










32. CONVERTIBLE BONDS (Cont’d)

Redemption

The convertible bonds will mature on 7th June, 2011. All but not some of the aggregate outstanding principal
amount of the convertible bonds is redeemable at the option of Brilliance Finance at the early redemption amount
(calculated at principal amount of the convertible bonds plus a yield at 7% per annum, compounded semi-annually):

(i) on or at any time after 7th June, 2008 and prior to 7th June, 2009, if the closing price of the shares of the
Company on the SEHK for each of the last 30 consecutive trading days has been at least 145% of the
applicable early redemption amount divided by the conversion ratio (principal amount of the convertible bonds
divided by the conversion price);

(ii) on or at any time after 7th June, 2009 and prior to 8th May, 2011, if the closing price of the shares of the
Company on the SEHK for each of the last 30 consecutive trading days has been at least 130% of the
applicable early redemption amount divided by the conversion ratio; or

(iii) at any time, if more than 90% in principal amount of the convertible bonds has been converted, redeemed or
purchased and cancelled.

Unless previously converted, redeemed or purchased and cancelled, the convertible bonds will be redeemed at
141.060% of their outstanding principal amount on 7th June, 2011.

The convertible bonds may be redeemed in whole but not in part at the option of the relevant holders on 7th June,
2009 at 122.926% of their principal amount. The convertible bonds may also be redeemed in whole but not in part at
the option of the holders at the early redemption amount on the occurrence of a change of control of the Company,
or if the shares of the Company cease to be listed or admitted to trading in the SEHK.

The convertible bonds contain a liability component and an embedded conversion option, which are required to be
accounted for separately in accordance with HKAS 39.

Fair value of the embedded conversion options is provided by professional valuers using the Black-Scholes option
pricing model. Key assumptions used in estimating the fair value include (1) the conversion price will not be
adjusted or reset, and remains at HK$1.93 per share throughout the life of the convertible bonds; and (2) the
bondholders will not exercise their rights to require Brilliance Finance to redeem the convertible bonds at 122.926%
of the principal amount on the third anniversary of 7th June, 2009.

During the year, the loss on fair value changes on the embedded conversion option amounted to approximately
RMB181.9 million (2006: RMB73.2 million).

The fair value of the liability component as at 31st December, 2007 was approximately US$203,777,000 (2006:
US$181,293,000) (equivalent to approximately RMB1,490,445,000 (2006: RMB1,417,258,000)).

The fair value of the liability component, included in the convertible bonds, was calculated using a market interest
rate for an equivalent non-convertible bond.
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33. ADVANCES FROM A SUBSIDIARY

Advances from a subsidiary are unsecured, interest-free and expected not to be repaid within the next twelve
months from 31st December, 2007. The advances were used to finance certain subsidiaries of the Company.

34. DEFERRED TAXATION

Deferred taxation are calculated in full on temporary differences under the liability method on balance sheet
approach using the principal taxation rate of the relevant entities within the Group.

As at 31st December, 2007, the Group has unrecognised temporary deductible differences and tax losses of
approximately RMB1,755,261,000 (2006: RMB1,767,174,000) and RMB848,318,000 (2006: RMB964,474,000),
respectively, available to offset against future taxable profits. The unrecognised temporary differences have no
expiry date under current legislation but the unrecognised tax losses of RMB238,083,000 (2006: RMB354,239,000)
and RMB610,235,000 (2006: RMB610,235,000) will expire in year 2009 and 2010, respectively.

35. RETIREMENT PLAN AND EMPLOYEES’ BENEFITS

As stipulated by the regulations of the PRC, the Group participates in various defined contribution retirement plans
organised by municipal and provincial governments for its employees. The Group is required to make contributions
to the retirement plans at rates ranging from 19% to 23% (2006: 19% to 23%) of salaries, bonuses and certain
allowances of the employees. A member of the plan is entitled to a pension equal to a fixed proportion of the salary
prevailing at the member’s retirement date. The Group has no other material obligation for the payment of pension
benefits associated with these plans beyond the annual contributions described above.

The Group’s Hong Kong employees are covered by the mandatory provident fund which is managed by an
independent trustee. The Group and its Hong Kong employees each makes monthly mandatory contributions to the
scheme at 5% of the employees’ salary with the maximum amount of HK$1,000 by the Group and the employees per
month. The retirement benefit scheme cost charged to the income statement represents contributions payable by
the Group to the fund.

The Group’s contributions for staff in Hong Kong and the PRC for the year ended 31st December, 2007 were
approximately RMB75.6 million (2006: RMB36.1 million).
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36. SHARE CAPITAL AND SHARE OPTIONS

(a) Share capital

2007 2006

Number of
shares Amount

Number of
shares Amount

’000 ’000 ’000 ’000

Authorised:
Ordinary shares of US$0.01 each 8,000,000 US$80,000 5,000,000 US$50,000

Issued and fully paid:
Ordinary shares of US$0.01 each

As at 1st January, 3,668,391 RMB303,388 3,668,391 RMB303,388
Issue of new shares 1,375 RMB100 — —

As at 31st December, 3,669,766 RMB303,488 3,668,391 RMB303,388

Increase of authorised share capital

At a special general meeting held on 12th February, 2007, shareholders of the Company approved the increase
of the authorised share capital of the Company from US$50,000,000 to US$80,000,000 by the creation of an
additional 3,000,000,000 shares of par value of US$0.01 each.

