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DEFINITIONS

In this circular, the following expressions have the meanings set out below unless the context

requires otherwise:

“Aggregate Consideration Shares”

“Agreements”

’

“Associated Companies’

“Associated Companies’
Agreements”

“associate(s)”

“Beijing Geely University”

“Board”

“CBU”

il

“Centurion’

“CKD(S)”

“Company”

collectively, (i) the Zhejiang JV Consideration Shares; (ii) the
Shanghai Maple JV Consideration Shares; (iii) the Zhejiang
Kingkong JV Consideration Shares; (iv) the Zhejiang Ruhoo JV
Consideration Shares; and (v) the Hunan Geely JV Consideration
Shares

collectively, (i) Associated Companies’ Agreements; and (ii)
Zhejiang Fulin Guorun Equity Transfer Agreement

collectively, (i) the Zhejiang JV; (ii) the Shanghai Maple JV;
(iii) the Zhejiang Kingkong JV; (iv) the Zhejiang Ruhoo JV; and
(v) the Hunan Geely JV

collectively, (i) the Zhejiang JV Equity Transfer Agreement;
(ii) the Shanghai Maple JV Equity Transfer Agreement; (iii)
the Zhejiang Kingkong JV Equity Transfer Agreement; (iv) the
Zhejiang Ruhoo JV Equity Transfer Agreement; and (v) the
Hunan Geely JV Equity Transfer Agreement

has the meaning ascribed to it under the Listing Rules

b A K2 a private university established in the PRC,
located at Chang Ping Sector of Zhong Guan Cun Science and
Technology Park, Beijing, the PRC ([t 5t i th B A &~ B 4%
[%]) and beneficially owned as to 85% by Mr. Li and his associates
and 15% by Mr. Luo Xiao Ming who is an independent third
party of Proper Glory and parties acting in concert with it

the board of Directors

Complete Buildup Unit (%8 H), a complete vehicle after the final
assembly

Centurion Industries Limited, a company incorporated in the
British Virgin Islands with limited liability, a wholly-owned
subsidiary of the Company and is principally engaged in investment
holding

Complete Knock Down Kit(s) or CKD(s) (32 H i £ 1), a complete
kit needed to assemble a vehicle

Geely Automobile Holdings Limited, a company incorporated
in the Cayman Islands with limited liability whose shares are
listed on the Main Board of the Stock Exchange
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DEFINITIONS

“Completion”

“connected person(s)”

“Co-operation Agreement
(Beijing)”

“Co-operation Agreement
(Zhejiang)”

“Director(s)”

“EGM”

“Enlarged Group”

“Executive”

“Geely Group”

“Geely Holding”

“Geely Holding Group”

completion of the Associated Companies’ Agreements and the
Zhejiang Fulin Guorun Equity Transfer Agreement

has the meaning ascribed to it under the Listing Rules

the agreement dated 17 September 2007, being one of the Other
Project Documents entered into between the Company and Beijing
Geely University as referred to under the sub-section headed
“Co-operation Agreement (Beijing)” of the section headed “Other
Project Documents” of this circular

the agreement dated 17 September 2007, being one of the Other
Project Documents entered into between the Company and
Zhejiang Economic Management College as referred to under
the sub-section headed “Co-operation Agreement (Zhejiang)” of
the section headed “Other Project Documents” of this circular

the director(s) of the Company

an extraordinary general meeting of the Company to be convened
to approve the Agreements, the Guarantees, the Other Project
Document, the annual caps in relation to the continuing connected
transactions contemplated under the Other Project Documents,
the increase in authorized share capital of the Company and the
Whitewash Waiver

the Group as enlarged after the acquisition of the 44.19% interest
in each of the registered capital of the Associated Companies and
the remaining 49% interest in the registered capital of Zhejiang
Fulin Guorun

the Executive Director of the Corporate Finance Division of the
SFC or any of his/her delegate

Geely Group Limited, a company incorporated in the British
Virgin Islands with limited liability and is wholly-owned by
Mr. Li

Wi UL B FE B B B A BR A Wl (Zhejiang Geely Holding
Group Company Limited), a private limited liability company
incorporated in Zhejiang Province, the PRC, and is owned as
to 90% by Mr. Li and as to 10% by Mr. Li Xing Xing, the son
of Mr. Li, respectively

Geely Holding and its subsidiaries



DEFINITIONS

“Geely Holding Limited”

“Gl‘Oup”

“Guarantees”

“Hong Kong”

“Hunan Geely JV”

“Hunan Geely JV
Consideration Shares”

“Hunan Geely JV Equity

Transfer Agreement”

“Hunan Geely JV Transfer”

“Independent Board

Committee”

“Independent Shareholders”

# F| 4 B A7 F 24 F] (Geely Holding Limited), a private limited
liability company incorporated in Zhejiang Province, the PRC,
and is owned as to 90% by Mr. Li and as to 10% by Mr. Li Xing
Xing, the son of Mr. Li, respectively. It is principally engaged
in investment holding

the Company and its subsidiaries

guarantees to be provided by the Enlarged Group on loans
obtained or to be obtained by the Geely Holding Group pursuant
to the Loan Guarantee Agreement

The Hong Kong Special Administrative Region of the PRC

W EE R VR BB 4 A BR A Wl (Hunan Geely Automobile
Components Company Limited), a sino-foreign joint venture
established in the PRC with limited liability which is owned as
to 53.19% by Zhejiang Haoqing and as to 46.81% by Centurion,
respectively

14,272,000 new Shares to be issued by the Company to
Zhejiang Haoqing as consideration under the Hunan Geely JV
Equity Transfer Agreement

the agreement dated 13 July 2007 entered into between
Centurion and Zhejiang Haoqing which sets out the principal
terms of the transfer of a 44.19% interest in the registered capital
of Hunan Geely JV to Centurion

the transfer by Zhejiang Haoqing of a 44.19% interest in the
registered capital of the Hunan Geely JV to Centurion pursuant
to the Hunan Geely JV Equity Transfer Agreement

the independent committee of the Board comprising only the
independent non-executive Directors to be established for
the purpose of advising the Independent Shareholders on the
Agreements, the Guarantees, the Other Project Documents, the
annual caps in relation to the continuing connected transactions
contemplated under the Other Project Documents and the
Whitewash Waiver

Shareholders other than those who are involved in or interested
in the Agreements, the Guarantees, the Other Project Documents
and their respective annual caps, and the Whitewash Waiver,
being Proper Glory and Geely Group, Mr. Li and their respective
associates and parties acting in concert with any of them
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DEFINITIONS

“Lanzhou Geely JV”

“Lanzhou Geely JV
Agreement”

“Last Trading Day”

“Latest Practicable Date”

“Lease Agreement”

“Listing Rules”

“Loan Guarantee Agreement”

“Manganese Bronze”

“Manganese Bronze Group”

“Mr. Li”

“Other Project Documents”

WM & AR B F A IRAF (Lanzhou Geely Automobile
Components Company Limited), a sino-foreign joint venture to
be established in the PRC with limited liability which will be
owned as to 53.19% by Zhejiang Geely Merrie and as to 46.81%
by Centurion, respectively

the joint venture agreement dated 26 March 2007 entered into
between Zhejiang Geely Merrie and Centurion which sets out
the principal terms for the establishment of the Lanzhou Geely
v

10 July 2007, being the last full trading day immediately prior
to the suspension of trading in the Shares pending the release
of the Restructuring Announcement

26 October 2007, being the latest practicable date prior to the
printing of this circular for the purpose of ascertaining certain
information contained herein

the agreement, being one of the Other Project Documents, dated
17 September 2007 entered into between the Company and
Geely Holding and Zhejiang Economic Management College as
referred to under the sub-section headed “Lease Agreement” of
the section headed “Other Project Documents” of this circular

The Rules Governing the Listing of Securities on the Stock
Exchange

the agreement dated 17 September 2007, being one of the Other
Project Documents, entered into between the Company and
Geely Holding as referred to under the sub-section headed “Loan
Guarantee Agreement” of the section headed “Other Project
Documents” of this circular

Manganese Bronze Holdings Plc, a public limited liability
company incorporated under the Laws of England and Wales
whose shares are listed on the London Stock Exchange plc

Manganese Bronze and its subsidiaries

Mr. Li Shu Fu, an Executive Director, is the sole director of
Proper Glory and Geely Group. Proper Glory, a substantial
Shareholder interested in approximately 48.07% issued share
capital of the Company, is wholly-owned by Geely Group. Geely
Group is wholly-owned by Mr. Li

a series of agreements entered into between the Associated
Companies and connected companies under the control of Mr.
Li and his associates which relates to the sales and purchases
of sedan related components and products; provision of process
manufacturing services; provision of education programs; provision
of the Guarantees and lease of the Properties
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DEFINITIONS

“PRC”

“Proper Glory”

“Properties”

“Quam Capital”

“Restructuring”

“Restructuring Announcement”

“Sedan Tool Kit(s)”

“Services Agreement”

“SFC”

The People’s Republic of China

Proper Glory Holding Inc., a company incorporated in the British
Virgin Islands and is wholly-owned by the Geely Group, is a
substantial shareholder of the Company

collectively, (i) one parcel of land with a total site area of
approximately 117,652.41 sq.m. on which are constructed one
building and various ancillary structures located at Linhai
City, Zhejiang Province, the PRC; (ii) one parcel of land with
a total site area of approximately 5,481.73 sq.m. on which are
constructed one building and various ancillary structures located
at Linhai City, Zhejiang Province, the PRC; and (iii) four
parcels of conjoining land with a total site area of approximately
94,672.47 sq.m. on which are constructed five buildings and
various ancillary structures located at Taizhou City, Zhejiang
Province, the PRC

Quam Capital Limited, a corporation licensed to carry out type 6
(advising on corporate finance) regulated activity under the SFO
and the independent financial adviser appointed to advise the
Independent Board Committee and the Independent Shareholders
on (i) the terms of the Agreements; (ii) the Whitewash Waiver;
(iii) the terms of the Other Project Documents (including the
provision of the Guarantees); and (iv) the annual caps in relation
to the continuing connected transactions contemplated under the
Other Project Documents

the transactions contemplated under the Associated Companies’
Agreements and the Zhejiang Fulin Guorun Equity Transfer
Agreement

an announcement of the Company dated 13 July 2007 in relation
to the Restructuring

a tool kit(s) for subsequent basic repairs and maintenance of
the sedan (& T HA)

the agreement dated 17 September 2007, being one of the Other
Project Documents entered into between the Company and the
Geely Holding as referred to under the sub-section headed
“Services Agreement” of the section headed “Other Project
Documents” of this circular

The Securities and Futures Commission of Hong Kong



DEFINITIONS

“SFO”

“Shanghai Maple
Automobile”

“Shanghai Maple JV”

“Shanghai Maple JV
Consideration Shares”

“Shanghai Maple JV Equity
Transfer Agreement”

“Shanghai Maple JV Group”

“Shanghai Maple JV Transfer”

“Share(s)”

“Shareholder(s)”

“Stock Exchange”

“Takeovers Code”

“Transfers”

The Securities and Futures Ordinance (Chapter 571 of the Laws
of Hong Kong) (as amended from time to time)

g 3E YA BR A B (Shanghai Maple Automobile Company
Limited), a limited liability company incorporated in the PRC and
is owned as to 90.00% by Geely Holding and as to 10.00% by #f
VL3S 4 LA FR /A F] (Zhejiang Maple Assets Management
Company Limited) respectively, which is in turn owned by the
senior management of Geely Holding. It is principally engaged in
manufacturing and sales of automobile and related components,
and manufacturing of air conditioning related parts

i 5 R Y5 B A FRZA ] (Shanghai Maple Guorun Automobile
Company Limited), a sino-foreign joint venture established
in the PRC with limited liability and owned as to 53.19% by
Shanghai Maple Automobile and as to 46.81% by Value Century,
respectively

293,976,000 new Shares to be issued by the Company to Shanghai
Maple Automobile as consideration under the Shanghai Maple
JV Equity Transfer Agreement

the agreement dated 13 July 2007 entered into between Value
Century and Shanghai Maple Automobile which sets out the
principal terms of the transfer of a 44.19% interest in the
registered capital of Shanghai Maple JV to Value Century

Shanghai Maple JV and its subsidiaries

the transfer by Shanghai Maple Automobile of a 44.19% interest
in the registered capital of the Shanghai Maple JV to Value
Century pursuant to the Shanghai Maple JV Equity Transfer
Agreement

share(s) of HK$0.02 each in the capital of the Company

the holder(s) of the share(s) of the Company

The Stock Exchange of Hong Kong Limited

The Hong Kong Code on Takeovers and Mergers

collectively, (i) the Zhejiang JV Transfer; (ii) the Shanghai
Maple JV Transfer; (iii) the Zhejiang Kingkong JV Transfer;

(iv) the Zhejiang Ruhoo JV Transfer; and (v) the Hunan Geely
JV Transfer



DEFINITIONS

“Value Century”

“Whitewash Waiver”

“Zhejiang Economic
Management College”

’

“Zhejiang Fulin Automobile

“Zhejiang Fulin Guorun”

“Zhejiang Fulin Guorun Equity
Transfer Agreement”

“Zhejiang Fulin Guorun
Transfer”

“Zhejiang Geely Merrie”

Value Century Group Limited, a company incorporated in the
British Virgin Islands with limited liability, a wholly-owned
subsidiary of the Company and is principally engaged in investment
holding

the waiver from the Executive pursuant to Note 1 on Dispensations
from Rule 26 of the Takeovers Code

W VLS 9% A S B A& 22 B, a private higher education institution
established in the PRC, located at Cheng Dong Geely Education
Centre, Linhai City, Zhejiang Province, the PRC (1B #7{L &
fifs VA T kR 35 M2 F o) and beneficially owned as to 100%
by Mr. Li and his associates

WL AR MR B ZH 4G PR /A 7] (Zhejiang Fulin Automobile Parts
and Components Company Limited), a company incorporated in
the PRC and is owned as to 25% by Mr. Pan Ju Lin and 75% by
Mr. Chen Xiao Jie, who are independent third parties of Proper
Glory and parties acting in concert with it. It is principally
engaged in investment holding. As at the Latest Practicable
Date, Zhejiang Fulin Automobile and its shareholders do not
have any shareholding interest in the Company

WL AR AR B VR R EB A FR/A A (Zhejiang Fulin Guorun
Automobile Parts and Components Company Limited), a company
incorporated in the PRC and owned as to 51% by Centurion and
49% by Zhejiang Fulin Automobile, respectively

the agreement dated 13 July 2007 entered into between Centurion
and Zhejiang Fulin Automobile which sets out the principal
terms of the transfer of a 49% interest in the registered capital
of Zhejiang Fulin Guorun to Centurion

the transfer by Zhejiang Fulin Automobile of a 49% interest in
the registered capital of the Zhejiang Fulin Guorun to Centurion
pursuant to the Zhejiang Fulin Guorun Equity Transfer
Agreement

WL M 38 H IR EH A R/~ 7] (Zhejiang Geely Merrie Automobile
Company Limited), a limited liability company incorporated
in the PRC and is owned as to 90.00% by Geely Holding and
as to 10.00% by #iVL#E % & & & M A R/ Al (Zhejiang Maple
Assets Management Company Limited) respectively, which is
in turn owned by the senior management of Geely Holding.
It is principally engaged in manufacturing and managing of
automobile, automobile power generators and related components.
It is also engaged in exporting of products it produces and
importing machineries, accessories and raw materials required
in its business



DEFINITIONS

“Zhejiang Haoqing”

“Zhejiang JV”

“Zhejiang JV
Consideration Shares”

“Zhejiang JV Equity
Transfer Agreement”

“Zhejiang JV Group”

“Zhejiang JV Transfer”

“Zhejiang Kingkong JV”

“Zhejiang Kingkong JV

Consideration Shares”

“Zhejiang Kingkong JV
Equity Transfer Agreement”

WL AR G /A F) (Zhejiang Haoging Automobile
Manufacturing Company Limited), a company incorporated in the
PRC with limited liability, and is beneficially owned as to 90%
by Geely Holding and as to 10% by #7133 & & 4 47 B A A
(Zhejiang Maple Assets Management Co. Ltd) respectively, which
is in turn owned by the senior management of Geely Holding.
It is principally engaged in manufacturing and distribution of
Haoqing’s series models

W UL AR BR W AR W7 L A B A R A A
(Zhejiang Geely Automobile Company Limited, formerly known
as Zhejiang Geely Guorun Automobile Company Limited), a
sino-foreign joint venture company incorporated in the PRC,
and owned as to 53.19% by Zhejiang Geely Merrie and 46.81%
by Centurion, respectively

776,408,000 new Shares to be issued by the Company to Zhejiang
Geely Merrie as consideration under the Zhejiang JV Equity
Transfer Agreement

the agreement dated 13 July 2007 entered into between Centurion
and Zhejiang Geely Merrie which sets out the principal terms
of the transfer of a 44.19% interest in the registered capital of
Zhejiang JV to Centurion

Zhejiang JV and its subsidiaries

the transfer by Zhejiang Geely Merrie of a 44.19% interest in
the registered capital of the Zhejiang JV to Centurion pursuant
to the Zhejiang JV Equity Transfer Agreement

WL 4 MR A FR/A 7] (Zhejiang Kingkong Automobile Company
Limited), a sino-foreign joint venture established in the PRC
with limited liability which is owned as to 53.19% by Zhejiang
Haoqing and as to 46.81% by Centurion, respectively

129,216,000 new Shares to be issued by the Company to Zhejiang
Haoqing as consideration under the Zhejiang Kingkong JV Equity
Transfer Agreement

the agreement dated 13 July 2007 entered into between Centurion
and Zhejiang Haoqing which sets out the principal terms of the
transfer of a 44.19% interest in the registered capital of Zhejiang
Kingkong JV to Centurion
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“Zhejiang Kingking JV Transfer”

“Zhejiang Ruhoo JV”

“Zhejiang Ruhoo JV
Consideration Shares”

“Zhejiang Ruhoo JV Equity
Transfer Agreement”

“Zhejiang Ruhoo JV Transfer”

“GB P” or “£’7

“HK$”
“RMB”

“US$”

113 EL)

sq.m.

“%”

the transfer by Zhejiang Haoqing of a 44.19% interest in the registered
capital of the Zhejiang Kingkong JV to Centurion pursuant to
the Zhejiang Kingkong JV Equity Transfer Agreement

WL FE PRI B A PR A Al (Zhejiang Ruhoo Automobile Company
Limited), a sino-foreign joint venture established in the PRC
with limited liability which is owned as to 53.19% by Zhejiang
Haoqing and as to 46.81% by Centurion, respectively

74,800,000 new Shares to be issued by the Company to Zhejiang
Haoqing as consideration under the Zhejiang Ruhoo JV Equity
Transfer Agreement

the agreement dated 13 July 2007 entered into between Centurion
and Zhejiang Haoqing which sets out the principal terms of the
transfer of a 44.19% interest in the registered capital of Zhejiang
Ruhoo JV to Centurion

the transfer by Zhejiang Haoqing of a 44.19% interest in the
registered capital of the Zhejiang Ruhoo JV to Centurion pursuant

to the Zhejiang Ruhoo JV Equity Transfer Agreement

British pound sterling, the lawful currency of the United Kingdom
of Great Britain and Northern Ireland

Hong Kong dollars, the lawful currency of Hong Kong
Renminbi, the lawful currency of the PRC

United States dollars, the lawful currency of the United States
of America

square meter

per cent.

Unless otherwise specified in this circular, amounts denominated in RMB and US$ have been
converted, for the purpose of illustration only, into HK$ as follows:

RMBI1 = HK$1.0365
USS$I = HK$7.76

No representation is made that any amount in HK$ could have been or could be converted at
the above rate or at any other rates or at all.

Certain English translation of Chinese names or words in this circular are included for
information purpose only and should not be regarded as the official English translation of such

Chinese names or words.



LETTER FROM THE BOARD

Executive Directors:
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GEELY AUTOMOBILE HOLDINGS LIMITED

(Incorporated in the Cayman Islands with limited liability)
(Stock code: 175)

# R & #

Registered office:

Mr. Li Shu Fu P.O. Box 309
Mr. Gui Sheng Yue George Town
Mr. Yang Jian Grand Cayman
Mr. Ang Siu Lun, Lawrence Cayman Islands

. Liu Jin Liang
. Yin Da Qing, Richard
. Zhao Jie

British West Indies

Principal place of business

Dr. Zhao Fuquan in Hong Kong:
Room 2301, 23rd Floor

Non-Executive Director: Great Eagle Centre

Mr. Xu Gang 23 Harbour Road
Wanchai

Independent non-executive Directors: Hong Kong

Mr. Lee Cheuk Yin, Dannis

Mr. Song Lin

Mr. Yeung Sau Hung, Alex
31 October 2007
To the Shareholders

Dear Sir or Madam,

(I) VERY SUBSTANTIAL ACQUISITIONS AND CONNECTED
TRANSACTIONS RELATING TO THE PROPOSED ACQUISITION OF
INTERESTS IN THE REGISTERED CAPITAL OF THE ASSOCIATED

COMPANIES AND ZHEJIANG FULIN GUORUN;
(IT) MAJOR AND CONNECTED TRANSACTION;
(IIT) CONTINUING CONNECTED TRANSACTIONS;
(IV) PROPOSED INCREASE IN AUTHORIZED SHARE CAPITAL;
AND
(V) APPLICATION FOR WHITEWASH WAIVER

INTRODUCTION

The Board is pleased to announce that on 13 July 2007, the Group entered into the Associated
Companies’ Agreements with various connected persons in relation to the proposed restructuring of
the Company to acquire 44.19% interests in each of the Associated Companies from its respective
controlling shareholder and its associates at the total consideration of RMB1,554.12 million (equivalent
to approximately HK$1,610.84 million) to be satisfied fully by the issue of 1,288,672,000 Aggregate
Consideration Shares at HK$1.25 per Share.
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LETTER FROM THE BOARD

As at the Latest Practicable Date, Proper Glory and its concert parties own approximately 48.07%
of the existing issued ordinary share capital of the Company. Upon Completion, the interests of Proper
Glory and its concert parties will increase to approximately 58.38% of the issued ordinary share capital
of the Company as enlarged by the issue of the Aggregate Consideration Shares. Accordingly, upon
Completion, Proper Glory and its concert parties will be obliged to make an unconditional mandatory
general offer for all the issued shares of the Company not already owned or agreed to be acquired
by Proper Glory and parties acting in concert with it pursuant to Rule 26.1 of the Takeovers Code,
unless a waiver from strict compliance with Rule 26.1 of the Takeovers Code has been obtained from
the Executive and approved by the Independent Shareholders at the EGM.

