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Securities registered or to be registered pursuant to Section 12(g) of the Act:
None
(Title of Class)
Securities for which there is a reporting obligation pursuant to Section 15(d) of the Act
None

(Title of Class)

Indicate the number of outstanding shares of each of the issuer s classes of capital or common stock as of the close of the period covered by the
annual report.

As of December 31, 2018, 40,858,290 shares of common stock, par value US$0.10 per share, and one special share, par value US$0.10, were
issued and outstanding.

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes No

If this report is an annual or transition report, indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or
15(d) of the Securities Exchange Act of 1934. Yes No

Note Checking the box above will not relieve any registrant required to file reports pursuant to Section 13 or 15(d) of the Securities Exchange
Act of 1934 from their obligations under those Sections.

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes No

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be submitted pursuant to Rule
405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to
submit such files). Yes No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or an emerging growth
company. See the definitions of large accelerated filer, accelerated filer, and emerging growth company in Rule 12b-2 of the Exchange Act.

Large accelerated filer Accelerated filer

Non-accelerated filer Emerging growth company
If an emerging growth company that prepares its financial statements in accordance with U.S. GAAP, indicate by check mark if the registrant
has elected not to use the extended transition period for complying with any new or revised financial accounting standards provided pursuant to
Section 13(a) of the Exchange Act.

The term new or revised financial accounting standard refers to any update issued by the Financial Accounting Standards Board to its
Accounting Standards Codification after April 5, 2012.

Indicate by check mark which basis of accounting the registrant has used to prepare the financial statements included in this filing:
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U.S. GAAP International Financial Reporting Standards as issued Other

by the International Accounting Standards Board
If Other has been checked in response to the previous question, indicate by check mark which financial statement item the registrant has elected
to follow. Item 17  Item 18

If this report is an annual report, indicate by check mark if the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes No

(APPLICABLE ONLY TO ISSUERS INVOLVED IN BANKRUPTCY PROCEEDINGS DURING THE PAST FIVE YEARS)

Indicate by check mark whether the registrant has filed all documents and reports required to be filed by Sections 12, 13 or 15(d) of the
Securities Exchange Act of 1934 subsequent to the distribution of securities under a plan confirmed by a court. Yes No
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Certain Definitions and Supplemental Information

All references to China, PRC andthe State in this Annual Report are references to the People s Republic of China. Unless otherwise specified, al
references in this Annual Report to US dollar, dollar, US$ or $ are to the United States dollar; all references to Renminbi or RMB
Renminbi, the legal tender currency of China; all references to S$ are to the Singapore dollar, the legal tender currency of Singapore; all
references to RM are to Ringgit, the legal tender currency of Malaysia. Unless otherwise specified, translation of amounts for the convenience of

the reader has been made in this Annual Report (i) from Renminbi to US dollar at the rate of RMB 6.6901 = US$1.00, the rate quoted by the

People s Bank of China, or PBOC, on February 28, 2019, (ii) from Singapore dollar to US dollar at the rate of S$1.3520 = US$1.00, the noon

buying rate in New York for cable transfers payable in foreign currencies as certified for customs purposes by the Federal Reserve Bank of New

York on February 28, 2019, and (iii) from Ringgit to US dollar at the rate of RM 4.0650 = US$1.00, the noon buying rate in New York for cable

transfers payable in foreign currencies as certified for customs purposes by the Federal Reserve Bank of New York on February 28, 2019. No
representation is made that the Renminbi amounts, Singapore dollar amounts or Ringgit amounts could have been, or could be, converted into

US dollar at rates specified herein or any other rate.

As used in this Annual Report, unless the context otherwise requires, the terms the Company , the Group , CYI , we , us , our and our
refer to China Yuchai International Limited and its subsidiaries. All references herein to Yuchai are to Guangxi Yuchai Machinery Company
Limited and its subsidiaries and, prior to its incorporation in July 1992, to the machinery business of its predecessor, Guangxi Yulin Diesel

Engine Factory, or Yulin Diesel, which was founded in 1951 and became a state-owned enterprise in 1959. In the restructuring of Yulin Diesel

in July 1992, its other businesses were transferred to Guangxi Yuchai Machinery Holdings Company, also sometimes referred to as Guangxi

Yuchai Machinery Group Company Limited, or the State Holding Company, which became a shareholder of Yuchai. All references to HLGE

are to HL Global Enterprises Limited (formerly known as HLG Enterprise Limited); and all references to the HLGE group are to HLGE and its
subsidiaries. All references to TCL are to Thakral Corporation Ltd; and all references to the TCL group are to TCL and its subsidiaries.

As of December 31, 2018, 40,858,290 shares of our common stock, par value US$0.10 per share, or Common Stock, and one special share, par
value US$0.10, of our Common Stock were issued and outstanding. The weighted average shares of common stock outstanding during the year
was 40,858,290. Unless otherwise indicated herein, all percentage share amounts with respect to the Company are based on the weighted
average number of shares of 40,858,290 for 2018. As of February 28, 2019, 40,858,290 shares of our Common Stock, and one special share, par
value US$0.10 were issued and outstanding.

In China, Euro emission standards are equivalent to National emission standards and references to National emission standards are equivalent to
references to Euro emission standards. All references to Tier-2, Tier-3 and Tier-4 emission standards are to emission standards adopted by the
Ministry of Environmental Protection of the People s Republic of China (superseded by the Ministry of Ecology and Environment of the People s
Republic of China in 2018) applicable to diesel engines used in off-road machinery.

