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Notes to the Consolidated Financial Statements

30.

For the year ended 31 December 2007

FINANCIAL INSTRUMENTS (Continued)

30.2. Financial risk management objectives and polices (Continued)

Market risk (Continued)

(i)

(i)

(iif)

Currency risk (Continued)

USD impact EUR impact HKS impact
2007 2006 2007 2006 2007 2006
RMB'000 RMB'000 RMB’000 RMB'000 RMB000 RMB'000
(Note)
Profit or loss (note) 78,171 (808) (2,123) (520) (518) 187

Note: The USD impact in 2007 is mainly attributable to the exposure outstanding on the USD dominated
Convertible Loan Notes outstanding at year end.

Interest rate risk

The Group is exposed to cash flow interest rate risk in relation to variable-rate
bank balances. The Group’s fair value interest rate risk relates to financial liabilities
are detailed in the liquidity risk management section of this note. The Group has
not entered into any interest rate hedging contracts or any other derivative financial
instrument. The management closely monitors such risks and will consider hedging
significant interest rate risk exposure should the need arise.

Sensitivity analysis

The sensitivity analyses below have been determined based on the exposure to
interest bearing financial instruments at the balance sheet date. The analysis is
prepared assuming the amount of interest bearing financial instruments outstanding
at the balance sheet date was outstanding for the whole year. A 50 basis point
increase or decrease is used when reporting interest rate risk internally to key
management personnel and represents management'’s assessment of the reasonably
possible change in interest rates.

If interest rates had been 50 basis points higher/lower and all other variables
were held constant, the Group’s profit for the year ended 31 December 2007
would increase/decrease by RMB1,721,000 (2006: increase/decrease by
RMB647,000).

Price risk

The Group is required to estimate the fair value of the derivative option embedded
in the convertible loan notes at each balance sheet date with changes in fair
value to be recognised in the consolidated income statements as long as the
convertible loan notes are outstanding. The fair value adjustment will be affected
either positively or negatively, amongst others, by the changes in short-term
interest (risk free) rate, the Company’s share market price and share price volatility.
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Notes to the Consolidated Financial Statements

For the year ended 31 December 2007

30. FINANCIAL INSTRUMENTS (Continued)

30.2. Financial risk management objectives and polices (Continued)
Market risk (Continued)
(iif) Price risk (Continued)
Sensitivity analysis

The fair value of derivative option component embedded in the convertible loan
notes was estimated using binomial option pricing model. The sensitivity analysis
below has been determined based on the exposure to the Company’s share price
risks at the reporting date only as the directors of the Company consider that
other variables may not have significant financial impact on the derivative option.

If the Company’s share price have been 5% higher/lower and all other variables
were held constant, the Group’s profit for the year (as a result of changes in fair
value of derivative option component of convertible loan notes) would increase
by RMB30,546,000/decrease by RMB16,055,000 (2006: Nil).

In management’s opinion, the sensitivity analysis are unrepresentative of the
inherent marked risk as the pricing model used in the fair value valuation of
derivative option component of convertible loan notes involves multiple variables
and certain variables are interdependent.

Credit risk

The Group’s maximum exposure to credit risk which will cause a financial loss to the
Group due to failure to discharge an obligation by the counterparties is the carrying
amount of the respective recognised financial assets as stated in the consolidated balance
sheet.

In order to minimise the credit risk in relation to trade receivables and other receivables,
the Group trades only with recognised, creditworthy third parties and has made policy
that all customers who wish to trade on credit terms are subject to credit verification
procedures. In addition, the Group reviews the recoverable amount of each individual
trade debt at each balance sheet date to ensure that adequate impairment losses are
made for irrecoverable amounts. In this regard, the directors of the Company consider
that the Group’s credit risk is significantly reduced. The amounts presented in the
consolidated balance sheet are net of allowances for doubtful receivables, if any, estimated
by the Group’s management based on prior experience and their assessment of the
80 current economic environment.
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For the year ended 31 December 2007

30. FINANCIAL INSTRUMENTS (Continued)

30.2. Financial risk management objectives and polices (Continued)
Credit risk (Continued)

In order to minimise the credit risk on finance lease receivables, the Group received
deposits from the customers before the lease term commenced. The Group also reviews
each customer’s credit standing before financing the lease. If any customer delays lease
payment for 3 months, the Group will deduct deposits from the customers directly. The
management closely monitors such risks and will consider hedging significant credit risk
exposure should the need arise.