Proper Glory, which is wholly-owned by Geely Group, has made an application to the Executive
for the Whitewash Waiver. The Executive has indicated he/she will grant the Whitewash Waiver
subject to the approval of the Independent Shareholders by way of poll at the EGM. If the Whitewash
Waiver is granted by the Executive, Proper Glory and parties acting in concert with it would not be
required to make a mandatory general offer which would otherwise be required as a result of the
allotment and issue of the Aggregate Consideration Shares pursuant to the Associated Companies’
Agreements. Proper Glory, its associates and its concert parties who are involved in, or interested in,
the Agreements, the Other Project Documents, the annual caps in relation to the continuing connected
transactions contemplated under the Other Project Documents and the Whitewash Waiver are required
to abstain from voting under the Takeovers Code. If the Whitewash Waiver is not granted by the
Executive or not approved by the Independent Shareholders at the EGM, the Agreements will
lapse and the Restructuring will not proceed.

On 13 July 2007, Centurion, a wholly-owned subsidiary of the Company, and Zhejiang Fulin
Automobile entered into the Zhejiang Fulin Guorun Equity Transfer Agreement pursuant to which
Centurion agreed to acquire the remaining 49% interest in the registered capital of Zhejiang Fulin
Guorun from Zhejiang Fulin Automobile for a total consideration of RMB22.48 million (equivalent
to approximately HK$23.30 million), which is payable in cash by primarily applying the dividends
to be distributed from Zhejiang Fulin Guorun.

On 17 September 2007, the Company entered into the Other Project Documents with Geely
Holding, Beijing Geely University and Zhejiang Economic Management College respectively in relation
to the sales of CKDs and Sedan Tool Kits; purchases of CBUs, automobile parts and components
and provision of process manufacturing services; provision of education programs; provision of the
Guarantees and lease of the Properties.

Each of Zhejiang Geely Merrie, Shanghai Maple Automobile, Zhejiang Haoqing and Zhejiang
Fulin Automobile is a connected person of the Company for the purpose of the Listing Rules by virtue
of the fact that each of Zhejiang Geely Merrie, Shanghai Maple Automobile and Zhejiang Haoqing
is beneficially owned by Mr. Li and his associates and Zhejiang Fulin Automobile is a substantial
shareholder of Zhejiang Fulin Guorun holding 49% interest in the registered capital of Zhejiang Fulin
Guorun. The entering into of the Agreements constitutes very substantial acquisitions and connected
transactions of the Company under Chapters 14 and 14A of the Listing Rules and is subject to the
requirements of reporting, announcement, and the approval by the Independent Shareholders (by way
of poll) as set out in Chapter 14A of the Listing Rules.

-11 -



LETTER FROM THE BOARD

Each of Geely Holding, Beijing Geely University and Zhejiang Economic Management College
is a connected person of the Company for the purpose of the Listing Rules by virtue of the fact that (i)
Geely Holding is wholly-owned by Mr. Li and his associates; (ii) Beijing Geely University is beneficially
owned as to 85% by Mr. Li and his associates; and (iii) Zhejiang Economic Management College is
beneficially wholly-owned by Mr. Li and his associates. The transactions contemplated under the Other
Project Documents will, upon Completion, constitute non-exempt continuing connected transactions
for the Company and will be subject to the reporting, announcement and Independent Shareholders’
approval requirements (by way of poll) under Chapter 14A of the Listing Rules. In addition, the
provision of the Guarantees contemplated under the Loan Guarantee Agreement constitutes a major
and connected transaction of the Company under Chapters 14 and 14A of the Listing Rules and is
subject to the reporting, announcement and the Independent Shareholders’ approval requirements (by
way of poll) as set out in Chapter 14A of the Listing Rules.

Proper Glory and Geely Group (both wholly-owned by Mr. Li, and holding in aggregate,
48.07% in the issued share capital of the Company), their respective associates and parties acting in
concert with any of them will abstain from voting for the resolutions to approve the Agreements, the
Guarantees, the continuing connected transactions contemplated under the Other Project Documents
and their respective annual caps and the Whitewash Waiver to be put forward at the EGM.

The Company also proposes to increase its authorized share capital from HK$160,000,000 to
HK$240,000,000 by the creation of an additional 4,000,000,000 Shares of HK$0.02 each. The Directors
have no present intention of issuing any part of the increased authorized share capital pursuant to
Rule 13.57 of the Listing Rules.

The Independent Board Committee has been appointed to advise the Independent Shareholders
in respect of the terms of the Agreements, the Guarantees, the Whitewash Waiver, the terms of the
Other Project Documents and the annual caps in relation to the continuing connected transactions
contemplated under the Other Project Documents. As Mr. Xu Gang was re-designated from an executive
Director to a non-executive Director with effect from 1 September 2007, the Board considered it is not
appropriate to appoint Mr. Xu Gang as a member of the Independent Board Committee to advise the
Independent Shareholders in respect of the Restructuring and the Whitewash Waiver. Quam Capital
is independent of the Agreements, the Guarantees, the Other Project Documents, the annual caps in
relation to the continuing connecting transactions contemplated under the Other Project Documents
and the Whitewash Waiver. With the approval of the Independent Board Committee, Quam Capital
has been appointed as the independent financial adviser of the Company to advise the Independent
Board Committee and the Independent Shareholders in respect of the Agreements, the Guarantees,
the Other Project Documents, the annual caps in relation to the continuing connecting transactions
contemplated under the Other Project Documents and the Whitewash Waiver.

The purpose of this circular is to provide you with further information on, among other things,
(i) further details of the Agreements, the Guarantees, the Other Project Documents, the annual caps
in relation to the continuing connected transactions contemplated under the Other Project Documents,
the proposed increase in authorized share capital of the Company and the Whitewash Waiver; (ii)
accountants’ reports of the Associated Companies and Zhejiang Fulin Guorun; (iii) a letter of advice
from Quam Capital to the Independent Board Committee and the Independent Shareholders; (iv) the
recommendation from the Independent Board Committee to the Independent Shareholders, together
with (v) the notice of the EGM to the Sharcholders.
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THE ASSOCIATED COMPANIES’ AGREEMENTS DATED 13 JULY 2007

Associated
Companies’
Agreements

i) Zhejiang JV
Equity Transfer
Agreement

ii) Shanghai
Maple JV
Equity Transfer
Agreement

1)

2)

Parties
1) Centurion
2) Zhejiang

Geely Merrie

Value
Century
Shanghai
Maple
Automobile

Assets to be
transferred

Zhejiang
Geely Merrie
will transfer
a44.19%
interest

in the
registered
capital of the
Zhejiang JV
to Centurion.

Shanghai
Maple
Automobile
will transfer
a44.19%
interest

in the
registered
capital of
the Shanghai
Maple JV

to Value
Century.
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Consideration

The consideration of RMB936.33
million (equivalent to
approximately HK$970.51 million)
for the Zhejiang JV Transfer was
determined after arm’s length
negotiation between Centurion

and Zhejiang Geely Merrie with
reference to the 44.19% attributable
interest in the unaudited net asset
value of Zhejiang JV as at 30

June 2007. The consideration for
the Zhejiang JV Transfer will be
fully satisfied by the issue of the
Zhejiang JV Consideration Shares,
representing approximately 14.93%
of the existing issued share capital
of the Company and approximately
11.96% of the issued share capital
of the Company as enlarged

by the issue of the Aggregate
Consideration Shares.

The consideration of

RMB354.53 million (equivalent

to approximately HK$367.47
million) for the Shanghai Maple
JV Transfer was determined after
arm’s length negotiation between
Value Century and Shanghai Maple
Automobile with reference to the
44.19% attributable interest in

the unaudited net asset value of
Shanghai Maple JV as at 30 June
2007. The consideration for the
Shanghai Maple JV Transfer will
be fully satisfied by the issue of the
Shanghai Maple JV Consideration
Shares, representing approximately
5.65% of the existing issued

share capital of the Company and
approximately 4.53% of the issued
share capital of the Company

as enlarged by the issue of the
Aggregate Consideration Shares.
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Associated
Companies’
Agreements

iii)  Zhejiang
Kingkong JV
Equity Transfer
Agreement

iv)  Zhejiang
Ruhoo JV
Equity Transfer
Agreement

Parties

1) Centurion

2) Zhejiang
Haoqing

1) Centurion

2) Zhejiang
Haoqing

Assets to be
transferred

Zhejiang
Haoqing

will transfer
a44.19%
interest

in the
registered
capital of
the Zhejiang
Kingkong JV
to Centurion.

Zhejiang
Haoqing
will transfer
a44.19%
interest

in the
registered
capital of
the Zhejiang
Ruhoo JV to
Centurion.
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Consideration

The consideration of RMB155.84
million (equivalent to
approximately HK$161.52 million)
for the Zhejiang Kingkong

JV Transfer was determined

after arm’s length negotiation
between Centurion and Zhejiang
Haoqing with reference to the
44.19% attributable interest in

the unaudited net asset value

of Zhejiang Kingkong JV as at

30 June 2007. The consideration for
the Zhejiang Kingkong JV Transfer
will be fully satisfied by the issue
of the Zhejiang Kingkong JV
Consideration Shares, representing
approximately 2.48% of the existing
issued share capital of the Company
and approximately 1.99% of the
issued share capital of the Company
as enlarged by the issue of the
Aggregate Consideration Shares.

The consideration of RMB90.21
million (equivalent to approximately
HK$93.50 million) for the Zhejiang
Ruhoo JV Transfer was determined
after arm’s length negotiation
between Centurion and Zhejiang
Haoqing with reference to the
44.19% attributable interest in

the unaudited net asset value of
Zhejiang Ruhoo JV as at 30 June
2007. The consideration for the
Zhejiang Ruhoo JV Transfer will be
fully satisfied by the issue of the
Zhejiang Ruhoo JV Consideration
Shares, representing approximately
1.44% of the existing issued

share capital of the Company and
approximately 1.15% of the issued
share capital of the Company

as enlarged by the issue of the
Aggregate Consideration Shares.
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Associated
Companies’
Agreements Parties

V) Hunan Geely JV 1)

Equity Transfer 2) Zhejiang
Agreement Haoqing

Aggregate Consideration Shares

Centurion

Assets to be
transferred

Zhejiang
Haoqing
will transfer
a44.19%
interest

in the
registered
capital of
the Hunan
Geely JV to
Centurion.

Consideration

The consideration of RMB17.21
million (equivalent to
approximately HK$17.84 million)
for the Hunan Geely JV Transfer
was determined after arm’s length
negotiation between Centurion and
Zhejiang Haoqing with reference
to the 44.19% attributable interest
in the unaudited net asset value

of Hunan Geely JV as at 30 June
2007. The consideration for the
Hunan Geely JV Transfer will be
fully satisfied by the issue of the
Hunan Geely JV Consideration
Shares, representing approximately
0.27% of the existing issued

share capital of the Company and
approximately 0.22% of the issued
share capital of the Company

as enlarged by the issue of the
Aggregate Consideration Shares.

The issue price of the Aggregate Consideration Shares of HK$1.25 per Share, was determined
after arm’s length negotiations between the parties to the Associated Companies’ Agreements with
reference to the average closing price of the Shares as quoted on the Stock Exchange for the last
20 trading days ended on 11 July 2007, the date of suspension of trading in the Shares on the Stock
Exchange pending the release of the Restructuring Announcement.

(1) a discount of approximately 6.72% to the closing price of the Shares of HK$1.34 per
Share as quoted on the Stock Exchange on the Last Trading Day;

(ii)  a discount of approximately 14.38% to the closing price of the Shares of HK$1.46 per
Share as quoted on the Stock Exchange on 11 July 2007, being the date of suspension
of trading in the Shares on the Stock Exchange pending the release of the Restructuring

Announcement;

(iii) a discount of approximately 5.30% to the average closing price of the Shares of
approximately HK$1.32 per Share as quoted on the Stock Exchange for the last five
trading days ended on 11 July 2007, being the date of suspension of trading in the Shares
on the Stock Exchange pending the release of the Restructuring Announcement;
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(iv) a discount of approximately 1.57% to the average closing price of the Shares of
approximately HK$1.27 per Share as quoted on the Stock Exchange for the last 10 trading
days ended on 11 July 2007, being the date of suspension of trading in the Shares on the
Stock Exchange pending the release of the Restructuring Announcement;

(v)  equal to the average closing price of the Shares of approximately HK$1.25 per Share as
quoted on the Stock Exchange for the last 20 trading days ended on 11 July 2007, being
the date of suspension of trading in the Shares on the Stock Exchange pending the release
of the Restructuring Announcement; and

(vi) apremium of approximately 35.87% to the closing price of HK$0.92 per Share as quoted
on the Stock Exchange as at the Latest Practicable Date.

(vii) a premium of approximately 400.00% over the audited consolidated net asset value per
share of HK$0.25 as at 31 December 2006.

(viii) a premium of approximately 212.50% over the unaudited consolidated net asset value
per share of approximately HK$0.40 as at 30 June 2007.

The Aggregate Consideration Shares represent approximately 24.78% of the existing issued
share capital of the Company and approximately 19.86% of the issued share capital of the Company
as enlarged by the issue of Aggregate Consideration Shares. The Aggregate Consideration Shares will
be issued under the specific mandate proposed to be obtained at the EGM. An application will be
made to the Stock Exchange for the listing of and permission to deal in the Aggregate Consideration
Shares.

The Aggregate Consideration Shares will rank pari passu in all respects with the Shares in
issue upon allotment and issue of the Aggregate Consideration Shares on the date of Completion.
Mr. Li, the sole director of Proper Glory, confirmed that no Aggregate Consideration Shares will be
transferred, charged or pledged to any other persons immediately upon Completion.

Conditions precedent in general

Completion of each of the Associated Companies’ Agreements is conditional upon satisfaction
of the following conditions precedent:

(a) irrevocable and unconditional approvals from the relevant PRC government authority
responsible for the examination and approval in relation to (i) the Transfers, and (ii) the
new articles of association of each of the Associated Companies;

(b) approval to the change in the shareholding structure of the Associated Companies from
the Administration of Industry and Commerce governing the Associated Companies;

(c)  each of the Associated Companies has obtained the Certificate of Approval for Establishment

of Enterprises with Foreign Investment in relation to the Group’s 91% interest in the
registered capital of each of the Associated Companies;
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(d)

(e)

()

(g)

(h)

(1)

@

new business license for each of the Associated Companies has been obtained;

approval from the relevant PRC government authority in relation to the issue of Aggregate
Consideration Shares for the Transfers, if necessary;

consents and approvals from any relevant governments authority and other relevant third parties
(e.g. bank) in connection with the transactions contemplated by the Transfers, if
necessary;

the entering into of each of the Associated Companies’ Agreements and the Whitewash
Waiver have been approved by the Independent Shareholders in the EGM;

the Listing Committee of the Stock Exchange having agreed to grant the listing of, and
permission to deal in, the Aggregate Consideration Shares;

the Executive granting to Proper Glory and parties acting in concert with it the Whitewash
Waiver; and

warranties by parties to the Associated Companies’ Agreements as set forth in the
Associated Companies’ Agreements remaining true and accurate in all material respects
have been provided.

Conditions (g) to (i) cannot be waived by parties to the Associated Companies’ Agreements.

The Group reserves the right to waive condition (j). If the above conditions have not been fulfilled or

waived on or before 31 December 2007 (or such later date as the parties may agree in writing), the

Associated Companies’ Agreements will lapse and all the obligations and liabilities of the parties to

the Associated Companies’ Agreements will cease and terminate.

ZHEJIANG FULIN GUORUN EQUITY TRANSFER AGREEMENT DATED 13 JULY 2007

Parties (1)  Centurion
(2)  Zhejiang Fulin Automobile
Assets to be transferred : Zhejiang Fulin Automobile will transfer a 49% interest in the
registered capital of Zhejiang Fulin Guorun to Centurion.
Consideration : The consideration of RMB22.48 million (equivalent to approximately

HK$23.30 million) for the Zhejiang Fulin Guorun Transfer was
determined after arm’s length negotiation between Centurion
and Zhejiang Fulin Automobile taking into consideration 49%
of the attributable interest in the unaudited net asset value of
Zhejiang Fulin Guorun as at 30 June 2007. The consideration
for the Zhejiang Fulin Guorun Transfer will be fully satisfied
in cash at Completion by primarily applying the dividends to
be distributed from Zhejiang Fulin Guorun.

-17 -



LETTER FROM THE BOARD

Conditions precedent

Completion of the Zhejiang Fulin Guorun Equity Transfer Agreement is conditional upon
satisfaction of the following conditions precedent:

(a) irrevocable and unconditional approvals from the relevant PRC government authority
responsible for the examination and approval in relation to (i) the Zhejiang Fulin Guorun
Transfer, and (ii) the new articles of association of Zhejiang Fulin Guorun;

(b) approval to the change in the shareholding structure of Zhejiang Fulin Guorun from the
Administration of Industry and Commerce governing the Zhejiang Fulin Guorun;

(¢)  Zhejiang Fulin Guorun has obtained the Certificate of Approval for Establishment of
Enterprises with Foreign Investment in relation to the Group’s wholly-owned interest in
the registered capital of Zhejiang Fulin Guorun;

(d) new business license for the Zhejiang Fulin Guorun has been granted;

(e)  consents and approvals from any relevant governments authority and other relevant third parties
(e.g. bank) in connection with the transactions contemplated by the Zhejiang Fulin Guorun
Transfer, if necessary;

(f)  the entering into of Zhejiang Fulin Guorun Equity Transfer Agreement and the Whitewash
Waiver have been approved by the Independent Shareholders in the EGM;

(g) the Executive granting to Proper Glory and parties acting in concert with it the Whitewash
Waiver; and

(h)  warranties by parties to the Zhejiang Fulin Guorun Equity Transfer Agreement as set forth
in the Zhejiang Fulin Guorun Equity Transfer Agreement remaining true and accurate in
all material respects have been provided.

Conditions (f) and (g) cannot be waived by parties to the Zhejiang Fulin Guorun Equity Transfer
Agreement. The Group reserves the right to waive condition (h). If the above conditions have not
been fulfilled or waived on or before 31 December 2007 (or such later date as the parties may agree
in writing), the Zhejiang Fulin Guorun Equity Transfer Agreement will lapse and all the obligations
and liabilities of the parties to the Zhejiang Fulin Guorun Equity Transfer Agreement will cease and
terminate.
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SHAREHOLDING STRUCTURE OF THE COMPANY

Set out below is the shareholding structure of the Company as at the Latest Practicable Date

and immediately after the issue of the Aggregate Consideration Shares (assuming there will be no

other changes in the issued share capital of the Company from the Latest Practicable Date to the

date of Completion):

Holder of Shares

Proper Glory and parties
acting in concert with it
(notes 3 & 4)

Ang Siu Lun, Lawrence,
executive Director (note 2)

Other Directors excluding
Ang Siu Lun, Lawrence
and Mr. Li (note 2)

Public Shareholders:

Holders of the Convertible
Bonds (note 1)

Other public Shareholders

Total public Shareholders

Total

Immediately after
the issue of the

Aggregate Consideration

Shares but before
conversion of the

Immediately after
the issue of the
Aggregate Consideration
Shares and assuming full
conversion of
the Convertible

As at the Convertible Bonds and Bonds and exercise of
Latest Practicable Date exercise of the Share Options the Share Options

Number of Number of Number of

Shares (%) Shares (%) Shares (%)

2,500,087,000 48,07  3,788,759,000 5838 3,788,759,000 5292

2,270,000 0.04 2,270,000 0.03 47,270,000 0.66

- - - - 136,000,000 1.90
(note 2)

- - - - 361,261,364 5.04

2,698,726,450 S1.89  2,698,726,450 41,59 2,826,246,450 39.48
(note 2)

2,698,726,450 5189 2,698,726,450 41,59 3,187,507,814 44.52
(note 2)

5,201,083 ,450 100.00  6,489,755,450 100.00  7,159,536,814 100.00
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Notes:

1. As at the Latest Practicable Date, there are outstanding convertible bonds (the “Convertible Bonds”) with a
principal amount of HK$317.91 million convertible into approximately 361,261,364 new Shares upon exercise
in full at the adjusted conversion price of HK$0.88 per Share at any time from the Latest Practicable Date up to
the close of business on 10 March 2011.

2. As at the Latest Practicable Date, the Company has outstanding share options (the “Share Options”) granted under
its share option scheme entitling the holders thereof to subscribe for an aggregate of 308,520,000 Shares at a
subscription price ranging from HK$0.70 to HK$1.06 per Share with the expiry of the exercise period ranging
from 22 February 2009 to 17 September 2012. Of these Share Options, 181,000,000 Share Options are held by
the Directors and the remaining number of Share Options are held by public Shareholders.

3. Proper Glory is a limited liability company incorporated in the British Virgin Islands and is wholly-owned by
Geely Group. Geely Group is a private company incorporated in the British Virgin Islands and is wholly-owned
by Mr. Li.

4. To the best knowledge of the Directors having made all reasonable enquiries, Proper Glory and its concert parties
do not have any interests in the Convertible Bonds and Share Options as at the Latest Practicable Date.

Save for the Convertible Bonds and the Share Options, the Company does not have any
warrants, options, derivatives, convertible securities or other securities in issue as at the Latest

Practicable Date.

SHAREHOLDING STRUCTURES OF THE ASSOCIATED COMPANIES AND ZHEJIANG
FULIN GUORUN BEFORE AND AFTER COMPLETION

The shareholding structures of the Associated Companies and Zhejiang Fulin Guorun as at the
Latest Practicable Date and immediately after Completion are set out below:

As at the Latest Practicable Date

The Company Geely Holding
100% 100% 90% 90% 90%
. Zhejiang Fulin Zhejiang Geely Zhejiang Shanghai Maple
Value Century Centwrion Automobile Merrie Haoqing Automobile

51.00%| Zhejiang Fulin 49.00%

Guorun
46.81% 53.19%
Zhejiang JV
46.81% Zhejiang 53.19%
Kingkong JV

46.81%| Zhejiang Ruhoo | 53.19%
Jv

1o
4081% Hunan Geely JV 53.19%

46.81%| Shanghai Maple | 53.19%
A%
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Immediately after Completion

The Company Geely Holding
100% 100% 90% 90% 90%
: Zhejiang Geely s : Shanghai Maple
Value Century Centurion Merric Zhejiang Haoging Automobile
100% Zhejiang Fulin
Guorun
91% 9%
Zhejiang JV
91% Zhejiang 9%
Kingkong JV
91% Zhejiang Ruhoo 9%
Y%
1 9%
1% Hunan Geely JV i
91% Shanghai Maple 9%
v

Upon Completion, each of the Associated Companies will be owned as to 91% by the Enlarged
Group and will be accounted for as an indirect non wholly-owned subsidiary of the Company. Zhejiang
Fulin Guorun will be accounted for as an indirect wholly-owned subsidiary of the Company.