All references to CAAM are to the China Association of Automobile Manufacturers. Unless stated otherwise, all data related to the commercial
vehicle market in China in this Annual Report is attributed to CAAM.

Our consolidated financial statements are reported in Renminbi and prepared in conformity with International Financial Reporting Standards as
issued by the International Accounting Standards Board ( IFRS ). Totals presented in this Annual Report may not correctly total due to rounding
of numbers. References to a particular fiscal year are to the period ended December 31 of such year.

The audited consolidated financial statements as at and for the years ended December 31, 2016, 2017 and 2018 included in this Annual Report
reflect the first year of adoption of standards IFRS 15  Revenue from Contracts with Customers ( IFRS 15 ). The transition was applied by using a
full retrospective method from January 1, 2016. Changes in accounting policy applied as a result of the adoption including the restatements of
the consolidated statements of financial position as at December 31, 2017 and January 1, 2017, and the related consolidated statements of profit
or loss, comprehensive income, changes in equity and cash flows for the period ended December 31, 2017 and 2016. The effects of adopting
IFRS 15 are described in Note 2.4 to the accompanying consolidated financial statements included in this Annual Report. The audited
consolidated financial statements as at and for the years ended December 31, 2015 and 2014 were not restated for the retrospective application
of IFRS 15. In addition, the financial and operational data as at and for the years ended December 31, 2016, 2017 and 2018 included in this
Annual Report reflect Yuchai s revision of its classification system for light-, medium- and heavy-duty engines implemented in 2018. Under the
revised classification system, light-duty engines have engine capacity of 3.8 liters or less; medium-duty engines have engine capacity of between
3.8 liters and 7.0 liters; and heavy-duty engines have engine capacity of more than 7.0 liters. In addition to engine capacity, the new
classification system takes into account the commercial application of the engines by original equipment manufacturers. For example, certain
4-cylinder engines that were previously classified as light-duty engines have been reclassified as medium-duty engines to the extent that they
have application in the light- and medium-duty segments.

Cautionary Statements with Respect to Forward-Looking Statements
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We wish to caution readers that the forward-looking statements contained in this Annual Report, which include all statements which, at the time
made, address future results of operations, are based upon our interpretation of factors affecting our business and operations. We believe that the
following important factors, among others, in some cases have affected, and in the future could affect our consolidated results and could cause
our consolidated results for 2019 and beyond to differ materially from those described in any forward-looking statements made by us or on our
behalf:

political, economic and social conditions in China, including the Chinese government s specific policies with respect to foreign investment,
economic growth and the availability of credit, particularly to the extent such current or future conditions and policies affect the diesel and
natural gas engine industries and markets in China, our diesel and natural gas engine customers, the demand, sales volume and sales prices
for our diesel and natural gas engines and our levels of accounts receivables;
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the threat arising from global and the Chinese government s initiatives to develop energy saving and new energy vehicles, including hybrid,
pure electric vehicles, fuel cell electric vehicles and other alternative energy-powered vehicles, which may lead to a decrease in demand
for our engines, affecting our market share and profitability;

the effects of a weaker than expected recovery in the global economy subject to substantial downside risks including heightened policy
uncertainty especially regarding trade policies, tariffs and government regulations, financial market disruptions amid global financial
conditions and heightened geopolitical tensions globally, protracted recovery in the Euro Area and the economic effects from a withdrawal
of the United Kingdom from the European Union on the overall global economy and our business, operating results and growth rates;

the effects of competition and excess capacity in the diesel engine market on the demand, sales volume and sales prices for our diesel
engines;

the effects of previously reported material weaknesses in our internal control over financial reporting and our ability to implement
and maintain effective internal control over financial reporting;

our ability to collect and control our levels of accounts receivables;

our dependence on Dongfeng Automobile Co., Ltd. and other major diesel truck manufacturers controlled by or affiliated with Dongfeng
Automobile Co., Ltd.;

our ability to successfully manage and implement our joint ventures and manufacture and sell our diesel and natural gas engines and any
new products;

our ability to finance our working capital and capital expenditure requirements, including obtaining any required external debt or other
financing;

the effects of fluctuating interest rates in China on our borrowing costs or the availability of funding;

the effects of inflation and deflation on our financial condition and results of operations;

our ability to successfully implement the Reorganization Agreement, as amended by the Cooperation Agreement (both as defined in Item
4. Information on the Company History and Development);

our ability to control Yuchai and consolidate Yuchai s financial results;

the effects of uncertainties in the Chinese legal system, which could limit the legal protection available to foreign investors, including with
respect to the enforcement of foreign judgments in China;

the effects of changes to the international, regional and economic climate and market conditions in countries where the HLGE group s
hospitality operations are located, as well as related global economic trends that adversely impact the travel and tourism industries;
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the outbreak of communicable diseases, if not contained, and its potential effects on the operations of the HLGE group and its business in
the hospitality industry; and

the impact of terrorism, terrorist events, airline strikes, hostilities between countries or increased risk of natural disasters or viral epidemics

that may affect travel patterns and reduce the number of travelers and tourists to the HLGE group s hospitality operations.
Our actual results, performance, or achievement may differ from those expressed in, or implied by, the forward-looking statements contained in
this Annual Report. Accordingly, we can give no assurances that any of the events anticipated by these forward-looking statements will transpire
or occur or, if any of the foregoing factors or other risks and uncertainties described elsewhere in this Annual Report were to occur, what impact
they will have on these forward-looking statements, including our results of operations or financial condition. In view of these uncertainties, you
are cautioned not to place undue reliance on these forward-looking statements. We expressly disclaim any obligation to publicly revise any
forward-looking statements contained in this Annual Report to reflect the occurrence of events after the date of this Annual Report.