The Group considers the credit risk on bill receivables is limited because the bill receivables
are accepted by banks with high credit ratings assigned by international credit-rating
agencies.

With respect to credit risk arising from the other financial assets of the Group which
comprise bank balances and pledged bank deposits and loan receivables from financial
institutions, the Group’s exposure to credit risk arising from default of counterparties is
limited as the counterparties are banks with high credit rating assigned by international
credit-rating agencies.

The Group has concentrations of credit risk on loan receivables from financial institutions,
which are due from five financial institutions. These financial institutions have good
reputation and high credit ratings assigned by international credit-rating agencies. In
this regard, the directors of the Company consider that the Group’s concentration of
credit risk is significantly reduced.

Liquidity risk
In the management of the liquidity risk, the Group monitors and maintains a level of
cash and cash equivalents deemed adequate by the management to finance the Group's

operations and mitigate the effects of fluctuations in cash flows.

The Group relies on bank balances and cash, Convertible Loan Notes and bill payables as
a significant source of liquidity. The Group has no line of credit arrangements.
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30.

Liquidity risk (Continued)

FINANCIAL INSTRUMENTS (Continued)

30.2. Financial risk management objectives and polices (Continued)

The following table details the Group’s remaining contractual maturity for its non-

derivative financial liabilities which are included in the maturity analysis provided internally

to the key management personnel for the purpose of managing liquidity risk. The table

reflects the undiscounted cash flows of financial liabilities based on the earliest date

which the Group can be required to pay. The table includes both interest and principle

cash flows.
Weighted Total
average effective Less than 3-6 6 months Undiscounted carrying
interest rate 3 months months to 1 year 1-5 years cashflow amount
% RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
2007
Non-derivative financial
liabilities
Trade and other payable - 913,135 228,274 29,932 16,563 1,187,904 1,187,904
Amounts due to related party - 5,359 - 7,516 - 12,875 12,875
Convertible Loan Notes 7.19% - - - 2,359,918 2,359,918 1,843,920
Total 918,494 228,274 37,448 2,376,481 3,560,697 3,044,699
Weighted Total
average effective Less than 3-6 6 months Undiscounted carrying
interest rate 3 months months to 1 year 1-5 years cashflow amount
% RMB'000 RMB000 RMB000 RMB'000 RMB000 RMB'000
2006
Non-derivative financial
liabilities
Trade and other payable - 363,892 227,059 11,685 - 602,636 602,636
Amounts due to related party - - - 7393 - 7393 7393
Bank borrowings 5.63% 103,303 169,645 - - 272,948 266,869
Total 467,195 369,704 19,078 = 882,978 876,898
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30. FINANCIAL INSTRUMENTS (Continued)
30.3. Fair value
The fair value of financial assets and financial liabilities are determined as follows:

The fair value of financial assets and financial liabilities are determined in accordance
with generally accepted pricing models based on discounted cash flow analysis using
prices or rates from observable current market transactions as input. For the derivative
financial instruments, the fair value is estimated using Binomial Model and Black-Scholes
Model.

The fair value of finance lease receivables is estimated to be RMB336,358,000 using a
7.47% discount rate based on quoted market rate constituted by People’s Bank of China
and adding a credit margin that reflects the secured nature of the receivables balance.

Except as detailed in the following table, the directors consider that the carrying amounts
of financial assets and financial liabilities recorded at amortised cost in the consolidated
financial statements approximate their fair values:

2007 2006
Carrying Carrying
amount Fair value amount Fair value
RMB'000 RMB’000 RMB'000 RMB’'000

Financial assets
Finance Lease Receivables
(Note 17) 338,799 336,358 - -
Financial liabilities
Convertible Loan Notes

(Note 28) 1,843,920 1,904,602 - -
Derivative Financial
Instruments (Note 28) 305,461 305,461 - -
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Notes to the Consolidated Financial Statements

For the year ended 31 December 2007

31.

ACQUISITION OF A BUSINESS

On 31 March 2007, the Group acquired 99.95% of the interest of Henan Longgong Machinery
Co., Ltd. from third parties for a total consideration of RMB98 million. This acquisition has
been accounted for using the purchase method. The business activity of Henan Longgong

Machinery Co., Ltd. is set out in Note 36.