OTHER PROJECT DOCUMENTS

On 17 September 2007, the relevant parties, namely the Company, Geely Holding, Beijing Geely
University and Zhejiang Economic Management College entered into the following Other Project
Documents to facilitate the operation of the Associated Companies:

1. Services Agreement to govern (i) the sales of CKDs and Sedan Tool Kits from the
Enlarged Group to the Geely Holding Group; (ii) the sales of CBUs, automobile parts
and components; and provision of process manufacturing services from the Geely Holding
Group to the Enlarged Group;

2. Co-operation Agreement (Beijing) to govern the co-operation between the Enlarged Group
and Beijing Geely University pursuant to which the Enlarged Group will arrange certain
senior management staff and engineers of the research and development department to
lecture at Beijing Geely University and also provide facilities at the Enlarged Group’s
production plants for on-the-job training to certain students of the university;

3. Co-operation Agreement (Zhejiang) to govern the co-operation between the Enlarged
Group and Zhejiang Economic Management College pursuant to which the Enlarged
Group will arrange certain senior management staff and engineers of the research and
development department to lecture at Zhejiang Economic Management College and also
provide facilities at the Enlarged Group’s production plants for on-the-job training to
certain students of the management college;
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1)

4. Loan Guarantee Agreement to govern the provision of guarantees by the Enlarged Group on
loans obtained or to be obtained by the Geely Holding Group on behalf of the Associated
Companies in relation to the manufacture and research and development of sedans; and

5. Lease Agreement to govern the lease of the Properties from the Enlarged Group to the
Geely Holding Group and Zhejiang Economic Management College.

Services Agreement

Parties: (1)  The Company
(2)  Geely Holding

Term: From the effective date of the Services Agreement to 31 December 2009
Conditions precedent:

The Services Agreement will be effective upon satisfaction of the following conditions
precedent:

(a)  the passing of an ordinary resolution by the Independent Shareholders at the EGM
to approve the Services Agreement; and

(b)  completion of the Agreements.

If the above conditions have not been fulfilled or waived on or before 31 December 2007
(or such later date as the parties may agree in writing), the Services Agreement will lapse
and all the obligations and liabilities of the parties to the Services Agreement will cease and
terminate.

(i) Sales of CKDs and Sedan Tool Kits from the Enlarged Group to the Geely Holding
Group

Subject matter:

Pursuant to the Services Agreement, the Enlarged Group agrees to supply to the Geely
Holding Group, CKDs and Sedan Tool Kits in accordance with the product specifications
set out in the Services Agreement. During the course of the Services Agreement, the Geely
Holding Group may request additional services other than the aforesaid services from
the Enlarged Group. The additional services, subject to the Enlarged Group’s ability in
providing the requested services based on normal commercial terms to be determined by
the parties to the Services Agreement on an arm’s length basis and compliance with the
Listing Rules, shall be related to services that might occur in the process of manufacturing
of CKDs and Sedan Tool Kits for new models in the future.

-22 -



LETTER FROM THE BOARD

Pricing basis:

Pursuant to the Services Agreement, the CKDs, depending on the specifications
and models, shall be sold to the Geely Holding Group based on the selling price of the
sedans to end customers less distribution costs, costs of the Sedan Tool Kits and the PRC
taxes, mainly the consumption tax. The Sedan Tool Kits to be supplied by the Enlarged
Group to the Geely Holding Group shall be based on the cost of the Sedan Tool Kits to the
Enlarged Group. Such pricing basis pursuant to the Services Agreement was determined
by the parties on normal commercial terms as the Sedan Tool Kits will be sold back to
the Enlarged Group for distribution to the end customers.

Historical transaction amounts and annual caps:

Currently, the Associated Companies have been supplying to the Geely Holding
Group the CKDs and Sedan Tool Kits. As the Company is currently only interested in
46.81% of each of the Associated Companies, the aforesaid existing arrangements between
the Associated Companies and the Geely Holding Group do not constitute continuing
connected transactions of the Company for the purpose of the Listing Rules. Upon
Completion, the Company’s interest in each of the Associated Companies will increase
to 91%. Accordingly, the sales of CKDs and Sedan Tool Kits from the Enlarged Group
to the Geely Holding Group contemplated under the Services Agreement will constitute
non-exempt continuing connected transactions for the Company and will be subject to
the reporting, announcement and Independent Shareholders’ approval requirements (by
way of poll) under Chapter 14A of the Listing Rules.
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The table below sets out the historical transactions and the proposed annual caps

for the sales of CKDs and Sedan Tool Kits pursuant to the Services Agreement:

Sales of CKDs

Sales of Sedan
Tool Kits

Total:

Historical
amount

for the

year ended
31 December
2006
(unaudited)
RMB’000

5,566,683
(equivalent to
approximately
HK$5,769.87

million)

6,543
(equivalent to

Historical
amount

for the

six months
ended 30 June
2007
(unaudited)
RMB’000

2,955,078
(equivalent to
approximately
HK$3,062.94

million)

4,569
(equivalent to

Estimated
annual

cap from the
effective date
of the Services
Agreement to
the year ending
31 December
2007

RMB’000

1,683,590
(equivalent to
approximately
HK$1,745.04

million)

2,279
(equivalent to

Estimated annual caps

for the year ending
31 December

2008
RMB’000

10,275,245
(equivalent to
approximately
HK$10,650.29

million)

13,125
(equivalent to

2009

RMB’000

12,707,335
(equivalent to
approximately
HK$13,171.15

million)

16,500
(equivalent to

approximately approximately approximately approximately approximately
HKS$6.78 HK$4.74 HK$2.36 HK$13.60 HK$17.10
million) million) million) million) million)
5,573,226 2,959,647 1,685,869 10,288,370 12,723,835
(equivalent to (equivalent to (equivalent to (equivalent to (equivalent to
approximately approximately approximately approximately approximately
HK$5,776.65 HK$3,067.67 HK$1,747.40 HK$10,663.90 HK$13,188.26
million) million) million) million) million)

The above proposed annual caps for the purchases of CKDs by the Geely Holding

Group from the Enlarged Group have been determined by the Directors with reference

to the historical transaction amounts; the projected units of sedan to be sold based on

the sales budget of the Associated Companies; and the estimated selling price per sedan

less the distribution costs, the estimated unit cost of Sedan Tool Kit and the PRC taxes,

mainly the consumption tax per sedan.

The above proposed annual caps for the purchases of Sedan Tool Kits by the Geely

Holding Group from the Enlarged Group have been determined by the Directors with

reference to the historical transaction amounts; the projected units of sedan to be sold

based on the sales budget of the Associated Companies; and the estimated unit cost of
Sedan Tool Kit to the Enlarged Group.
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(ii)

Sales of CBUs, automobile parts and components; and provision of process manufacturing
services from the Geely Holding Group to the Enlarged Group

Subject matter:

Pursuant to the Services Agreement, the Geely Holding Group agrees to sell to
the Enlarged Group the CBUs, automobile parts and components; and provide process
manufacturing services to the Enlarged Group in accordance with the product and service
specifications set out in the Services Agreement.

Pricing basis:

Pursuant to the Services Agreement, the CBUs, depending on the models, shall
be sold to the Enlarged Group based on the selling price of the sedans to end customers
less distribution costs. The automobile parts and components to be supplied by the Geely
Holding Group shall be based on the sourcing cost plus the relevant service cost(s), being
the actual cost(s) incurred in the procurement process by the Geely Holding Group. With
regard to the process manufacturing services, the fee to be charged by the Geely Holding
Group shall be based on the annual linear depreciation of the value of the imported molding
equipment. Such pricing basis pursuant to the Services Agreement was determined by
the parties on an arm’s length basis.

Historical transaction amounts and annual caps:

Currently, the Geely Holding Group has been supplying to the Associated Companies
the CBUs, automobile parts and components; and process manufacturing services. As the
Group is currently only interested in 46.81% of each of the Associated Companies, the
aforesaid existing arrangements between the Associated Companies and the Geely Holding
Group do not constitute continuing connected transactions of the Company for the purpose
of the Listing Rules. Upon Completion, the Company’s interest in each of the Associated
Companies will increase to 91%. Accordingly, the sales of CBUs, automobile parts and
components; and provision of process manufacturing services from the Geely Holding
Group to the Enlarged Group contemplated under the Services Agreement will constitute
non-exempt continuing connected transactions for the Company and will be subject to
the reporting, announcement and Independent Shareholders’ approval requirements (by
way of poll) under Chapter 14A of the Listing Rules.
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The table below sets out the historical amounts and the proposed annual caps for
the purchases of CBUs, automobile parts and components and the process manufacturing
services fees pursuant to the Services Agreement:

Estimated
annual
cap from the
Historical Historical effective date
amount amount  of the Services
for the for the Agreement to Estimated annual caps
year ended six months  the year ending for the year ending
31 December  ended 30 June 31 December 31 December
2006 2007 2007 2008 2009
(unaudited) (unaudited)
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Purchases 5,776,639 3,036,700 1,753,740 10,703,380 13,236,807
of CBUs (equivalent to (equivalent to (equivalent to (equivalent to (equivalent to
approximately approximately approximately approximately approximately
HK$5,987.49 HK$3,147.54 HK$1,817.75 HKS$11,094.05 HK$13,719.95
million) million) million) million) million)
Purchases of 3,633,280 2,382,008 1,631,717 2,985,619 3,673,960
automobile (equivalent to (equivalent to (equivalent to (equivalent to (equivalent to
parts and approximately approximately approximately approximately approximately
components HK$3,765.89 HK$2,468.95 HK$1,691.27 HK$3,094.59 HK$3,808.06
million) million) million) million) million)
Process 45,765 25,525 13,165 121,580 194,546
manufacturing  (equivalent to (equivalent to (equivalent to (equivalent to (equivalent to
services fees  approximately approximately approximately approximately approximately
HK$47.44 HK$26.46 HK$13.65 HK$126.02 HK$201.65
million) million) million) million) million)
Total 9,455,684 5,444233 3,398,622 13,810,579 17,105,313
(equivalent to (equivalent to (equivalent to (equivalent to (equivalent to
approximately approximately approximately approximately approximately
HK$9,800.82 HK$5,642.95 HK$3,522.67 HK$14,314.67 HK$17,729.66
million) million) million) million) million)

The above proposed annual caps for the purchases of CBUs by the Enlarged Group
from the Geely Holding Group have been determined by the Directors with reference to
the historical transaction amounts; the projected units of sedan to be sold based on the
sales budget of the Associated Companies; and the estimated selling price per sedan less
distribution costs per sedan.

The proposed annual caps for the purchases of automobile parts and components by
the Enlarged Group from the Geely Holding Group have been determined by the Directors
with reference to the historical transaction amounts, the projected units of sedan to be
sold based on the sales budget of the Associated Companies and the estimated percentage
of total procurement on automobile parts and components sourcing from Geely Holding
Group.
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The proposed annual caps for the process manufacturing services fees charged by
the Geely Holding Group have been determined by the Directors with reference to the
estimated cost of imported molding equipment required for process manufacturing service
and the annual depreciation rate for the molding equipment which is consistent with the
accounting policy of the Associated Companies.

The Group is principally engaged in the manufacturing and trading of automobile
parts and related automobiles in the PRC. As noted in the Company’s 2006 annual report,
the Directors believe that there will be substantial growth in car demand in China in
the coming decade, due to China’s consistent economy growth, its rising household
incomes and its low car ownership with only 1% of the population owning a sedan at
present. Also, according to the figures released by the China Association of Automobile
Manufacturers, total sales volume of passenger cars in China increased by 37% to 3.8
million units in 2006, surpassing most market expectations. Although fierce competition
in China’s sedan market remains, the Directors expect growth of China’s sedan sales
volume to be maintained at around 20% in the coming few years. In order to tap into the
increasing demand for Geely’s and Maple’s sedans, the Group has proactively set up new
joint ventures, like the Zhejiang Kingkong JV, the Zhejiang Ruhoo JV and the Hunan
Geely JV in the past year. These new joint ventures, upon their gradual commencement
of production, the upgrading and expansion of the existing production facilities of the
Zhejiang JV and the Shanghai Maple JV and the presentation of the large growth potential
in the export market, would enable the Group to enter into a rapid growth period in the
coming few years. Accordingly, the Directors estimate the proposed annual caps amounts
involved in the continuing connected transactions set out in the Services Agreement will
increase significantly. In the first half of 2007, the Associated Companies continued to
improve their product mix towards high-priced models through the introduction of more
higher-priced models like “Vision” and the 1.8L “Power Version” of “Geely Kingkong”.
These two new models, coupled with other new higher-priced models to be launched in
the second half of 2007, together with the gradual product penetration to the inner cities
of the PRC and expansion in the export market are strategies implemented by the Group
that are expected to bring significant contributions to the Enlarged Group’s operation for
the year ending 31 December 2008. Accordingly, the Directors expect that the increase
in the proposed annual caps amounts for the year ending 31 December 2008 would be
relatively significant. Furthermore, the fourth quarter is a traditional high season for the
automobile industry and thus justifies a relatively higher annual cap amount from the
effective date of the Services Agreement to the year ending 31 December 2007.

The Directors are of the view that terms of the Services Agreement, including

its annual caps, are fair and reasonable and are in the interest of the Company and the
Shareholders as a whole.
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(2)

Product warranties:

Pursuant to the Services Agreement, the Enlarged Group and the Geely Holding
Group respectively represents, warrants and agrees that their products will be free from
defects and any defective products shall be unconditionally replaced or repaired for the
other party. Any claims associated with the defective products shall be payable by the
party supplying the defective products.

Co-operation Agreement (Beijing)

Parties: (1)  The Company
(2) Beijing Geely University

Term: From the effective date of the Co-operation Agreement (Beijing) to 31 December
2009

Conditions precedent:

The Co-operation Agreement (Beijing) will be effective upon satisfaction of the following
conditions precedent:

(a)  the passing of an ordinary resolution by the Independent Shareholders at the EGM
to approve the Co-operation Agreement (Beijing); and

(b)  completion of the Agreements.

If the above conditions have not been fulfilled or waived on or before 31 December 2007
(or such later date as the parties may agree in writing), the Co-operation Agreement (Beijing)
will lapse and all the obligations and liabilities of the parties to the Co-operation Agreement
(Beijing) will cease and terminate.

Subject matter:

Pursuant to the Co-operation Agreement (Beijing), the Enlarged Group agrees to (i)
arrange senior management staff and engineers of the research and development department
to lecture at the Beijing Geely University; and (ii) provide facilities at the Enlarged Group’s
production plants for on-the-job training to not more than 2,000 students of the Beijing Geely
University per month, subject to duration of no more than four months per year.
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Pricing basis:

Pursuant to the Co-operation Agreement (Beijing), the Company will arrange 50
representatives (subject to change) to conduct lectures at the Beijing Geely University. The
remuneration to be received from Beijing Geely University for each senior management staff
and engineer of the research and development department will be RMB720,000 per year. Such
amount is determined based on a remuneration of RMB10,000 per lecture and 72 lectures per
year for each senior management staff and engineer of the research and development department
to be conducted at the Beijing Geely University.

In respect of the facilities for conducting on-the-job training, Beijing Geely University
shall pay the Company a monthly fee of RMB950 per student. The lecture fees and on-the-job
training fees received should be sufficient to cover the relevant costs to be incurred by the
Enlarged Group upon Completion.

Historical transaction amounts and annual caps:

Currently, the Associated Companies have been arranging certain senior management
staffs and engineers of the research and development department to lecture at the Beijing Geely
University and have been providing facilities at the production plants for the on-the-job training.
As the Company is currently only interested in 46.81% of each of the Associated Companies,
the aforesaid existing arrangements between the Associated Companies and the Beijing Geely
University do not constitute continuing connected transactions of the Company for the purpose of
the Listing Rules. Upon Completion, the Company’s interest in each of the Associated Companies
will increase to 91%. Accordingly, the proposed arrangements contemplated under the Co-
operation Agreement (Beijing) will constitute non-exempt continuing connected transactions for
the Company and will be subject to the reporting, announcement and Independent Shareholders’
approval requirements (by way of poll) under Chapter 14A of the Listing Rules.
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There was no such historical transaction prior to 31 December 2006. The table below

sets out the historical amounts for the six months ended 30 June 2007 and the proposed annual

caps for the above services pursuant to the Co-operation Agreement (Beijing):

Conduct lectures by
senior management
staffs and engineers
of the research and
development
department at
the Beijing Geely
University

Provision of facilities
for conducting on-
the-job training for
students of Beijing
Geely University

Total:

Historical
amount for

the six months ended

30 June
2007
(unaudited)
RMB’000

10,000

(equivalent to
approximately
HK$10.37 million)

7,500
(equivalent to

Estimated annual
cap from the
effective date of

the Co-operation
Agreement (Beijing)
to the year ending
31 December

2007

RMB’000

6,000

(equivalent to
approximately
HK$6.22 million)

1,267
(equivalent to

Estimated annual caps

for the year ending 31 December

2008

RMB’000

36,000

(equivalent to
approximately
HK$37.31 million)

7,600
(equivalent to

2009

RMB’000

36,000

(equivalent to
approximately
HK$37.31 million)

7,600
(equivalent to

approximately approximately approximately approximately
HK$7.77 million) HK$1.31 million) HK$7.88 million) HK$7.88 million)
17,500 7,267 43,600 43,600

(equivalent to
approximately
HK$18.14 million)

(equivalent to
approximately
HK$7.53 million)

(equivalent to
approximately
HK$45.19 million)

(equivalent to
approximately
HKS$45.19 million)

The proposed annual caps for the provision of lectures by senior management staffs and

engineers of the research and development department of the Enlarged Group at the Beijing

Geely University have been determined by the Directors with reference to the estimated number

of senior management staffs and engineers to conduct the lectures; the estimated charge-out

rate per lecture; and the estimated number of lectures per year.

The proposed annual caps for the provision of facilities to conduct on-the-job training

for students of Beijing Geely University have been determined by the Directors with reference

to the estimated number of students to attend the on-the-job training, the estimated duration of

on-the-job training per year, and the historical annualized tuition fee received by the Beijing
Geely University per student in the first half of 2007.
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(3)

The Directors are of the view that terms of the Co-operation Agreement (Beijing),
including its annual caps, are fair and reasonable and are in the interest of the Company and
the Shareholders as a whole.

Co-operation Agreement (Zhejiang)

Parties: (1)  The Company
(2)  Zhejiang Economic Management College

Term: From the effective date of the Co-operation Agreement (Zhejiang) up to 31 December
2009

Conditions precedent:

The Co-operation Agreement (Zhejiang) will be effective upon satisfaction of the following
conditions precedent:

(a)  the passing of an ordinary resolution by the Independent Shareholders at the EGM
to approve the Co-operation Agreement (Zhejiang); and

(b)  completion of the Agreements.

If the above conditions have not been fulfilled or waived on or before 31 December 2007
(or such later date as the parties may agree in writing), the Co-operation Agreement (Zhejiang)
will lapse and all the obligations and liabilities of the parties to the Co-operation Agreement
(Zhejiang) will cease and terminate.

Subject matter:

Pursuant to the Co-operation Agreement (Zhejiang), the Enlarged Group agrees to (i)
arrange senior management staffs and engineers of the research and development department to
lecture at the Zhejiang Economic Management College; and (ii) provide facilities for conducting
on-the-job training to not more than 4,000 students from the Zhejiang Economic Management
College per month, subject to duration of no more than nine months per year.

Pricing basis:

Pursuant to the Co-operation Agreement (Zhejiang), the Company will arrange 20
representatives (subject to change) to conduct lectures at the Zhejiang Economic Management
College. The remuneration to be received from Zhejiang Economic Management College for
each senior management staff and engineer of the research and development department will
be RMB720,000 per year. Such amount is determined based on a remuneration of RMB10,000
per lecture and 72 lectures per year for each senior management staff and engineer of the
research and development department to be conducted at the Zhejiang Economic Management
College.

-31 -



LETTER FROM THE BOARD

In respect of the facilities for conducting on-the-job training, Zhejiang Economic
Management College shall pay the Company a monthly fee of RMB700 per student. The lecture
fees and on-the-job training fees received should be sufficient to cover the relevant costs to be
incurred by the Enlarged Group upon Completion.

Historical transaction amounts and annual caps:

Currently, the Associated Companies have been arranging certain senior management
staffs and engineers of the research and development department to lecture at the Zhejiang
Economic Management College and have been providing facilities at the production plants for
the on-the-job training. As the Company is currently only interested in 46.81% of each of the
Associated Companies, the aforesaid existing arrangements between the Associated Companies
and the Zhejiang Economic Management College do not constitute continuing connected
transactions of the Company for the purpose of the Listing Rules. Upon Completion, the
Company’s interest in each of the Associated Companies will increase to 91%. Accordingly,
the proposed arrangements contemplated under the Co-operation Agreement (Zhejiang) will
constitute non-exempt continuing connected transactions for the Company and will be subject
to the reporting, announcement and Independent Shareholders’ approval requirements (by way
of poll) under Chapter 14A of the Listing Rules.

There was no such historical transaction prior to 31 December 2006. The table below
sets out the historical amounts for the six months ended 30 June 2007 and the proposed annual
caps for above services pursuant to the Co-operation Agreement (Zhejiang):

Estimated annual
cap from the
effective date of

Historical the Co-operation
amount for ~ Agreement (Zhejiang)
the six months ended to the year ending Estimated annual caps
30 June 31 December for the year ending 31 December
2007 2007 2008 2009
(unaudited)
RMB’000 RMB’000 RMB’000 RMB’000
Conduct lectures by senior nil 2,400 14,400 14,400
management staffs and (equivalent to (equivalent to (equivalent to (equivalent to
engineers of the research approximately approximately approximately approximately
and development department HKS$nil HK$2.49 HKS$14.93 HK$14.93
at the Zhejiang Economic million) million) million) million)
Management College
Provision of facilities for 7,682 4,200 25,200 25,200
conducting on-the-job (equivalent to (equivalent to (equivalent to (equivalent to
training for students from approximately approximately approximately approximately
the Zhejiang Economic HK$7.96 million) HK$4.35 million) HK$26.12 million) HK$26.12 million)
Management College
Total: 7,682 6,600 39,600 39,600
(equivalent to (equivalent to (equivalent to (equivalent to
approximately approximately approximately approximately
HK$7.96 million) HK$6.84 million) HK$41.05 million) HK$41.05 million)
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(4)

The proposed annual caps for the provision of lectures by senior management staffs and
engineers of the research and development department of the Enlarged Group at the Zhejiang
Economic Management College have been determined by the Directors with reference to the
estimated number of senior management staffs and engineers to conduct the lectures; the
estimated charge-out rate per lecture; and the estimated number of lectures per year.