PART I
ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS

Not Applicable.
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ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE
Not Applicable.
ITEM 3. KEY INFORMATION
Selected Financial Data

The selected consolidated statement of financial position data as of December 31, 2017 and 2018, and the selected consolidated statement of
profit or loss data and the selected consolidated statement of cash flows data set forth below for the years ended December 31, 2016, 2017 and
2018 are derived from our audited consolidated financial statements included in this Annual Report. The selected consolidated statement of
financial position data as of December 31, 2014, 2015 and 2016, and the selected consolidated statement of profit or loss data and the selected
consolidated statement of cash flows data set forth below for the years ended December 31, 2014 and 2015 are derived from our audited
consolidated financial statements not included in this Annual Report. Our consolidated financial statements as of and for the years ended
December 31, 2014, 2015, 2016, 2017 and 2018 have been prepared in conformity with IFRS.

The audited consolidated financial statements as of and for the years ended December 31, 2016, 2017 and 2018 included in this Annual Report
reflect the first year of adoption of standards IFRS 15. In addition, the financial and operational data as of and for the years ended December 31,
2016, 2017 and 2018 included in this Annual Report reflect Yuchai s revision of its classification system for light-, medium- and heavy-duty
engines implemented in 2018. For more information, see Certain Definitions and Supplemental Information.

The selected financial information as of and for the years ended December 31, 2016, 2017 and 2018 set forth below should be read in
conjunction with, and is qualified in its entirety by reference to Item 5. Operating and Financial Review and Prospects and our audited
consolidated financial statements and the notes thereto.

We currently own, through six of our wholly-owned subsidiaries, 76.4% of the outstanding shares of Yuchai. Our ownership interest in Yuchai
is our main business asset. As a result, our financial condition and results of operations depend primarily upon Yuchai s financial condition and
results of operations, and the implementation of the Reorganization Agreement, as amended by the Cooperation Agreement.

Following an announcement in February 2005 by the Board of Directors of the Company of its approval of the implementation of our business
expansion and diversification plan, we looked for new business opportunities to seek to reduce our financial dependence on Yuchai. As of
December 31, 2018, we had a 48.9% interest in the outstanding ordinary shares of HLGE and a 7.7% interest in the outstanding ordinary shares
of TCL. As of February 28, 2019, our interest in the outstanding ordinary shares of HLGE and TCL remained unchanged.

Relating to our interest in HLGE:

On January 13, 2012, our wholly-owned subsidiary, Grace Star Services Limited ( Grace Star ) transferred 24,189,170 Series B redeemable
convertible preference shares in the capital of HLGE (the Trust Preference Shares ) to Amicorp Trustees (Singapore) Limited (the Trustee )
pursuant to a trust deed entered into between HLGE and the Trustee (the Trust ). On January 16, 2012, the Trust Preference Shares were
mandatorily converted into 24,189,170 new ordinary shares in the capital of HLGE (the Trust Shares ) resulting in our shareholding interest in
HLGE decreasing from 49.4% to 48.1%. On April 4, 2012, as a result of the conversion of all the outstanding Series A redeemable convertible
preference shares held by our wholly-owned subsidiaries, Venture Delta Limited ( Venture Delta ) and Grace Star, into new ordinary shares in the
capital of HLGE, our shareholding interest in HLGE increased from 48.1% to 48.9%.

The Trust Shares are accounted for as treasury shares by HLGE as they are issued by HLGE and held by the Trust, which is considered as part of
HLGE. As aresult, based on the total outstanding ordinary shares of HLGE net of the Trust Shares, our shareholding interest in HLGE is stated
as 50.2% for accounting purposes in the Company s consolidated financial statements for the year ended December 31, 2018. However, these
Trust Shares are not regarded as treasury shares under the Singapore Companies Act, Chapter 50, and the Trustee has the power, inter alia, to
vote or abstain from voting in respect of the Trust Shares at any general meeting of HLGE in its absolute discretion and to waive its right to
receive dividends in respect of the Trust Shares as it deems fit. Accordingly, based on the total outstanding ordinary shares of HLGE including
the Trust Shares, our shareholding interest in HLGE is 48.9% as of December 31, 2018 and February 28, 2019. We consolidate the results of
HLGE as a subsidiary. See Note 1.3 to the accompanying consolidated financial statements in Item 18.

Relating to our interest in TCL:
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Since fiscal year 2010, we have gradually reduced our total shareholding in TCL. Our total shareholding interest in TCL was 7.7% as of
December 31, 2018 and February 28, 2019. We classify our shareholding in TCL as quoted equity securities. On March 27, 2019, W Capital
Markets Pte. Ltd., for and on behalf of Prime Trade Enterprises Limited, an investment holding company ultimately owned and controlled by
certain members of the Thakral family, announced a voluntary conditional cash partial offer to acquire approximately 20% of the total issued
shares of TCL. We are currently considering our options in relation to our investment in the TCL group including disposing of our entire
shareholding in TCL.
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For further information on the Company s investments in HLGE and TCL, see Item 5. Operating and Financial Review and Prospects Business
Expansion and Diversification Plan.

