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EXECUTIVE ~ SUMMARY

In the first half of year 2002, the main economic indexes for Chinese auto
industry keep going up stably and auto industry becomes one of the faster
developing industries.

The total production of 107 enterprises (groups) is 1.5483 million, with an
increase of 30.14%% while the sale is 1.5435 million with an increase of
28.91%. Seen from different months, after the new record in auto production
and sale in March, April witnesses another peak in auto production and sale,
which respectively grows by 13.13% and 16.55%, creating another historical
new high. In May, under the long holiday for May 1st, the production and sale
undergo recession to some degree, which respectively decreases by 3.62% and
13.41% compared with last month. Due to the complete release of effective
demand in the previous months and the requirement of time before new
demand come into being, the auto production and sale in June maintain the
declining trend in May and decrease respectively by 18.78% and 9.06%
compared with last month.

Seen from different types of automobiles, the production of cargo vehicles is
591,900 million in the first half year with an increase of 35.37%; the sale of
cargo vehicles is 569,600 with an increase of 32.43%; the production of
passenger vehicles is 516,400 with an increase of 20.88%; the sale of
passenger vehicles is 603,700 with an increase of 19.37%; the production of
sedan cars is 440,000 with an increase of 35.26%; the sale of sedan car is
470,200 with an increase of 36.21%.

The import and export of completed car and spare parts in the first half of year
2002 grow stably with a total value of USD 3.421 billion, increased by
21.37% compared with the same period of last year, higher than 9 percentage
points than the growth of total national import and export value. The trade
deficit is USD 1.531 billion, increased by 9.77%.

The enterprises on auto manufacturing in China in the first half of year 2002
added to 3385, among which 746 manufacturers are loss-making, accounting
for 22.04% of the total and lower by 4.32 percentage points than that in the

first season. The total loss in loss-making enterprises is RMB 2.418 billion
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Yuan, decreased by 13.56%. The accumulated sale of auto products added to
RMB 254.964 billion Yuan with an increase of 31.50%, while the whole
industry realize a profit of RMB 17.406 billion Yuan with an increase of
46.33% and an average profit rate of 6.34% before taxed

In general, the development of Chinese auto industry in the first half of year
2002 is characterized by the following: the production and sale of heavy trucks
and sedan cars keep growing, their sale increases respectively by 113% and
36% the imported automobiles bring pressure for domestic auto
manufacturers, but the shock is not so great, new auto types come out
continuously and the development of sedan car products turns from
concentration on economical types to medium and high grade domains; there
car many cases of restructuring of auto enterprises and the recombination of
Tianjin Auto Corporation and China FAW changes the strategic pattern in the
whole sedan car market.

It is predicted that the auto market in the third season will be adjusted to small
extent and the strong ascending trend will be slightly weakened and replaced
by development at uniform velocity. In view of this, the estimated total auto
production and sale is about 0.81million in the third season, that of sedan cars
no less than 0.24 million, and the total auto production and sale and that of
sedan cars is about 30%.
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General Development of Auto Industry in the First Half Year

AUTO PRODUCTION AND SALE

In the first half of year 2002, Chinese auto industry continues the fine
developing trend since last year. The main economic indexes keep going
up stably and auto industry becomes one of the faster developing

industries.

The total production of 107 enterprises (groups) is 1.5483 million, with an
increase of 30.14%% while the sale is 1.5435 million with an increase of
28.91%. Seen from different months, after the new record in auto
production and sale in March, April witnesses another peak in auto
production and sale, which respectively grows by 13.13% and 16.55%,
creating another historical new high. In May, under the long holiday for
May 1st, the production and sale undergo recession to some degree, which
respectively decreases by 3.62% and 13.41% compared with last month.
Due to the complete release of effective demand in the previous months
and the requirement of time before new demand come into being, the auto
production and sale in June maintain the declining trend in May and
decrease respectively by 18.78% and 9.06% compared with last month.
The monthly auto production and sale in the first half year are specified in

the figure below
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Figure 1 Monthly Production and Sale in the First Half Year
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In the first half year, the following enterprises (groups) occupy the top
seven ranks in auto sales: China FAW Group Corporation, Shanghai
Automotive Industry Corporation (Group), Dongfeng Motors Corp,
Chang’an Auto Company and Hafei Auto Company with a respective sale
volume of 279984,268179,190962,157648 and 90052, accounting for
63.94% of total auto production and sale. Compared with the same period
of last year, Dongfeng Motors Corp., China FAW Group Corporation and
Chang’an Auto Company have greater growth of 44.62%, 42.66% and
34.97%.

Trucks
In the first half year, the production of cargo vehicles is 591,900 with an
increase of 35.37% and the sale is 569,600 with an increase of 32.43%.
The ratio between production and sale of cargo vehicles is 96.23%. The
production of different month and different type in the first half of this
year can be seen in the following graph.
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Figure 2 Monthly Production of Cargo Vehicles in the First Half Year



Beijing HL Consulting Co., Ltd

www.hlsf.cn

70000
60000
50000
40000
30000
20000
10000
O . . . .
Heavy—duty Medium—-duty Light—duty Minitruck
OApril 29395 22543 58273 20691
Wl May 29541 16380 47772 25000
O June 24395 12322 43433 8324
Figure 3  Production of Cargo Vehicles in Different Types
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Figure 4 Sale of Cargo Vehicles in Different Types

Seen from the above three figures, the production and sale of cargo
vehicles decrease in February by a small scale, increase in March by a
large scale, keep growing in April and in the following two months go
down in succession. Seen from different types, the sale of heavy, medium,
light and micro sized vehicles accounts respectively for 23.55%, 17.91%,
42.98% and 15.55%. Compared with that of the previous year, the
percentage of heavy and medium sized vehicles increase by 8.82 and 4.93
percentage points while that of light and micro-sized vehicles decrease to

some extent.

According to the development of heavy trucks and the matching engine
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industry, the advantage in production and sale is concentrated in the three
auto groups, China FAW Group Corporation, Dongfeng Motor Corp. and
Chongqging Heavy Vehicle Group Co., Ltd, among which China FAW
Group Corporation sells 112,154 Jiefang trucks in the first half year,
ranked 1st worldwide before world truck magnates Benz and Volvo. In
recent years, in accord with international development trend and China’s
national situation, the three groups reform the types of old products and
strengthen the development of heavy type new products with a huge fund
of several billion Yuan. The heading direction of heavy trucks is high
power, large tonnage and environment protection. In foreign countries,
diesel trucks with 12-liter output volume up to Eruo and standards
have become the mainstream product. At present, although Chinese heavy
trucks have considerable market potential, the slow development of
high-power diesel engine with output volume over 12 liters cannot satisfy

the users” demand and its technologies have to rely on import.

Passenger Vehicle

In the first half of year 2002, the production of passenger vehicles is
516,400 with an increase of 20.88%); the sale is 503,700 with an increase
of 19.37%. The ratio of production and sale of passenger vehicles is
97.53%. The auto production and sale of different types in different
months in the first half of this year can be seen in the following figure.
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Figure 5 Monthly Production and Sale of Passenger Vehicles in the First Half Year
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Figure 6 Production of Passenger Vehicle of Different Types
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Figure 7 Sale of Passenger Vehicle of Different Types

Seen from the above three figures, the sale of passenger vehicles reaches
the peak of the first half year in April as more than 100,000 and in the
following two months, its sale begins to go down. Among the sale of
passenger vehicles, the sale of heavy, medium, light and micro sized
accounts respectively for 1.29% 4.57% 30.15% 64.00%. Compared with
that of the previous year, there is no change for the percentage of heavy
and light sized passenger vehicles, while that for medium-sized ones
decreases by 1.28% and that for micro-sized ones increases by 2.1%
Among them, all have growth in sale in large scale except medium-size
ones, which instead undergoes recession. The sale of micro-sized
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passenger vehicles increases by 23.41%.