Issue of new share capital

1,125,000 and 250,000 ordinary shares were issued on 16th July, 2007 and 24th July, 2007, respectively, as a
result of an exercise of share options on 16th July, 2007, at an aggregate consideration of RMB1,702,000 (or
HK$1,815,000) of which RMB1,602,000 was credited to the share premium account (Note 37).

(b) Capital management

The Group’s primary objectives when managing capital are to safeguard the Group’s ability to continue as a
going concern, so that it can continue to provide returns for shareholders and benefits for other stakeholders,
by pricing products and services commensurate with the level of risk and by securing access to financing at a
reasonable cost.

The Group actively and regularly reviews and manages its capital structure to maintain a balance between the
higher shareholder returns that might be possible with higher levels of borrowings and the advantages
securely afforded by a sound capital position, and makes adjustments to the capital structure in light of
changes in economic conditions.
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36. SHARE CAPITAL AND SHARE OPTIONS (Cont’d)

(b) Capital management (Cont’d)

The Group’s strategy is to maintain capital at a higher proportion of around 2 times to its financing by
reference to the debt to equity ratio. In order to maintain or adjust the ratio, the Group may adjust the amount
of dividends paid to shareholders, issue new shares, return capital to shareholders, raise new debt financing
or sell assets to reduce debts.

The debt-to-equity ratio of the Group at 31st December, 2007 is as follows:

2007 2006
RMB’000 RMB’000

Current liabilities
Advances from affiliated companies 56,134 55,389
Notes payable for financing 820,000 1,170,000
Short-term bank borrowings 370,000 500,000

1,246,134 1,725,389
Non-current liabilities
Advances from affiliated companies 133,772 79,706
Convertible bonds 1,752,233 1,547,070

1,886,005 1,626,776

Overall financing 3,132,139 3,352,165

Shareholders’ equity 6,259,399 6,025,140

Debt to equity ratio 50% 56%

(c) Share options

Original share option scheme approved in 1999

On 18th September, 1999, the Company approved a share option scheme (the ‘‘Original Scheme’’) under which
the directors may, at their discretion, at any time during the ten years from the date of approval of the
scheme, invite employees of any member company of the Group, including executive directors, to take up
share options of the Company. The maximum number of shares on which options may be granted may not
exceed 10% of the issued share capital of the Company excluding any shares issued on the exercise of options
from time to time. The exercise price in relation to each option offer shall be determined by the directors at
their absolute discretion, but in any event shall not be less than the higher of (i) 80 percent of the average of
the official closing price of the shares on SEHK for the five trading days immediately preceding the relevant
offer date and (ii) the nominal value of the shares. The directors may determine and adjust the period within
which the relevant grantee may exercise his or her option and the proportion of the options to be exercised in
each period, so long as the period within which the option must be exercised is not more than ten years from
the date of grant of the option.
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36. SHARE CAPITAL AND SHARE OPTIONS (Cont’d)

(c) Share options (Cont’d)

Original share option scheme approved in 1999 (Cont’d)

2,800,000 share options were outstanding as at 31st December, 2007 (2006: 2,800,000 share options). No share
options granted under the Original Scheme were exercised, lapsed or cancelled during the year.

Each of the outstanding share options under the Original Scheme entitles the holder to subscribe for one
ordinary share of the Company at HK$1.896, exercisable from 2nd June, 2001 to 1st June, 2011.

New share option scheme approved in 2002

On 28th June, 2002, the Company adopted a new share option scheme (the ‘‘New Scheme’’) in compliance with
the amendments to Chapter 17 of the listing rules of the SEHK which came into effect on 1st September, 2001.
The New Scheme came into effect on 15th July, 2002 and the Original Scheme (as described above) was
terminated on the same date. Any new share options granted after 15th July, 2002 will be in accordance with
the terms of the New Scheme, but the outstanding share options granted under the Original Scheme will not
be affected. Pursuant to the New Scheme, the Company’s Board of Directors may grant options to the
participants (including the Group’s employees, non-executive directors, suppliers and customers, etc.) to
subscribe for the Company’s shares at a price which shall not be lower than the higher of:

(i) the closing price of the shares on the SEHK as stated in SEHK’s quotation sheet on the date of grant,
which must be a trading date;

(ii) the average closing price of the shares on the SEHK as stated in SEHK’s quotation sheets for the five
trading days immediately preceding the date of grant; and

(iii) the nominal value of the shares.

Details of movements of share options granted under the New Scheme during the year are as follows:

Exercise price Exercise period

Granted in
2006 and as at
31st December,

2006
Exercised

during 2007
Granted

during 2007

As at 31st
December,

2007

HK$1.320 28th December, 2006 to
27th December, 2016

35,750,000 (1,375,000) — 34,375,000

HK$1.746 31st December, 2007 to
30th December, 2017

— — 59,500,000 59,500,000

35,750,000 (1,375,000) 59,500,000 93,875,000

The weighted average share price of the Company as at the date of exercise was HK$2.14 (2006: Nil).

The weighted average remaining contractual life of the share options outstanding as at 31st December, 2007
was approximately 9.45 years (2006: 9.59 years).