Year ended December 31,
2014 2015 2016 2017 2018 2018
RMB RMB RMB RMB RMB US$m
(Restated) (Restated)
(in thousands, except per share data)
Selected Consolidated Statement of Profit or Loss

Data:

Revenue 16,436,142 13,733,437 13,643,195 16,197,819 16,263,248 2,430,942
Gross profit 3,290,990 2,790,572 2,972,452 3,356,051 3,092,021 462,178
Research and development costs (494,594) (506,955) (588,007) (608,181) (447,668) (66,915)
Other operating income, net 94,892 19,337 95,355 509,398 192,680 28,800
Operating profit 1,292,618 805,180 979,527 1,604,413 1,282,521 191,703
Share of results of associates and joint ventures (29,755) (2,691) (3,612) 10,054 11,634 1,739
Profit before tax 1,201,385 686,138 896,232 1,514,028 1,181,067 176,538
Income tax expense (179,639) (176,818) (160,270) (194,172) (206,667) (30,891)
Profit for the year 1,021,746 509,320 735,962 1,319,856 974,400 145,647
Attributable to:

Equity holders of the parent 730,280 341,108 525,177 888,809 695,266 103,925
Non-controlling interests 291,466 168,212 210,785 431,047 279,134 41,722

Basic and diluted earnings per common share
attributable to ordinary equity holders of the parent

(RMB/USS$ per share) 19.36 8.81 13.12 21.80 17.02 2.54
Profit for the year per share (RMB/US$ per share) 27.09 13.16 18.39 32.38 23.85 3.56
Weighted average number of shares 37,720 38,712 40,017 40,765 40,858 40,858
As at December 31,
2014 2015 2016 2017 2018 2018
RMB RMB RMB RMB RMB US$™

(Restated) (Restated)
(in thousands)
Selected Consolidated Statement of Financial
Position Data:

Working capital @ 4,925,945 4,366,413 5,498,043 6,621,162 6,861,641 1,025,640
Property, plant and equipment 4,460,842 4,329,544 4,127,185 3,824,018 3,756,542 561,508
Trade and other receivables 8,403,066 7,563,715 7,495,209 7,416,554 7,785,287 1,163,702
Total assets 18,773,336 18,815,602 18,515,746 21,015,059 21,657,964 3,237,315
Trade and other payables 6,547,296 6,192,190 6,689,771 7,507,031 7,191,134 1,074,893
Short-term loans and borrowings 1,209,001 2,399,195 894,136 1,600,000 2,001,014 299,101
Long-term loans and borrowings 1,077,716 56,509 16,270 26,341 15,078 2,254
Non-controlling interests 2,163,382 2,190,452 2,317,982 2,627,617 2,751,705 411,310
Issued capital 1,840,227 1,955,720 2,059,076 2,081,138 2,081,138 311,077
Equity attributable to equity holders of the parent 6,988,432 7,239,617 7,735,672 8,334,287 8,395,849 1,254,966
Year ended December 31,
2014 2015 2016 2017 2018 2018
RMB RMB RMB RMB RMB US$D

(Restated) (Restated)
(in thousands)
Selected Consolidated Statement of Cash Flows

Data:
Net cash provided by operating activities 535,686 1,686,718 2,276,087 1,420,167 670,601 100,235
Net cash (used in)/from investing activities (523,019) (25,496) (572,031) 76,570 (79,992) (11,956)
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Net cash (used in)/from financing activities (314,749) (485,535)  (1,553,986) 280,862

Effect of foreign currency exchange on cash and cash

equivalents (3,109) 7,332 29,480 (41,189)

Net (decrease)/increase in cash and cash equivalents (305,191) 1,183,019 179,550 1,736,410
5
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M The Company s functional currency is US dollar and its reporting currency is Renminbi. The functional currency of Yuchai is Renminbi.
Translation of amounts from Renminbi to US dollar is solely for the convenience of the reader. Translation of amounts from Renminbi to
US dollar has been made at the rate of RMB 6.6901 = US$1.00, the rate quoted by the People s Bank of China (the PBOC ) at the close of
business on February 28, 2019. No representation is made that the Renminbi amounts could have been, or could be, converted into US
dollar at that rate or at any other rate prevailing on February 28, 2019 or any other date. The rate quoted by the PBOC at the close of
business on December 28, 2018 was RMB 6.8632 = US$1.00.

@ Current assets less current liabilities.

Dividends

Our principal source of cash flow has historically been our share of the dividends, if any, paid to us by Yuchai, as described under Item 5.
Operating and Financial Review and Prospects Liquidity and Capital Resources.

In May 1993, in order to finance further expansion, Yuchai sold shares to the Company, or Foreign Shares, and became a Sino-foreign joint
stock company.

Chinese laws and regulations applicable to a Sino-foreign joint stock company require that before Yuchai distributes profits, it must (i) recover
losses in previous years; (ii) satisfy all tax liabilities; and (iii) make contributions to the statutory reserve fund in an amount equal to 10% of net
income for the year determined in accordance with generally accepted accounting principles in the PRC, or PRC GAAP. However, the allocation
of statutory reserve fund will not be further required once the accumulated amount of such fund reaches 50% of the registered capital of Yuchai.

Any determination by Yuchai to declare a dividend will be at the discretion of Yuchai s shareholders and will be dependent upon Yuchai s
financial condition, results of operations, regulatory factors and other relevant factors. Yuchai s Articles of Association provide that dividends
shall be paid at least once a year out of after-tax profits (if any). To the extent Yuchai has foreign currency available, dividends declared by
shareholders at a shareholders meeting to be paid to holders of Foreign Shares (currently only us) will be payable in foreign currency, and such
shareholders will have priority thereto. If the foreign currency available is insufficient to pay such dividends, such dividends may be payable
partly in Renminbi and partly in foreign currency. Dividends allocated to holders of Foreign Shares may be remitted in accordance with the
relevant Chinese laws and regulations. In the event that the dividends are distributed in Renminbi, such dividends may be converted into foreign
currency and remitted in accordance with the relevant Chinese laws, regulations and policies.