The proposed annual caps for the provision of facilities to conduct on-the-job training for
students of Zhejiang Economic Management College have been determined by the Directors with
reference to the estimated number of students to attend the on-the-job training, the estimated
duration of on-the-job training per year and the historical annualized tuition fee received by
the Zhejiang Economic Management College per student in the first half of 2007.

The Directors are of the view that terms of the Co-operation Agreement (Zhejiang),
including its annual caps, are fair and reasonable and are in the interest of the Company and
the Shareholders as a whole.

Loan Guarantee Agreement

Parties: (1)  The Company
(2)  Geely Holding

Term: From the effective date of Loan Guarantee Agreement to 31 December 2009

Conditions precedent:

The Loan Guarantee Agreement will be effective upon satisfaction of the following
conditions precedent:

(a)  the passing of an ordinary resolution by the Independent Shareholders at the EGM
to approve the Loan Guarantee Agreement and the Guarantees; and

(b)  completion of the Agreements.
If the above conditions have not been fulfilled or waived on or before 31 December 2007
(or such later date as the parties may agree in writing), the Loan Guarantee Agreement will

lapse and all the obligations and liabilities of the parties to the Loan Guarantee Agreement
will cease and terminate.
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Subject matter:

Pursuant to the Loan Guarantee Agreement, the Enlarged Group agrees to provide guarantees
(including the pledge of certain lands, buildings and facilities of the Associated Companies)
on loans obtained or to be obtained by the Geely Holding Group on behalf of the Associated
Companies in relation to the manufacture and research and development of sedans of the Enlarged
Group upon Completion. The Geely Holding Group i) guarantees that the loans will only be
utilized for sedan manufacturing and research and development activity relating to the Enlarged
Group; ii) would obtain consent from the Enlarged Group prior to drawdown of the loans; and
iii) agrees to provide counter indemnities on the Guarantees. As i) the Associated Companies
are the ultimate borrowers of the loans for the manufacture and research and development of
sedans; ii) consent is required prior to drawdown of the loans and iii) the Geely Holding Group
agrees to provide counter indemnities on the Guarantees, the Directors are of the view that
there will not be material impact to the Enlarged Group’s financial position.

The provision of the Guarantees constitutes a major and connected transaction of the
Company under Chapters 14 and 14A of the Listing Rules and is subject to the reporting,
announcement and the Independent Shareholders’ approval requirements (by way of poll) as
set out in Chapter 14A of the Listing Rules.

Historical transaction amounts and annual caps:

Currently, the Associated Companies have been providing guarantees on loans obtained
by the Geely Holding Group on their behalf in relation to the manufacture and research and
development of sedans. As the Company is currently only interested in 46.81% of each of the
Associated Companies, the aforesaid existing arrangements between the Associated Companies
and the Geely Holding Group do not constitute continuing connected transactions of the
Company for the purpose of the Listing Rules. Upon Completion, the Company’s interest in
each of the Associated Companies will increase to 91%. Accordingly, the provision of the
Guarantees contemplated under the Loan Guarantee Agreement will constitute major and non-
exempt continuing connected transactions for the Company and will be subject to the reporting,
announcement and Independent Shareholders’ approval requirements (by way of poll) under
Chapter 14A of the Listing Rules.
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The table below sets out the historical transaction amounts and the proposed annual caps

for the aggregate guarantee amount to be provided by the Enlarged Group pursuant to the Loan

Guarantee Agreement:

Estimated
annual

cap from the
effective date

Historical Historical of the Loan
amount amount Guarantee
for the for the Agreement to Estimated annual caps
year ended six months  the year ending for the year ending
31 December  ended 30 June 31 December 31 December
2006 2007 2007 2008 2009
(unaudited) (unaudited)
RMB 000 RMB’000 RMB 000 RMB 000 RMB 000
Aggregate guarantee 169,000 300,000 850,000 850,000 850,000
amount (equivalent to (equivalent to (equivalent to (equivalent to (equivalent to
approximately approximately approximately approximately approximately
HKS$175.17 HKS$310.95 HK$881.03 HK$881.03 HK$881.03
million) million) million) million) million)

The proposed annual caps for the Enlarged Group’s guarantees are referenced to the
aggregate guarantee amount on the loans obtained by the Geely Holding Group on behalf of the
Associated Companies as at 30 June 2007 in relation to the sedan manufacturing and research
and development activity relating to the Group. Given that (i) the Guarantees will be counter
indemnified by the Geely Holding Group; (ii) the Geely Holding Group would obtain consent
from the Enlarged Group prior to drawdown of the loans and (iii) the Associated Companies
are the ultimate borrowers of the loans for the manufacture and research and development of
sedans, the Directors are of the view that terms of the Guarantees and the Loan Guarantee
Agreement, including its annual caps, are fair and reasonable and are in the interest of the
Company and the Shareholders as a whole.

The Directors estimate that in order to tap into the increasing demand for the Geely’s and
Maple’s sedans in the future, more funding resources have to be devoted to the research and
development activities, which include the new car model design, development of new engine,
gearbox, electronic and electric auto-related components, etc, of the Enlarged Group. The Geely
Holding Group currently provides a good gateway for the Associated Companies to obtain loans
at cheaper finance costs for sedan manufacturing and research and development activity through
its long-term relationship with certain PRC banks. Guarantees including the pledge of certain
lands, buildings and facilities of the Associated Companies are required by these banks. The
Directors expect that there will be a significant increase in the proposed annual cap amount
towards the end of year 2007 as more resources will be devoted to the research and development
activity in the second half of 2007. Upon Completion of the Restructuring and as time goes
by, the overall structure and transparency of the Enlarged Group should be improved and the
Directors expect that the Company shall be able to obtain adequate funding requirements for
future research and development activities of the Enlarged Group. Accordingly, the Directors
expect the proposed annual caps amounts for the continuing connected transactions set out in
Loan Guarantee Agreement for the two years ending 31 December 2009 would be stabilized as
no additional loan will be obtained by the Geely Holding Group on behalf of the Associated
Companies for the research and development of the Enlarged Group.
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)

Lease Agreement

Parties: (1)  The Company
(2)  Geely Holding
(3) Zhejiang Economic Management College

Term: From the effective date of the Lease Agreement to 31 December 2009
Conditions precedent:

The Lease Agreement will be effective upon satisfaction of the following conditions
precedent:

(a)  the passing of an ordinary resolution by the Independent Shareholders at the EGM
to approve the Lease Agreement; and

(b)  completion of the Agreements.

If the above conditions have not been fulfilled or waived on or before 31 December 2007
(or such later date as the parties may agree in writing), the Lease Agreement will lapse and all
the obligations and liabilities of the parties to the Lease Agreement will cease and terminate.

Subject matter:

Pursuant to the Lease Agreement, the Enlarged Group agrees to lease the Properties located
in Zhejiang Province to the Geely Holding Group and Zhejiang Economic Management College
for the period from the effective date of the Lease Agreement to 31 December 2009.

Pricing basis:

The rent for the lands and buildings on the Properties for each month shall be RMB5-7
per square meter, which represents the market rental charge for adjacent lands and buildings
in the local property market.

Historical transaction amounts and annual caps:

Currently, the Zhejiang Ruhoo JV has been leasing the Properties located in Zhejiang
Province to the Zhejiang Economic Management College. As the Company is currently only
interested in 46.81% of the Zhejiang Ruhoo JV, the aforesaid existing arrangements between the
Zhejiang Ruhoo JV and the Zhejiang Economic Management College do not constitute continuing
connected transactions of the Company for the purpose of the Listing Rules. Upon Completion,
the Company’s interest in the Zhejiang Ruhoo JV will increase to 91%. Accordingly, the proposed
arrangements contemplated under the Lease Agreement will constitute non-exempt continuing
connected transactions for the Company and will be subject to the reporting, announcement
and Independent Shareholders’ approval requirements (by way of poll) under Chapter 14A of
the Listing Rules.
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There was no such historical transaction prior to 31 December 2006. The table below
sets out the historical transaction amounts for the six months ended 30 June 2007 and the
proposed annual caps for rental payable by the Geely Holding Group and Zhejiang Economic
Management College to the Enlarged Group pursuant to the Lease Agreement:

Estimated annual
cap from the
effective date of

Historical the Lease
amount for Agreement
the six months ended to the year ending Estimated annual caps
30 June 31 December for the year ending 31 December
2007 2007 2008 2009
(unaudited)

RMB’000 RMB’000 RMB’000 RMB’000
Rental payable 4,941 1,724 16,024 16,024
by the Geely (equivalent to (equivalent to (equivalent to (equivalent to
Holding Group approximately approximately approximately approximately
and Zhejiang HK$5.12 million) HK$1.79 million) HK$16.61 million) HK$16.61 million)

Economic
Management College

The above proposed annual caps for the rental payable by the Geely Holding Group
and Zhejiang Economic Management College to the Enlarged Group have been determined by
the Directors with reference to the rental charge for adjacent lands and buildings in the local
property market. The Directors are of the view that terms of the Lease Agreement, including its
annual caps, are fair and reasonable and are in the interest of the Company and the Shareholders
as a whole.

The Directors estimate that more surplus lands and buildings in Linhai and Luqiao, Zhejiang
Province, the PRC will be utilized in years 2008 and 2009 by way of the entering into of the
Lease Agreement. Accordingly, there will be a significant increase in the proposed annual caps
amounts involved in the continuing connected transactions set out in Lease Agreement for the
two years ending 31 December 2009.

INFORMATION ON THE COMPANY

The Company and its subsidiaries are principally engaged in the manufacturing and trading of
automobile parts and related automobile components, and investment holding.
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INFORMATION ON THE ASSOCIATED COMPANIES AND ZHEJIANG FULIN GUORUN
Zhejiang JV

The Group, through a wholly-owned subsidiary, currently owns 46.81% of Zhejiang JV as an
associated company. Zhejiang JV has production facilities in Ningbo, Linhai and Luqiao. The three
production plants are fully-integrated plants, comprising stamping, welding, painting and assembly
facilities and supporting production and testing lines for engines and gearboxes. Zhejiang JV is
principally engaged in the research and development, production, marketing and sales of sedans and
related components as well as the provision of related after-sales services in the PRC. As at 30 June
2007, Zhejiang JV’s total assets amounted to approximately RMB5,411 million.

The table below sets out the audited results of Zhejiang JV in accordance with the Hong Kong
Financial Reporting Standards (“HKFRS”) for the two years ended 31 December 2006 and the six
months ended 30 June 2007.

Six months

ended

Year ended 31 December 30 June

2005 2006 2007

RMB’000 RMB’000 RMB’000

Profit/(loss) before taxation 263,867 532,503 123,450
Profit/(loss) after taxation 204,604 486,543 112,135
Net asset value (excluding minority interests) 1,199,057 2,333,052 2,110,432

Upon completion of the Zhejiang JV Transfer, Zhejiang JV will be owned as to 91% by Centurion
and as to 9% by Zhejiang Geely Merrie, respectively, and will be accounted for as an indirect non-
wholly owned subsidiary of the Company.

Shanghai Maple JV

The Group, through a wholly-owned subsidiary, currently owns 46.81% of Shanghai Maple JV
as an associated company. Shanghai Maple JV has a production facility in Shanghai. The Shanghai
production plant is a fully-integrated plant, comprising stamping, welding, painting and assembly
facilities and supporting production and testing lines for engines and gearboxes. Shanghai Maple JV
is principally engaged in the research and development, production, marketing and sales of sedans
and related components as well as the provision of related after-sales services in the PRC. As at 30
June 2007, Shanghai Maple JV’s total assets amounted to approximately RMB1,756 million.

The table below sets out the audited results of Shanghai Maple JV in accordance with the
HKEFRS for the two years ended 31 December 2006 and the six months ended 30 June 2007.
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Six months

ended

Year ended 31 December 30 June

2005 2006 2007

RMB’000 RMB’000 RMB’000

Profit/(loss) before taxation 71,691 47,379 6,123
Profit/(loss) after taxation 67,408 36,151 2,366
Net asset value (excluding minority interests) 545,610 842,789 799,988

Upon completion of the Shanghai Maple JV Transfer, Shanghai Maple JV will be owned as
to 91% by Value Century and as to 9% by Shanghai Maple Automobile, respectively, and will be
accounted for as an indirect non-wholly owned subsidiary of the Company.

Zhejiang Kingkong JV

The Group, through a wholly-owned subsidiary, currently owns 46.81% of Zhejiang Kingkong JV
as an associated company. Zhejiang Kingkong JV is principally engaged in the research, production,
marketing and sales of sedan related components as well as the provision of related after-sales services
in the PRC. As at 30 June 2007, Zhejiang Kingkong JV’s total assets amounted to approximately
RMBO955 million.

Zhejiang Kingkong JV was established on 21 December 2006. For the period from 21 December
2006 (date of incorporation) to 31 December 2006, there were no profits or losses generated from
Zhejiang Kingkong JV as its production has commenced in January 2007. The table below sets out
the audited results of Zhejiang Kingkong JV in accordance with the HKFRS for the period from
21 December 2006 (date of incorporation) to 31 December 2006 and the six months ended 30 June
2007.

Period from

21 December 2006 Six months

(date of incorporation) ended

to 31 December 2006 30 June 2007

RMB’000 RMB’000

Profit/(loss) before taxation - 118,178
Profit/(loss) after taxation - 118,178
Net asset value (excluding minority interests) 235,000 353,178

Upon completion of the Zhejiang Kingkong JV Transfer, Zhejiang Kingkong JV will be owned
as to 91% by Centurion and as to 9% by Zhejiang Haoqing, respectively, and will be accounted for
as an indirect non-wholly owned subsidiary of the Company.
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Zhejiang Ruhoo JV

The Group, through a wholly-owned subsidiary, currently owns 46.81% of Zhejiang Ruhoo JV as
an associated company. Zhejiang Ruhoo JV is principally engaged in research, production, marketing
and sales of sedan related components as well as the provision of related after-sales services in the
PRC. As at 30 June 2007, Zhejiang Ruhoo JV’s total assets amounted to approximately RMB847
million.

Zhejiang Ruhoo JV was established on 21 December 2006. For the period from 21 December
2006 (date of incorporation) to 31 December 2006, there were no substantial profits or losses generated
from Zhejiang Ruhoo JV as its production has commenced in January 2007. The table below sets out the
audited results of Zhejiang Ruhoo JV in accordance with the HKFRS for the period from 21 December
2006 (date of incorporation) to 31 December 2006 and the six months ended 30 June 2007.

Period from

21 December 2006 Six months

(date of incorporation) ended

to 31 December 2006 30 June 2007

RMB’000 RMB’000

Profit/(loss) before taxation (234) 40,589
Profit/(loss) after taxation (234) 40,589
Net asset value (excluding minority interests) 151,443 202,070

Upon completion of the Zhejiang Ruhoo JV Transfer, Zhejiang Ruhoo JV will be owned as to
91% by Centurion and as to 9% by Zhejiang Haoqing, respectively, and will be accounted for as an
indirect non-wholly owned subsidiary of the Company.

Hunan Geely JV

The Group, through a wholly-owned subsidiary, currently owns 46.81% of Hunan Geely JV as
an associated company. Hunan Geely JV is principally engaged in research, production, marketing
and sales of sedan related components in the PRC.

Hunan Geely JV was established on 20 April 2007. Save for the administrative expenses of
approximately RMB44,000, there were no profits or losses generated from Hunan Geely JV for the
period from 20 April 2007 to 31 July 2007 as its production is expected to commence in December
2007. The table below sets out the audited results of Hunan Geely JV in accordance with the HKFRS
for the period from 20 April 2007 (date of incorporation) to 31 July 2007.

Period from

20 April 2007

(date of incorporation)
to 31 July 2007

RMB’000
Profit/(loss) before taxation (44)
Profit/(loss) after taxation (44)
Net asset value (excluding minority interests) 39,426
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Upon completion of the Hunan Geely JV Transfer, Hunan Geely JV will be owned as to 91% by
Centurion and as to 9% by Zhejiang Haoqing, respectively, and will be accounted for as an indirect
non-wholly owned subsidiary of the Company.

Zhejiang Fulin Guorun

The Group, through a wholly-owned subsidiary, currently owns 51% of Zhejiang Fulin Guorun
as a subsidiary. Zhejiang Fulin Guorun is principally engaged in the manufacturing and trading of
automobile parts and components in the PRC. As at 30 June 2007, Zhejiang Fulin Guorun’s total

assets amounted to approximately RMB95 million.

The table below sets out the audited results of Zhejiang Fulin Guorun in accordance with the
HKFRS for the two years ended 31 December 2006 and the six months ended 30 June 2007.

Six months

ended

Year ended 31 December 30 June

2005 2006 2007

RMB’000 RMB’000 RMB’000

Profit/(loss) before taxation 9,663 12,599 5,954
Profit/(loss) after taxation 9,663 11,014 5,238
Net asset value 19,338 40,352 45,590

Upon completion of the Zhejiang Fulin Guorun Transfer, Zhejiang Fulin Guorun will be wholly-
owned by Centurion and accounted for as an indirect wholly-owned subsidiary of the Company.

INFORMATION ON GEELY HOLDING

Geely Holding and its subsidiaries are principally engaged in sales of CBUs and automobile
parts and components wholesale and retail businesses.

INFORMATION ON BELJING GEELY UNIVERSITY AND ZHEJIANG ECONOMIC MANAGEMENT
COLLEGE

Beijing Geely University and Zhejiang Economic Management College are principally engaged
in the provision of education related services.

REASONS FOR THE RESTRUCTURING

The Group is principally engaged in the manufacture and trading of automobile parts and related
automobiles in the PRC. As noted in the Company’s annual report for the year ended 31 December
2006, the Group’s short and medium term target will continue to seek for ways and opportunities
to further rationalize its structure to transform itself into a company focusing on manufacturing and
sales of automobiles and automobile parts and to streamline its corporate structure, aiming at further
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improving its operating efficiency and enhancing the transparency of the Group. Upon Completion,
Zhejiang JV, Shanghai Maple JV, Zhejiang Kingkong JV, Zhejiang Ruhoo JV and Hunan Geely JV
will be accounted for as subsidiaries of the Enlarged Group and their results will be consolidated
into the Enlarged Group’s financial statements. The Directors believe that the increase in the Group’s
shareholdings in the Associated Companies and Zhejiang Fulin Guorun will broaden the revenue base
of the Enlarged Group. With the significant investment and effort spent by the Associated Companies
in product development and capacity expansion over the past few years, the improved production
facilities and the more comprehensive product lines and the fast developing vehicle market in the PRC,
the Directors believe that the Group’s profitability and thus its shareholders’ return should continue
to improve in the coming years. The Directors consider that the terms of the Associated Companies’
Agreements and the Zhejiang Fulin Guorun Equity Transfer Agreement, all of which have been
negotiated on an arm’s length basis and on normal commercial terms, are fair and reasonable so far
as the Company and the Shareholders as a whole are concerned. Accordingly, the Directors consider
that the entering into of the Associated Companies’ Agreements and the Zhejiang Fulin Guorun Equity
Transfer Agreement are in the interests of the Company and the Shareholders as a whole.

Following Completion, the Enlarged Group will have only one remaining associated company
formed with Geely Holding Group, Lanzhou Geely JV. As at the Latest Practicable Date, Lanzhou Geely
JV has not been established as the relevant PRC government authority responsible for the examination
and approval of sino-foreign equity joint venture enterprises is still processing its approvals for the
Lanzhou Geely JV Agreement. It is in the Company’s intention to further acquire 44.19% interest
in the registered capital of Lanzhou Geely JV from Zhejiang Geely Merrie once approvals for the
Lanzhou Geely JV Agreement have been issued by the relevant PRC government authority. Further
announcements will be made by the Company in this regard.

FINANCIAL EFFECTS OF THE RESTRUCTURING

Upon Completion, the Enlarged Group will be interested in 91% in each of the Associated
Companies and 100% in Zhejiang Fulin Guorun. Each of the Associated Companies will become an
indirect 91%-owned subsidiary of the Company and Zhejiang Fulin Guorun will become an indirect
wholly-owned subsidiary of the Company. The results of the Associated Companies will be consolidated
in the consolidated financial statements of the Enlarged Group. Detailed financial effects of the
Restructuring on the earnings and assets and liabilities to the Enlarged Group are illustrated in the
section headed “Appendix X — Pro Forma Financial Information” of this circular.

REASONS FOR THE CONTINUING CONNECTED TRANSACTIONS
Services Agreement

i) Sales of CKDs and Sedan Tool Kits from the Enlarged Group to the Geely Holding Group and
Sales of CBUs from the Geely Holding Group to the Enlarged Group:

The Geely Holding Group performs final assembly on the CKDs and the Sedan Tool Kits and
facilitates payment of the PRC consumption tax. After performing final assembly, the Geely Holding
Group sells the CBUs back to the Enlarged Group’s sales companies for distribution to end customers.
The Directors consider that as the Enlarged Group is not in possession of the automobile catalogue
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issued by the National Development Reform Commission (NDRC) in the PRC, which is required
to facilitate payment of the PRC consumption tax, the above continuing connected transactions
contemplated under the Services Agreement will ensure smooth operation of the Enlarged Group
as certain subsidiaries of the Geely Holding Group hold the relevant approved automobile products
catalogue, which is required to facilitate payment of the PRC consumption tax.

ii) Sales of automobile parts and components from the Geely Holding Group to the Enlarged
Group:

The Directors consider that the above continuing connected transactions contemplated under
the Services Agreement are beneficially to the Enlarged Group as the Geely Holding Group has
long-term relationship with suppliers of these automobile parts and components. Procurement of the
automobile parts and components through the Geely Holding Group would enable a stable source of
raw materials at a competitive cost to the Enlarged Group.

iii)  Provision of process manufacturing services from the Geely Holding Group to the Enlarged
Group:

Certain imported molding equipment are required for the manufacturing of sedans by the Enlarged
Group. Only certain subsidiaries of the Geely Holding Group have the right to import these molding
equipment required by the Enlarged Group, the Directors consider that the above continuing connected
transactions contemplated under the Services Agreement are beneficial to the Enlarged Group.

The Directors consider that the Services Agreement has been arrived at after an arm’s length
negotiation between the parties to the Services Agreement, on normal commercial terms and are in
the ordinary and usual course of business of the Enlarged Group. The Directors are of the view that
terms of the Services Agreement, including its annual caps, are fair and reasonable and are in the
interest of the Company and the Shareholders as a whole.