Notes to the Financial Statements (Cont’d)

For the year ended 31st December, 2007

110



36. SHARE CAPITAL AND SHARE OPTIONS (Cont’d)

(c) Share options (Cont’d)

New share option scheme approved in 2002 (Cont’d)

In accordance with the terms of the share-based arrangement, options issued during the year vest at the date
of grant.

The fair value of the share options granted during the year is approximately RMB32,243,000 (2006:
approximately RMB11,281,000) which was calculated using the Black-Scholes option pricing model. Where
relevant, the expected life used in the model has been adjusted based on management’s best estimate for the
effects of non-transferability, exercise restrictions and behavioural consideration. Due to the restriction on the
transferability of the share options, the option holders tend to early exercise the options on hand. Therefore,
management considers it is appropriate to assume that the option holders will exercise their options earlier as
it is the only way for them to realise their option value. Such expected time of exercise constitutes the
expected tenors of the options, which are adopted in the fair value calculation of the fair value of the options.
The expected tenors for options held by the directors, employees and others are two years to three years.
Expected volatility is based on the historical price volatility over the past 260 days.

The fair value of services received in return for share options granted is measured by reference to the fair
value of share options granted. The estimate of the fair value of the share options granted is measured based
on Black-Scholes option pricing model. The following significant assumptions were used to derive the fair
values.

2007 2006

Fair value at measurement date HK$0.5549 HK$0.3139
Expected volatility 48.44% 42.64%
Option life 2–3 years 1–2 years
Expected dividends Nil Nil
Risk-free interest rate 2.58%-2.79% 3.48%-3.51%

The expected volatility reflects the assumption that the historical volatility is indicative of future trends, which
may also not necessarily be the actual outcome.
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37. RESERVES

The Group

Equity
component of

convertible
bonds

Share
premium

Investment
revaluation

reserve

Cumulative
translation

adjustments
reserve

Dedicated
capital

(Note a)

Share
options
reserve

Capital reserve
(Note b)

Hedging
reserve

Retained
earnings
(Note c)

Total equity
attributable

to the equity
holders of

the Company
Minority
interests Total equity

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

As at 1st January, 2006 114,205 2,038,423 (11,817) 39,179 167,631 — 120,000 — 3,500,073 5,967,694 446,368 6,414,062
Loss for the year — — — — — — — — (398,422) (398,422) (306,221) (704,643)
Equity component of

convertible bonds
transferred to retained
earnings upon buy back/
redemption (114,205) — — — — — — — 114,205 — — —

Share option cost — — — — — 11,281 — — — 11,281 — 11,281
Transfer to dedicated capital — — — — 16,562 — — — (16,562) — — —

Changes in fair value of
available-for-sale financial
assets — — 1,052 — — — — — — 1,052 — 1,052

As at 31st December, 2006 — 2,038,423 (10,765) 39,179 184,193 11,281 120,000 — 3,199,294 5,581,605 140,147 5,721,752

As at 1st January, 2007 — 2,038,423 (10,765) 39,179 184,193 11,281 120,000 — 3,199,294 5,581,605 140,147 5,721,752
Issue of new shares under

share option scheme — 1,602 — — — — — — — 1,602 — 1,602
Premium arising from

exercise of employee
share options — 405 — — — (434) — — — (29) — (29)

Share option cost — — — — — 32,243 — — — 32,243 — 32,243
Profit for the year — — — — — — — — 97,086 97,086 69,273 166,359
Share of a jointly controlled

entity’s gain recognised
directly in equity — — — — — — — 31,275 — 31,275 316 31,591

Transfer to dedicated capital — — — — 9,163 — — — (9,163) — — —

Change in fair value of
available-for-sale financial
assets — — 2,393 — — — — — — 2,393 — 2,393

As at 31st December,
2007 — 2,040,430 (8,372) 39,179 193,356 43,090 120,000 31,275 3,287,217 5,746,175 209,736 5,955,911

(a) As stipulated by the relevant laws and regulations for foreign-invested enterprises in the PRC, the Company’s
subsidiaries are required to maintain discretionary dedicated capital, which includes a general reserve fund, an
enterprise expansion fund and a staff welfare and incentive bonus fund. The dedicated capital is to be
appropriated from statutory net profit as stipulated by statute or by the board of directors of respective
subsidiaries and recorded as a component of shareholders’ equity. For the year ended 31st December, 2007,
appropriations of approximately RMB9.2 million (2006: RMB16.6 million) to the general reserve fund were
made by subsidiaries of the Company and no appropriation to the enterprise expansion fund was made by the
subsidiaries (2006: Same). Under HKFRSs, the appropriation for the staff welfare and incentive bonus fund is
charged to the income statement.

(b) In 2003, as approved by the board of directors of Xing Yuan Dong in accordance with the relevant laws and
regulations, dedicated capital of Xing Yuan Dong amounting to RMB120 million was released for capitalisation
of paid up registered capital. Such release of dedicated capital is credited to the capital reserve.
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37. RESERVES (Cont’d)

The Group (Cont’d)

(c) Distributions received from the Company’s subsidiaries are denominated in U.S. Dollar and are translated at
the prevailing unified exchange rate in the PRC. Total accumulated distributable profits of these subsidiaries
under HKFRSs as at 31st December, 2007 amounted to approximately RMB1,488.0 million (2006: RMB1,157.7
million). The distributable profits of subsidiaries under PRC GAAP are different from the amounts reported
under HKFRSs.

