 162,000,000.0 162,000,000.0 162,000,000.0
Capital reserve fund 27 235,856,790.4% 235,856,790.44 234,982,441.3] 234,982,441.33
Surplus reserve fund 28 55,206,658.23 35,159,928.5] 28,524,701.19 20,490,514.83
Of which public welfare fund 15,963,286.0] 9,828,565.52 7,616,823.05 4,938,760.96
Undistributed profit 29 81,987,522.29 106,649,116.8] 47,229,420.44 55,922,439.33

Of which intended distributed
cash dividend

48,600,000.0(

48,600,000.0(

32,400,000.0(

32,400,000.0(

Total shareholders' equity

535,050,970.91

539,665,835.8

472,736,562.9]

473,395,395.4¢

Total liabilities and share-holders'
equity

2,088,555,426.5

975,320,773.51

1,542,649,856.8

769,200,694.8%

Legal representative:

Chief accountant:

Drawn by:
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Profit and profit distribution

Drawn by: Liaoning Shuguang Automotive Group Co., Ltd.

Unit: in RMB yuan

Dec.31, 2003 Dec.31, 2002
Item Notes Consolidation Parent company Consolidation | Parent compan
1. Income from main operating activities 30 2,207,978,274.94 433,306,254.46 672,580,247.63 235,454,583.0]
Minus:costs from main operating activities 31 1,796,239,227.08 342,987,888.00 518,153,227.34 182,150,598.21
tax and surplus from main operating activitles 32 17,768,344.74 2,265,169.94 3,375,770.74 1,319,330.87
2. Profit from main operating activities 393,970,703.1 88,053,196.52 151,051,249.54 51,984,653.99
Plus profit from other businesses 33 8,297,147.19 4,169,335.54 1,515,422.23 1,519,658.64
Minus operating costs 34 121,609,742.07 16,232,918.28 33,058,392.44 9,414,869.14
management expenses 35 119,147,460.07T 29,508,000.8¢ 43,890,255.92 17,447,360.29
financial expenses 36 19,554,861.04 6,873,339.34§ 12,037,644.17% 7,196,967.34
3. Operating profit 141,955,787.11 39,608,273.54 63,580,379.23 19,445,115.84
Plus investment income 37 3,343,110.7Q 71,602,463.04 -1,237,441.74 24,764,263.14
subsidy income 38 8,138,764.91 - 2,288,367.65 -
income from non-operating activities 39 873,662.64 13,555.02 134,934.97 15,368.59
Minus non-operating costs 40 2,495,694.11 376,368.13 1,698,429.84 128,723.52
4. Total profit 151,815,631.27 110,847,923.47 63,067,810.23 44,096,024.05
Minus income tax 36,468,699.1§ 13,051,832.2% 16,583,031.87 6,319,530.5]
Minus minority shareholders' equity 21,506,873.14 9,367,117.4d
5. Net profit 93,840,058.94 97,796,091.22 37,117,660.96 37,776,493.54
Plus: profit retained at year-beginning 14,829,420.4¢ 23,522,439.33 19,784,316.19 23,812,419.87
others transferred in - - - -
6. Profit available to be distributed 108,669,479.4¢0 121,318,530.5% 56,901,977.1% 61,588,913.3¢
Minus:retained legal surplus reserve fund 16,692,925.9¢ 9,779,609.13 6,448,371.13 3,777,649.35
retained legal public welfare fund 8,346,462.95 4,889,804.54 3,224,185.57 1,888,824.69
retained employee award and welfare fund - - - -
retained reserve fund - - - -
reatined company development fund - - - -
investment return from profit - - - -
7. Profit to be distributed to shareholders 83,630,090.5% 106,649,116.87 47,229,420.4¢ 55,922,439.33
Minus: dividend payable for priority share - - - -
retained free surplus public fund 1,642,568.24 - - -
dividend payable for ordinary shares 48,600,000.0¢0 48,600,000.00 32,400,000.00 32,400,000.0(¢
share capital transferred from ordinary shafes - - - -
8. Profit retained 33,387,522.29 58,049,116.87 14,829,420.46 23,522,439.3]

Legal representative:

Chief accountant:

Drawn by:
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CASH FLOW STATEMENT

Drawn by: Liaoning Shuguang Automotive Group Co., Ltd.

Unit: in RMB yuan

Item

Dec.31, 2003.