Any determination by the Company to declare a dividend will be at the discretion of our board of directors and will be dependent upon our
financial condition, results of operations and other relevant factors. The following table sets forth a five-year summary of dividends we have
paid to our shareholders as well as dividends paid to us by Yuchai:

Dividend paid by the
Company Dividend paid by Yuchai
to its shareholders for the to the Company ()
fiscal year/ in the for the fiscal year /in the fiscal
fiscal year year
Fiscal Year (per share) (in thousands)
2014 US$1.20® RMB 325,278 @
2015 US$1.10@ RMB 271,058 ®
2016 US$0.85 © RMB 318,050
2017 US$0.90 ® RMB 234,923
2018 US$2.2119 RMB 307,2071D

M Dividends paid by Yuchai, are declared in Renminbi and paid to us in a mix of US dollar and Renminbi based on the exchange rates at
local designated foreign exchange banks on the respective payment dates.

@ OnMay 12, 2014, we declared a dividend of US$1.20 per ordinary share amounting to a total of US$44.7 million for fiscal year 2013
payable either wholly in cash or new shares at the election of shareholders. Based on the elections by shareholders, the aggregate dividend
was paid in the form of approximately US$26 million in cash and 928,033 ordinary shares.
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The dividend declared by Yuchai for fiscal year 2014 was paid to us on May 29, 2015. For dividend paid for fiscal year 2014, RMB
32.6 million was paid in Renminbi and the remaining RMB 292.7 million was paid in US dollar at an exchange rate of RMB 6.2135 =
US$1.00.

On May 22, 2015, we declared a dividend of US$1.10 per ordinary share amounting to a total of US$42.0 million for fiscal year 2014
payable either wholly in cash or new shares at the election of shareholders. Based on the elections by shareholders, the aggregate dividend
was paid in the form of approximately US$23.4 million in cash and 1,102,634 ordinary shares.

The dividend declared by Yuchai for fiscal year 2015 was paid to us on May 26, 2016. For the dividend paid for fiscal year 2015, RMB
27.0 million was paid in Renminbi and the remaining RMB 244.1 million was paid in US dollar at an exchange rate of RMB 6.5636 =
US$1.00.

On May 12, 2016, we declared a dividend of US$0.85 per ordinary share amounting to a total of US$33.4 million for fiscal year 2015
payable either wholly in cash or new shares at the election of shareholders. Based on the elections by shareholders, the aggregate dividend
was paid in the form of approximately US$17.8 million in cash and 1,413,760 ordinary shares.

The dividend declared by Yuchai for fiscal year 2016 was paid to us on May 19, 2017. For the dividend paid for the fiscal year 2016, RMB
318.0 million was paid in Renminbi.

On May 24, 2017, we declared a dividend of US$0.90 per ordinary share amounting to a total of US$36.6 million for fiscal year 2016
payable either wholly in cash or new shares at the election of shareholders. Based on the elections by shareholders, the aggregate dividend
was paid in the form of approximately US$34.7 million in cash and 99,790 ordinary shares.

The dividend declared by Yuchai for fiscal year 2017 was paid to us between May 25, 2018 and May 29, 2018. For the dividend paid for
the fiscal year 2017, RMB 234.9 million was paid in Renminbi.

On June 19, 2018, we declared a dividend of US$0.73 per ordinary share and a special dividend of US$1.48 per ordinary share amounting
to a total of US$90.3 million for fiscal year 2017. This dividend was paid to our shareholders on July 10, 2018.

The dividend declared by Yuchai for fiscal year 2018 has been approved for payment by Yuchai s Board of Directors. It will be paid to us
upon the issuance of Yuchai s audited financial statements for fiscal year 2018 and upon the receipt of approval by Yuchai s shareholders.
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Risk Factors
Risks relating to our shares and share ownership
Our controlling shareholder s interests may differ from those of our other shareholders.

As of February 28, 2019, our controlling shareholder, Hong Leong Asia Ltd., or Hong Leong Asia, indirectly owns 17,059,154 or approximately
41.75%, of the outstanding shares of our Common Stock, as well as a special share that entitles it to elect a majority of our directors. Hong
Leong Asia controls us through its wholly-owned subsidiary, Hong Leong (China) Limited, or Hong Leong China, and through HL Technology
Systems Pte Ltd, or HL Technology, a wholly-owned subsidiary of Hong Leong China. HL. Technology owns approximately 23.30% of the
outstanding shares of our Common Stock and has, since August 2002 been the registered holder of the special share. Hong Leong Asia also
owns, through another wholly-owned subsidiary, Well Summit Investments Limited, approximately 18.45% of the outstanding shares of our
Common Stock as of February 28, 2019. Hong Leong Asia is a member of the Hong Leong Investment Holdings Pte. Ltd., or Hong Leong
Investment group of companies. Prior to August 2002, we were controlled by Diesel Machinery (BVI) Limited, or Diesel Machinery, which,
until its dissolution, was a holding company controlled by Hong Leong China and was the prior owner of the special share. Through HL
Technology s stock ownership and the rights accorded to the Special Share under our Bye-Laws and various agreements among shareholders,
Hong Leong Asia is able to effectively approve and effect most corporate transactions. See Item 7. Major Shareholders and Related Party
Transactions Related Party Transactions Shareholders Agreement. In addition, our shareholders do not have cumulative voting rights. There
can be no assurance that Hong Leong Asia s actions will be in the best interests of our other shareholders. See also Item 7. Major Shareholders
and Related Party Transactions Major Shareholders.