The Company

Share
premium

Investment
revaluation

reserve

Cumulative
translation

adjustments
reserve

Share
option
reserve

Retained
earnings Total

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

As at 1st January, 2006 2,038,423 (11,817) 39,179 — 4,231,822 6,297,607
Share option cost — — — 11,281 — 11,281
Changes in fair value of

available-for-sale
financial assets — 1,052 — — — 1,052

Loss for the year — — — — (616,404) (616,404)

As at 31st December, 2006 2,038,423 (10,765) 39,179 11,281 3,615,418 5,693,536

As at 1st January, 2007 2,038,423 (10,765) 39,179 11,281 3,615,418 5,693,536
Share option cost — — — 32,243 — 32,243
Issue of new shares under

share option scheme 1,602 — — — — 1,602
Premium arising from exercise

of employee share options 405 — — (434) — (29)
Changes in fair value of

available-for-sale
financial assets — 2,393 — — — 2,393

Loss for the year — — — — (5,916) (5,916)

As at 31st December, 2007 2,040,430 (8,372) 39,179 43,090 3,609,502 5,723,829

The directors consider that the Company had approximately RMB3,640.3 million (2006: RMB3,643.8 million)
available for distribution to shareholders.
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38. RELATED PARTY TRANSACTIONS

(a) Name and relationship

Name Relationship

JinBei A shareholder of Shenyang Automotive

Shanghai Shenhua Holdings Co., Ltd.
(‘‘Shanghai Shenhua’’)

Common directorship of certain directors
of the Company

Brilliance Holdings Limited (‘‘BHL’’) Common directorship of certain directors
of the Company

An affiliated company is a company in which one or more of the directors or substantial shareholders of the
Company have direct or indirect beneficial interests in the company or are in a position to exercise significant
influence over the company. Parties are also considered to be affiliated if they are subject to common control
or common significant influence.

Save as disclosed elsewhere in the financial statements, significant transactions and balances with affiliated
parties (these affiliated companies and the Company have certain directors in common and/or other
relationships as specified) are detailed as follows.

(b) Particulars of significant transactions between the companies comprising the Group and affiliated companies in
the ordinary course of business during the year are summarised below:

2007 2006
RMB’000 RMB’000

Sales of goods:
— Affiliated companies of JinBei 452,933 178,414
— Shanghai Shenhua and its affiliated companies 1,394,130 1,052,689
— Jointly controlled entities 96,828 124,433
— An associate 91,487 61,713
— A subsidiary of the substantial shareholder of the Company 1,119,096 —

Purchases of goods:
— Affiliated companies of JinBei 1,477,018 895,457
— Affiliated companies of Shanghai Shenhua 102,785 16,668
— An affiliated company of BHL 115,223 117,336
— Jointly controlled entities 515,137 417,448
— Associates 489,166 525,430
— An affiliated company of the joint venture partner

of Xinguang Brilliance 147 68
— Shareholders of Shenyang Aerospace and their affiliated companies 63,227 90,505
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38. RELATED PARTY TRANSACTIONS (Cont’d)

(b) (Cont’d)

2007 2006
RMB’000 RMB’000

Interest to a jointly controlled entity 16,100 16,748
Operating lease rental on land and buildings charged by:

— a jointly controlled entity 3,430 908
— Shanghai Shenhua 592 1,148
— An affiliated company of JinBei — 60

Mould testing income from a jointly controlled entity 1,776 4,320
Operating lease rental from a jointly controlled entity 14,384 34,863
Subcontracting charge to a jointly controlled entity 257,937 254,479
Service income from a jointly controlled entity 18,560 35,067
Proceeds from sale of property, plant and equipment to

a jointly controlled entity — 80,332

The above sale and purchase transactions were carried out after negotiations between the Group and the
affiliated companies in the ordinary course of business and on the basis of estimated market value as
determined by the directors.

(c) As at 31st December, 2007, accounts receivable from affiliated companies consisted of the following:

2007 2006
RMB’000 RMB’000

Accounts receivable from related parties:
— Shanghai Shenhua and its affiliated companies 368,499 431,310
— Affiliated companies of JinBei 91,347 93,446
— An affiliated company of BHL 94,095 55,040
— A subsidiary of the substantial shareholder of the Company 61,455 —

— Jointly controlled entities
— BMW Brilliance
— Accounts receivable 98,224 247,564
— Consideration receivable arising from the disposal of machinery

and equipment — 134,527
— Other jointly controlled entities 321 21,470

713,941 983,357
Less: provision for doubtful debts (29,720) (29,720)

684,221 953,637
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38. RELATED PARTY TRANSACTIONS (Cont’d)

(c) (Cont’d)

(i) The amounts due from affiliated companies are unsecured, non-interest bearing and with no fixed
repayment term.

(ii) There was no change in the provision for doubtful debts for accounts receivable from affiliated
companies during the year.