Cars
In the first season the production of sedan cars is 440,000 with an increase
of 35.26%; the sale is 470,200 with an increase of 36.21%. The ratio
between production and sale is 106.86%. The production and sale of
sedan cars in different months in the first half of this year can be seen in
the following figure.
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Figure 8 Monthly Production and Sale of Sedan Cars in the First Half Year

In the first half of this year, the following brands occupy the top seven
ranks in the share of sedan car market: Santana, Jetta, Xiali, chang’an
Alto, Fukang, Passat and Sail with a respective sale volume of
71044,57848,46442,32539,30216,28088 and 26505. The market shares of
different brands of cars can be seen in the following figure.

Santana
Others 16. 3%
33. 1% Jetta
13. 3%
Sail Xiali
6. 1% assat Fukang Alto 10. 5%
6. 4% 6. 9% 7.5%

Figure 9 Market Share of Different Car Brands
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In the first half of this year, the following manufacturers occupy the top
seven ranks in the share of sedan cars market: Shanghai Volkswagen,
FAW \olkswagen, Shanghai GM, Tianjin Auto Corporation, Shenlong
Auto Chang’an Auto, and Guangzhou Honda with a respective sale
volume of 121465,91980,46501,46368,33600,32539 and 27896. The
market shares of different car manufacturers can be seen in the following

figure.
GUANGZHOU
HONDA OTHEis SHANGHATIVW
5. 9% o 25. 8%
CHANGAN
6. 9%
SHENLONG
7. 2% FAW VW
TIANJIN SHANGHAIGM 19. 6%
9. 9% 9. 9%

Figure 10 Market Share of Different Car Manufacturers

Seen from different prices, sedan cars with a price below 100,000 Yuan
hold the greatest market share of 32% in the first half of this year. Next to
it are sedan cars in the price section of 100,000 Yuan to 150,000 Yuan,
accounting for more than one quarter. The sum of these two, that is, sedan
cars below 150,000 Yuan have 60% of the total car sale. Sedan cars priced
between 200,000 Yuan to 300,000 Yuan also hold quite great market
shares of 22% while the share of high-grade cars priced above 300,000
Yuan decreases by 1 percentage points to 4% compared with that in the
first season.

11
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Figure 11 Market Shares of Sedan Cars at Different Prices

IMPORT AND EXPORT

According to the statistics of the Customs, the import and export of
completed car and spare parts in the first half of year 2002 grow stably.
The total import and export value of auto industry in the first half year is
USD 3.421 billion, which increases by 21.37% compared with the
corresponding period of the previous year and is higher by 9 percentage
points than the corresponding national import and export value. The trade
deficit is USD 1.531 billion, increased by 9.77%. The following figure
shows the auto import and export in different months of the first half of
year 2002.
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Figure 12 Auto Import& Export from January to June in year 2002
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Seen from the above figure, the total import and export of Chinese
completed cars and spare parts in the second season is greatly increased to
USD 2.022 billion with an increase rate of 44.54% compared with that in
the first season. Among these, the export value is USD 0.524 billion,
increased by 24.77% while the import value is USD 1.947 billion,
increased by53.03%.

Export

The total export value of auto industry in the first season is USD 0.945
billion with an increase of 32.74%, higher by 18 percentage points than
the corresponding total national export value. Among these, the export of
cars and chassis is USD 103 million with a decrease of 1.6% and the
export of auto spare parts is USD 842 million with an increase of 38.6%.
Between the two groups of exported products, the export value of auto
spare parts accounts for 89.12% of total products export in auto industry.
What’s noticeable is that the export quantity of cars and chassis increases
by 91.8% in the first half year, but the growth in money is negative. The
main reason is the high percentage of other passenger vehicles with low
value, which results in fast increase in quantity and negative growth in
export value.

From January to May of year 2002, China has the largest import from the
following five countries region), Japan, Germany, South Korea, Taiwan
and the Untied States, each over USD 125 million. Among these, import
from South Korea grows in large scale as 2.55 times of that in the same
period of last year and auto product import from Germany also increases
by 24.12%.

Import

The total import of auto products in the first half of this year is USD2.746
billion, which increases by 17.53% and is higher by 7 percentage points
than the corresponding national import value. The import value of cars
and chassis is USD1.244 billion, increased by 29.5% and the import of
auto spare parts is USD1.232 billion, increased by 7.5%.

13
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Table 1 Main Exported Auto Products

Total in the first half year Corresponding Growth rate
Name of goods
Quantity Sum (USD10%) Quantity (%) Sum (%)
Cars and Chassis 51890 1243683 32.7 29.5
Sedan cars 30020 665752 23.5 32.2
Four-wheel drive light
Ccross-country car 11937 269840 93.9 79.8
Micro-bus(<9 seats) 4662 74579 89. 4 100. 4
Trucks 2926 113102 86. 3 99. 4
Non-highway Dumper 44 6843 -36. 2 -84.5
Special \ehicle 460 74470 -42.1 -14.5
Passenger car(<30 seats) 143 9451 —-67.5 -53.4
Passenger car (1-29 seats) 1170 21252 -49.1 -51.2
Chassis with engine 92 5239 -68. 3 -62. 3
Auto spare parts - 1232143 - 7.5

Data source: Statistics from the Customs

Seen from the above table, microbus and trucks among the main exported
products in auto industry come out in front with an import value 2 times
as that in the same period of last year. In the second season, the import of
four-wheel light cross-country cars grows by as large scale as 79.8% and
the negative growth in the first season is reversed. Compared with the
same period of last year, import of several products, such as non-highway
dumpers and chassis with engine undergoes negative growth.

From January to May of year 2002, China has the largest export to the
following five countries (region), the Untied States, Hong Kong, Germany,
Japan and South Korea, each over USD 203 million. Among these, export
to Germany grows by large scale as 21.84 times as that in the same period
of last year. Export value of auto products to United States and South
Korea respectively increases by 91.84% and 83.35% while that to Hong
Kong has a 23.96% fall.

ECONOMIC STATUS QUO

According to the statistics of the State Bureau of Statistics, there are 3385
auto enterprises in all in the first half year, 746 of which are losing money,
accounting for 22.04% of the total, lower by 4.32 percentage points than

that in the first season. The total loss of losing enterprises is 2.418 billion
14
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Yuan, with a decrease of 13.56%; in the first half of the year, the total
product sale in auto industry is 254.964 billion Yuan with an increase of
31.50% and the whole industry realizes a revenue of 17.406 billion Yuan
with an increase of 43.04%. The average profit rate before taxation in the

whole industry is 6.83%.

The various economic indexes, including production, sale and profits, of
the 15 key enterprises grow season by season. The fifteen enterprises
finish a total industrial value (at constant price) of 144.71 billion Yuan
with an increase of 27.7% .The increment speed is reduced by 3
percentage points to 13.1 percentage points higher than that in the first
season. Their realized industrial value added is 29.925 billion Yuan with
an increase of 9.11%; their business income and income from major
business is respectively 166.025 billion Yuan and 149.24 billion Yuan
with a respective increase of 24.18% and 22.3%. The increment speed of
income from major business is reduced by 5.7 percentage points to 15.3
percentage points. The ratio between production and sale is 98.8%,
increased by 1.9%, stock of finished products 19.01 billion Yuan,
decreased by 6%. They realize a revenue of 8.56 billion Yuan, increased
by 24.9% compared with the 11% decrease in the first season. The profit
rate of business income is 5.16%, slightly higher than the 5.13% rate in
corresponding period of last year. The main economic indexes of the 15
key enterprises (groups) in the first half year can be shown in table 5.

Seen from business income of the enterprises, 11 out of 15 key enterprise
groups (corporations) have positive growth. Among them, Beigi Futian
Vehicle Co., Ltd, Dongfeng Motor Corp., Wanxiang Group China FAW
Group Corp. and Xindazhou-Honda Company have corresponding growth
rate above 34%. Seen from total profits of the enterprises, all except
Tianjin Auto Corporation, Nanjing Auto Company, Xindazhou-Honda
Company and Changchun Changling Group making money. The
following three enterprises come out in front in terms of profits, Shanghai
Automotive Industry Corporation (Group), Dongfeng Motors Corp. and
China FAW Group Corp., whose total revenue is 8.513 billion Yuan,
accounting for 99.4% of the total revenue of the 15 enterprises.