We may experience a change of control as a result of sale or disposal of shares of our Common Stock by our controlling shareholders.

As described above, HL Technology, a subsidiary of Hong Leong Asia, owns 9,520,251 shares of our Common Stock, as well as the special
share. If HL Technology reduces its shareholding to less than 7,290,000 shares of our Common Stock, our Bye-Laws provide that the special
share held by HL Technology will cease to carry any rights, and Hong Leong Asia may as a result cease to have control over us. See Item 7.
Major Shareholders and Related Party Transactions The Special Share. If HL Technology sells or disposes of all of the shares of our Common
Stock, we cannot determine what control arrangements will arise as a result of such sale or disposal (including changes in our management
arising therefrom), or assess what effect those control arrangements may have, if any, on our financial condition, results of operations, business,
prospects or share price.

In addition, certain of our financing arrangements have covenants requiring Hong Leong Asia to retain ownership of the special share and that
we remain a principal subsidiary (as defined in such arrangements) of Hong Leong Asia. A breach of that covenant may require us to pay all
outstanding amounts under those financing arrangements. There can be no assurance that we will be able to pay such amounts or obtain alternate
financing.

The market price for our Common Stock may be volatile.

There continues to be volatility in the market price for our Common Stock. See Item 9. The Offer and Listing. The market price could fluctuate
substantially in the future in response to a number of factors, including:

our operating results whether audited or unaudited;

the public s reaction to our press releases and announcements and our filings with the SEC;

changes in financial estimates or recommendations by stock market analysts regarding us, our competitors or other companies that
investors may deem comparable;

operating and stock price performance of our competitors or other companies that investors may deem comparable;
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political, economic, and social conditions in China;

any negative perceptions about corporate governance or accounting practices at listed companies with significant operations in China;

changes in general economic conditions, arising from a slowdown in the global economy in 2019 and beyond, escalation or continuation of
trade tensions between the United States and China, heightened policy uncertainty especially regarding trade, financial market disruptions
amid global financing conditions, and heightened geopolitical tensions globally, protracted recovery in the Euro Area and the economic
effects from a withdrawal of the United Kingdom from the European Union and weaker than expected growth in China. See Item 3. Key
Information Risk Factors Risks relating to our company and our business The diesel engine business in China is dependent in large part
on the performance of the Chinese and the global economy. As a result, our financial condition, results of operations, business and
prospects could be adversely affected by slowdowns in the Chinese and the global economy;

the threat arising from the Chinese government s initiatives to develop energy saving and new energy vehicles, including hybrid, pure
electric vehicles, fuel cell electric vehicles and other alternative energy-powered vehicles, which may lead to a decrease in demand for our
engines, affecting our market share and profitability;
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future sales of our Common Stock in the public market, or the perception that such sales could occur; or

the announcement by us or our competitors of a significant acquisition.
Any of the above factors either individually or together may result in market fluctuations which may materially adversely affect our stock price.

We may be classified as a passive foreign investment company, which could result in adverse United States federal income tax consequences
to US Holders.

A non-United States corporation is considered a passive foreign investment company, or PFIC, for United States federal income tax purposes for
any taxable year if either (1) at least 75% of its gross income is passive income or (2) at least 50% of the total value of its assets (based on an
average of the quarterly values of the assets during a taxable year) is attributable to assets that produce or are held for the production of passive
income. For this purpose, the total value of our assets generally will be determined by reference to the market price of our shares. We believe
that our shares should not be treated as stock of a PFIC for United States federal income tax purposes for the taxable year ended on
December 31, 2018. However, there is no guarantee that the United States Internal Revenue Service will not take a contrary position or that our
shares will not be treated as stock of a PFIC for any future taxable year. Our PFIC status will be affected by, among other things, the market
value of our shares and the assets and operations of our company and subsidiaries. If we were to be treated as a PFIC for any taxable year during
which a US Holder (defined below) holds our shares, certain adverse United States federal income tax consequences could apply to the US
Holder. See Item 10. Additional Information Taxation United States Federal Income Taxation PFIC Rules.

If a United States person is treated as owning at least 10% of our shares, such holder may be subject to adverse U.S. federal income tax
consequences.

If a United States person is treated as owning (directly, indirectly or constructively) at least 10% of the value or voting power of our Common
Stock, such person may be treated as a United States shareholder with respect to each controlled foreign corporation in our group (if any). If our
group includes one or more U.S. subsidiaries, under recently-enacted rules, certain of our non-U.S. subsidiaries could be treated as controlled
foreign corporations regardless of whether we are or are not treated as a controlled foreign corporation (although there is currently a pending
legislative proposal to significantly limit the application of these rules). A United States shareholder of a controlled foreign corporation may be
required to annually report and include in its U.S. taxable income its pro rata share of Subpart F income , global intangible low-taxed income and
investments in U.S. property by controlled foreign corporations, whether or not we make any distributions. An individual that is a United States
shareholder with respect to a controlled foreign corporation generally would not be allowed certain tax deductions or foreign tax credits that
would be allowed to a United States shareholder that is a U.S. corporation. A failure to comply with these reporting obligations may subject you

to significant monetary penalties and may prevent the statute of limitations with respect to your U.S. federal income tax return for the year for
which reporting was due from starting. We cannot provide any assurances that we will assist investors in determining whether any of our
non-U.S. subsidiaries are treated as a controlled foreign corporation or whether such investor is treated as a United States shareholder with
respect to any of such controlled foreign corporations or furnish to any United States shareholders information that may be necessary to comply

with the aforementioned reporting and tax paying obligations. A United States investor should consult their own advisors regarding the potential
application of these rules to its investment in the Common Stock.