(iii) The Group’s credit policy is that credit is offered to affiliated companies following financial assessment
and an established payment record. These affiliated companies are generally required to settle 25% to
33% of the previous month’s ending balances. The aging analysis of amounts due from affiliated
companies is as follows:

2007 2006
RMB’000 RMB’000

Less than six months 618,956 752,810
Between six months to one year 205 66,485
Above one year but less than two years 65,330 3,436
Over two years 29,450 160,626

713,941 983,357

The aging analysis of the Group’s accounts receivable from affiliated companies that are past due but neither
individually nor collectively considered to be impaired are as follows:

2007 2006
RMB’000 RMB’000

Between six months to one year 205 66,485
Above one year but less than two years 56,914 3,436
Over two years — 130,906

57,119 200,827

At as 31st December, 2007, the Group’s accounts receivable from affiliated companies of RMB29,450,000
(2006: RMB29,720,000) due over two years was individually determined to be impaired. The individually
impaired accounts receivable from affiliated companies related to affiliated companies which failed to settle the
outstanding balances in full and management assessed that the impaired amounts will not be recoverable.
Consequently, specific allowance for doubtful debts of full amounts of the impaired receivables was
recognised. The Group does not hold any collateral over these balances.
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38. RELATED PARTY TRANSACTIONS (Cont’d)

(c) (Cont’d)

The remaining past due accounts receivable from affiliated companies which are not impaired relate to a
number of other affiliated companies which have been repaying the Group but at a slower pace. As they are
still settling the outstanding balances, management believes that no impairment allowance is necessary in
respect of these balances. The Group does not hold any collateral over these balances.

(d) As at 31st December, 2007, notes receivable from affiliated companies arising from trading activities consisted
of the following:

2007 2006
RMB’000 RMB’000

Notes receivable from related parties:
— Affiliated companies of JinBei 3,050 16,620
— Shanghai Shenhua and its affiliated companies 143,276 63,750
— Jointly controlled entities — 1,107
— A subsidiary of the substantial shareholder of the Company 113,829 —

260,155 81,477

All notes receivable from affiliated companies are guaranteed by banks in the PRC and have maturities of six
months or less from 31st December, 2007 (2006: Same).

(e) As at 31st December, 2007, the dividends receivable from affiliated companies consisted of:

2007 2006
RMB’000 RMB’000

Dividends receivable from related parties:
— a jointly controlled entity 76,173 76,173
— an associate 21,000 21,000

97,173 97,173
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38. RELATED PARTY TRANSACTIONS (Cont’d)

(f) As at 31st December, 2007, the advances to affiliated companies consisted of:

2007 2006
RMB’000 RMB’000

Advances to related parties:
— An associate — 179
— Jointly controlled entities 26,364 6,374
— Affiliated companies of BHL 51,134 15,273
— Shanghai Shenhua and its affiliated companies 14,044 14,044
— JinBei and its affiliated companies 12,062 23,740
— Other affiliated company 12 689

103,616 60,299
Less: provision for doubtful debts (2,214) (2,214)

101,402 58,085

Advances to affiliated companies are unsecured, non-interest bearing and with no fixed repayment term.

(g) As at 31st December, 2007, amounts due to affiliated companies arising from trading activities consisted of the
following:

2007 2006
RMB’000 RMB’000

Due to related parties:
— Associates 50,444 95,819
— Jointly controlled entities 534,527 585,124
— Affiliated companies of Shanghai Shenhua 1,870 10,719
— Affiliated companies of JinBei 365,275 281,721
— Other affiliated companies 731 9,910

952,847 983,293
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38. RELATED PARTY TRANSACTIONS (Cont’d)

(g) (Cont’d)

The amounts due to affiliated companies are unsecured and non-interest bearing. Amounts due to affiliated
companies are generally settled on a monthly basis at 25% to 33% of the previous month’s ending balance. The
aging analysis of amounts due to affiliated companies is as follows:

2007 2006
RMB’000 RMB’000

Less than six months 872,760 951,464
Between six months to one year 50,509 27,769
Above one year but less than two years 25,723 3,074
Over two years 3,855 986

952,847 983,293

(h) As at 31st December, 2007, the notes payable to affiliated companies arising from trading activities consisted
of the following:

2007 2006
RMB’000 RMB’000

Notes payable to related parties:
— An affiliated company of BHL 60,686 —

— Affiliated companies of JinBei 51,167 7,249
— An associate 1,760 18,039
— Jointly controlled entities 94,161 12,000

207,774 37,288
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38. RELATED PARTY TRANSACTIONS (Cont’d)

(i) As at 31st December, 2007, the advances from affiliated companies consisted of:

2007 2006
RMB’000 RMB’000

Advances from related parties:
— Associates 3 —

— A jointly controlled entity 1,279 1,279
— BHL and its affiliated companies 12,086 12,728
— Affiliated companies of Shanghai Shenhua 1,430 820
— JinBei and its affiliated companies 735 6,925
— Current portion of financing received from BMW Brilliance (Note) 40,601 33,637

56,134 55,389

Note: The advances from BMW Brilliance are repayable on the following terms.

2007 2006

RMB’000 RMB’000

Less than 1 year 40,601 33,637

Between 1 year to 2 years 7,772 6,240

Above 2 years but less than 5 years 29,154 26,124

Over 5 years 96,846 47,342

174,373 113,343

Less: non-current portion (133,772) (79,706)

Current portion 40,601 33,637

Saved for the advances from BMW Brilliance as set out above, other advances from affiliated companies are
unsecured, non-interest bearing and with no fixed repayment term.

(j) Pursuant to a trademark license agreement, JinBei granted Shenyang Automotive the right to use the JinBei
trademark on its products and marketing materials indefinitely.