Co-operation Agreement (Beijing) and the Co-operation Agreement (Zhejiang)

The Directors consider that the continuing connected transactions contemplated under the Co-
operation Agreement (Beijing) and the Co-operation Agreement (Zhejiang) would provide relevant
on-the-job training to the students of Beijing Geely University and Zhejiang Economic Management
College and enhance the quality of education and recognitions of Beijing Geely University and
Zhejiang Economic Management College, which will be beneficial to the Enlarged Group as the
Enlarged Group will recruit some of the best students from these education institutes as its employees.
Also, the Directors consider that the aforesaid transactions can provide an additional source of stable
recurring income to the Enlarged Group.

The Directors consider that the Co-operation Agreement (Beijing) and the Co-operation Agreement
(Zhejiang) are based on normal commercial terms or no less favorable terms than those offered by
independent third parties. The Directors are of the view that terms of the Co-operation Agreement
(Beijing) and the Co-operation Agreement (Zhejiang), including their relevant annual caps, are fair
and reasonable and are in the interest of the Company and the Shareholders as a whole.
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Loan Guarantee Agreement and the Guarantees

In view of the long-term good relationship with certain PRC banks, the Geely Holding Group
is in a better position to obtain relatively larger loans on behalf of the Associated Companies at
cheaper finance costs for sedan manufacturing and research and development activity relating to
the Enlarged Group. Given that the Geely Holding Group (i) guarantees that the loans will only
be utilized for sedan manufacturing and research and development activity relating to the Enlarged
Group; (ii) would obtain consent from the Enlarged Group prior to drawdown of the loans; and (iii)
the Associated Companies are the ultimate borrowers of the loans for the manufacture and research
and development of sedans, the Directors consider that the Guarantees and the continuing connected
transactions contemplated under the Loan Guarantee Agreement will enhance the Enlarged Group’s
future development. Furthermore, as the Geely Holding Group agrees to provide counter indemnities
on those Guarantees, the Directors are of the view that the terms of the Guarantees and the Loan
Guarantee Agreement, including its annual caps, are fair and reasonable and in the interests of the
Company and the Shareholders as a whole.

Lease Agreement

The Directors consider that the continuing connected transactions contemplated under the Lease
Agreement are beneficial to the Enlarged Group as it can provide an additional source of stable recurring
income from its surplus lands and buildings. The Directors also consider that the Lease Agreement
has been arrived at after an arm’s length negotiation between the parties to the Lease Agreement,
on normal commercial terms or rental charge for adjacent lands and buildings in the local property
market. The Directors are of the view that terms of the Lease Agreement, including its annual caps,
are fair and reasonable and in the interests of the Company and the Shareholders as a whole.

THE INTENTIONS OF PROPER GLORY

As advised by the Directors, following Completion, there will be no change in the control or
management of the Group and the core business of the Group will be continued. Moreover, Proper
Glory does not intend to make any significant and immediate changes to the business, management
and staff employment of the Group or any significant redeployment of the fixed assets of the Group,
save for those which are in the ordinary and usual course of business of the Group. The Enlarged
Group will continue to devote to the implementation of overall development strategy so as to transform
itself into a company focusing on manufacturing and sales of automobiles and automobile parts and to
streamline its corporate structure, aiming at further improving its operating efficiency and enhancing
the transparency of the Enlarged Group.

IMPLICATIONS OF THE TAKEOVERS CODE AND WHITEWASH WAIVER

As at the Latest Practicable Date, Proper Glory and its concert parties owns in aggregate
approximately 48.07% of the existing issued ordinary share capital of the Company. Upon Completion
but before conversion of the Convertible Bonds and exercise of the Share Options, Proper Glory and its
concert parties shall be interested in 3,788,759,000 Shares, representing approximately 58.38% of the
issued ordinary share capital of the Company as enlarged by the issue of the Aggregate Consideration
Shares. As such, Proper Glory will, upon Completion, be required to make a mandatory general offer
for all the issued shares of the Company not already owned or agreed to be acquired by Proper Glory
and parties acting in concert with it under Rule 26.1 of the Takeovers Code unless, a waiver from
strict compliance with Rule 26.1 of the Takeovers Code is granted by the Executive and approved by
the Independent Shareholders at the EGM.

_44 -



LETTER FROM THE BOARD

Proper Glory, which is wholly-owned by Geely Group, has made an application to the Executive
for the Whitewash Waiver. The Executive has indicated he/she will grant the Whitewash Waiver subject
to the approval of the Independent Shareholders by way of poll at the EGM. If the Whitewash Waiver
is granted by the Executive, Proper Glory and parties acting in concert with it would not be required
to make a mandatory general offer which would otherwise be required as a result of the allotment
and issue of the Aggregate Consideration Shares pursuant to the Associated Companies’ Agreements.
Proper Glory, its associates and its concert parties who are involved in, or interested in, the Agreements,
the Guarantees, the Other Project Documents, the annual caps in relation to the continuing connected
transactions contemplated under the Other Project Documents and the Whitewash Waiver are required
to abstain from voting under the Takeovers Code. If the Whitewash Waiver is not granted by the
Executive or not approved by the Independent Shareholders at the EGM, the Agreements will
lapse and the Restructuring will not proceed.

The aggregate shareholding of Proper Glory and parties acting in concert with it after Completion
will exceed 50% of the issued share capital of the Company as enlarged by the Aggregate Consideration
Shares to be issued pursuant to the Associated Companies’ Agreements. Accordingly, if the Whitewash
Waiver is granted by the Executive and is approved by the Independent Shareholders at the EGM, any
additional acquisition of Shares by the Proper Glory and parties acting in concert with it will not incur
any further obligation under Rule 26 of the Takeovers Code to make a mandatory general offer.

Proper Glory subscribed for 600 million Shares at HK$1.06 per Share (the “Subscription™)
through a top-up placement as announced by the Company on 15 February 2007. Negotiations for
the Subscription commenced in early February 2007. The Directors confirmed that the negotiations
in relation to the Agreements commenced after completion of the top-up placement. An application
has been made to the Executive and the Executive has confirmed that the Subscription does not
constitute a disqualifying transaction. Notwithstanding the Subscription, neither Proper Glory nor
persons acting in concert with it have acquired any voting rights or dealt for value in any Shares,
convertible securities, warrants or options of the Company, or any outstanding derivatives in respect
of securities in the Company during the six months immediately prior to the date of release of
Restructuring Announcement.

INCREASE IN AUTHORIZED CAPITAL

The Company proposes to increase its authorized share capital from HK$160,000,000 to
HK$240,000,000 by the creation of an additional 4,000,000,000 Shares of HK$0.02 each. The Directors
have no present intention of issuing any part of the increased authorized share capital pursuant to
Rule 13.57 of the Listing Rules.

FUND RAISING IN THE TWELVE MONTHS IMMEDIATELY PRECEDING THE LATEST
PRACTICABLE DATE

Save as disclosed below, the Company has not conducted any fund raising activities in the past
twelve months before the Latest Practicable Date:

Net proceeds of approximately HK$609 million was raised by top-up placing of 600 million
Shares as referred to in the announcement of the Company dated 15 February 2007. Such amounts
were applied by the Company as to approximately HK$418.58 million to fund the capital contribution
of the Shanghai Geely Maple Automobile Components Company Limited with the remaining balance
as general working capital of the Group.
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INDEPENDENT BOARD COMMITTEE/INDEPENDENT FINANCIAL ADVISER

The Independent Board Committee has been appointed to advise the Independent Shareholders
in respect of the terms of the Agreements, the Guarantees, the Whitewash Waiver, the terms of the
Other Project Documents and the annual caps in relation to the continuing connected transaction
contemplated under the Other Project Documents. As Mr. Xu Gang was re-designated from an executive
Director to a non-executive Director with effect from 1 September 2007, the Board considered it is not
appropriate to appoint Mr. Xu Gang as a member of the Independent Board Committee to advise the
Independent Shareholders in respect of the Restructuring and the Whitewash Waiver. Quam Capital
is independent of the Agreements, the Guarantees, the Other Project Documents, the annual caps in
relation to the continuing connecting transactions contemplated under the Other Project Documents
and the Whitewash Waiver. With the approval of the Independent Board Committee, Quam Capital
has been appointed as the independent financial adviser of the Company to advise the Independent
Board Committee and the Independent Shareholders in respect of the Agreements, the Other Project
Documents (including portion of the Guarantees), the annual caps in relation to the continuing connecting
transactions contemplated under the Other Project Documents and the Whitewash Waiver

EGM

The Company will convene the EGM at Room 2301, 23rd Floor, Great Eagle Centre, 23 Harbour
Road, Wanchai, Hong Kong on Thursday, 22 November 2007, at 10:00 a.m. at which ordinary and
special resolutions will be proposed for the purpose of considering and, if thought fit, approving
the Agreements, the Guarantees, the Other Project Documents, the annual caps in relation to the
continuing connected transaction contemplated under the Other Project Documents, the increase in
authorized share capital of the Company and the Whitewash Waiver. Proper Glory and Geely Group
(both wholly-owned by Mr. Li, and holding in aggregate, 48.07% in the issued share capital of the
Company), their respective associates and parties acting in concert will abstain from voting for the
resolutions to approve the Agreements, the Guarantees, the Other Project Documents, the annual caps
in relation to the continuing connected transactions contemplated under the Other Project Documents
and the Whitewash Wavier to be put forward at the EGM. The voting on the resolutions in respect
of the Agreements, the Guarantees, the Other Project Documents, the annual caps in relation to the
continuing connected transaction contemplated under the Other Project Documents and the Whitewash
Waiver will be conducted by way of poll in accordance with the requirements of the Listing Rules and
the Takeovers Code (in relation to the Whitewash Waiver), as appropriate. As at the Latest Practicable
Date, Mr. Ang Siu Lun, Lawrence, an executive Director holding 2,270,000 Shares, representing
approximately 0.04% in the issued share capital of the Company, has no intention to vote against the
resolutions to be proposed at the EGM.

A form or proxy for use at the EGM is enclosed with this circular. Whether or not you propose to
attend and vote at the EGM in person, you are requested to complete the form of proxy in accordance
with the instructions printed thereon and return the same to the Company’s Branch Share Registrars
in Hong Kong, Union Registrars Limited at Rooms 1901-02, Fook Lee Commercial Centre, Town
Place, 33 Lockhart Road, Wanchai, Hong Kong, as soon as possible and in any event not less than 48
hours before the time appointed for the holding of the EGM or any adjournment thereof. Completion
and return of the form of proxy will not preclude you from attending and voting at the EGM, or any
adjourned meeting, should you so wish.
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PROCEDURE FOR DEMANDING A POLL BY SHAREHOLDERS

Pursuant to Article 80, every resolution submitted to a general meeting shall be determined
on a show of hands in the first instance by the Shareholders present in person, but a poll may be
demanded (before or on the declaration of the result of the show of hands or on the withdrawal of
any other demand for a poll) by the Chairman or by:

(a) at least 5 Shareholders present in person (or in the case of a corporation, by its duly
authorised representative) or by proxy and entitled to vote at the meeting; or

(b) any Shareholder or Shareholders present in person (or in the case of a corporation, by
its duly authorised representative) or by proxy and representing in the aggregate not less
than one-tenth of the total voting rights of all the Shareholders having the right to vote
at the meeting; or

(c) any Shareholder or Shareholders present in person (or in the case of a corporation, by
its duly authorised representative) or by proxy and holding shares conferring a right to
attend and vote at the meeting on which there have been paid up sums in the aggregate
equal to not less than one-tenth of the total sum paid up on all shares conferring that
right; or

(d) any Director or any Directors who, individually or collectively, hold proxies in respect
of shares representing five per cent (5%) or more of the total voting rights at such
meeting.

GENERAL

You are advised to read carefully the letter from the Independent Board Committee, which
contains its recommendation to the Independent Shareholders in respect of the Agreements, the
Guarantees, the Other Project Documents, the annual caps in relation to the continuing connected
transactions contemplated under the Other Project Documents and the Whitewash Waiver, set out
on page 48 of this circular. Your attention is also drawn to the letter of advice from Quam Capital
containing its advice to the Independent Board Committee and the Independent Shareholders set out
on pages 49 to 103 of this circular.

ADDITIONAL INFORMATION

Your attention is drawn to the additional information set out in the appendices to this
circular.

By order of the Board of
Geely Automobile Holdings Limited
David C.Y. Cheung
Company Secretary
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HON W O#H OB Kk 4 R A §
GEELY AUTOMOBILE HOLDINGS LIMITED

(Incorporated in the Cayman Islands with limited liability)
(Stock code: 175)

31 October 2007
To the Independent Shareholders

Dear Sir or Madam,

(I) VERY SUBSTANTIAL ACQUISITIONS AND CONNECTED
TRANSACTIONS RELATING TO THE PROPOSED ACQUISITION OF
INTERESTS IN THE REGISTERED CAPITAL OF THE ASSOCIATED

COMPANIES AND ZHEJIANG FULIN GUORUN;
(IT) MAJOR AND CONNECTED TRANSACTION;
(III) CONTINUING CONNECTED TRANSACTIONS;
(IV) PROPOSED INCREASE IN AUTHORIZED SHARE CAPITAL;
AND
(V) APPLICATION FOR WHITEWASH WAIVER

We refer to the circular of the Company dated 31 October 2007 (the “Circular”) to the
Shareholders, of which this letter forms part. Capitalised terms used herein have the same meanings
as defined in the Circular unless otherwise specified.

We have been appointed as members of the Independent Board Committee to advise the
Independent Shareholders in respect of the terms of the Agreements, the Guarantees, the Other Project
Documents, the annual caps in relation to the continuing connected transactions contemplated under
the Other Project Documents and the Whitewash Waiver, details of which are set out in the letter
from the Board in the Circular.

Having taken into account the advice of Quam Capital, the independent financial adviser, we
consider that the entering into of the Agreements, the Guarantees, the Other Project Documents, the
annual caps in relation to the continuing connected transactions contemplated under the Other Project
Documents and the Whitewash Waiver are in the interests of the Company and the Shareholders as a
whole and the terms of the Agreements, the Guarantees, the Other Project Documents, their respective
annual caps and the Whitewash Waiver are fair and reasonable so far as the Company and the Independent
Shareholders are concerned. Accordingly, we recommend the Independent Shareholders to vote in
favour of the resolutions to be proposed at the EGM to approve the Agreements, the Guarantees,
the Other Project Documents, the annual caps in relation to the continuing connected transactions
contemplated under the Other Project Documents and the Whitewash Waiver.

Yours faithfully,
Mr. Lee Cheuk Yin, Dannis
Mr. Song Lin
Mr. Yeung Sau Hung, Alex
Independent Board Committee
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The following is the full text of the letter of advice from Quam Capital, the independent financial
adviser to the Independent Board Committee and the Independent Shareholders, which has been
prepared for the purpose of incorporation into this circular, setting out its advice to the Independent
Board Committee and the Independent Shareholders in respect of the terms of the Agreements, the
Whitewash Waiver, the Other Project Documents (including the provision of the Guarantees) and
the annual caps in relation to the continuing connected transactions contemplated under the Other

Project Documents.

m Quam Capital Limited EEERLXRMEGR A |

Financial Services Group AMember of The Quam Group

31 October 2007

To the Independent Board Committee and the Independent Shareholders
Geely Automobile Holdings Limited

Room 2301, 23rd Floor

Great Eagle Centre

23 Harbour Road

Wanchai

Hong Kong

Dear Sir or Madam,

(I) VERY SUBSTANTIAL ACQUISITIONS AND CONNECTED
TRANSACTIONS RELATING TO THE PROPOSED ACQUISITION OF
INTERESTS IN THE REGISTERED CAPITAL OF
THE ASSOCIATED COMPANIES AND ZHEJIANG FULIN GUORUN;
(II) APPLICATION FOR WHITEWASH WAIVER;

(IIT) MAJOR AND CONNECTED TRANSACTION;

AND
(IV) CONTINUING CONNECTED TRANSACTIONS

We refer to our appointment as the independent financial adviser to the Independent Board
Committee and the Independent Shareholders in respect of the Agreements, the Whitewash Waiver,
the Other Project Documents (including the provision of the Guarantees) and the annual caps in
relation to the continuing connected transactions contemplated under the Other Project Documents
(the “Annual Caps”). Details of the terms of the Agreements, the Whitewash Waiver and the terms
of the Other Project Documents are set out in the “Letter from the Board” contained in the circular
issued by the Company to the Shareholders dated 31 October 2007 (the “Circular”), of which this
letter forms part. Terms used in this letter shall have the same meaning as defined in the Circular
unless the context otherwise requires.

The Company currently owns 46.81% equity interest in each of the Associated Companies and
51% equity interest in Zhejiang Fulin Guorun. On 13 July 2007, the Group entered into the Associated
Companies’ Agreements with Zhejiang Geely Merrie, Shanghai Maple Automobile and Zhejiang
Haoqing (collectively, the “Transfers Vendors™) respectively for the acquisition of a 44.19% equity

- 49 -



LETTER FROM QUAM CAPITAL

interest in each of the Associated Companies for an aggregate consideration of RMB1,554.12 million
(equivalent to about HK$1,610.84 million) (the “Transfers Consideration”). On the same date, the
Group also entered into the Zhejiang Fulin Guorun Equity Transfer Agreement with Zhejiang Fulin
Automobile for the acquisition of the remaining 49% equity interest in Zhejiang Fulin Guorun for
a consideration of RMB22.48 million (equivalent to about HK$23.30 million) (the “Zhejiang Fulin
Guorun Transfer Consideration™). Pursuant to the Agreements, the Transfers Consideration will be
satisfied entirely by the allotment and issue of the 1,288,672,000 Aggregate Consideration Shares;
while the Group will fully finance the Zhejiang Fulin Guorun Transfer Consideration in cash.

Each of the Transfers Vendors and Zhejiang Fulin Automobile is a connected person of the
Company under the Listing Rules by virtue of the fact that the Transfers Vendors are beneficially owned
by Mr. Li and his associates and Zhejiang Fulin Automobile is a substantial shareholder of Zhejiang
Fulin Guorun. The Agreements constitute very substantial acquisitions and connected transactions
for the Company under Chapters 14 and 14A of the Listing Rules and are subject to Independent
Shareholders’ approval by poll at the EGM. The Agreements are also conditional on, among other
things, the grant of the Whitewash Waiver, which under the provisions of the Takeovers Code also
requires approval by the Independent Shareholders by way of poll, by the Executive to Proper Glory
and parties acting in concert with it. If the Whitewash Waiver is not approved by the Independent
Shareholders and/or granted by the Executive, the Agreements will lapse and the Restructuring will
not proceed.

On 17 September 2007, the Company entered into the Other Project Documents with Geely
Holding, Beijing Geely University and Zhejiang Economic Management College respectively, with an
aim to implement and facilitate the manufacturing operations and business expansion of the Enlarged
Group. The transactions contemplated under the Other Project Documents (the “Continuing Connected
Transactions”) will, upon Completion, constitute non-exempt continuing connected transactions for
the Company under Chapter 14A of the Listing Rules. In addition, the provision of the Guarantees
contemplated under the Loan Guarantee Agreement constitutes a major and connected transaction for the
Company under Chapters 14 and 14 A of the Listing Rules. All the Continuing Connected Transactions
are subject to the approval of the Independent Shareholders at the EGM by way of poll.

Messrs. Lee Cheuk Yin, Dannis, Song Lin and Yeung Sau Hung, Alex, the independent non-
executive Directors, have been appointed as members of the Independent Board Committee to advise
the Independent Shareholders as to whether the Agreements, the Guarantees and the Other Project
Documents have been entered into by the Group within its ordinary and usual course of business based
on normal commercial terms; and their respective terms and conditions together with the Whitewash
Waiver and the Annual Caps are fair and reasonable and in the interests of the Company and the
Shareholders as a whole; and to advise the Independent Shareholders as to whether to vote in favour
of the Agreements, the Whitewash Waiver, the Guarantees, the Other Project Documents and the
adoption of the Annual Caps. It is stated in the “Letter from the Board” of the Circular that as Mr.
Xu Gang was re-designated from an executive Director to a non-executive Director with effect from 1
September 2007, the Board considered it is not appropriate to appoint Mr. Xu Gang as a member of the
Independent Board Committee to advise the Independent Shareholders in respect of the Restructuring
and the Whitewash Waiver. As the independent financial adviser, our role is to give an independent
opinion to the Independent Board Committee and the Independent Shareholders.
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Quam Capital Limited is independent of and not connected with any members of the Group
or any of their substantial shareholders, directors or chief executives, or any of their respective
associates, and is accordingly qualified to give an independent advice in respect of the Agreements,
the Whitewash Waiver, the Other Project Documents and the Annual Caps.

In formulating our recommendation, we have relied on the information and facts supplied by the
Company and its advisers, and the opinions expressed by and the representations of the Directors and
management of the Group. We have assumed that all the information and representations contained
or referred to in the Circular were true and accurate in all respects at the date thereof and may be
relied upon. We have also assumed that all statements contained and representations made or referred
to in the Circular are true at the time that they were made and continue to be true until the date of
the EGM. We have no reason to doubt the truth, accuracy and completeness of the information and
representations provided to us by the Group and the Directors, and the Directors have confirmed to
us that no material facts have been withheld or omitted from the information provided and referred
to in the Circular, which would make any statement in the Circular misleading.

We consider that we have reviewed sufficient information currently available to reach an
informed view and to justify our reliance on the accuracy of the information contained in the Circular
so as to provide a reasonable basis for our recommendation. We have not, however, carried out any
independent verification of the information, nor have we conducted any form of in-depth investigation
into the business, affairs, operations, financial position or future prospects of the Company or any
of its subsidiaries or associates.

A. THE AGREEMENTS

PRINCIPAL FACTORS AND REASONS CONSIDERED

In arriving at our recommendation, we have taken into consideration the following
principal factors and reasons:

1. Background to and reasons for entering into the Agreements

(a)  The historical performance of the Group and its reliance on the Associated
Companies and Zhejiang Fulin Guorun

We have been advised that the Group primarily conducts its existing automobile
business in the PRC through the Associated Companies and Zhejiang Fulin Guorun,
being its main operating subsidiary, while working alongside other members of
the Geely Holding Group, which are principally engaged in the sales of CBUs and
automobile parts and components wholesale and retail businesses.