The table below shows the main economic indexes of the first ten
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enterprises in sales income in auto industry collected by State Bureau of

Statistics. According to the table, all of the ten enterprises are

profit-making except that the tenth one has a negative total revenue and

four of them have a profit rate of over 12% before taxation.

Table 2 Main Indexes of the Top 10 Enterprises in Sales Income in Auto Industry

pan Total Assets Average Sales Income Total Profits | Profit Rate before
(10° Yuan) employees (10° Yuan) (10°Yuan) | Taxation (%)
1 52632160 88677 26222320 925740 3.53
2 57206694 90974 21961891 1935128 8.81
3 13534900 6123 13856890 2229010 16. 09
4 26592236 10443 13485649 1938618 14. 38
5 12670970 3277 7416515 932795 12. 58
6 5532992 2192 6570141 1164881 17.73
7 10801624 13618 5787771 377465 6. 52
8 2725350 3678 5079100 421600 8.30
9 7174029 15269 3449627 14578 0.42
10 12316770 10580 3435120 -43410 -1.26

Data source: State Bureau of Statistics
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Operation Characteristics in Auto Industry in the First Half Year

Production and Sale of Sedan Cars and Heavy Trucks Keep Rapid Growth

Compared with the same period of last year, among the three major types,
the production of cargo vehicle has the largest growth of 35.37% in the
first half of this year, mainly attributed to the strong growth of heavy
trucks. Next to it, the growth of sedan cars is 35.26%, which mostly
concentrates on economical type and medium grade cars. The production
of passenger vehicle has a growth of 20.88%, mainly pushed by microbus.

In the first half year, the national production and sale of sedan cars sets up
historical new highs in succession, increased by 35.26% and 36.21%.
Except in February, the monthly growth in car production in the first half
of this year all go beyond 30% and those in May and June are as high as
55% and 46%. Sedan car with price below 100,000 Yuan has a growth of
60% in sale and cars between 100,000 Yuan and 150,000 Yuan has a
growth of 40.62% in sale. Since the beginning of this year, the percentage
of private cars keeps rising up and has reached 65% at present and as high
as 80% in Beijing. Private car purchase becomes the main stimulus for the
growth in production and sale of sedan cars. The main reasons include the
increase of car types and decrease in average price level of homemade
cars, therefore resulting in the rationalization of ratio between quality and
price and the release of demand of those who hold money in hand.
Another reason is the imported cars don’t take advantage in domestic

market.

In the first half year, the corresponding growth in sale of heavy trucks is
as high as 113.06%, setting up a historical new high. The large-scale
growth in production and sale of heavy trucks has a close relationship
with the performance of Western Development, enhancing investment on
infrastructure construction and improvement of highway situation. At the
same time, the major manufacturers pay great attention to technology
reform and product regeneration, and the out-coming of new products
adapted to market demand at reasonable price satisfies the users’ demand

17
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and further boosts the hot-sale of heavy trucks.

Imported Cars Don’t Have Great Shocks to Domestic Market

Since this year, import of cars and spare parts, especially is greatly
increased due to China’s large-scale tariff reduction on these goods, great
increase the import quota of cars and their key parts and the new wave of
car-purchasing enthusiasm. The auto import in March and April grows
sharply, goes down slightly in May and rises up again greatly in June. In
the first half year, the total import of cars and chassis is 51,890, increased
by nearly 32.7%. However, the concerned departments strictly check the
import license and the speculators wait for the situation change, so a large
number of imported cars are blocked in the Customs. Because of
involving in quota predicament and the double influence of rising
exchange rate of Euro and Japanese Yen to US dollar, the prices of
imported cars keep staying high and even rise up. This results in the
hot-sale of homemade cars and the comparative stagnancy in imported car
sale. In the second season, medium and high grade homemade cars have a
great growth in Beijing compares with the first season. According to
statistics from Beijing Yanyuncun Auto Market, the sales of many
medium and high grade homemade cars, such as Fengshen Bluebird, Bora,
all grow by about 100% in the second season. Due to lack of supply,
many dealers of imported cars have no achievements at all in the second

season. The sale of Benz and BMW in the period goes down about 50%.

Although the auto import rise sharply, the sale of imported cars only
account for 3.36% of that of homemade cars, just 0.1 percentage points
more than that in the same period of last year. Imported sedan cars only
account for 5.96% of their Chinese counterpart, a mere 0.2 percentage
points more than that in the same period of last year. In light of this,
imported cars bring pressures to domestic auto manufacturers, but the
shock is not that great. It is predicted that as the issuing of auto import
licenses and the new appearance of new models and larger production by
domestic joint-ventures, the import of cars and spare parts will continue to
broaden largely in the latter half year, when imported cars will gradually
form obvious shocks to domestic auto market.

18
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New Car Types Continuously Come out

The primary reason for the auto consumption upsurge in this year is the
continuous appearance of new car models, which gradually possess the
characteristics of diversification and decentralization.

Economical sedan car is still a heated domain for product development in
car industry. Besides some new models put forward by Xiali, Xi’an
Qinchuan, Shanghai GM, Shanghai Chery, Yueda KIA and Nanjing Nanya,
Guangzhou Honda and Shanghai Automotive Industry Corporation
(Group) have clearly expressed their intention in this domain. This year,
domestic auto manufacturers positively develop and put forward about 10
medium and small sized economical auto models, among which Sail,

, Palio, Chery, Fukang RPC and new Lingyang have new styles and
full deployment. These new models with a price below 100,000 Yuan, not
only accord with the state regulation on security, energy saving and output
volume, but also are closer to ordinary consumers and produce strong
attraction to the market.

The development emphasis of the enterprises has been extended from
concentration on economical cars to medium and high grade models.
Most of the new cars put forward this year are medium-grade, for
example, Elysee of Shenlong Fukang, Mazda 626 and Family of Hainan
China FAW, Bora, POPL and New Bluebird of Fengshen Auto. The whole
new technology and novel appearance satisfy people’s psychology of
loving the new and loathing the old and further broaden the market of

medium and high grade sedan cars.

Wave of Restructuring of Auto Enterprises

With the relaxation of restriction on auto industry and the opening up of
domestic market, the competition in auto market abruptly becomes
intense and cruel, gradually disclosing the risks of investment and
management in auto industry. Its industry characteristics of scale
economy with high input and high output made some enterprises with less
power feel hard to catch up and even some mainstream enterprises sense
increasingly greater pressure. In the first half of this year, there appears a
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tide of restructuring in Chinese auto industry and practical restructuring is
the main stream. Especially the restructuring of China FAW Group
Corporation will entitle the Tianjin Auto Corporation with god-given
development opportunity and change the whole strategic pattern in sedan
car market. The cooperation between Huachen and BMW gain the
approval of the government; Jiangsu Yueda KIA Auto Co., Ltd. totally
join Dongfeng Motors Group with capitals as tie; Dongfeng Motors
Group sets up Fengshen Car Corporation with Nissan and strengthens the
cooperation with Citreon; Geely holds most shares of Jiangnan Machinery
Factory; the production of joint-ventured car model by Chang’an and
Ford develops rapidly; the cooperation between Jiang and Hyundai
becomes increasingly further and they tend to develop in all series of
models and the Mazda deepens its cooperation with China FAW Group
Corporation.
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Policies and Regulations Related to Auto Industry

Four Departments including State Economic &Trade Commission (SETC)

Stipulate Industry Technology Policy

On June 21st, four departments including SETC issue the notice on the
performance of State Industry Technology Policy, which is a technology
policy compendium involving industry, agriculture and national defense
science &technology industry, clearly defining the strategic objective and
emphasis of the development of Chinese industry technology. It is a
guideline to the behavior direction of market mainbodies.