Risks relating to our company and our business

The diesel engine business in China is dependent in large part on the performance of the Chinese and the global economy. As a result, our
financial condition, results of operations, business and prospects could be adversely affected by slowdowns in the Chinese and the global
economy.

Our operations and performance depend significantly on worldwide economic conditions. During periods of economic expansion, the demand
for trucks, construction machinery and other applications of diesel engines generally increases. Conversely, uncertainty about current global
economic conditions or adverse changes in the economy could lead to a significant decline in the diesel engine industry which is generally
adversely affected by a decline in demand. According to the World Bank s Global Economic Prospects issued in January 2019, global economic
growth is projected to remain soft, expanding at a rate of 2.9% in 2019 amid increasing downside risk to the outlook. Growth among advanced
economies is forecast to drop to 2% in 2019. While slowing external demand and persistent policy uncertainties are expected to weigh on the
outlook for emerging markets and developing economies, growth for this group is anticipated to reach 4.2% in 2019.

In the Eurozone, large uncertainty still surrounds the United Kingdom s withdrawal from the EU (known as BREXIT) and risk of economic
weakness in some EU member states remains. According to its Winter European Economic Forecast issued on February 7, 2019, the European
Commission anticipates economic growth in the Eurozone to continue but at a slower pace, with expected economic growth in 2019 being
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revised lower to 1.6%.

The current political climate has introduced greater uncertainty with respect to trade policies, tariffs and government regulations affecting trade
between the U.S. and China. In March 2018, the Trump administration announced import tariffs on steel and aluminum, including imports from
China where our operations are primarily located. The effect of this policy, and the possibility and extent of any international trade conflicts,
particularly trade conflicts between the U.S. and China, and such conflict s impact, if any, on our business or results of operations is uncertain. In
addition, the performance of the Chinese economy affects, to a significant degree, our financial condition, results of operations, business and
prospects. For example, the various measures taken by the Chinese government from time to time to regulate economic growth and control
inflation have in prior periods, significantly weakened demand for trucks in China, and may have a similar effect in the future. Uncertainty and
adverse changes in the Chinese economy could also increase costs associated with developing our products, increase the cost and decrease the
availability of potential sources of financing, and increase our exposure to material losses from our investments, any of which could have a
material adverse impact on our financial condition and operating results.
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According to the National Bureau of Statistics, China s GDP grew by 6.6% in 2018, compared with 6.8% in 2017. Although the growth
slowdown in China continues to be gradual in response to the Chinese government s planned reform of the economy, there are downside risks to
growth. The main short-term risk is the unwinding of high leverage in sectors with excess capacity, namely the manufacturing, industrial and
real estate sectors. This may result in a sharper-than-expected slowdown in investment and hence in aggregate demand. There have been
increasing concerns over China s current debt levels which continue to trend upwards despite decelerating credit growth which has resulted in
fears over possible defaults by local banks, corporate entities including state-owned enterprises and local provincial governments. In March 2019

in the Chinese government s Work Report announced at the National People s Congress in Beijing, Premier Li Keqiang lowered China s 2019
GDP growth target to a range of 6.0% to 6.5%, citing more complex risks and challenges in the coming year, including ongoing trade disputes
with the U.S.. To help domestic businesses, the Chinese government also announced a reduction in the value-added tax rate ( VAT ) for
manufacturers from 16% to 13%, and VAT for construction and transport companies from 10% to 9%. The business and prospects for the diesel
engine industry, and thus the business and prospects of our company, may be adversely affected by changes in Chinese government policies.

Further, as a result of recurring liquidity tightening in the banking system, alternative lending and borrowing outside of traditional banking
practices, generally known as shadow banking , has grown to become an integral and significant aspect of the Chinese economy. Such alternative
lending is loosely regulated and has led to an increase in China s debt levels leading to concern over rising bad debts and financial problems. As
an increasing portion of the funds obtained from shadow banking are being used for investments in speculative and risky products or assets,
should a widespread default on such investments occur, this could harm the growth prospects of the Chinese economy. While there has been
increased scrutiny and oversight by regulators, this has not entirely eradicated the shadow banking industry in China. Even if the Chinese
government increases regulation over such alternative lending and borrowing, there is no assurance that such regulations will be successful, or
that they would not have an adverse impact on the overall loan markets and liquidity in China, which will negatively impact the Chinese
economy.

The diesel engine business in China is dependent in large part on Chinese government policy. As a result, our financial condition, results of
operations, business and prospects could be adversely affected by Chinese government policies.

Our business is dependent on the state of the commercial vehicle market in China. According to CAAM, the sales of commercial vehicles have
experienced fluctuations over the years primarily as a result of government incentives and subsidies introduced from time to time as well as the
replacement cycle of commercial vehicles. In 2016, commercial vehicle sales (excluding gasoline powered and electric powered vehicles) were
2.7 million units, an increase of 8.3% compared with 2015, primarily due to an increase of 11.6% in the truck market as stricter enforcement of
anti-overloading regulations had resulted in higher sales, which was partially offset by a 9.9% decline in sales in the bus segment compared with
2015. In 2017, commercial vehicle sales (excluding gasoline powered and electric powered vehicles) were 3.1 million units, an increase of
16.9% compared with 2016, primarily due to an increase of 19.5% in the truck market as stricter enforcement of anti-overloading regulations
and increasing demand in logistics services resulted in higher sales. The bus market remained weak experiencing a 0.7% decline in overall sales
with heavy-duty bus sales up 0.1% compared with 2016. In 2018, the diesel engine market was affected by factors such as the weakening
influence of the Chinese government s anti-loading policy, a Blue Sky Protection campaign launched by Chinese government, diminishing use of
the trans-cities highway transportation system in favor of rail transport and the forthcoming implementation of National VI emission standards.