The Associated Companies are principally engaged in the research and
development, production, marketing and sales of sedans and related components
as well as the provision of related after-sales services in the PRC, with production
facilities located in Ningbo, Shanghai, Linhai and Luqiao, the PRC; while the
principal activities of Zhejiang Fulin Guorun are the manufacture and trading of
automobile parts and components in the PRC.
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We noted that the Group has implemented a series of expansion plans,
including, but not limited to, establishment of joint ventures (including the Associated
Companies), to capture the potential growth opportunities for its business in the
PRC automobile industry and to tap into the increasing demand for its sedans in
recent years. As a result of these efforts, the Group has established a strong market
presence in both the coastal and inner cities of the PRC, and achieved geographical
coverage of over 40 other countries and regions (mostly located in Middle East,
Africa and Central America), with the establishments of 26 sales agents and 128
sales and maintenance spots by the Associated Companies in the overseas markets
by the end of 2006. More significantly, the Group has achieved a compound growth
rate of about 55.4% per annum for its audited profit after taxation for the four
financial years since 2002.

Set out below is a summary of the financial results of the Group for each of
the two years ended 31 December 2006 and the six months ended 30 June 2007 as
extracted from Appendix I to the Circular:

Table 1

(Unaudited)
(Audited) Six months
Year ended ended
31 December 30 June
2005 2006 2007
HK$’000 HK$’000 HK$’000
Turnover 101,411 127,006 65,638
Share of results of associates 122,691 243,230 129,615

Profit attributable to the equity
holders of the Company 110,827 208,752 82,416
Net asset value 798,080 1,030,157 2,027,277

As illustrated in Table 1 above, the Company’s profit attributable to the
equity holders of the Company for each of the two years ended 31 December 2006
and the six months ended 30 June 2007 of about HK$110.8 million, HK$208.8
million and HK$82.4 million respectively was mainly derived from the share of
results of associates, in particular the Zhejiang JV and the Shanghai Maple JV as
advised by the Company. It should be noted that if the share of results of associates
is excluded, the Company would have incurred losses for the aforesaid financial
periods. Furthermore, the Directors have confirmed to us that the Group’s operating
cash inflow for each of the two years ended 31 December 2006 and the six months
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ended 30 June 2007 was mainly dependent upon the respective dividend payments
from the Zhejiang JV and the Shanghai Maple JV. A summary of the respective
audited financial information of the Associated Companies and the Zhejiang Fulin
Guorun for each of the two years ended 31 December 2006 and the six months
ended 30 June 2007 or the period from 20 April 2007 to 31 July 2007 (as the case
may be) are set out in sub-section (b) below.

We have discussed with the Company’s management regarding the factors
contributing to the Group’s performance in business developments and expansions
as well as the financial results and position as discussed above. We are advised
that one of the key factors was the significant investment and effort spent by the
Associated Companies (particularly the Zhejiang JV and the Shanghai Maple
JV) and Zhejiang Fulin Guorun in product development and production capacity
expansion over the past few years in order to accommodate the increasing demand
for sedans in the PRC.

(b)  Reasons for and benefits of the Restructuring

As disclosed in the Company’s annual report for the year ended 31 December
2006 (the “Annual Report”), it is a stated objective of the Group in the short to
medium term to continue to seek for ways and opportunities to further rationalise
its structure, with an aim to further improve its operating efficiency and enhance
its transparency. It is also stated that the Group will continue to (i) focus on the
operation and expansion of its automobile business; (ii) expand its revenue base;
and (iii) further reduce costs, thereby to enhance returns to the Shareholders.

It is also disclosed in the interim report of the Company for the six months
ended 30 June 2007 (the “Interim Report™) that the stated business strategy of
the Associated Companies is to continue to expand their product line towards
higher priced and higher margin models, with an aim to further enhance their
profitability and to alleviate the impact of fluctuation in raw material prices and
price competition among sedan manufacturers in the PRC.

The Restructuring involves the acquisitions of a further 44.19% stake in
each of the Associated Companies and the remaining 49% stake in Zhejiang Fulin
Guorun. Upon Completion, each of the Associated Companies will be indirectly
owned as to 91% by the Company; whereas Zhejiang Fulin Guorun will become an
indirect wholly-owned subsidiary of the Company. The Directors have confirmed
to us that the Company currently has no intention to introduce any changes to the
Associated Companies’ existing business as discussed in sub-section (a) above
upon completion of the Restructuring.
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Set out below is a summary of the audited financial information of the
Associated Companies and Zhejiang Fulin Guorun for each of the two years ended
31 December 2006 and the six months ended 30 June 2007 or the period from 20
April 2007 to 31 July 2007 (as the case may be) prepared in accordance with the
Hong Kong Financial Reporting Standards as extracted from Appendices II to VII

to the Circular:

Table 2

Associated Companies

— Zhejiang JV

— Shanghai Maple JV

- Zhejiang Kingkong JV
(Note)

-54 -

Profit/(loss)
after taxation
RMB’000

2005: 204,604
(equivalent to about
HK$212.1 million)

2006: 486,543
(equivalent to about
HK$504.3 million)

2007*: 112,135
(equivalent to about
HK$116.2 million)

2005: 67,408
(equivalent to about
HK$69.9 million)

2006: 36,151
(equivalent to about
HK$37.5 million)

2007*: 2,366
(equivalent to about
HK$2.5 million)

2005:-
(equivalent to about
HK$nil million)

2006:-
(equivalent to about
HK$nil million)

2007*: 118,178
(equivalent to about
HK$122.5 million)

Net asset value
RMB’000

2005: 1,199,057
(equivalent to about
HK$1,242.8 million)

2006: 2,333,052
(equivalent to about
HK$2,418.2 million)

2007: 2,110,432
(equivalent to about
HK$2,187.5 million)

2005: 545,610
(equivalent to about
HK$565.5 million)

2006: 842,789
(equivalent to about
HK$873.6 million)

2007: 799,988
(equivalent to about
HK$829.2 million)

2005:-
(equivalent to about
HK$nil million)

2006: 235,000
(equivalent to about
HK$243.6 million)

2007: 353,178
(equivalent to about
HK$366.1 million)
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— Zhejiang Ruhoo JV (Note)

- Hunan Geely JV (Note)

Zhejiang Fulin Guorun

Profit/(loss)
after taxation
RMB’000

2005:-
(equivalent to about
HK$nil million)

2006: (234)
(equivalent to about
HK$0.2 million)

2007%*: 40,589
(equivalent to about
HK$42.1 million)

2005:-
(equivalent to about
HK$nil million)

2006:-
(equivalent to about
HK$nil million)

2007%*: (44)
(equivalent to about
HK$0.05 million)

2005: 9,663
(equivalent to about
HK$10.0 million)

2006: 11,014
(equivalent to about
HK$11.4 million)

2007%*: 5,238
(equivalent to about
HK$5.4 million)

For the six months ended 30 June 2007 only.

Net asset value
RMB’000

2005:-
(equivalent to about
HK$nil million)

2006: 151,443
(equivalent to about
HK$157.0 million)

2007: 202,070
(equivalent to about
HK$209.4 million)

2005:-
(equivalent to about
HK$nil million)

2006:-
(equivalent to about
HK$nil million)

2007: 39,426
(equivalent to about
HK$40.9 million)

2005: 19,338
(equivalent to about
HK$20.0 million)

2006: 40,352
(equivalent to about
HK$41.8 million)

2007: 45,590
(equivalent to about
HK$47.3 million)

Hk For the period from 20 April 2007 (being the date of incorporation of the Hunan Geely
JV) to 31 July 2007 only.

Note: Both the Zhejiang Kingkong JV and the Zhejiang Ruhoo JV were established on 21

December 2006 and their production was only commenced in January 2007; while the

Hunan Geely JV was only established on 20 April 2007 and its production operation is

expected to commence in December 2007.

-55-



LETTER FROM QUAM CAPITAL

As illustrated in Table 2 above, the Zhejiang JV and Zhejiang Fulin Guorun
have achieved an increase of about 137.8% and 14.0% respectively of their respective
audited profit after taxation for the year ended 31 December 2006; while the
Shanghai Maple JV has recorded a decrease of about 46.4% for the relevant year.
Based on our discussion with the Directors regarding the respective financial results
of the Zhejiang JV, Zhejiang Fulin Guorun and the Shanghai Maple JV for 2006,
it is our understanding that the growth in the respective businesses of the Zhejiang
JV and Zhejiang Fulin Guorun was primarily attributable to the strong demand for
new higher priced sedan models launched in 2005 and 2006 and more stable raw
material costs. As stated in the Annual Report, the relatively slower growth in the
earnings of Zhejiang Fulin Guorun was mainly due to higher expenses incurred as
a result of the relocation of plant in 2007 and higher tax expenses following the
expiry of income tax incentives in 2006, and the earnings growth is expected to
expedite in 2007 given the expected launch of a new generation of electric power
steering and braking system of “Geely Kingkong” and “Vision” series sedans. We
are also advised that the poor result of the Shanghai Maple JV for the year ended
31 December 2006 was mainly due to the reduction in the selling prices of its
sedans in view of the then prevailing market condition.

We noted that all the Zhejiang JV, the Shanghai Maple JV and Zhejiang Fulin
Guorun were able to remain profitable in the first half of 2007, with a reported profit
after taxation of about RMB112.1 million, RMB2.4 million and RMBS5.2 million
respectively (equivalent to about HK$116.2 million, HK$2.5 million and HK$5.4
million respectively) for the six months ended 30 June 2007. We are advised that the
decrease in the profit after taxation of the Zhejiang JV of about RMB169.4 million
(equivalent to about HK$175.6 million) for the six months ended 30 June 2007 as
compared to that for the respective period in 2006 was mainly due to the transfer
of part of its business activities to the Zhejiang Kingkong JV and the Zhejiang
Ruhoo JV in January 2007 in view of the tax benefits to be enjoyed by the Zhejiang
Kingkong JV and the Zhejiang Ruhoo JV. We also noted that since the commencement
of their operations in January 2007, the Zhejiang Kingkong JV and the Zhejiang
Ruhoo JV generated an aggregate profit after taxation of about RMB158.8 million
(equivalent to about HK$164.6 million) for the six months ended 30 June 2007. It
should be noted that the profitability of the Zhejiang JV, the Zhejiang Kingkong
JV and the Zhejiang Ruhoo JV for the six months ended 30 June 2007 as a whole
was comparable to that of the Zhejiang JV for the respective period in 2006. We
are further advised that the decrease in the profit after taxation of the Shanghai
Maple JV of about RMB39.5 million (equivalent to about HK$40.9 million) for
the six months ended 30 June 2007 as compared to that for the respective period
in 2006 was mainly due to the reduction in the selling prices of its sedans in view
of the then prevailing market condition. As stated in Appendix VI to the Circular,
no turnover was derived by the Hunan Geely JV since its incorporation on 20 April
2007 as it has not yet commenced its operations, and hence its loss after taxation
of about RMB44,000 (equivalent to about HK$0.05 million) for the period from
20 April 2007 to 31 July 2007 was arisen from the preliminary expenses incurred
in the course of its formation.

-56 -



LETTER FROM QUAM CAPITAL

It is noted that based on the Company’s 46.81% interests in each of the
Associated Companies, the Company’s share of results of such associates in aggregate
for each of the two years ended 31 December 2006 and the six months ended 30
June 2007 amounted to about RMB127.3 million, RMB244.7 million and RMB127.9
million respectively (equivalent to about HK$132.0 million, HK$253.6 million and
HK$132.6 million respectively), representing about 119.1%, 121.5% and 160.9%
of the profit attributable to the equity holders of the Company for the relevant
periods respectively. It is also noted that the profit after taxation of Zhejiang Fulin
Guorun accounted for about 9.0%, 5.5% and 6.6% of the profit attributable to the
equity holders of the Company for each of the two years ended 31 December 2006
and the six months ended 30 June 2007 respectively. As advised by the Directors,
given the Group’s track record, existing business and revenue model as discussed
in sub-section (a) above, it is expected that the Group’s future overall business
development and earning capability will continue to be significantly dependent
upon the performance of the Associated Companies and Zhejiang Fulin Guorun.

In view of the respective track record of the Associated Companies and
Zhejiang Fulin Guorun and the fact that the Restructuring allows the Company to
further consolidate its control on the Associated Companies and Zhejiang Fulin
Guorun, we concur with the view of the Directors that the Restructuring can enable
the Group to broaden its revenue base and improve its profitability, which in turn
would improve the Shareholders’ return. This conforms to the Group’s stated
business objectives and strategy as discussed above.

(c)  Outlook of the PRC automobile industry
(1) Overview of the PRC automobile market

According to the statistical report released in July 2007 by the China
Automotive Information Net (7[5 T35 5 4), a statistics bureau for
the PRC automobile industry managed by the PRC government, the total
sales volume of sedans manufactured in the PRC reached about 4.26 million
units in 2006, representing a year-on-year increase of about 33.4% for 2005
to 2006, surpassing most market expectations, and is expected to continue
to increase during the period between 2007 and 2009, with annual growth
rates ranging from about 18.5% to 22.0%.

In addition, the total sales volume of sedans in the PRC brands reached
about 1.13 million units in 2006, representing a year-on-year increase of
about 40.4% for 2005 to 2006 and an average annual growth rate of about
45.0% from 2001 to 2006; while the actual sales volume of sedans in the
PRC brands in the first half of 2007 accounted for almost 70% of that for
the full year of 2006. According to the forecast of the PRC Passenger Car
Forum (2= [8 7 F B i7 5 ifLS B & 6), a non-governmental statistics bureau for
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the PRC automobile industry recognised by the PRC government, the sales
volume of sedans in the PRC brands is expected to grow by about 25.7% in
2007 as compared to that for 2006.

One of the major tasks of the PRC government relating to the PRC
automobile industry outlined under The Eleventh Five-Year Plan for National
Economic and Social Development of the PRC (the “Eleventh Five-Year
Plan”) for the period from 2006 to 2010 is to develop the local brand models,
with an aim to capture about 50% market share for the local brand models
by the end of 2010. We are advised by the Directors that the Group is the
second largest automobile manufacturer of local branded sedans in the PRC
with about 4.8% market share in 2006.

(i1))  Principal growth factors driving the PRC automobile industry
. Rapid growth in the automobile export sales market

According to the statistical report released in July 2007 by the
China Automotive Information Net (* B 7R H T 315 £.49), the export
sales volume of sedans is expected to increase from about 10,000 units
in 2004 to about 750,000 in 2009, representing an average annual growth
rate of about 137.1%. It is stipulated under the Eleventh Five-Year
Plan that the PRC government targets to achieve 1,000,000 export sales
volume of sedans by 2010. The potential growth in the export sales
market as a result of the aforesaid PRC government’s development
strategy and the increasing demand for automobiles by the developing
countries mainly in the Asia Pacific and Middle East offers potential
growth opportunities for the overall PRC automobile industry.

. Strong growth in the PRC’s gross domestic product

According to the statistics released by the National Bureau of
Statistics of China, the gross domestic product (the “GDP”) for 2006
increased by around 11.5% as compared to the previous year. Under
the Eleventh Five-Year Plan, the PRC government expects the annual
growth rate of the GDP for each of the three years ending 31 December
2009 to be ranged from about 10.5% to 11.3%. As the automobile
industry is highly correlated to the national economic development,
this will help enhance the future development of the PRC automobile
industry.
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(d)  Conclusion

In light of the foregoing and in particular after taking into account the

following:

. that the respective principal activities of the Associated Companies
and Zhejiang Fulin Guorun set out in sub-section (a) above are in
line with the Group’s core business of manufacturing and trading of
automobile parts and related automobiles in the PRC; and

. the Restructuring would help facilitate the implementation of the Group’s

overall business strategy as discussed in sub-section (b) above,

we are of the view that the entering into of the Agreements by the Group is
conducted in its ordinary and usual course of business; and in the interests of both
the Company and the Shareholders as a whole in that respect.

Consideration payable by the Group

(a) The Transfers Consideration and the Zhejiang Fulin Guorun Transfer

Consideration and their basis of determination

The considerations for the Zhejiang JV Transfer, the Shanghai Maple JV
Transfer, the Zhejiang Kingkong JV Transfer, the Zhejiang Ruhoo JV Transfer,
the Hunan Geely JV Transfer and the Zhejiang Fulin Guorun Transfer payable
by the Group to the respective Transfers Vendors and Zhejiang Fulin Automobile
are RMB936.33 million, RMB354.53 million, RMB155.84 million, RMB90.21
million, RMB17.21 million and RMB22.48 million respectively (equivalent to about
HK$970.51 million, HK$367.47 million, HK$161.52 million, HK$93.50 million,
HK$17.84 million and HK$23.30 million respectively).

It is noted that the Transfers Consideration and the Zhejiang Fulin Guorun
Transfer Consideration were determined after arm’s length negotiations between
the relevant parties involved and on normal commercial terms with reference to
the 44.19% (for the Transfers) or 49% (for the Zhejiang Fulin Guorun Transfer)
attributable interest of the unaudited net asset value of the relevant Associated
Companies or Zhejiang Fulin Guorun (as the case may be) as at 30 June 2007.

We have reviewed the respective audited and unaudited financial statements
of the Associated Companies and Zhejiang Fulin Guorun as at 30 June 2007, and
noted that each of the Transfers Consideration and the Zhejiang Fulin Guorun
Transfer Consideration represents a price to net asset value (“P/NAV”) ratio
of about 1 time the 44.19% (for the Transfers) or 49% (for the Zhejiang Fulin
Guorun Transfer) attributable interest of the audited/unaudited net asset value of
the relevant Associated Companies or Zhejiang Fulin Guorun (as the case may be)
as at 30 June 2007.
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(b)

Comparable analysis

(1) Comparison with other Hong Kong listed companies

In order to assess the fairness and reasonableness of the Transfers
Consideration and the Zhejiang Fulin Guorun Transfer Consideration, we
have attempted to compare them with the P/NAV ratios of other Hong
Kong listed companies (excluding those with the issue of A shares) with
principal activities and net asset values similar to those of the Associated
Companies and Zhejiang Fulin Guorun. However, we are unable to identify
any comparable companies based on the aforementioned two criteria. As an
alternative, based on the information available on the website of the Stock
Exchange, we have identified and made references to, so far as we are aware,
all companies listed on the Stock Exchange (excluding those with the issue
of A shares) as at the Latest Practicable Date which are principally engaged
in the manufacturing and trading of automobile and/or automobile parts (the
“Comparable Companies™), this is in line with the principal businesses of the
Associated Companies and Zhejiang Fulin Guorun. It should however be noted
that given the latest published net asset values of the Comparable Companies,
the Comparable Companies, in terms of size, may not be comparable to the
Associated Companies and Zhejiang Fulin Guorun, and hence the result of our
comparison below should not be used in isolation as a determining factor in
deciding whether or not the Transfers Consideration and the Zhejiang Fulin
Guorun Transfer Consideration are fair and reasonable. Your attention is also
drawn to section (2)(b)(ii) below for details of the comparison with other
similar transactions of acquisition of automobile related business undertaken
by companies listed on the Stock Exchange.

We have reviewed the respective P/NAV ratios of the Comparable
Companies and made a comparison on this basis with the Transfers Consideration
and the Zhejiang Fulin Guorun Transfer Consideration in our analysis
as detailed in Table 3 below. As a supplemental reference, we have also
considered the respective price to earnings (“P/E”) ratios of the Comparable
Companies in relation to the Zhejiang JV Transfer, the Shanghai Maple JV
Transfer and the Zhejiang Fulin Guorun Transfer, given the respective track
record of the Zhejiang JV, the Shanghai Maple JV and the Zhejiang Fulin
Guorun as discussed in sub-section (1)(b) above.
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Table 3
Comparable Companies Current
(Stock code) Principal activities Market Cap PINAV PEE
(Note I) (Notes 2 (Notes 2
and 3) and 4)
(HKS$ million) (times) (times)
Brilliance China Manufacture and sale of T413 1.24 N/A
Automotive Holdings minibuses and automotive (Note 3)
Limited (Stock code: 1114)  components
Denway Motors Limited Manufacture, assembly, trading 39,624 3.53 17.52
(Stock code: 203) and servicing of motor vehicles
and manufacture and trading of
motor vehicle related electrical
equipment and parts in the
PRC, and manufacture and
trading of audio equipment in
Hong Kong.
Minth Group Limited Design, manufacture and sale of 10,137 7.50 36.40
(Stock code: 425) automotive parts
New Focus Auto Manufacture and sale of 197 3.08 54.10
Tech Holdings Limited automotive parts
(Stock code: 360)
Norstar Founders Group Manufacture and sale of 3,325 1.08 7.94
Limited (Stock code: 2339)  automotive parts
Xingda International Manufacture and sale of 3,055 1.55 15.17

Holdings Limited automotive parts
(Stock code: 1899)
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Comparable Companies Current
(Stock code) Principal activities Market Cap PINAV PEE
(Note 1) (Notes 2 (Notes 2
and 3) and 4)
(HKS million) (times) (times)
Xinyi Glass Holdings Manufacture and sale of 15,260 6.29 3931

Limited (Stock code: 868)  automobile, construction and
household glass products and a
variety of related products

Average 347 2841
Maximum 7.30 54.10
Minimum 1.0§ 794
The Company 4,785 2.36 2.89
Lhejiang JV 1.00 4.51
Shanghai Maple JV 1.00 23.06
Zhejiang Kingkong JV 1.00 N/A
(Note 6)
Zhejiang Ruhoo JV 1.00 NA
(Note 6)
Hunan Geely JV 1.00 NA
(Note 6)
Zhejiang Fulin Guorun 1.00 4.3

Sources:  The respective latest published annual and/or interim reports of the Company
and the Comparable Companies and the website of the Stock Exchange
(http://www.hkex.com.hk)

Notes:

1. The market capitalisation (the “Market Cap”) of each of the Comparable
Companies is calculated by multiplying the total number of issued shares
outstanding with the closing share price as quoted on the Stock Exchange as at
the Latest Practicable Date.

2. The valuation multiples have been computed on a historical basis, using financial

data obtained from the respective latest published annual and interim reports of
the Company and the Comparable Companies, as appropriate.
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3. The P/NAV ratio of each of the Company and the Comparable Companies is
calculated as the Market Cap divided by their respective net asset value based
on their respective latest published annual and interim reports.

4. The P/E ratio of each of the Company and the Comparable Companies is calculated
as the Market Cap divided by their respective audited profit attributable to the
equity holders for the latest full financial year based on their respective latest
published annual reports.

5. Brilliance China Automobile Holdings Limited recorded a loss for the year ended
31 December 2006, and hence no P/E ratio is available.

6. Neither the Zhejiang Kingkong JV nor the Zhejiang Ruhoo JV had generated any
profit during the financial year 2006. The Hunan Geely JV was only established
on 20 April 2007.