Auto industry is a new economic growth point. The State Industry
Technology Policy defines the primary development direction of Chinese
auto industry in the Tenth Five-year Plan period and in the following five
years, that is, in the following 5-10 years, researching and developing
intellectual, clean, safe and energy-saving automobiles. The emphasis of
development is laid upon highly-efficient engine technology, car body
developing technology, displacement controlling technology, technology
on key parts and multiaxle heavy trucks.

Interest Rate for Auto Credit in the Four Major Commercial Banks Goes Down by

10%

In June, the Beijing braches of Industrial and Commercial Bank of China
(ICBC), Bank of China, Bank of Communications and China Merchants
Bank simultaneously lower their interest rate for auto credit by 10%, and
the China Merchants Bank even take the lead in putting forward a credit
mode directly facing the customers without agents. For the first time in
Beijing auto credit market there appears such large-scale discounts, and

the age of narrow profit margin seems not far away.

Euro Il Standard Takes Effect in Beijing Since 2003

Chapter of Ecological Environment and Urban Infrastructure
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Construction in the Beijing Olympic Games Action Project issued on
March 28 defines clearly the Prevention of Pollution by Automotive
Exhaust as the following: standard up to European Il will take effect on
the effluent of new cars since year 2003 and standard up to European Il1
will take effect on the effluent of new cars before year 2008; strictly
performing the auto inspection system and scrapping system and
management on green signs, strengthening the joint law execution by
environment protection departments and traffic controlling departments;
popularizing the application of clean fuels like Liquefied Natural Gas
(LNG); spreading new auto technologies like tramcars.

This obligatory measure in Beijing to be connected to international
environment protection will not only change the air in Beijing but also
change people’s criteria on a good car. That is, the environment protecting
quality will be a vain title in auto market, because automotive vehicles
failing to reach European Il standard cannot be sold in Beijing and cannot
get registered. In order to perform this project, Beijing will first adopt
new standards for new cars to ensure the newly added cars to reach the
effluent standard, and then technical makeover like installing purifier will
be made to existing cars in hopes of reaching the standard. Besides,
automotives up to the life limit will be strictly scrapped. Therefore, with
the promotion of requirements on environment protection, the auto

consumption will be further boosted in Beijing.

The Central Bank Is Pressing in Stipulating Auto Credit Policies

In face of the macro-background of great potential and broad developing
space for individual auto credit consumption, the existing auto credit
policies have already hindered the development of auto credit market. At
present, the central bank is pressing for stipulating auto credit policies
with duly developing principle. It will make adjustments in five aspects.

Change of length of maturity. The tiptop changes from 5 years to 8 years;
main body of debtors changes from legal person and individuals to only
individuals; floating range of interest rate for auto credit changes from
+30%-- -10% to +50%--- -30%; first-phase payment changes from 20%
to 10%; limitation on residents from other cities is lifted. The adjustments

22



Beijing HL Consulting Co., Ltd www.hlsf.cn

to auto credit policies show the state’s attitude to encourage, support and
develop the auto credit consumption market.
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Development of Auto Industry in Major Countries

Profits of the Three Major US Auto Manufacturers Rise

In the first half of this year, the total auto sale in USA is 8.4328 million,
decreased by 2.6%. Sale of GM is reduced by 2.3% compared with the
same period of last year and Ford has a corresponding decrease of 10.7%.
However, the major US auto manufacturers have rising profits in the
second season. The net profit of GM is USD 1.29 billion in the second
season, 2 times as that in the same period of last year, while Ford turns
loss into profit in the second season and gain a net revenue of USD 0.57
billion, which form sharp contrast with the loss of USD 0.75 billion in the
same period of last year. Daimler Chrysler has unadjusted business

revenue of Eurol.7 billion, sharply increased by 80%.

Auto Sale in European Market Descends by 4.6%

According to statistics from JK POWER, the sale in western European
auto market is 7.8316 million in the first half of this year, decreased by
4.6%. The sale in June is 1.2827 million, decreased by 8.3% compared
with the same period of last year.

In spite of the successive recession in western European auto market,
there are still some auto markets see growth in sale, including Belgium,
Denmark, Finland, Luxembourg and Britain. In June, rising trend is
sensed in German auto market with a monthly sale of 304,000, increased
by 0.4%. Auto markets in Spain and Italy have the best performance.

Table 3 Auto sale in Major West European Countries

June, 2002 | June, 2001 | Growth | Jan.-June, 2002 |Jan.-June, 2001 | Growth
West Europe 1282727 1398894 8. 30% 7831592 8210085 —4.60%
Austria 24338 27038 -10. 00% 161602 170931 5. 50%
Belgium 37632 44156 -14.80% 291736 288245 1. 20%
Denmark 9006 10080 —10. 70% 55988 51912 7.90%
Finland 10868 10365 4. 90% 64807 62059 4. 40%
France 200944 220087  —8.70% 1159109 1204286| -3.80%
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304000 302643 0. 40% 1690205 1762397 —4. 10%
23003 27691 —16.90% 147543 159008 -7.20%
12260 14438 —15. 10% 120604 129124 -6.60%
180300 220154 -18.10% 1229775 1433310] —-14. 20%
3402 3802] —10. 50% 26458 25302 4. 60%
46884 49630 5. 50% 292419 311877 —6.20%
7324 7889  —7.20% 45547 46523 —2.10%
24056 27814 —13.50% 131130 143514 -8.60%
131561 157493| -16.50% 736121 806966| —8.80%
22861 23867  —4.20% 129859 130070 0. 20%
31958 30422 5. 00% 163996 171538 —4.40%
212330 221325 —4.10% 1384693 1313023 5. 50%

High and Low in Asian Auto Market

Japan: Ever since the 9.11 incident in USA last year, sale of new cars in
Japan has been staying low. In the first half of this year, Japan sell 2.01
million new cars in domestic market, decreased by 6.3%. In June, Japan
sell 0.344 million in domestic market, decreased by 9%. The auto sale has
been lower than corresponding period of last year for ten successive years.
In the aspect of import and export, Japan in the first half year imports
0.137 million cars, decreased by 2.0%. The first three companies with
largest export to Japan are all Germany companies. Compared with the
same period of last year, the five major auto manufacturers continue their
growth in auto export in the first half of this year. Among them, the export

growth of Honda and Nissan both exceed 20%.

South Korea: According to a report by South Korea Auto Research
Association, the auto production of South Korea will create a historical
record this year. The domestic auto sale is 1.62 million while the export is
1.58 million. In the past five years, it is the first time that domestic sale
exceeds export. The economic recovery and the reduction of exercise tax
in the first half of this year are the main reasons for the 20% growth in

domestic auto sale.

Thailand: In the first half year, auto sale in Thailand takes on a trend of
rapid growth with a sale of 0.182 million, increased by 29.7% compared
with that in the same period of last year. Since this year, auto sale in
Thailand keeps growing at accelerated speed and in June the

corresponding growth rate reaches nearly 30%. The main reason for this
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is firstly the speeding up of Thai Economic development. Major
international investment organizations and Thai government all predict a
no-less-than 3.5% economic growth rate for Thailand. The strong
development of auto industry plays significant role in Thailand’s
consistent economic recovery and growth.

Philippines: In the firs half of this year, the auto sale in Philippines is
39,000, increased by 10.3%. The hot sale of business cars is the main
reason for the growth of total auto sale in the first half of this year. Total
sale of small-sized cargo vehicles, trucks and passenger vehicles grows by
15.7% compared with the same period of last year while the sedan cars
sale is reduced by 1.4%. In the first half of this year, Toyota occupies the
first rank in auto sale in Philippine market with a sale of 11600 cars. Next
to it are Mitsubishi and Honda with a respective sale of 8000 and 5400.

Recession of Auto Sales in South America

Mexico: The total auto production in Mexico in the first half of this year
is 0.9294 million, 257 more than that in the same period of last year The
auto sale is 0.4784 million, increased by 11.5%. The main reason for the
growth in auto sale is the auto manufacturers and dealers provide the
purchasers with interest-free loan of as long as 30 months, which

stimulates auto consumption.