(k) Compensation benefits to key management personnel are as follows.

2007 2006
RMB’000 RMB’000

Short-term employee benefits 30,779 26,914
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39. CONSOLIDATED CASH FLOW STATEMENTS

(a) Cash generated from operations

2007 2006
RMB’000 RMB’000

Profit (Loss) before taxation 211,567 (656,764)
Share of results of:

Jointly controlled entities (154,644) (99,402)
Associates (37,617) (49,918)

Interest income (125,470) (90,738)
Interest expenses 235,576 235,418
Write back of provision for inventories sold (190,646) (163,094)
Depreciation of property, plant and equipment 591,159 598,941
Amortisation of intangible assets 138,641 145,518
Amortisation of land lease prepayments 3,439 4,058
Share option cost 32,243 11,281
Write off of other non-current assts — 1,798
Gain on disposals of property, plant and equipment (2,428) (3,055)
Gain on disposal of land lease prepayments (1,399) —

Write off of property, plant and equipment 4,198 8,251
Subsidy income (140,081) (50,176)
Gain on disposal of an associate — (384)
Loss on disposal of an associate — 709
Write back of provision for doubtful debts (297) (76)
Provision for inventories 60,461 184,358
Provision for impairment losses on goodwill in a jointly controlled entity — 73,343
Provision for impairment losses on property, plant and equipment 836 29,160
Provision for doubtful debts and write off of bad debts 83 14,456
Provision for other receivables 5,483 13,816
Gain on buy back of convertible bonds due 2008 — (6,910)
Change in fair value of embedded conversion options of convertible bonds 181,933 73,202
Unrealised gain on exchange (112,465) (69,382)
Increase in accounts receivable (173,094) (521,656)
(Increase) Decrease in notes receivable (218,827) 179,837
(Increase) Decrease in notes receivable from affiliated companies (178,678) 257,493
Decrease (Increase) in accounts receivable from affiliated companies 886,193 (191,724)
(Increase) Decrease in other receivables (102,142) 61,581
Increase in prepayments and other current assets (107,314) (84,966)
Increase in inventories (991,935) (321,608)
Increase in notes and accounts payable 2,689,050 1,487,870
Increase (Decrease) in notes payable to affiliated companies 170,486 (36,804)
(Decrease) Increase in amounts due to affiliated companies (622,386) 363,459
(Decrease) Increase in customer advances (275,424) 106,800
Increase in other payables 4,442 25,566
Decrease in accrued expenses and other current liabilities (7,072) (106,684)
Increase in other tax recoverable (7,349) (116,064)
Decrease in other taxes payable (10,746) (35,854)

Cash generated from operations 1,755,776 1,271,656
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39. CONSOLIDATED CASH FLOW STATEMENTS (Cont’d)

(b) Major non-cash transactions

During the year ended 31st December, 2007, the Group entered into agreements with affiliated companies to
offset receivable balances due from these affiliated companies with the Group’s payable balances to these
affiliated companies of approximately RMB617 million.

40. COMMITMENTS

(a) Capital commitments

2007 2006
RMB’000 RMB’000

Contracted but not provided for:
— Construction projects 39,137 30,781
— Acquisition of plant and machinery 502,510 130,407
— Others 177,086 25,072

718,733 186,260

Authorised but not contracted for:
— Construction projects and acquisition of plant and machinery 1,009,384 1,004,312

(b) Operating lease commitments

As at 31st December, 2007, the Group had future aggregate minimum lease payments under non-cancellable
operating leases in respect of leased properties as follows:

2007 2006
RMB’000 RMB’000

Within one year 16,367 18,943
In the second to fifth years inclusive 18,856 28,680
Over five years 31,296 40,526

66,519 88,149
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40. COMMITMENTS (Cont’d)

(c) Future operating lease arrangements

As at 31st December, 2007, the Group had future aggregate minimum lease receivable under non-cancellable
operating leases as follows:

2007 2006
RMB’000 RMB’000

Within one year 19,883 19,611
In the second to fifth years inclusive 56,697 56,697
Over five years 76,778 90,952

153,358 167,260

41. CONTINGENCIES

(a) As at 31st December, 2007, the Group had provided the following guarantees:

— Corporate guarantees for revolving bank loans and bank guaranteed notes of approximately RMB60
million (2006: RMB120 million) drawn by affiliated companies of Shanghai Shenhua; and

— Corporate guarantees for bank loans amounting to RMB200 million (2006: RMB295 million) drawn by
JinBei. Bank deposits of RMB213 million (2006: RMB312 million) was pledged as a collateral for the
corporate guarantee as detailed in note 25.

(b) On or about 25th October, 2002, the Company was served with a claim lodged by Mr. Yang Rong (‘‘Mr.
Yang’’) in the Labour Tribunal in Hong Kong against the Company for alleged wrongful repudiation and/or
breach of his employment contract. The claim was for approximately US$4.3 million (equivalent to
approximately RMB31.5 million) with respect to loss of salary. In addition, Mr. Yang claimed unspecified
damages in respect of bonuses and share options. The claim was dismissed by the Labour Tribunal in Hong
Kong on 28th January, 2003. Mr. Yang subsequently applied for a review of this decision. At the review
hearing on 4th July, 2003, the Labour Tribunal ordered the case to be transferred to the High Court in Hong
Kong. The claim has therefore been transferred to the High Court and registered as High Court Action No.
2701 of 2003 (the ‘‘Action’’).