As noted from Table 3 above, the respective implied P/NAV ratios
represented by the Transfers Consideration and the Zhejiang Fulin Guorun
Transfer Consideration are (i) below the lower end of the range of present
rating of the Comparable Companies; and (ii) lower than the P/NAV ratio
of the Company and the average of the P/NAV ratios of the Comparable
Companies.

It is also noted that the implied P/E ratios represented by the respective
consideration for the Zhejiang JV Transfer, the Shanghai Maple JV Transfer
and the Zhejiang Fulin Guorun Transfer are (i) within, or below the lower
end of, the range of present rating of the Comparable Companies; and (ii)
lower than, or comparable to, the P/E ratio of the Company and lower than
the average of the P/E ratios of the Comparable Companies.
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(ii) Comparison with other similar transactions

Based on the information available on the website of the Stock Exchange,
we have identified and made references to, so far as we are aware, all similar
transactions of acquisition of automobile related business undertaken by
companies listed on the Stock Exchange for the three years prior to 11 July
2007, the date of suspension of trading in the Shares on the Stock Exchange
pending the release of the Restructuring Announcement (the “Suspension
Day”), and up to and including the Latest Practicable Date (the “Comparable
Transactions”). Each of the Comparable Transactions is of similar nature
contemplated under the Agreements, and the considerations thereof have
been determined based on the same basis of determination adopted for the
Transfers and the Zhejiang Fulin Guorun Transfer, which are considered to
be appropriate basis for our comparison. We have reviewed the respective
P/NAV ratios of the Comparable Transactions for comparison purposes,

details of which are set out in the following table:

Table 4
Principal activities
of the target group
Date of Purchaser (including subsidiaries/ ~ Interest P/NAV
announcement  (Stock code) Target associates) acquired  (Note)
(%) (times)
12 February 2007 Minth Group FRESRET Manufacture and sale of 30079
Limited HHARAT automobile body parts
(Stock code: 425)  (Jiaxing Minrong  and comprehensive metal
Automotive Parts  surface treatment of auto
Co., Ltd.*), parts
12 February 2007 Minth Group ERERYE Manufacture and sale of 20 07
Limited FHHAR automobile body parts
(Stock code: 425) /A (Jiaxing and comprehensive metal
EL Triumph surface treatment of auto
Automotive Parts  parts
Co., Ltd.%)
12 September Minth Group Chongging Manufacture and sale of 20 101
2006 Limited Changtai exterior automobile body
(Stock code: 425)  Automobile Spare  parts
Parts Co., Ltd.
9 June 2006 Xinyi Glass Conson Investment ~ Manufacture and sale 100 1.00
Holdings Limited ~ Limited of rubber and plastic

(Stock code: 868)
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(c)

Principal activities

of the target group
Date of Purchaser (including subsidiaries/ ~ Interest P/NAV
announcement  (Stock code) Target associates) acquired  (Note)
(%) (times)
12 May 2006 Weichai Power Weichai Power Manufacture and sale of 5 100
Co., Ltd. (Weifang) heavy duty trucks and
(Stock code: 2338)  Investment Co., vehicle parts
Ltd.
19 October 2004~ Brilliance China ~ Ningbo Yuming Manufacture and sale of 49 059
Automotive Machinery automotive component

Holdings Limited  Industrial Co., Ltd.  parts
(Stock code: 1114)

Average 0.85
Maximum 1.01
Minimum 0.59

Source: Website of the Stock Exchange (http://www.hkex.com.hk)
* For identification purpose only

Note: Based on the consideration of the Comparable Transactions divided by the net asset
value (subject to the percentage of interest acquired) of the Target as disclosed
in the respective announcement in relation to the Comparable Transactions.

As illustrated in Table 4 above, notwithstanding that each of the implied
P/NAV ratios represented by the Transfers Consideration and the Zhejiang
Fulin Guorun Transfer Consideration respectively of about 1 time each is
higher than the average of the P/NAV ratios of the Comparable Transactions,
it is within the range of present rating of the Comparable Transactions.

(iii) Conclusion

In light of the foregoing, we are of the view that the Transfers
Consideration and the Zhejiang Fulin Guorun Transfer Consideration, as
well as their basis of determination, are fair and reasonable so far as the
Independent Shareholders are concerned.

Method of payment

As stated in the “Letter from the Board” of the Circular, the Transfers

Consideration will be satisfied entirely by the allotment and issue of the Aggregate
Consideration Shares of 1,288,672,000 Shares, which represent about 24.78% of
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the Company’s existing issued share capital and about 19.86% of the Company’s
issued share capital as enlarged by the issue of the Aggregate Consideration Shares.
We are advised that the aforesaid payment method is considered to be favourable
to the Group at this juncture of its development given that it enables the Group to
implement the Transfers without a large outlay of cash, but involves the issue of a
substantial number of new Shares with consequent dilution to the existing public
Shareholders, details of which are set out in section (5) below.

It is also noted that the Group will fully finance the Zhejiang Fulin Guorun
Transfer Consideration in cash. We are advised that it is the Company’s current
intention that the Zhejiang Fulin Guorun Transfer Consideration is to be funded
by the Company’s existing internal resources and the dividend to be distributed by
Zhejiang Fulin Guorun for the two financial years ended 31 December 2006.

3. The issue and allotment of the Aggregate Consideration Shares

As discussed above, the Transfers Consideration will be satisfied entirely by the
allotment and issue of the Aggregate Consideration Shares. It is noted that the Aggregate
Consideration Shares will rank pari passu in all aspects with the Shares in issue upon
allotment and issue thereof on the date of Completion and will be issued at HK$1.25
per Share (the “Issue Price”). It is also noted that Mr. Li, the sole director of Proper
Glory, confirmed that no Aggregate Consideration Shares will be transferred, charged or
pledged to any other persons immediately upon Completion.

(a)  The Issue Price

As stated in the “Letter from the Board” of the Circular, the Issue Price has
been determined after arm’s length negotiations between the Group and the Transfers
Vendors with reference to the average closing price of the Shares as quoted on
the Stock Exchange for the 20 consecutive trading days up to and including the
Suspension Day.

In order to assess the fairness and reasonableness of the Issue Price, we have
reviewed (i) the price performance of the Shares for the 12 months prior to the
Suspension Day and up to and including the Latest Practicable Date (the “Review
Period”); and (ii) the issue prices of the consideration shares issued by other Hong
Kong listed companies under their respective acquisition transactions.
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(1) Historical price performance of the Shares

The following chart illustrates the daily closing prices of the Shares
as quoted on the Stock Exchange for the Review Period:

Chart 1
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Source: Website of the Stock Exchange (http://www.hkex.com.hk)

As illustrated in Chart 1 above, during the Review Period, the daily
closing prices of the Shares were generally below the Issue Price, which
represents:

. a discount of about 6.72% to the closing price of HK$1.34 per
Share as quoted on the Stock Exchange on the Last Trading
Day;

J a discount of about 14.38% to the closing price of HK$1.46
per Share as quoted on the Stock Exchange on the Suspension
Day;

. a discount of about 5.30% to the average closing price of about
HK$1.32 per Share for the 5 consecutive trading days up to and
including the Suspension Day;

. a discount of about 1.57% to the average closing price of about

HK$1.27 per Share for the 10 consecutive trading days up to
and including the Suspension Days;
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. equal to the average closing price of about HK$1.25 per Share
for the 20 consecutive trading days up to and including the
Suspension Day;

. a premium of about 11.61% over the average closing price of
about HK$1.12 per Share for the 90 consecutive trading days
up to and including the Suspension Day;

. a premium of about 23.76% over the average closing price of
about HK$1.01 per Share for the 180 consecutive trading days
up to and including the Suspension Day;

. a premium of about 35.87% over the closing price of HK$0.92
per Share as quoted on the Stock Exchange as at the Latest
Practicable Date;

. a premium of about 400.00% over the audited consolidated net
asset value per Share of about HK$0.25 as at 31 December 2006
based on the audited consolidated net asset value of the Company
of about HK$1,030 million and 4,151,388,496 Shares in issue
as at 31 December 2006 set out in the Annual Report;

. a premium of about 212.50% over the unaudited consolidated net
asset value per Share of about HK$0.40 million as at 30 June
2007 based on the unaudited consolidated net asset value of the
Group of about HK$2,027 million and 5,067,265,274 Shares in
issue as at 30 June 2007 set out in the Interim Report; and

. a premium of about 73.61% over the unaudited pro forma
combined net asset value per Share of about HK$0.72 million
in accordance with the unaudited pro forma combined net asset
value of the Enlarged Group of about HK$3,630 million set out
in Appendix X to the Circular and 5,067,265,274 Shares in issue
as at 30 June 2007 set out in the Interim Report.

(i) Comparable analysis

To assess whether the relevant discounts represented by the Issue Price
set out in sub-section (a)(i) above are in line with those of other acquisition
transactions involving issue of consideration shares, we have attempted to
compare it with acquisition transactions involving issue of consideration
shares and application for the granting of the Whitewash Waiver undertaken
during the Review Period by Hong Kong listed companies with principal
activities similar to those of the Group as the basis of our comparison.
However, we are unable to identify any relevant acquisition transactions
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during the Review Period by companies engaged in the automobile business.
As an alternative, based on the information available on the website of the
Stock Exchange, we have identified and made references to, so far as we are
aware, all relevant acquisition transactions effected during the Review Period
by companies which are engaged in various businesses different from that
of the Group (the “Comparable Acquisitions”). We believe that although
all the aforementioned Hong Kong listed companies are not engaged in the
similar principal activities as the Group, they provide a reasonable size of
comparison basis and could reflect the recent trend of the terms of issue of
consideration shares in the market. We are mindful of the fact that the terms
of the consideration shares may vary under different stock market conditions
as well as among companies with different financial standings and business
performance. Nevertheless, we consider that a broader comparison of issuance
of consideration shares announced recently would provide a more general
reference for the terms of issue of the Aggregate Consideration Shares.

We have reviewed the respective issue prices of the consideration shares
under the Comparable Acquisitions and their respective comparison with the
then prevailing share prices of the relevant Hong Kong listed companies.
Details of the Comparable Acquisitions are set out in the following table:

Table 5
Premium/(discount) of the issue price of
the consideration shares over/to the closing
pricelaverage closing price of shares of

last § last 10

Amount  Issue price trading days  trading days

involved for the of the before the ~before the

Company Date of the consideration consideration last trading  last trading last trading
(Stock code) announcement shares shares day day day Principal activities

(HKS million) (HKS) (%) (%) (%)
Casil 2 April 2007 70 (.35 (35.13) (30.70) (50.00) Manufacture and
Telecommunications distribution of
Holdings Limited communications
(Stock code: 1183) products, intelligent
transportation system,
video conference system
and broadband wireless
access
Dongfang Electrical 2 February 2007 8814 U (3L.75) (27.60) (24.60) Manufacture power
Machinery Company (Note 1) (Note 2) (Note 2) (Note 2} generating equipment
Limited including hydro turbine
(Stock code: 1072) generator, steam turbine

generator, A.C. and
D.C. motors and control
equipment
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Company
(Stock code)

Emperor
Entertainment Hotel
Limited

(Stock code: 296)

Emperor
International
Holdings Limited
(Stock code: 163)

Inno-tech Holdings
Limited
(Stock code: §202)

Panva Gas Holdings
Limited
(Stock code: 1083)

SEEC Media Group
Limited
(Stock code: 209)

SRE Group Limited
(Stock code: 1207)

Winfoong
International
Limited

(Stock code: 63)

Mean (Note 3)
Maximum
Minimum

The Company

Amount

involved for the

Date of the consideration
announcement shares
(HKS million)

12 June 2007 171
12 June 2007 182
6 March 2007 59

4 December 2000 301

12 June 2007 63

17 August 2007 1,600
25 May 2007 90
1,611

Issue price
of the
consideration
shares

(HKS)

1.63

115

0.168

418

0.375

304

01

1.25

Premium/(discount) of the issue price of
the consideration shares over/to the closing
price/average closing price of shares of

last trading
day
(%)

0.00

(6.11)

(1843)

5.56

(1279)

340

(§1.70)

(353
556
(§7.70)

(14.38)
(Note 4)

last § last 10
trading days  trading days
before the ~ before the
last trading last trading
day day

(%) (%)

(445) (4.23)
(859 (3.63)
(12.50) (9.19)
11.82 1270
(10.93) (8.31)

033 (123)

(86.60) (86.17)
(2811 (234)
11.82 1270
(86.60) (86.17)
(530 (137)

(Note 4) (Note 4)

Source: Website of the Stock Exchange (http://www.hkex.com.hk)
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Notes:

The consideration shares of Dongfang Electrical Machinery Company Limited
are A shares issued at RMB24.17 per A share (equivalent to about HK$24.57 at
an exchange rate of HK$1 to RMBO0.9835) as stated in its circular dated 17 May
2007.

The percentages represent discounts of the issue price denominated in HK$ as
discussed in Note 1 above to the respective closing price of shares, the average
closing price of the last 5 trading days and the average closing price of the last
10 trading days before the last trading day.

As the Aggregate Consideration Shares are issued at discounts to the closing
price of the Shares of the Suspension Day and the average closing price of the
Shares for the last five/ten trading days up to and including the Suspension Day,
it is considered to be inappropriate to aggregate all the premium and discounts
represented by the issue prices of the consideration shares under the Comparable
Acquisitions to calculate the mean. As such, only the discounts represented by the
issue prices of consideration shares under the relevant Comparable Acquisitions
are considered in the computation of the mean.

Based on the closing price of HK$1.46 per Share as quoted on the Stock Exchange
on the Suspension Day.

As illustrated in Table 5 above, we noted that:

(i)

(ii)

(iii)

(iv)

the majority of the issue prices of the consideration shares
under the Comparable Acquisitions were set at discounts to
the then prevailing prices of the shares of the relevant listed
companies;

the discount of about 14.38% represented by the Issue Price
to the closing price of the Shares of the Suspension Day is
(i) within the range of ratios of the Comparable Acquisitions
for their respective last trading days, which range between a
premium of about 5.56% and a discount of about 87.70%; and
(ii) less than the average ratio of a discount of about 35.32%
of the Comparable Acquisitions;

the discount of about 5.30% represented by the Issue Price to the
average closing price of the Shares for the last five trading days
up to and including the Suspension Day is (i) within the range
of ratios of the Comparable Acquisitions for their respective
last five trading days, which range between a premium of about
11.82% and a discount of about 86.60%; and (ii) less than the
average ratio of a discount of about 28.77% of the Comparables
Transactions; and

the discount of about 1.57% represented by the Issue Price to
the average closing price of the Shares for the last ten trading
days up to and including the Suspension Day is (i) within the
range of ratios of Comparable Acquisitions for their respective
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last ten trading days, which range between a premium of about
12.70% and a discount of about 86.17%; and (ii) less than the
average ratio of a discount of about 23.42% of the Comparable
Acquisitions.

(b)  Conclusion

In light of the foregoing, we are of the view that the Issue Price is fair and
reasonable so far as the Independent Shareholders are concerned and in the interests
of both the Company and the Shareholders as a whole.

4. Possible financial impacts of the Restructuring on the Group

Upon Completion, the Company’s effective attributable interest will increase from
46.81% to 91.00% in the Associated Companies and from 51% to 100% in Zhejiang Fulin
Guorun. As such, each of the Associated Companies and Zhejiang Fulin Guorun will
become an indirect non-wholly owned or wholly-owned (as the case may be) subsidiary of
the Company and their respective results will be consolidated into the financial statements
of the Enlarged Group.

In accordance with the unaudited pro forma combined financial information of the
Enlarged Group contained in Appendix X to the Circular (the “Pro Forma Financial
Information”), the profit attributable to the equity holders of the Company will be increased
by about 112.1% from about HK$208.8 million to HK$442.8 million. It is also noted that
based on the unaudited net asset value of the Group of about HK$2,027.3 million as at
30 June 2007, the unaudited pro forma combined net asset value of the Enlarged Group
will be increased by about 79.1% to about HK$3,630.2 million.

As discussed in section (2)(c) above, the payment of the Zhejiang Fulin Guorun
Transfer Consideration will be partially satisfied by the Group’s existing internal resources.
Based on the Interim Report, the Group had bank balances and cash of about HK$623.0
million as of 30 June 2007, and the total Zhejiang Fulin Guorun Transfer Consideration
only accounts for about 3.7% of such balances. We have reviewed the latest management
accounts of the Group as at 31 August 2007 and noted that there was no adverse change
to the cash position of the Group since 30 June 2007. Based on the Pro Forma Financial
Information, the Enlarged Group’s bank balances and cash will be increased to about
HK$1,520.6 million; while the net current asset position of the Enlarged Group will be
decreased by about 9.5% to about HK$738.7 million. The Directors have confirmed to us
that (1) the Group has sufficient resources to satisfy the Zhejiang Fulin Guorun Transfer
Consideration; and (2) there will be no material adverse impact on the Enlarged Group’s
working capital position as a result of the Restructuring, after taking into account (i)
the Group’s current working capital position; (ii) the payment method for the Transfers
Consideration and the Zhejiang Fulin Guorun Transfer Consideration as discussed in
section (2)(c) above; (iii) the estimated dividends to be distributed by Zhejiang Fulin
Guorun; and (iv) the present internal financial resources and bank facilities available to
the Group.
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Based on the Interim Report, the Group’s gearing ratio (defined as the ratio of
total borrowings excluded the embedded derivatives of the Company’s convertible bonds
and trade and other payables to the equity attributable to equity holders of the Company)
was about 22.4% as of 30 June 2007. According to the Pro Forma Financial Information,
the Enlarged Group’s gearing ratio as at 30 June 2007 will be increased to about 55.2%
mainly due to the increase in short term borrowings by about HK$1,660 million as a
result of the Transfers. The Directors have confirmed to us that the aforesaid increase in
the Enlarged Group’s gearing ratio is not expected to have any material adverse impact
on the Enlarged Group, after taking into account (i) the profitable track record of the
Associated Companies; (ii) the economic benefits to be generated from the Associated
Companies’ external borrowings; (iii) the combined bank balances and cash of the Enlarged
Group (which represent about 75.9% of the total borrowings of the Enlarged Group as at
30 June 2007 based on the Pro Forma Financial Information); and (iv) the present bank
facilities available to the Enlarged Group.

In view of the foregoing, there will be no material adverse impact on the financial
position of the Group as a result of the Restructuring.

5. Potential dilution to shareholding of the existing public Shareholders

The following table sets out the shareholding structure of the Company as at the
Latest Practicable Date, and for illustrative purpose, the effects to the shareholding of
the Company upon the issue of the Aggregate Consideration Shares before and after full
conversion of the Convertible Bonds and full exercise of the Share Options (assuming
that there will be no change in the Company’s shareholding structure from the Latest
Practicable Date to the date of Completion):
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Table 6
Immediately after the Immediately after the
issue of the Aggregate issue of the Aggregate
Consideration Shares Consideration Shares and
hut hefore full conversion assuming full conversion
of the Convertible Bonds of the Convertible Bonds
and full exercise and full exercise
As at the Latest of the Share Options of the Share Options
Shareholders Practicable Date (Notes 1 & 2) (Notes 1 & 2)
Number of Number of Number of
Shares % Shares % Shares %
Proper Glory and parties acting
in concert with it
(Notes 3 and 4) 2,500,087,000 4807 3,788,759,000 58.38  3,788,759,000 5192
Ang Siu Lun, Lawrence,
the executive Director (Note 2 2,270,000 0.04 2,270,000 0.03 47,270,000 0.66
Other Directors excluding
Ang Siu Lun, Lawrence
and Mr. Li (Note 2) - - - - 136,000,000 1.90
Public Shareholders:
Holders of the Convertible
Bonds (Note 1) - - - - 361,261,364 5.04
Existing public Shareholders 2,698,726 450 51.89 2,698,726 450 41.59 2,826,246,450 39.48
(Note 2)

Total public Shareholders 2,698,726,450 518 2,698,726,450 4159 3187507814 4452

Total 5,01,083,450 100.00  6,489,755450 10000 7,159,536,814 10000

Notes:

1. As at the Latest Practicable Date, there are outstanding convertible bonds (the “Convertible
Bonds”) with a principal amount of HK$317.91 million convertible into about 361,261,364 new
Shares upon exercise in full at the adjusted conversion price of HK$0.88 per Share at any time
from the Latest Practicable Date up to the close of business on 10 March 2011.

2. As at the Latest Practicable Date, the Company has outstanding share options (the “Share
Options”) granted under its share option scheme entitling the holders thereof to subscribe for
an aggregate of 308,520,000 Shares at a subscription price ranging from HK$0.70 to HK$1.06
per Share with the expiry of the exercise period ranging from 22 February 2009 to 17 September
2012. Of these Share Options, 181,000,000 Share Options are held by the Directors with the
remaining Share Options being held by the existing public Shareholders.

3. Proper Glory is a limited liability company incorporated in the British Virgin Islands and wholly-
owned by Geely Group, which is a private company incorporated in the British Virgin Islands
and wholly-owned by Mr. Li.

4. To the best knowledge of the Directors having made all reasonable enquiries, Proper Glory and

its concert parties do not have any interests in the Convertible Bonds and the Share Options as
at the Latest Practicable Date.
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As illustrated in Table 6 above, upon the issue of the Aggregate Consideration
Shares but before full conversion of the Convertible Bonds and full exercise of the Share
Options, the shareholding interests of the existing public Shareholders will be diluted
from about 51.89% to 41.59%.

The Directors have confirmed to us that save for the Convertible Bonds and the
Share Options, the Company does not have any warrants, options, derivatives, convertible
securities or other securities in issue as at the Latest Practicable Date.

Having considered that (i) the reasons for and benefits of the Restructuring
discussed in section (1)(b) above; (ii) the Transfers Consideration, the Zhejiang Fulin
Guorun Transfer Consideration and the Issue Price are fair and reasonable so far as the
Independent Shareholders are concerned; and (iii) the shareholding of all existing public
Shareholders will be diluted proportionally to their respective shareholdings upon the
issue of the Aggregate Consideration Shares, we consider the aforementioned potential
dilution effect to be acceptable in this regard.

6. The Whitewash Waiver

As at the Latest Practicable Date, Proper Glory and its concert parties hold an
aggregate of 2,500,087,000 Shares, representing approximately 48.07% of the existing
total issued share capital of the Company. The Directors have confirmed to us that save
as mentioned in section (5) above, neither Proper Glory nor any of its concert parties
holds any warrants, options, derivatives, convertible securities or other securities in issue
of the Company.