Brazil: The auto production in Brazil in the first half of this year is
0.8878 million and the sale is 0.7191 million with a respective decrease of
9.7% and 17.7%. The existing high credit interest rate in Brazil is the
main reason for the reduction in auto production and sale in the first half
of this year.

Argentina: The auto production in Argentina in the first half of this year
is about 69000, decreased by 48.3% while the auto sale is 46000,
decreased by 52.3%. The auto sale in June is lower by 72.2% than
corresponding period of last year. At present, the Argentine government is
to turn the depression in auto market by increasing export.

26



Beijing HL Consulting Co., Ltd www.hlsf.cn

Analysis on Key Enterprises

This part selects the top 6 enterprises in terms of product sales as key
enterprises for research in auto (including motorcycle) industry out of the
520 key enterprises from January to June of year 2002. The six enterprises
will be marked by A, B, C, D, E and F. In order to reflect the whole
picture of an enterprise’s achievements, the achievement analysis on key
enterprises will consider four aspects, financial benefits, capital
management, debt paying ability and developing capability on eight
indexes including earning rate of net assets, turnover ratio of total assets,

ratio of liabilities and sales growth rate.

State Quo of Financial Benefits

Earning ratio of net assets and of ratio of returns of total assets are two
important indicators for assessment of financial status quo of an enterprise.
They can objectively and comprehensively reflect the economic benefits
of the enterprise and the returning capability of assets.
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%1 ‘\/ \
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—e—Rate of net return 6. 40% 5. 50% 8. 11% 5. 05% 4. 42% 1.21%
——Rate of total return 3. 10% 3. 83% 4. 41% 4. 46% 2.97% 1. 36%

Figure 13 Comparison of Financial Benefits of Key Enterprises for Research

The following chart reflects the earning ratio of net assets and the rate of
returns of total assets of the six key auto enterprises from January to June.
We can see the input and output of all the six enterprises is improved to
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large extent compared with the first season. Among them, Enterprise C
has the highest earning ratio of net assets as 8.11%, increased by 3.34
percentage points. The main reason for this is the 96.78% growth in net
profits with unchanged net assets. Also the 95.33% growth in net profits
of enterprises results in a 2% growth in earning ratio in net assets. On the
contrary, the large-scale fall of net profits by 44.45% results in a fall in
earning ratio of net assets by 1.3 percentage points. In reflecting financial
benefits of an enterprise, ratio of returns of total assets is in agreement

with earning ration of net assets.

Status Quo of Capital Management

Here chooses turnover rate of total assts and turnover rate of liquid assets
to reflect the assets management of the enterprises and comprehensively

evaluate the assets management quality and efficiency of utilization.
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A B C D E F
—o— Tatal asstes turnover 0.77 0. 46 0. 45 0.54 1.03 0.59
—&— Current asstes 1.94 1.62 1.93 2. 65 3.58 2.21
turnover

Figure 14 Comparison of Capital Management of Key Enterprises for Research

The above chart shows the turnover rates of total assets and liquid assets
of 6 key auto enterprises form January to June in year 2002. Both the two
indicators of enterprise E rank the first, which shows its rapid turnover of
total assets and liquid assets and high efficiency of capital utilization.

Debt Paying Ability

Capital ratio of liabilities shows how much of the total assets are raised by
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liabilities. It is an internationally recognized important indicator to
evaluate the liquidity and operation risks. The multiple of acquired
interests reflects the capability of enterprise to pay interests. The higher
multiple of acquired interests is, the better the enterprise’s operation is.
These two indicators can comprehensively reflect the liabilities level and
the debt paying ability of the enterprises.
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—&— Asset-liability ratio| 62.41 45. 97 56. 76 49. 63 65. 53 34.38
—o— Multiple of interest 9.73 10. 32 7.36 4. 63 3.47 6. 07
earned

Figure 15 Comparison of Debt Paying Ability of Key Enterprises for Research

The following graph is on the ratio of liabilities and multiple of acquired
interests of six key auto enterprises from January to June of year 2002.
The conservative judgment of experience on ratio of liabilities is
generally no higher than 50% and the internationally acknowledged good
percentage is 60%. According to the graph, Enterprise A and E among the
six key auto enterprises have high ratios of liabilities of over 60%,
causing certain potential risk. But the multiple of acquired interests of
these two enterprises are different. The multiple of acquired interests of
Enterprise A reaches 9.73, showing that the operation of the enterprise is
in good state and the enterprise with liabilities can earn more money than
capital costs. The multiple of acquired interests of Enterprise E is
comparatively lower and its ability to gaining profits is far behind China
FAW, which indicates a higher liabilities risk for enterprise E than that for
enterprise A. According to the figure, we can also see Enterprises B has a
comparatively low capital ratio of liabilities, so for the creditors of this
enterprise, the risk of loan will not be too great.
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Status Quo of Developing Capability

Sales growth rate is the reflection of the change in an enterprise’s sales
income compared with the same period of the previous year while capital
inflation proof and increment rate shows the inflation proof ability and
increment ability of an enterprise. These two indicators comprehensively
reflect the developing status quo of the enterprise and its ability to deal
with risks and develop continuously.
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—e—Growth rate of sales| 39.16 3.22 48. 77 45. 45 49. 94 -19. 42
—A—Rate of value added 115. 00 104. 92 115. 76 119. 59 107. 32 117.93

Figure 16 Comparison of Developing Capability of Key Enterprises for Research

The following graph is on the sales growth rate and capital inflation proof
and increment rate of the 6 key auto enterprises from January to June of
year 2002. According to the graph, only enterprises F has a negative sales
growth rate, while enterprise E, D, C all have a growth rate over 45% and
enterprise A has a growth up to 40%. In the aspect of capital inflation
proof and increment rate, all of these 6 enterprises exceed 100%, realizing
capital inflation proof and increment. However, compared with that in the
same period of last year, except enterprise F has a growth of 4% all
enterprise undergo reduction, especially Enterprise E, C, and D have a
decrease of more than 20%.

Comprehensive Appraisal on Achievements of Key Enterprises for Research

Referring to the provisions in Regulations on Achievement Appraisal of

State-owned Capitals and the Performance Details of Enterprise
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Achievement Appraisal (Emended) by Ministry of Finance, we use
scientific and systematic methods to appraise the achievements of the 6
enterprises comprehensively. The average of the 15 key auto enterprises is
taken as the criterion of the indexes, so the average achievements mark of
these 15 enterprises is 100. Thus we can get the achievements marks of
the 6 key enterprises, detailed as follows.

Table 4 Marks of Achievements for 6 Key Auto Enterprises

Index

Mark
A B C D E F

Criterion |Weight

Earning ration of net

assets

4. 89% 25 | 32.72 | 28.11 | 41.47 | 25.80 | 22.59 | 6.20

Rate of returns of total

assets

3. 08% 13 13.07 | 16.16 | 18.63 | 18.82 | 12.55 | 5.73

Turnover ratio of total

assets

0.50 9 13.92 | 8.26 | 8.15 | 9.64 | 18.54 | 10.64

Turnover ratio of liquid

assets

1.70 9 10.27 | 8.58 | 10.22 | 14.03 | 18.95 | 11.70

Capital ratio of
liabilities

54.54% | 12 10.49 | 14.24 | 11.53 | 13.19 | 9.99 | 19.04

Multiple of acquired

interest

6. 18 8 12.60 | 13.36 | 9.53 | 6.00 | 4.49 | 7.86

Sale growth

rate 22.27% | 12 | 21.10 | 1.74 | 26.28 | 24.49 | 26.91 |-10. 46

Capital inflation proof
and increment rate

107.47%| 12 12.84 | 11.72 | 12.93 | 13.35 | 11.98 | 13. 17

Total

— 100 |127.01{102.16|138.73|125.31|126.00 | 63. 87

Seen from the above table, the 6 key enterprises topping the sale income
list have rather difference in achievements mark. 5 out of 6 enterprises
have a mark above the average with enterprise C ranked the first in the
auto enterprises achievements with a high score of 138.73 while
enterprise F lags below the average level of key enterprises. What’s more,
according to the table, the six enterprises have their high and low in
different indexes. In order to more directly display the advantage and
disadvantage of the six enterprises in financial benefits, capital
management, debt paying ability and developing capability, the figure
below is made according to the scores in the above table.
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Figure 17 Radar Chart for Achievements of Key Enterprises for Research
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Prospects on Auto Industry Development in 3rd Season