The net assets and fair values acquired in the transaction are as follows:

Acquiree’s
carrying amount
before Fair value
combination  adjustments Fair value
RMB’'000 RMB’'000 RMB’'000
Net assets acquired:
Property, plant and equipment 39,957 8,017 47,974
Lease premium for land 28,215 14,667 42,882
Inventories 27,035 - 27,035
Trade and other receivables 1,361 - 1,361
Bank balances and cash 26,613 - 26,613
Pledged bank deposits 5,053 - 5,053
Trade and other payables (41,231) - (41,231)
Deferred tax liability - (5,671) (5,671)
87,003 17,013 104,016
Minority interests (55)
Discount on acquisition of a subsidiary (5,833)
Total consideration, satisfied by:
Cash 98,128
Net cash outflow arising on acquisition:
Cash consideration paid 98,128
Bank balances and cash acquired (26,613)
71,515

The discount on acquisition arises from the appreciation in assets value for the period between

the pricing decision date and the acquisition date when the Group took control over the

company.
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31.

32.

For the year ended 31 December 2007

ACQUISITION OF A BUSINESS (Continued)

Henan Longgong Machinery Manufacturing Co., Ltd. reduced the Group's profit for the period
by RMB7.6 million between the date of acquisition and the balance sheet date.

If the acquisition had been completed on 1 January 2007, total Group revenue for the year
would have been RMB5,313 million, and profit for the year would have been RMB624 million.
The pro forma information is for the illustrative purpose only and is not necessarily an indicative
of the revenue and results of the operations of the Group that actually would have been
achieved had the acquisition been completed on 1 January 2007, nor is it intended to be a
projection of future results.

OPERATING LEASE COMMITMENTS

2007 2006
RMB’000 RMB’000

Minimum lease payments paid under operating
leases in respect of premises during the year 4,552 4,552

At the balance sheet date, the Group had commitments for future minimum lease payments
under non-cancellable operating leases which fall due as follows:

2007 2006

RMB’000 RMB’'000

Within one year 4,643 2,780
In the second to fifth year inclusive 6,569 1,865
Over five years 718 821
11,930 5,466

Operating lease payments represent rentals payable by the Group for certain of its office
premises and staff quarters. Leases are negotiated for an average term ranging from one to
twelve years and rentals are fixed for the relevant lease terms.
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For the year ended 31 December 2007

33.

34.

35.

CAPITAL COMMITMENTS

2007 2006
RMB’000 RMB’000
Capital expenditure contracted for but not
provided in the financial statements in respect of
acquisition of property, plant and equipment 266,281 98,848

RELATED PARTY TRANSACTIONS

Except for related party balances set out in note 25, the following related party transactions
took place during the year:

Name of related party Nature of transactions 2007 2006
RMB’000 RMB’000
Jinlong (note) Purchase of goods 6,103 =

Note: The Company is owned as to approximately 82.67% by Mr. Ngai Ngan Qin, a brother of Madam Ngai Ngan
Ying, since 14 November 2007.

Compensation of key management personnel
The details remuneration of directors during the year are set out in note 11.

The remuneration of directors and key executives is determined by the remuneration committee
having regard to the performance of individuals and market trend.

RETIREMENT BENEFIT SCHEME

The employees employed by the Group in the PRC are members of the stated-managed retirement
benefit schemes operated by the government of the PRC. The Group is required to contribute a
certain percentage of its payroll costs to the retirement benefit schemes to fund the benefit.
The only obligation of the Group with respect to the retirement benefit scheme is to make the
specific contributions.

The total expense recognised in the consolidated income statement of RMB13,506,000 (2006:
RMB7,134,000) represents contributions payable to these plans by the Group at rates specified
in the rules of the plans. No contributions payable to the plans were unpaid at the respective
balance sheet date of 2007 and 2006.
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36.