As discussed in section (2)(c) above, the Transfers Consideration will be satisfied
in full by the issue of the Aggregate Consideration Shares of 1,288,672,000 Shares.
Immediately following the issue of the Aggregate Consideration Shares but before full
conversion of the Convertible Bonds and full exercise of the Share Options, Proper Glory
and its concert parties will be interested in 3,788,759,000 Shares, representing about
58.38% of the issued ordinary share capital of the Company as enlarged by the issue of
the Aggregate Consideration Shares. An analysis of the shareholding interest of Proper
Glory and its concert parties on various assumptions is set out in section (5) above.
Under Rule 26.1 of the Takeovers Code, Proper Glory and its concert parties would be
obligated to make a mandatory general offer for all the issued Shares not already owned
or agreed to be acquired by Proper Glory or its concert parties, unless the Whitewash
Waiver is approved by the Independent Shareholders by poll at the EGM and is granted by
the Executive. Proper Glory has applied to the Executive for the Whitewash Waiver and
the Executive has indicated he/she will grant the Whitewash Waiver to Proper Glory and
its concert parties, subject to the approval of the Whitewash Waiver by the Independent
Shareholders at the EGM by way of a poll.

As set out in the “Letter from the Board” of the Circular, Proper Glory has subscribed

for 600 million Shares at HK$1.06 per Share (the “Subscription”) through a top-up
placement as announced by the Company on 15 February 2007. It is noted that negotiations
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for the Subscription commenced in early February 2007, and the Directors confirmed
that such negotiations were conducted prior to the negotiations of the Restructuring.
An application has been made to the Executive and the Executive has confirmed that
the Subscription does not constitute a disqualifying transaction. It is also noted that
notwithstanding the Subscription, neither Proper Glory nor any persons acting in concert
with it have acquired any voting rights in the Company or dealt for value in any Shares,
convertible securities, warrants or options of the Company, or any outstanding derivatives
in respect of the securities of the Company during the six months immediately prior to
the date of release of the Restructuring Announcement. Furthermore, we are advised by
the Directors that Proper Glory has confirmed that neither itself nor any of its concert
parties has intention to acquire or dispose of any voting rights in the Company during
the period between the Latest Practicable Date and the date of the EGM.

It should be noted that if the Whitewash Waiver is approved by the Independent
Shareholders by poll at the EGM and is granted by the Executive, Proper Glory and parties
acting in concert with it will hold more than 50% of the voting rights of the Company
as a result of the issue of the Aggregate Consideration Shares (detailed analysis of the
shareholding of Proper Glory and parties acting in concert with it are set out in section
(5) above). Proper Glory and its concert parties may increase their holdings of voting
rights in the Company without incurring any further obligation under Rule 26 of the
Takeovers Code to make a general offer.

It is noted that Completion is conditional on, among other things, the approval
of the Whitewash Waiver by the Independent Shareholders at the EGM by way of poll
and the granting of the Whitewash Waiver by the Executive to Proper Glory and parties
acting in concert with it, which cannot be waived by any of the relevant parties to the
Agreements. If the Whitewash Waiver is not approved by the Independent Shareholders
and/or granted by the Executive, the Agreements will lapse and the Restructuring will
not proceed even if the other conditions precedent to the Agreements are fulfilled. As
such, no general offer obligation under Rule 26 of the Takeovers Code will be triggered.
In the event that the Restructuring cannot proceed, the Group and the Shareholders will
not be able to enjoy the commercial benefits that would arise from the Restructuring, in
particular, the Restructuring being an important step in implementing the Group’s stated
business objective and strategy and the potential enhancement in the Group’s revenue
base and earning capability as discussed in section (1)(b) above.

RECOMMENDATION
Having considered the principal factors and reasons discussed above and in particular
the following (which should be read in conjunction with and interpreted in the full context of

this letter):

. the existing business mode of the Group and the reasons for and benefits of the
Restructuring as discussed in sections (1)(a) and (b) above;
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. that the Restructuring is in line with the Group’s stated business objective and
strategy as discussed in section (1)(b) above;

. that the respective implied P/NAV ratios represented by the Transfers Consideration
and the Zhejiang Fulin Guorun Transfer Consideration are (i) below the lower
end of the range of present rating of the Comparable Companies; and (ii) lower
than the P/NAV ratio of the Company and the average of the P/NAV ratios of the
Comparable Companies;

. that the implied P/E ratios represented by the respective consideration for the
Zhejiang JV Transfer, the Shanghai Maple JV Transfer and the Zhejiang Fulin
Guorun Transfer are (i) within, or below the lower end of, the range of present
rating of the Comparable Companies; and (ii) lower than, or comparable to, the
P/E ratio of the Company and lower than the average of the P/E ratios of the
Comparable Companies;

. that the Issue Price is fair and reasonable so far as the Independent Shareholders
are concerned based on the findings of our comparable analysis as detailed in
section (3)(a)(ii) above;

. that there will be no material adverse impact on the financial position of the Group
as a result of the Restructuring;

. that the potential dilution effect of the shareholding of the Independent Shareholders
is considered to be acceptable; and

. that Completion is conditional on, among other things, the approval of the Whitewash
Waiver by the Independent Shareholders at the EGM by way of poll and the granting
of the Whitewash Waiver by the Executive to Proper Glory and parties acting in
concert with it,

we consider that the entering into of the Agreements by the Group is conducted within its
ordinary and usual course of business based on normal commercial terms, and the terms thereof
and the Whitewash Waiver are fair and reasonable and in the interests of the Company and the
Shareholders as a whole.

Accordingly, we advise the Independent Shareholders, and the Independent Board Committee

to recommend the Independent Shareholders, to vote in favour of the ordinary resolutions to be
proposed at the EGM to approve the Agreements and the Whitewash Waiver.
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B.

OTHER PROJECT DOCUMENTS AND THE ANNUAL CAPS

PRINCIPAL FACTORS AND REASONS CONSIDERED

In arriving at our recommendation, we have taken into consideration the following
principal factors and reasons:

1. Background to and reasons for the Other Project Documents and the Annual
Caps

(a) The Services Agreement

We noted that upon Completion, the following inter-related contractual
arrangements with regard to automobile manufacturing will continue to be conducted
between the Enlarged Group and the Geely Holding Group in their usual and
ordinary course of businesses:

(1) Sales of automobile parts and components by the Geely Holding Group
to the Enlarged Group

As advised by the Directors, the Associated Companies have been
procuring certain automobile parts and components for use in their manufacturing
of the CKDs and the Sedan Tool Kits through other members of the Geely
Holding Group on a sole source basis since 2003. In view of the long-term
relationship between the relevant members of the Geely Holding Group and
the relevant suppliers of the required parts and components, the Directors
consider that it is in the interest of the Enlarged Group to continue the
aforesaid procurement arrangement after the Restructuring, as this will
ensure it can secure a reliable source of supply of the required automobile
parts and components at a competitive price.

(ii)  Provision of process manufacturing services by the Geely Holding
Group to the Enlarged Group

We noted that certain imported molding equipment are required for the
manufacturing of certain automobile parts and components which form part
of the CKDs and the Sedan Tool Kits; and only certain members of the Geely
Holding Group other than the Associated Companies have the right to import
the aforesaid molding equipment. We are advised by the Company that it
would be cost ineffective and time consuming for the Associated Companies
to apply for the approval from the relevant PRC regulatory authorities to
import and operate the required molding equipment.
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As advised by the Company, the process manufacturing services,
involving the use of the aforesaid imported molding equipment, are essential
and imperative to the manufacturing process of the CKDs and the Sedan Tool
Kits, and will continue to be undertaken by certain other members of the
Geely Holding Group at the Associated Companies’ production facilities.

Having considered the above, the Directors regard that the relevant
outsourcing arrangement with the Geely Holding Group is beneficial to the
Enlarged Group given that, as opposed to outsourcing to other independent
processors, it will enable the Enlarged Group to streamline its manufacturing
process by (i) minimising the related administrative and logistic costs and
the required production and transportation lead time; and (ii) that ensuring
the quality standard of the relevant automobile parts and components to be
manufactured by the Geely Holding Group is met.

(iii) Sales of the CKDs and the Sedan Tool Kits by the Enlarged Group to
the Geely Holding Group and sales of the CBUs by the Geely Holding
Group to the Enlarged Group

It is noted that certain other members of the Geely Holding Group
have been performing the final assembly of the CKDs and the Sedan Tool
Kits and facilitating payment of the PRC consumption tax for the sales of
the CBUs (each composing of a CKD and a Sedan Tool Kit) on behalf of the
Associated Companies. It is also noted that after performing the aforesaid
final assembly procedure, the Geely Holding Group will sell the CBUs to
the Enlarged Group’s sales companies for onward sales and distribution to
independent dealers or end customers.

We are advised by the Directors that it is the regulatory requirement
under the PRC laws that automobile manufacturers are required to be approved
by and obtain the relevant automobile products catalogue from the National
Development Reform Commission of the PRC (the “Automobile Products
Catalogue”) to carry out automobile manufacturing business and facilitate
the payment of the consumption tax for the sales of automobiles in the
PRC. We are further advised by the Company that both the Group and the
Associated Companies are not currently in possession of the Automobile
Products Catalogue and it would not be practical at present for the Group
and the Associated Companies to apply for such accreditation. On the other
hand, certain other members of the Geely Holding Group have already
been approved as automobile manufacturers in the PRC with the relevant
Automobile Products Catalogue for certain types of automobiles in the
PRC, including the categories to which the CBUs belong. Given the above,
the Directors consider that it is in the interest of the Enlarged Group to
continue engaging in the abovementioned sales transactions as stipulated in
the Services Agreement.
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Each of the aforesaid transactions contemplated under the Services Agreement
(collectively, the “Services Transactions”) is for the implementation and facilitation
of the automobile manufacturing operations of the Enlarged Group in future; and
therefore forms an integral part of the Enlarged Group’s principal business. In this
regard, we concur with the view of the Directors that the Services Agreement is
essential to the Enlarged Group’s successful manufacturing operations, and all the
Services Transactions will be imperative in ensuring the continued smooth business
operation of the Enlarged Group in the PRC automobile industry.

(b) The Loan Guarantee Agreement

The Directors have confirmed that for the purpose of facilitating the business
development of the Associated Companies, the Geely Holding Group has entered
into various facility agreements with certain banks in the PRC for the grant to it of
loan facilities in a total amount of about RMB950 million, all of which had been
drawdown as at the Latest Practicable Date being entirely utilised for financing
the research and development activities in relation to the Associated Companies’
sedan business, which are within the ordinary and usual course of business of the
Group. These drawdown loans are secured by guarantees (including the pledge of
certain lands, buildings and facilities) granted by the Associated Companies and
the Geely Holding Group respectively.

As advised by the Directors, prior to the solicitation for the abovementioned loan
facilities, the Associated Companies had attempted to directly obtain loan facilities
from the relevant PRC banks to finance their respective production operations and
research and development activities. Nevertheless, having considered the terms of
the loan facilities offered by such PRC banks to the Associated Companies, the
management of the Geely Holding Group considered that it is highly beneficial
to have the Geely Holding Group to solicit for the loan facilities on behalf of the
Associated Companies from such PRC banks, as it would enable the Associated
Companies to obtain sufficient funding to accomplish their respective development
plans while avoiding unnecessarily high funding cost.

It is noted that the Directors estimate that in order to tap into the increasing
demand for the Enlarged Group’s sedans in the future, more funding resources
have to be devoted to the Enlarged Group’s research and development activities
relating to, among others, the design of new sedan models and the development
of new engine, gearbox and electronic and electric auto-related components,
particularly in the second half of 2007. The Directors advised that given the
long-term good relationship with the relevant PRC banks, it is the belief of the
Directors that, as opposed to the Enlarged Group, the Geely Holding Group will
continue to be in a better position to negotiate with such banks on behalf of the
Associated Companies for the best favourable financing terms relating to additional
loan facilities to be obtained for financing the Enlarged Group’s manufacture and
research and development activities. In this regard, we concur with the view of
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the Directors that such financing arrangement is beneficial to both the Company
and the Shareholders, as it enables the Enlarged Group to continue to leverage
the Geely Holding Group’s ability to obtain low-cost financing for its business
operations and the aforementioned development plan.

Based on our discussion with the management of the Company regarding the
Enlarged Group’s future capital requirement, it is our understanding that the loan
facilities obtained or to be obtained by the Geely Holding Group on behalf of the
Associated Companies (the “Loan Facilities”), which will be solely utilised by
the Associated Companies to finance their sedan manufacturing activities and the
research and development relating thereto, are essential for the Enlarged Group’s
continued overall business development, and the sole purpose of the provision of
the Guarantees (including the pledge of certain lands, buildings and facilities of
the Associated Companies) is to facilitate the Geely Holding Group to secure the
Loan Facilities.

(¢c) The Co-operation Agreement (Beijing) and the Co-operation Agreement
(Zhejiang)

It is noted that the principal activity of both Beijing Geely University and
Zhejiang Economic Management College is the provision of education related
services.

As confirmed by the Directors, it is and will continue to be a compulsory
course requirement for all the students undertaking the respective automobile related
curriculums at Beijing Geely University and Zhejiang Economic Management College
to participate in the lectures and on-the-job training organised by the Enlarged
Group (subject to the final assessment by the Enlarged Group). We have reviewed
the respective subjects and objectives of the relevant lectures and training courses,
and noted that they are in line with the principal activities of both the Group and
the Associated Companies.

We have discussed with the management of the Company regarding the
factors contributing to the Group’s and the Associated Companies’ successes in
business development, and expansions in recent years, and noted that one the key
factors was the concerted efforts and competency of the Group’s personnel. We
are also advised that the demand for new staff with automobile related education
background, experience and qualification is likely to increase significantly alongside
the Enlarged Group’s business expansion strategy. Given this and the cost and time
effectiveness in terms of savings on (i) the required advertising/agency expenses
and time of recruitment; and (ii) the initial training cost and time of new staff,
the Directors are of the view that the Enlarged Group’s co-operations with the
aforesaid education institutes in the form of provision of lectures and on-the-job
training courses would help facilitate the Enlarged Group’s future recruitment
of eligible staff who have the potential to help the Enlarged Group achieve its
expansion strategy.
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In light of the foregoing, we concur with the view of the Directors that the
co-operation arrangements contemplated under the Co-operation Agreement (Beijing)
and the Co-operation Agreement (Zhejiang) (collectively, the “Co-operation
Transactions™) are beneficial to the Enlarged Group, as they would facilitate the
Enlarged Group’s recruitment process and at the same time, provide the Enlarged
Group a recurrent source of income.

(d) The Lease Agreement

It is noted that the Properties comprise certain surplus land and buildings
located in Linhai and Taizhou, Zhejiang Province, the PRC (the “Linhai Properties”
and “Taizhou Properties”, respectively) which are currently under the ownership
of the Associated Companies. The Directors have confirmed that the Properties
are currently not in operational use, and each of the Group and the Associated
Companies has no present intention to dispose of any of the Properties or use the
Properties for its business operation in the short to medium term. Given this, we
concur with the Directors’ view that the leasing of the Properties to the Geely
Holding Group and Zhejiang Economic Management College (the “Leasing
Transactions™) is beneficial to the Enlarged Group as this would provide it a
recurrent source of income.

As advised by the management of the Company, the Geely Holding Group
will utilise the Linhai Properties for conducting its research and development of
automobile parts and components to be sold to the Enlarged Group and as warehouse
for the aforesaid imported molding equipment; whereas the Taizhou Properties
to be leased to Zhejiang Economic Management College will be used as lecture
facilities for conducting, among others, lectures by the Enlarged Group pursuant
to the Co-operation Agreement (Zhejiang).

Each of the aforementioned Other Project Documents is for the implementation
and facilitation of the manufacturing operations and business expansion of the Enlarged
Group in future, and each of the Continuing Connected Transactions are in line with
the Group’s stated short to medium term business objective and strategy as discussed in
section (A)(1)(b) above.

Given the above and in particular (i) the respective business nature and objectives
of the Group and the Associated Companies as described under sections (A)(1)(a) and
(b) above; and (ii) the respective principal activities of the Geely Holding Group, Beijing
Geely University and Zhejiang Economic Management College, it is reasonable to expect
that each of the Continuing Connected Transactions will continue to take place on a
regular and frequent basis in the Enlarged Group’s ordinary and usual course of business
in future. As such, it would be impractical for the Company to strictly comply with the
requirements stipulated under the Listing Rules regarding “connected transactions” on
each occasion when they arise. In this respect, we are of the view that it is beneficial
to the Enlarged Group to have the Other Projects Documents in place and to adopt the
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Annual Caps, as that would help facilitate the smooth operation and future development
of the Enlarged Group’s business for the next three financial years ending 31 December
20009.

Given the above, we consider that the entering into of the Other Project Documents
together with the adoption of the Annual Caps are conducted in the ordinary and usual
course of the Enlarged Group’s business and are in the interests of both the Company
and the Shareholders as a whole.

2. Principal terms of the Other Project Documents

Set out below are the principal terms of the Other Project Documents and the nature
of the subject transactions related thereto:

(a) The Services Agreement

(1) Sales of automobile parts and components by the Geely Holding Group
to the Enlarged Group

Nature of the transactions

The Geely Holding Group agreed to sell the automobile parts
and components in accordance with the product specifications set out
in the Services Agreement to the Enlarged Group. The Directors have
confirmed that all the automobile parts and components to be supplied
by the Geely Holding Group to the Enlarged Group will be solely used
for its production of the CKDs and the Sedan Tool Kits.

Pricing basis

It is noted that the selling prices of the automobile parts and
components shall be determined based on the sourcing costs plus the
relevant service costs. The Directors confirmed that the consideration
payable by the Group to the Geely Holding Group is only to reimburse
the actual costs (including the purchase cost of the automobile parts and
components and the related labour, administrative and transportation
costs) to be incurred in the procurement process by the Geely Holding
Group, and therefore no profit would be generated by the Geely Holding
Group as a result of its sales of automobile parts and components to
the Enlarged Group.
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(ii)

(iii)

Provision of process manufacturing services by the Geely Holding
Group to the Enlarged Group

Nature of the transactions

The Geely Holding Group agreed to provide the process
manufacturing services in accordance with the service specifications
set out in the Services Agreement to the Enlarged Group. As advised
by the Directors, the process manufacturing services to be performed
by the Geely Holding Group relate to the stamping and welding of
certain automobile parts and components for use in the manufacturing
of the CKDs and the Sedan Tool Kits by the Enlarged Group.

Pricing basis

It is noted that the fee to be charged by the Geely Holding
Group shall be determined based on the annual linear depreciation of
the value of the imported molding equipment. We are advised that the
depreciation policy of the imported molding equipment adopted by the
Geely Holding Group is based on straight-line depreciation over an
estimated useful life of three years and a residual value of 5% of the
cost of the imported molding equipment. The Directors have confirmed
to us that such depreciation policy is in line with those adopted by the
Group and the Associated Companies respectively.

Furthermore, the Directors confirmed that all the relevant
molding equipment imported by the Geely Holding Group on behalf
of the Enlarged Group will be solely used for performing the process
manufacturing services contemplated under the Services Agreement.

Sales of the CKDs and the Sedan Tool Kits by the Enlarged Group to
the Geely Holding Group and sales of the CBUs by the Geely Holding
Group to the Enlarged Group

Nature of the transactions

The Enlarged Group agreed to supply to the Geely Holding Group
the CKDs and the Sedan Tool Kits in accordance with the product
specifications set out in the Services Agreement. The Directors confirmed
that all the CKDs and the Sedan Tool Kits will be solely used for the
manufacturing of the CBUs by the Geely Holding Group on behalf of
the Enlarged Group. In addition, the Geely Holding Group may request
additional services other than the aforesaid services from the Enlarged
Group (subject to the Enlarged Group’s ability in providing the relevant
additional services) that might occur in the manufacturing process of
the CKDs and the Sedan Tool Kits for new models in the future. We
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have discussed with the management of the Company regarding the
nature of the possible additional services and are advised that such
additional services will likely relate to the modifications of the CKDs
and/or the Sedan Tool Kits by the Enlarged Group to accommodate new
sedan models. The Directors confirmed that the pricing term relating to
any aforesaid additional services will be based on normal commercial
terms to be determined by the parties to the Services Agreement on an
arm’s length basis and in compliance with the requirements stipulated
under the Listing Rule regarding “connected transactions”.

Furthermore, the Geely Holding Group agreed to sell to the
Enlarged Group the CBUs in accordance with the product specifications
set out in the Services Agreement. The Directors confirmed that all the
CBUs to be manufactured by the Geely Holding Group on behalf of the
Enlarged Group are to be sold back to the Enlarged Group for onward
sales and distribution to independent dealers or end customers.

Pricing basis

It is noted that the selling price of the CBUs, depending on the
models, to be sold by the Geely Holding Group to the Enlarged Group
shall be determined based on the selling price of the relevant sedans
to the independent dealers or end users after deduction of the related
distribution costs incurred by the Enlarged Group (the “CBU Price”).
As advised by the Company, the aforesaid distribution costs mainly
consist of any commission or payment the Enlarged Group may need to
pay its dealers, distributors or sales agents or advertising and aftersales
service expenses. The Directors confirmed that (i) the consideration
payable by the Enlarged Group to the Geely Holding Group is only to
reimburse the actual PRC taxes (mainly the consumption tax) payable
by the Geely Holding Group on behalf of the Enlarged Group and
the actual purchase cost of the Sedan Tool Kits; and (ii) the Geely
Holding Group is responsible for all other relevant expenses payable
in relation to its final assembly of the CKDs and the Sedan Tool Kits
and sale of the CBUs, and therefore no profit would be generated
by the Geely Holding Group as a result of its sales of CBUs to the
Enlarged Group.

The selling price of the Sedan Tool Kits to be supplied by the
Enlarged Group to the Geely Holding Group shall be determined based
on the manufacturing costs of the Sedan Tool Kits to the Enlarged
Group. The Directors confirmed that such pricing basis is on normal
commercial terms given the fact that all the Sedan Tool Kits will be
solely used for the manufacture of the CBUs by the Geely Holding
Group, which will be sold back to the Enlarged Group for onward
sales and distribution to independent dealers or end users.
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The CKDs, depending on the specifications and models, shall
be sold to the Geely Holding Group at a price based on the CBU Price
less the PRC taxes (mainly the consumption tax) and the manufacturing
costs of the Sedan Tool Kits. It should be noted that given the
respective pricing bases of the other transactions contemplated under
the Services Agreement as discussed above, the Enlarged Group will
potentially profit from its sales of the CKDs to the Geely Holding
Group, and the profitability relating thereto would be principally
subject to the final selling prices of the sedans to independent dealers
or end customers.

The Directors confirmed that each of the aforesaid pricing basis as provided
under the Services Agreement has been determined after arm’s length negotiations
between t