The third season is a dead season for auto production and sale. Under the
influence of demand circle and hot weather, it is natural that auto
production and sale stay in a comparatively low level in a year. Part areas
in this year suffer severe flood, so the auto sale, especially cargo and
passenger transportation, will be negatively influenced to certain extent.
But sedan car market is different from cargo and passenger transportation
market. The strong rise of effective demand since this year has provided
solid foundation for the sedan car market. And the manufacturers in the
latter half year will put forward some new products, for example, China
FAW will begin four major technologies and put forward 27 products in
succession in the latter half year. This will continue spur the market. It is
estimated that the third season will perhaps see small-scale adjustment
and a slowdown of the strong rising trend and the substitution of spurting
rhythm with uniform velocity. In light of this, the predicted total auto sale
is about 0.81 million and the sedan cars sale is no less than 0.24 million in
the third season, and the accumulated corresponding growth of total auto
sale and sedan cars sale will be about 30%.

Seen in a whole year, the output in the latter half year is usually lower
than that in the former half year, so if there is no great fluctuation in the
latter half of this year and if the 30% growth rate is kept, the auto
production of the year will exceed 3 million and if the growth rate is
lower than 30%, the output will be near to this figure.

In the aspect of imported cars, the impractical high price of imported cars
has been difficult to go on and the imported car market is facing a new
price adjustment. Because of involving in quota predicament and the
double influence of rising exchange rate of Euro and Japanese Yen to US
dollar, the prices of imported cars keep staying high. The price of Toyota
Camry and Nissan Cefiro has risen by about 10% since May 1st holiday
till now and the price of individual bestseller cars has an even greater
growth. High price and lack in new model lead to the sharp fall in the sale
of imported cars, and the high-side consumer group turn to medium and
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high grade homemade joint-ventured brands.

At present, in Tianjin port, which deals with 50% of total Chinese auto
import, about 10,000 imported cars are kept long in stock in the bonded
area, and the overstock of imported cars is also serious in Guangdong
Customs, but the market is in a hungry state. Most import quota for
completed cars are still not put in use, and if the quota cannot be used up
by the end of this year, this will involve the promises China made for
accession to World Trade Organization (WTO). What’s more, the issuing
of import of year 2003 is decided by the use of quota this year. As time
passes by, the issuing and use of quota will probably be accelerated. The
state will strengthen its attack on speculation of car import licenses, which
will reduce the space for license speculation and help to regulate the
operation channel of imported cars. Besides, the auto market after
October will enter a dead season, so the dealers will bear greater risks,

which will bring pressure to imported cars with impractically high price.

Therefore, it is estimated that there will be increasingly more imported
cars in market and the supply-demand relation will be greatly improved.
The price of imported cars will gradually go down. About by October, the
price of imported cars will reach the bottom and hopefully will return to
the level at the beginning of the year, so the challenge of imported cars to

domestic market will eventually becomes greater.
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Appendix 1: Major Economic Indexes of 15 Key Auto (Motorcycle) Enterprises

Same period of

Name of indicator Unit This period Growth rate (%)
last year
Number of enterprises 15 15 0
Number of losing enterprises 4 2 2
Percentage of losing enterprises % 26. 67 13. 33 13.33
Loss by losing enterprises 10° Yuan 7. 10 5. 46 29. 97
Total Industrial value (at constany _
i 10° Yuan 1447. 13 1133. 06 27.72
price)
Total Industrial value (at currenf
i 10° Yuan 1294. 76 1034. 08 25.21
price)
Industrial added value 10° Yuan 299. 25 274. 28 9.11
Industrial sale income (at current
) 10° Yuan 1279. 04 1002. 42 27. 60
price)
Value of consigned goods 10° Yuan 29. 28 19. 80 47.85
Self-support and surrogate export 10° USD 3.18 2.18 46. 11
Payment to employees 10° Yuan 44. 38 37. 68 17.79
Average number of employees 10? person 39. 77 42. 22 -5.8
Business income 10° Yuan 1660. 25 1336. 96 24.18
Income of Major business 10° Yuan 1492. 42 1220. 56 22. 27
Costs of Major business 10° Yuan 1242. 28 1011. 44 22. 82
Tax and surtax of major business 10° Yuan 27.55 26. 21 5.12
Profits of major business 10° Yuan 191. 69 162. 65 17.85
Business expenditure 10° Yuan 46. 96 28.98 62. 05
Management expenditure 10° Yuan 103. 94 92.76 12. 05
Financial expenditure 10° Yuan 16. 54 18. 45 -10. 35
Net payment of interests 10° Yuan 12. 53 12. 08 3.72
Total revenue 10° Yuan 85. 64 68. 54 24. 94
Payable income tax 10° Yuan 11. 87 11. 86 0.12
Payable value-added tax 10° Yuan 58. 60 43.90 33.50
Total assets 10° Yuan 3318. 54 3130. 98 5. 99
Liquid assets 10° Yuan 1760. 73 1620. 36 8. 66
Current assets 10° Yuan 564. 64 410. 82 37. 44
Net receivable payment 10° Yuan 275. 46 338. 40 -18.6
Stock of finished products 10° Yuan 190. 12 202. 22 -5.98
Original value of fixed assets 10° Yuan 1275. 24 1222. 75 4.29
Depreciation of this year 10° Yuan 187. 17 179. 25 4. 42
Net value of fixed assets 10° Yuan 801. 04 815. 02 -1.72
Total liabilities 10° Yuan 1810. 08 1727. 38 4.79
Liquid liabilities 10° Yuan 1524. 9 1392. 78 9. 49
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Short-term loan 10° Yuan 351. 96 354. 09 -0. 60
Payable money 10° Yuan 415. 72 388. 70 6.95
Long-term loan 10° Yuan 230. 03 266. 04 -13. 54
Total costs and expenditure 10° Yuan 1409. 73 1151. 63 22.41
Total tax 10° Yuan 86. 15 70. 10 22. 89
Total revenue and tax 10%Yuan 171. 79 138. 65 23.90
Net revenue 10° Yuan 73.77 56. 69 30. 13
Comprehensive index of industrial
. . % 189. 33 172.71 16. 62
economic profits
Contributory rate of total assets % 11. 48 9.78 1.70
Capital inflation proof and
] % 107. 47 115. 15 -7.67
increment rate
Capital ration of liabilities % 54. 54 55. 17 -0. 63
Turnover rate of liquid assets Time 1.70 1.51 0.19
Profit ratio of cost and
) % 6. 07 5.95 0.12
expenditure
o 10*
Productivity with full worker 15. 05 12.99 2.06
Yuan/person
Product sale rate % 98.79 96. 94 1.85
Profit rate of assets % 10. 35 8. 86 1.50
Profit rate of capital % 13.41 11. 39 2.03
Days for supply of finished products Day 27.55 35.99 -8. 44
Percentage of “P 4" % 26. 44 33. 36 -6. 92
Percentage of costs and expenditure
) % 94. 46 94. 35 0.11
to total income
Profit rate on business income % 5.16 5.13 0.03
Profit rate on income from major
) % 12. 84 13. 33 -0. 48
business
_ 10*
Revenue and tax per capita 4. 32 3.28 1. 04
Yuan/person
Average monthly salary Yuan/person 1859. 97 1487. 48 25. 04
Ratio of Net value of fixed assets % 62. 81 66. 65 -3.84

Note The 15 key auto enterprise groups (corporations) include Dongfeng Motors Corporation,

Beiqi Forland, Tianjin Auto Company, China FAW, Shanghai Automotive Industry Corporation (Group),