Consolidation

Parent company

1. Cash flow from operating activities

Cash received from sales of goods and provision of labor

2,036,137,375.3

|

347,230,354.5]

Tax refunded

10,226,412.11

Other cash received from relevant operating activities

29,557,072.0(

5,120,939.65

Cash inflow subtotal

2,075,920,859.4%

D

352,351,294.1¢4

Cash paid for commodities and labor

1,379,168,308.9

Y

235,814,483.1

Cash paid to and for employees

118,404,890.5

24,271,278.33

Various taxes paid

166,136,724.72

33,431,629.59

Other cash paid for relevant operating activities

139,396,627.21

25,385,659.24

Cash outflow subtotal

1,803,106,551.4

318,903,050.21

Net value of cash flow from operating activities

272,814,308.04

33,448,243.91

2. Cash flow from investment activities:

Cash received from the withdrawn investment

Cash received from investment income 10,000.00 21,158,222.64
Net cash received from the disposal of fixed assets, intangible as 204.915.45 202,215.45
and other long-term assets
Cash received from other activities relevant to investment 245,402.74 -
Cash inflow subtotal 460,318.19 21,360,438.08

term assets

Cash paid for purchasing fixed assets, intangible assets and othe

107,410,054.74

38,395,125.71

Cash paid for investment

500,000.00

10,603,220.0(

Cash paid for other activities relevant to investment

Cash outflow subtotal

107,910,054.71

48,998,345.77

Net value of cash flow from investment activities

-107,449,736.54

-27,637,907.64

3. Cash flow from fund-raising activities

Cash received from investment

Cash paid for the distribution of dividends, profit and interests

Cash received through borrowing 360,104,666.71 200,000,000.0
Cash received from other activities relevant to fund-raising 6,960,000.0( 6,960,000.0d
Cash inflow subtotal 367,064,666.71 206,960,000.0(

Cash paid for debt repayment 304,767,612.62 165,000,000.0
52,348,921.8( 32,881,667.47

Cash paid for other activities relevant to fund-raising

Cash outflow subtotal

357,116,534.42

197,881,667.4]

Net value of cash flow from fund-raising activities

9,948,132.31

9,078,332.59

4. Amount of exchange rate fluctuation

5. Net increase of cash and cash equivalents

175,312,703.81

14,888,668.74

Legal representativé Chief accountant

Drawn by
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CASH FLOW STATEMENT~ CONTINUED"™
Drawn by: Liaoning Shuguang Automotive Group Co., Ltd.

Unit: in RMB yuan

Additional documents

Dec.31, 2003.

Consolidation

Parent company

1.Adjust net profit as cash flow of operating activities:

Net profit 93,840,058.94 97,796,091.21
Plus: minority shareholders' equity 21,506,873.19 -
Plus: Retained assets depreciation reserve 1,003,380.34 168,788.49
Depreciation of fixed assets 33,709,312.09 7,738,537.17%
Amortization of intangible assets 3,036,162.84 541,242.18
Amortization of long-term expenses 420,959.87 297,893.20
Reduce of amortization (minus: plus) -249,503.37 -
Increase of withholding féeminus$ reducé 3,871,102.7% 2,578,290.84
L from the di | of fix , intangibl n her |

teor‘: asseTtS Eiijgo?;cgmé ed assets, intangible assets and othe 797.189.52 6.240.11
Loss from discarded fixed assets 255,203.53 163,573.00
Financial expenses 19,554,861.04 6,873,339.3§
Investment lo§s minus incomé -3,343,110.7¢ -71,602,463.04

Deferred tax minus debit§

Decrease of inventdryminus increasé

-95,482,046.53

-3,586,239.08

Decrease of operating items receivablainus increasé

-182,587,260.31

-82,340,386.3¢

Increase of operating items payablminus decrease

376,481,124.9¢

74,813,336.87

Others

Net value of cash flow from operating activities

272,814,308.04

33,448,243.91

2.Investing and fund-raising activities not involving cash income and
expenditure:

Debt transfer into capital

Transferable company bond due in 1 year

Fixed assets from financial lease

3. Net increase of cash and cash equivalents:

Cash surplus at year end

408,194,060.74

93,049,418.37

Minus cash surplus at year beginning

232,881,356.99

78,160,749.67

Plus cash equivalents surplus at year end

Minus cash equivalents surplus at year beginning

Net increase of cash and cash equivalents

175,312,703.8]

14,888,668.75

Legal representativé Chief accountant