SUBSIDIARIES

Details of the Company’s subsidiaries as at 31 December 2007 are as follows:

Date and place of

For the year ended 31 December 2007

Attributable

establishment/ Paid-up issued/ equity
Name incorporation registered ordinary interest  Principal activities
(note 1)
Longgong Shanghai Machinery 13 August 2004 HK$448,000,000 99.89%  Manufacture and
Co., Ltd. PRC distribution of
(BI (LB ®MEEERAR)  Sino foreign equity wheel loaders
joint venture
Longgong (Shanghai) Axle 17 September 2001 HK$168,000,000 100%  Manufacture and
& Transmission Co., Ltd. PRC distribution of axles
(BT (LB BEEBRAR) wholly-owned foreign and great-box
investment enterprise
("WOFE")
Longgong Fujian Machinery 15 September 2004 HK$260,000,000 100%  Manufacture and
Co., Ltd. PRC distribution of
(BEL(BR)BWBERDA) WOFE wheel loaders
Fujian Longyan Longgong 1 March 1999 HK$29,680,000 100%  Manufacture and
Machinery Components PRC distribution of wheel
Co., Ltd. WOFE loader component
(RREaRIRmEN
BRAR)
Hydraulics (Shanghai) Hydraulic 30 September 2003 USD31,800,000 100%  Manufacture and
Machinery Co., Ltd. PRC distribution of wheel
BN (EE) RERR WOFE loader component
BRAR
Refined (Shanghai) Machinery 27 November 2003 HK$50,000,000 100%  Manufacture and
Co., Ltd. PRC distribution of wheel
HNE(EE) BRERA A WOFE loader component
Longgong (Jiangxi) Gear Co., Ltd. 12 September 2003 RMB257, 350,253 100%  Manufacture and

BI(CIA) EHERAR

PRC
WOFE

distribution of wheel
loader component
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Name

For the year ended 31 December 2007

36. SUBSIDIARIES (continued)

Date and place of
establishment/
incorporation

Paid-up issued/
registered ordinary

Attributable
equity
interest
(note 1)

Principal activities

Jiangxi Longgong Machinery
Co., Ltd.
TIREIRBERAA

Longgong (Fujian) Hydraulics
Machinery Co., Ltd.

EL(RR)REHAERAR

Longgong (Fujian) Axle
& Transmission Co., Ltd.
EL(RR)BRBERAH

Longgong (Shanghai) Road
Machinery Manufacturing
Co., Ltd.

BT (L) REBMHE
BRARA

Longgong (Shanghai) Excavator

Manufacturing Co., Ltd.

BI(LB) ZREHEERAR

Monarch (Shanghai) Machinery

Co., Ltd.
B (L8 MmERAR

Monarch (Shanghai) Forklift
Co., Ltd.
BI(LB)XEEERAR

Henan Longgong Machinery
Manufacturing Co., Ltd.
AEEIRAHNEER DA

12 September 2003
PRC
WOFE

15 January 2006
PRC
WOFE

16 January 2006
PRC
WOFE

12 September 2006
PRC
WOFE

12 September 2006
PRC
WOFE

1 January 2006
PRC
WOFE

7 February 2006
PRC
WOFE

11 July 2002

PRC

Sino foreign equity
joint venture

RMB10,000,000

HK$100,000,000

HK$200,000,000

HK$100,000,000

HK$260,000,000

HK$83,600,000

HK$200,000,000

RMB82,700,000

100%

100%

100%

100%

100%

100%

100%

99.95%

Manufacturing
hydraulic parts and
other machinery
products

Manufacture and
distribution of wheel
loader component

Manufacture and
distribution of axles
and great-boxes

Manufacture and
distribution of wheel
loader and road
roller

Manufacture and
distribution of
excavator

Manufacture and
distribution of
hydraulic parts and
other machinery
products

Manufacture and
distribution of
forklift

Manufacture and
distribution of wheel
loader and farm
machines
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36.

SUBSIDIARIES (continued)