On 16th September, 2003, a Statement of Claim was served on the Company. On 4th November, 2003, the
Company filed a Defence and Counterclaim with the High Court. Mr. Yang filed a Reply to Defence and
Defence to Counterclaim on 26th April, 2004. On 21st July, 2004, Mr. Yang obtained leave from the Court to
file an Amended Reply to Defence and Defence to Counterclaim. The Company filed and served a Reply to
Defence to Counterclaim on 4th September, 2004. Pleadings closed on 18th September, 2004. The parties filed
and served Lists of Documents on 26th October, 2004 and witness statements were exchanged on 28th
February, 2005.
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41. CONTINGENCIES (Cont’d)

(b) (Cont’d)

The parties applied by consent to adjourn sine die a checklist hearing fixed for 20th April, 2005, as the
respective parties anticipated that they would be filing supplemental evidence and amending their pleadings.
The Court approved the application and made an Order on 19th April, 2005 that the checklist hearing be
vacated and adjourned sine die with liberty to restore.

Pursuant to a request made by Mr. Yang on 2nd June, 2005 for further and better particulars of the Defence
and Counterclaim, the Company filed and served its Answer to Mr. Yang’s request on 4th July, 2005.

On 17th August, 2005, in compliance with its continuing discovery obligations, the Company filed and served a
Supplemental List of Documents. Subsequently, on 5th September, 2005, Mr. Yang also filed and served a
Supplemental List of Documents.

There has been no material progress in the litigation since then.

The directors of the Company do not believe the Action will have any significant impact on the financial
position of the Company and of the Group. The directors of the Company intend to continue vigorously
defending the Action.

42. SUBSEQUENT EVENTS

(a) According to the terms of the convertible bonds as detailed in note 32, if the average of the closing price (the
‘‘Average Market Price’’) of the shares of the Company for the period of 20 consecutive trading days
immediately prior to the reset dates (being 10th March, 2007 and 10th March, 2008) is less than the
conversion price on the applicable reset date, the conversion price shall be adjusted on the applicable reset
date so that the Average Market Price of the shares of the Company will become the adjusted conversion
price with effect from the applicable reset date. Since the Average Market Price was HK$1.53 prior to the 10th
March, 2008 reset date, the conversion price was adjusted from HK$1.93 to HK$1.53.

Due to the adjustment to the conversion price, the total number of conversion shares will increase from
733,674,599 shares at a conversion price of HK$1.93 to 925,484,964 shares at conversion price of HK$1.53.

At a special general meeting held on 21st April, 2008, the shareholders of the Company approved, by way of
an ordinary resolution, the granting of a specific mandate to the directors to issue, allot and deal with the
additional conversion shares.

(b) On 10th March, 2008, the Company and Rocket Capital Investment Group I (BVI) Limited (‘‘Rocket’’) signed a
non-binding memorandum of understanding that Rocket will lead a consortium of investors to subscribe for, or
procure subscription of, such number of shares in the Company as may be purchased with approximately
US$100 million which in aggregate will represent 10% to 15% of the enlarged total issued share capital of the
Company immediately after the completion of such subscription. Up to the date of this report, the process of
negotiation is still underway.
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43. COMPARATIVES

Certain comparative figures have been reclassified to conform with the current year’s presentation.

44. APPROVAL OF FINANCIAL STATEMENTS

The consolidated financial statements set out on pages 44 to 125 were approved and authorised for issue by the
Board of Directors on 21st April, 2008.
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The Group has prepared a separate set of financial statements for the year ended 31st December, 2007 in accordance with
generally accepted accounting principles in the United States of America (‘‘US GAAP’’).

Differences between HKFRS and US GAAP give rise to differences in the reported balances of net assets and loss
attributable to equity holders of the Company. The financial effects of the material differences between HKFRS and US
GAAP are summarised and explained as follows:

2007 2006
Note RMB’000 RMB’000

Reconciliation of net profit (loss):
Profit (Loss) attributable to equity holders of the

Company under HKFRS 97,086 (398,422)
Capitalisation of borrowing costs and its related depreciation (a) (2,104) (2,104)
Write off of development costs (b) (383,028) (132,633)
Amortisation of intangible assets (b) (23,376) (35,925)
Finance costs/redemption premium of convertible bonds due 2008 (d) — 20,840
Gain on buy back of convertible bonds due 2008 (d) — 3,823
Finance costs/redemption premium of convertible bonds (e) 13,607 12,493
Change in fair value of embedded conversion option of convertible bonds (e) 181,933 73,202
Issue costs allocated to embedded conversion option of convertible bonds (e) — 2,557
Effect of the above adjustments attributable to minority interests 199,608 70,061

Profit (Loss) attributable to shareholders reported under US GAAP 83,726 (386,108)

Other comprehensive income:
Fair value adjustment for securities available-for-sale (f) 2,393 1,052

Comprehensive profit (loss) reported under US GAAP 86,119 (385,056)