Nanjin Auto Company, Jiangsu Yaxing, Wanxiang Group, Jiangling, Hubei Auto, Corporation

Shanghai-wuling, Xindazhou-Honda, Changchun Changling, Qianjiang Group.
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Appendix 2: Production of Auto Products in Different Areas

Automobile Cargo vehicle | Passenger vehicle Sedan car Refitted automobile

Area Growth Growth Growth Growth Growth

Output rate (%) Output rate (%) Output rate (%) Output rate (%) Output rate (%)
Beijing 111082 27.00] 89555 31.82 8950 7.46] 2159 -15.20] 3478 -2.66
Tianjin 40005 46. 65 0] —100. 00 280  —-91.06] 39725 70. 27 144 13. 39
Heibei 24619 38. 68 12257 27. 64 1697 30. 44 0 0 19165 14. 28
Shanxi 566 —18.91 402 0. 25 164 —44.78 0 0 56 1. 82
Inner 491 19.76 70, -52.05 0 0 0 o 267 -37.47

Mongolia
Liaoning 35311 -3.47 4238 -17.71 29925 -1. 37 0 0 2058 -7.88
Jilin 265672 30. 48 115799 20. 38| 46406 50. 01} 103467 3b. 27 18508 268. 61
Heilongjiang | 100676/ 17.51| 14345  30.54 83883  18.14 0 0 632 -90.60
Shanghai 155360 19. 46 2/ 100.00 329 -29. 09| 154757 19.55] 1327 8.15
Jiangsu 75457 55. 14 26938 54. 85 30890 37.00 5053 0.00 38329 28. 22
Zhejiang 23803 42.71 135 —-28.57] 19051 64. 20 531 0.00] 3464 16. 44
Anhui 102607 41. 53 34787 77.55 47062 5.90 20758  145.34] 16772 -1.25
Fujian 17813 16. 34 567 -19.35] 17237 27. 68 0 0 5583 29. 60
Jiangxi 110294 21. 75/ 105470 21.93] 4267 26. 09 0 0 1052 24. 06
Shandong 57689 62. 56| 54098 62. 99 1248 6. 48 0 0 19552 50. 33
Heinan 5802 29. 31| 4527 23.76 1275 53. 80 0 0 10999 26. 18
Hubei 165076 44, 25| 74645 54.89] 7801 39. 65 31184 15.72] 19040 37.09
Hu’nan 9997 17. 43 638 212.75 3179 -6. 42 200 -75.31 1216 28. 95
Guangdong 30856 11.00, 1880 27.63 729 -12.90] 28247 10. 83] 15152 37. 38
Guangxi 93918 16. 76 42015 22.88] 39665 4.03 0 0 1779 15. 82
Hainan 6899 125. 53 0 0 4283 252.51] 2616 41. 87 0 -100.00
Chongging 169346 29. 64| 47235 20. 51} 90679 40. 33| 31431 21. 11 6497 15. 48
Sichuan 21331 41.34] 8178 102.23 3461 7.79 0 0 13787 64. 44
Guizhou 1594  209.51 548 0. 00 22 0.00, 1024 98.83] 1749 2.82
Yunnan 17948 20. 85 17331 21.04 3 50. 00 0 0 214 -48. 06
Shanxi 16224 155. 25 8429 59. 25 280 10.24] 7515 828.92 831 27. 45
Xinjiang 2324 94.64 968  31.70 0 0 0 0 1274  68.30
Gansu 0 0 0 0 0 0 0 0 51 —61.94
166276

Total 0 30. 30| 665057 32. 98| 442766 22. 81| 428487 33. 11| 202976 28. 50

Data source: State Bureau of Statistic (there are totally 3385 enterprises on production of completed cars

and spare parts)
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Steel and Iron Ore

We provide the following market research service in steel and iron
ore industry

Current status and forecast of production, consumption, price,
supply chain, import & export of steel products (steel tube, plate
and others), coke and coking coal, stainless steel , Steel Scrap,
in China, Equipment of steel enterprises in China

Reserve, grade, production of key iron ores in China
Expansion plans of domestic iron ore projects in China
Current overseas iron ore projects in China

Iron ore procurement details of each Chinese steel mills
Details of Chinese pellet and sinter plants in China

We are famous in market research in iron ore resources, seamless steel tube
, heavy plate industries in China

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. il



Case Bauxite Resource Market Research

HL consulting finished the market study of Bauxite Resource in China in 2008
The scope of service includes:

Reserve, basic reserve and Grade of Bauxite in China, with emphasis on
Shanxi,Guangxi,Guizhou and Henan Province but include other provinces

Current split between open pit and underground ,and in the next 5 years the
percent of these mines that would change to underground/open pit

Average cost for China, average cost by province, average cost of open pit
and average cost of underground (legal and illegal)

Percent of mines selling bauxite as 3rd party market and % integrated mines
Market price

Distance of mines to refineries (on map)

Photos of operation (underground and open pit)

Taxes and likelihood of changes in royalties/taxes in the future

Costs of starting up a bauxite mine - approvals required for local vs
foreign company

Opportunity for a foreign company to secure a good bauxite mine/source
Purchase volume, technical requirements of each enterprise

Specification of purchase of each customer

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. il



Notice Classification principles of Chinese system for minerals

Introduction to History of Classification system in China

China’s Classification for resources /reserves of solid fuels and mineral
commodities i1s developed from Soviet Union.

In 1971, China’s complete Classification system iIs set up, and resources
/reserves are classified as four Grades,ie; A,B,C,D reserves, after 1999,
new system 1s introduced and the system is effective presently. Chinese
government plans to refine the system, the work start in 2008 and currently
It 1s not clear when the new system will be implemented

Economic of exploitation

ed

e
. cca ncC
\ﬂd\ca‘egn‘e“ed (ecoﬂ“a\ss

meast

feasibility stﬂyfl

pre- feasibility study— _—+ —
geological stud '
//
economic ;
marginal economic /
submarginal economic S B > // >
/ geological assurance
intrinsic econom ic

Degree of feasibility study

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.
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Notice

Classification principles of Chinese system for minerals

Classification principles of Chinese system

China classifies known (identified) mineral resources
according to three parameters: degree of assurance of
occurrence (degree of geological assurance), degree of
feasibility study, and economic of epr0|tat|on.

Degree of assurance of occurrence (degree of geological
assurance) takes account of information on quantity
(tonnage) and chemical composition (grade);

Degree of feasibility study: means three level of
feasibility study, feasibility study, pre- feasibility
study, and geological study. The feasibility study is the
most detailed.

Economic of exploitation. takes account of changing
economic factors such as commodity prices, operating
costs, capital costs, and discount rates.

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.

‘cun:mrmq '
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Notice Classification principles of Chinese system for minerals
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Basic reserve I Resources
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.
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Energy

We provide the following market research service in energy
Power industry

Wingpower equipment market research,Wind park investment feasibility
study

On Grid Tariffs and End User Tariffs market research

Power grid and equipment market, power grid investment market
Bio-diesel market in China
Coal Industry

Coal reserve, production ,consumption, price, transportation, import and export
Coal mechanical products market research

Energy-saving and emission reduction market in China

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. e 18



Case Bauxite Resource Market Research

HL consulting finished the market study of Bauxite Resource in China in 2008
The scope of service includes:

Reserve, basic reserve and Grade of Bauxite in China, with emphasis on
Shanxi,Guangxi,Guizhou and Henan Province but include other provinces

Current split between open pit and underground ,and in the next 5 years the
percent of these mines that would change to underground/open pit

Average cost for China, average cost by province, average cost of open pit
and average cost of underground (legal and illegal)

Percent of mines selling bauxite as 3rd party market and % integrated mines
Market price

Distance of mines to refineries (on map)

Photos of operation (underground and open pit)

Taxes and likelihood of changes in royalties/taxes in the future

Costs of starting up a bauxite mine - approvals required for local vs
foreign company

Opportunity for a foreign company to secure a good bauxite mine/source
Purchase volume, technical requirements of each enterprise

Specification of purchase of each customer

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. il



Cost and performance

The cost and time of the service will usually change with the detailed
requirements of customers and different sectors, we will provide project
proposal with detailed cost and performance after we get the requirements
of customers

Usually the cost and time are:
20-50 K USD and 1-4 month for difficult tasks

10 K USD and 1-2 month for some simple tasks
Customers can send the requirements to SW@HLconsulting.cn

Customers can send the requirements of market research to SW@HLconsulting.cn

parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to ‘ HL' 20
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3 Feasibility Study Report

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or
distributed to parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. HL
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Introduction

We can prepare feasibility study reports for the following

purpose
Feasibility study reports for approval of National
Development and Reform Commission (NDRC) of People’s

Republic of China, we got the highest qualification from NDRC

Feasibility study reports for registration of corporation in
China

Feasibility study reports for bank loan and financing
Feasibility study reports for decision of business partners
Feasibility study reports of VAT reduction in China

Feasibility study report for approval of overseas
investment of Chinese enterprises.