For the year ended 31 December 2007

Date and place of Attributable
establishment/ Paid-up issued/ equity
Name incorporation registered ordinary interest  Principal activities
(note 1)
Longgong (Shanghai) Financing 28 March 2007 US$10,000,000 100%  Financing lease for
Leasing Co., Ltd. PRC wheel loader and
EI(LB)REARERRAR  WOFE other machinery
Longgong (China) Machinery Sales 12 September 2007 RMB50,000,000 100%  Distribution of wheel
Co., Ltd. PRC loaders and other
BT (hE)MMEHEBSRAA  WOFE machinery
Longgong (Fujian) International 19 June 2007 RMB30,000,000 100%  Distribution of wheel
Trade Co., Ltd. PRC loaders and other
EI(BR)AREZAERAA WOFE machinery
Longgong (Fujian) Casting & 13 August 2007 US$65,000,000 100%  Manufacture and
Forging Co., Ltd. PRC distribution of wheel
EL(RR)EBRERARA WOFE loader component
China Dragon Development 3 May 2004 US$50,000 100%  Investment holding
Holdings Ltd. British Virgin Islands
(PERIERERBERAA) ("BVI")
(note 2)
China Dragon Investment 3 May 2004 US$50,000 100%  Investment holding
Holdings Ltd. BVI

(FEERTHREERBERAR)
(note 2)

Note 1: The attributable equity interest held by the Company increased from 99.625% as at 31 December 2006 to

99.89% as at 31 December 2007, due to the increase in share capital of Longgong Shanghai Machinery Co.,

Ltd. The attributable equity interests held by the Company in other subsidiaries are the same as at 31 December

2006 except for those new established company in year 2007.

Note 2: The Company directly holds the interest in China Dragon Development and China Dragon Investment. All other

interests shown above are indirectly held by the Company.

None of the subsidiaries had issued any debt securities at the end of the year.
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For the year ended 31 December 2007

37. EVENTS AFTER THE BALANCE SHEET DATE

On 25 March 2008, the directors proposed a final dividend of HK$0.12 (Equivalent to RMBO0.11)
per share to the shareholders on the register of members on 11 April 2008, amounting to
approximately HK$131 million (Equivalent to RMB112 million).
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Appendix

SUMMARY OF FINANCIAL INFORMATION

A summary of the results, assets and liabilities of the Group for the last five financial years is as

follows:
Result
For the year ended 31 December
2003 2004 2005 2006 2007
RMB’000 RMB'000 RMB’000 RMB’000 RMB’000

Turnover 1,492,245 2,108,624 2,678,496 3,717,939 5,308,624
Gross profit 293,960 420,021 552,562 957,071 1,191,569
Cost of sales (1,198,285) (1,688,603) (2125, 934) (2,760,868) (4,117,055)
Other operating income 9,613 17,701 17,315 16,923 139,241
Administrative expenses (28,960) (41,203) (69,721) (130,032) (178,088)
Selling and distribution costs (108,628) (160,583) (196,785) (198,238) (359,732)
Other operating expenses (1,649) (1,142) (6,792) (9,312) (3,079)
Interest on bank borrowings

wholly repayable within one year (11,308) (20,890) (30,757) (20,336) (111,614)
Discount on acquisition of

a subsidiary - - - - 5,833
Profit before taxation 153,028 213,904 265,822 616,076 684,130
Income tax credit (expense) (34,302) (45,228) (29,141) 9,272 (54,681)

Profit before deferred tax charge
arising from the Group

Reorganisation 118,726 168,676 236,681 625,348 629,449
Deferred tax charge arising from

the group reorganisation - (36,771) - - -
Profit for the year 118,726 131,905 236,681 625,348 629,449

Attributable to:

Equity holder of the parent 118,726 131,905 235,906 624,154 629,616
Minority interests - - 775 1,194 (167)
118,726 131,905 236,681 625,348 629,449

Dividends 4,647 45,435 67,684 - 349,155
Earnings per share — basic (RMB) 0.17 0.19 0.32 0.60 0.59
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Appendix

Assets and Liabilities

As at 31 December
2003 2004 2005 2006 2007
RMB’'000 RMB’'000 RMB’000 RMB’000 RMB’000

Total assets 1,182,980 1,560,242 2,074,313 2,841,808 6,520,386
Total liabilities 848,004 1,047,354 919,834 1,063,829 3,702,946
334,976 512,888 1,154,479 1,777,979 2,817,440

Equity attributable to equity

holders of the parent 334,976 512,888 1,152,760 1,776,914 2,816,487
Minority interest - - 1,719 1,065 953
334,976 512,888 1,154,479 1,777,979 2,817,440

Note:  The Company was incorporated in the Cayman Islands on 11 May 2004 and the results, assets and liabilities for 2003 and
2004 have been prepared on a combined basis as if the current group structure had been in existence throughout those
years and have been extracted from the Company’s prospectus dated 8 November 2005.