Supplementary Financial Information
For the year ended 31st December, 2007

126



2007 2006
Note RMB’000 RMB’000

Reconciliation of net assets:
Net assets reported under HKFRS, net of portion attributable to minority

interests 6,049,663 5,884,993
Capitalisation of borrowing costs and its related depreciation (a) 1,284 3,388
Write off of development costs (b) (1,060,846) (677,818)
Impairment of intangible assets (b) 377,000 377,000
Amortisation of impaired intangible assets (b) (104,390) (81,014)
Non-amortisation on goodwill (c) 144,113 144,113
Impairment on goodwill (c) (76,010) (76,010)
Amortisation of finance costs/accreted redemption premium of convertible

bonds (e) 26,100 12,493
Change in fair value of embedded conversion option of convertible bonds (e) 255,135 73,202
Issue costs allocated to embedded conversion option of convertible bonds (e) 2,557 2,557
Effect of the above adjustments attributable to minority interests 302,617 103,009

Net assets reported under US GAAP 5,917,223 5,765,913

(a) Under HKFRS, the amount of capitalised borrowing costs is netted off against investment income earned on the
temporary investment of the borrowed funds pending their expenditure on the qualified assets. Under US GAAP,
such temporary investment income is recognised as income rather than being netted off against capitalised
borrowing costs. As a result, the amount of the capitalised borrowing costs (and the carrying amount of qualified
assets) under HKFRS is lower than that under US GAAP. In subsequent years, the annual depreciation or
impairment loss for the qualified assets under HKFRS is lower than that under US GAAP.

(b) Under HKFRS, costs incurred on development projects relating to the design and testing of new or improved
projects are recognised as an intangible asset, at cost less accumulated amortisation and impairment losses, if
certain criteria are fulfilled. Under US GAAP, such development costs are expended as incurred. Accordingly,
development costs of RMB383 million capitalised during the year and accumulated development costs of RMB1,061
million capitalised as at 31st December, 2007 under HKFRS have been expended under US GAAP.

In previous years, the Group provided for impairment losses on the intangible assets in relation to Zhonghua
sedans, part of which were related to those development costs capitalised under HKFRS but already charged to the
consolidated income statement under US GAAP as development costs. Therefore, the US GAAP adjustments
represent differences in amortisation charges of RMB23 million for the year. As at 31st December, 2007, the
cumulative effect of impairment losses and differences in amortisation charges are RMB377 million and RMB104
million, respectively.

(c) With effect from 1st January, 2005, HKFRS, consistent with US GAAP, does not require amortisation of goodwill.
The accumulated difference related to amortisation of goodwill at both 31st December, 2006 and 2007 was RMB144
million.
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Goodwill under US GAAP (i.e. SFAS No. 142) is stated at cost less impairment losses without amortisation charge,
effectively the carrying amount before impairment losses is higher than that measured under HKFRS. The
cumulative effect of this GAAP difference is RMB76 million, which is a result of higher amount of impairment losses
recognised in prior years under US GAAP.

(d) The zero coupon guaranteed convertible bonds due 2008 were issued by Brilliance China Automotive Finance Ltd., a
wholly owned subsidiary of the Company, in November 2003. All of the convertible bonds due 2008 were
repurchased or redeemed in 2006 and were cancelled in January 2007.

The convertible bonds due 2008 were previously stated in the balance sheet at face value plus accreted redemption
premium under both HKFRS and US GAAP.

However, with effect from 1st January, 2005, the convertible bonds due 2008 were split into liability and equity
components under HKFRS. The liability component was subsequently carried at amortised finance costs while the
equity component, being recognised in equity, remained unchanged until the convertible bonds due 2008 were
converted or redeemed.

Accordingly, the carrying amount of liability component of the convertible bonds due 2008 reported under US GAAP
(without allocation to the equity component) was greater than that under HKFRS. As a result, the gain on buy back
recognised under US GAAP was greater than that under HKFRS while the finance costs/redemption premium
recognised under HKFRS was greater than that under US GAAP.

Since the Group repurchased or redeemed all the convertible bonds due 2008 in 2006, the reported net assets under
HKFRS were the same as US GAAP as at 31st December, 2007 and 2006.

(e) Under HKFRS, the new convertible bonds issued on 7th June, 2006 (see Note 32) are split into liability component
and an embedded conversion option, which are measured at their fair values at initial recognition. The liability
component is subsequently carried at amortised cost and the embedded conversion option is stated at its fair value
at balance sheet date, with the change in fair value recognised in the income statement. Under US GAAP, the
convertible bonds are stated in the balance sheet at face value plus accreted redemption premium. Accordingly, the
reported net assets under HKFRS as at 31st December, 2007 were RMB284 million lower than under US GAAP
because of the accumulated effect of (i) RMB26 million additional amortised finance costs/accreted redemption
premium charged to income statement under HKFRS than under US GAAP (including RMB14 million for the year
ended 31st December, 2007); (ii) loss on fair value changes on the embedded conversion option amounting to
RMB255 million (including RMB182 million for the year ended 31st December, 2007); and (iii) direct expenses in
connection with the issue of the convertible bonds are capitalised as deferred expenses on the balance sheet and are
amortised over the life of the convertible bonds under US GAAP but are allocated between liability component and
embedded conversion option under HKFRS.

(f) Although changes in fair value of securities available-for-sale are both recognised in equity under HKFRS and US
GAAP resulting in no difference in effect to the net assets, change in fair value of RMB2 million during the year is
firstly recognised under other comprehensive income under US GAAP while it is recognised in investment
revaluation reserve directly under HKFRS.
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