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.
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Industry with qualification

For feasibility study reports for approval of NDRC,we got
the qualification in the following industries

Natural gas and petroleum
Chemical and medicine
Machinery

Light industry

Textile

Agriculture

Construction materials
Electronic

Construction and realestate
Agriculture

Forestry

Municipal utilities (water supply and drainage)
Hydrogeological

Engineering Survey
Geotechnical Engineering

23

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. il



Business Plan Services

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or
distributed to parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. HL
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Introduction

Beijing HL Consulting Co., Ltd I1s a ® re
professional business plan consulting m
firm that helps companies develop ‘
investor-grade business plans to move S
down the road towards a successful
capital or strategic transaction.

We have finished more than 200
professional-grade business plans for
our clients at nearly every stage of
development.

Our team has prepared business plans
for clients seeking various levels of
capital ranging from seed iInvestments
to hundreds of millions in debt and
equity financings.

i
»
-Q‘
i
S

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.
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Business Plan

Business plan is critical to successful finance, however it is not easy to prepare an

excellent business plan.

You may know the operation of your business, however you may not know how to

express your idea clearly and logically and be accepted by investors, what is more .

You need more intelligence in financing to maximize your interests.

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. il

26



Business Plan

. Business plan covers extensive analysis including :
= production,
= technology,
= law,
= financing,
= accounting,
= market and marketing,

= risk analysis.

27

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. e oy



Business Plan

With our effective consulting service and business intelligence in lots of

industries , we can clearly understand :
= the business model,
= products and services,
= production,
= marketing,
= fund request,
= competition of our clients,

so we make the integration of our experience and professional knowledge with your

information.

28

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. il



Business Plan

We can provide high quality market analysis for we are also a famous market research
and business intelligence company, and so put forward better competition strategy

and marketing strategy .

We have engineers and experts in lots of industries to finish the technology and
production part of business plan. We actually have professionals in accounting, law,

investment scheme design and funding request.

By leveraging our experience in the capital markets, our team offers customized
business planning services that facilitate financial transactions and business growth

for clients.

parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to ‘ HL' 29
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. 1
Business Plan

Our clients rely on us to develop business plans, selling memorandums, financial

projections and investor presentations to help them:

= Raise equity from venture capitalists, private equity firms, angels and other
investors

= Secure debt financing from banks, financing companies or leasing firms
= Merge, acquire or divest their company, division or subsidiary

= Present new opportunities to strategic investors or partners

= (Gain interest from potential management teams and board members

= Intelligently plan and document their growth objectives and strategies

30

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. il



Cases

Machinery

Pump Plant Business Plan of Jiangsu Changyuan Power
Co., Ltd

Transmission Plant Business Plan of Dongheng Power
Co., Ltd

Transmission shaft Plant Business Plan of Shanghal
Bao’an Co., Ltd

Casting and forging plant Business Plan of Profund
Group

Special purpose vehicle plant Business Plan  of
Profund Group

Engine plant Business Plan of Profund Group
Boiler Business Plan of Hebeir Baoding Tarhang Group

parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to ‘ HL'
Censulting
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Cases

~  Electronics
~ Business Plan of Hongguang Co., Ltd
. Business Plan of Indra Rada Plant in China

~ Car _ Navigator System Business Plan of
Yatar’anxun Co., Lt

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. ol 32
onsulting



Cases

Energy and Metallurgical

Business Plan of silicon-manganese ferroalloy
plant in Taojiang city of Hunan province

Business Plan of steel tube plant of Tianchang
Group

Carbon Electrode Expansion Project (Annual
Output of 40 K tons/a) Business Plan of Ningxia
Yonvey Coal industry Co.,Ltd

Business Plan of Bio-diesel plant of Beijing
ZhongZhi Lihua Technology Development Ltd

Business Plan of Haozhi Coal Mine 1n Guizhou
province

Business Plan of Hongshan Coal Mine of Xinjiang
production and construction Corp

Business Plan of High Performance Universal
Lubrication O1l of First energy Co., Ltd

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.

‘cun:mrmq '
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Cases

Food, agriculture and forest
Business plan of Panxing Group

Business plan of furfural plant of Zhuzhuang
Co., Ltd in Jilin province

Business plan of Wood gathering plate plant iIn
Fujian province

Business plan of import Wine into China of Nam
Kwong(Group) Company Limited

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to ‘ HL' 34
Consulting

parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.



Case

. Transportation

. Business Plan of Phoenix General Aviation Co.,
Ltd

~ Business Plan of Puhui Lianyun Logistics Co.,
Ltd

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. e 35



Case

=~ Internet
. QTSTAR net Business Plan
~ Business Plan of ML945.com
. Business Plan of www.hua2.com
. Business Plan of HihomeChina.com

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. e 36



Cases

Real estate

Business Plan of Luoyang Royal City of Luoyang
Kangdu Realestate Co., Ltd

Business Plan of Royal Palace Real Estate
Development Project of ShenYang YongFeng
Realestate Development Co., Ltd

Business Plan of Real estate Project in Sugian
city In Jiangsu province

Business Plan of Wanxinyuan Park 1In Hengshui
city iIn Heber Province

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.

‘cun:mrmq '
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Cases

Medical

Business Plan of Rabies vaccine
Business Plan of Lunan Hospital

Business Plan of Aprotinin Plant of Beijing Luosheng
Co., Ltd

Business Plan of Yuanping Hospital i1n Shanxi
Province

Business Plan of MD JAPAN
Business Plan of Hainan Gaosheng Medical Co., Ltd

Business Plan of Subbing Spray Series (New Drugs)
of Beijing Zhengguang Hengye Controlled Release
Preparation Research Institution

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to ‘ HL' 38

parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.
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Our customers

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or
distributed to parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. H'_
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Our Main Customers

Accenture

BASF Aktiengesellschaft

BHP Billiton

Centro di Ahi Studi CASCC
COMPANHIA VALE DO RIO DOCE
DaimlerChrysler

Dakin Property S.L

ENVIRGY GMBH

Groen Brother's Aviation

Honeywel

ICF Consulting

INSEAD FR

INVISTA

Japan Technical Information Service

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. il
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«*  Our Main Customers

JATISSK TELECOM CO LTD KR
KPMG International

LLAG (Lurgi Lentjes)
McKinsey & Company

Metec Itd

Mitsubishi Corporation

NTC s.r.l

Putzmeister Co.

Sepco SA.

STF S.p.A.

Thales Corporate

The Boston Consulting Group
The Parthenon Group
Viessmann

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. il
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6

Contact us

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or
distributed to parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents. H'_
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THANK YOQU!

Add:Room A-2204, U-Space Building,No.8 Guangqumen Quter Street, Chaoyang District, Beijing, 100022 P.R.China

Tel:+86-10-58613952 Mr. Shen,
Fax:+86-10-58613956

Email: sw@HLconsulting.cn

Disclaimer: The information contained in this document is intended only for use during the presentation and should not be disseminated or distributed to HL
parties outside the presentation. HL consulting accepts no liability whatsoever with respect to the use of this document or its contents.
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