In 2018, commercial vehicle sales (excluding gasoline-powered and electric-powered vehicles) were 3.1 million units, being flat compared with
2017. The truck market decreased by 1.3%, mainly attributed to a 22.3% decline in the medium-duty segment, which was partially offset by the
growth of 2.7% in the heavy-duty segment. The bus market continued to weaken in 2018, resulting in a 5.3% decline in bus sales compared to
2017. The Chinese government introduced generous incentives to encourage purchases of electric-powered vehicles to curb air pollution in
major cities, resulting in increased sales of electric-powered commercial vehicles, particularly in the light-duty engine vehicles segment. As a
result of these initiatives, combustion bus engine sales volume in China and our share of the bus market have gradually decreased. For more
details, see  Increasing demand for electric vehicles may lead to decreases in demand for our engines affecting our market share and profitability
and Item 5. Operating and Financial Review and Prospects Overview.

In recent years, the policies of the Chinese government have encouraged energy conservation and emissions reduction. On November 19, 2014,
the State Council unveiled a new Energy Development Strategy Action Plan (2014 -2020) focusing on the development of renewables and
limiting its primary energy consumption growth rate to 3.5% per year until 2020. Premier Li Keqiang in his 2017 annual policy report
acknowledged the continued concerns over environmental pollution and stated that the Chinese government would increase the pace of progress
to improve the environment, especially air quality. The measures to be adopted include tackling the sources of pollution in key industries,
strengthening control over exhaust emitted by motor vehicles through the prohibition of use of higher emission vehicles, improving the quality
of fuel and promoting the use of clean energy vehicles and the strict enforcement of environment laws and regulations. China s 13th Five Year
Plan covering the years 2016 to 2020, which was formerly adopted at the National People s Congress in Beijing in March 2016 seeks to reduce
energy consumption by 15% and carbon emissions by 18% by 2020. On March 11, 2016, China s Environment Minister announced a set of
major reforms of China s environmental management and governance system to strengthen enforcement of related environmental protection
laws. The reforms are being phased in on a pilot basis in 17 provinces and autonomous regions. As part of the reforms, in 2016, the State
Council dispatched central environmental inspection teams made up of ministerial level officials to 15 provincial areas, including Beijing,
Shanghai and Guangzhou, to monitor local conditions and encourage provincial governments to fulfill their environmental protection
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responsibilities, resulting in disciplinary actions against a number of government officials and the imposition of fines for environmental
violations. In addition, in February 2017, China s Environment Minister announced a month-long special inspection on air quality across Beijing
and Tianjin municipalities and Hebei, Shanxi, Shandong and Henan provinces to check on the implementation of pollution control measures by
both local governments and companies. On April 10, 2017, the Ministry of Environmental Protection issued its 13th Five-Year Plan for National
Environmental Protection Standards. The Plan calls for the amendment of existing environmental protection standards and the implementation of
new environmental protection standards, including in relation to air quality and pollution emission control, environment detection and basic
environment standards and environmental management standards. On November 15, 2018, the Ministry of Ecology and Environment (formerly
known as the Ministry of Environmental Protection) announced that the Chinese government would implement a system that localizes
environmental monitoring, supervision, and law enforcement activities below the provincial level under the supervision of environmental
protection authorities at higher levels of government. The system is expected to be implemented in 2019.
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Although a series of policy and reform measures have been formulated to create a sustainable environment for the rapid growth of the energy
saving and environmental protection industry, there is no assurance that these measures will be successful. We cannot assure you that the
Chinese government will not change its policies in the future. Such policy changes may de-emphasize the use of diesel engines and encourage
increased use of cleaner energy alternatives, and any such changes will adversely affect our financial condition, results of operations, business or
prospects. The government incentive schemes have, from time to time contributed to an increase in our engine sales in the past. However, since
government incentive schemes may be changed from time to time, there can be no assurance that sales of our engines will continue to grow at
the same rate as in the past or at all.

Our financial condition, results of operations, business and prospects may be adversely affected if we are unable to implement the
Reorganization Agreement and the Cooperation Agreement.

We own 76.4% of the outstanding shares of Yuchai, and one of our primary sources of cash flow continues to be our share of the dividends, if
any, paid by Yuchai and investment earnings thereon. As a result of the agreement reached with Yuchai and its related parties pursuant to the
July 2003 Agreement, we discontinued legal and arbitration proceedings initiated by us in May 2003 relating to difficulties with respect to our
investment in Yuchai. In furtherance of the terms of the July 2003 Agreement, we, Yuchai and Coomber Investments Limited, or Coomber,
entered into the Reorganization Agreement in April 2005, as amended in December 2005 and November 2006, and agreed on a restructuring
plan intended to be beneficial to our shareholders. In June 2007, we, along with Yuchai, Coomber and the State Holding Company, entered into
the Cooperation Agreement. The Cooperation Agreement amends certain terms of the Reorganization Agreement and as so amended,
incorporates the terms of the Reorganization Agreement. Pursuant to the amendments to the Reorganization Agreement, the Company has
agreed that the restructuring and spin-off of Yuchai will not be effected, and, recognizing the understandings that have been reached between the
Company and the State Holding Company to jointly undertake efforts to expand the business of Yuchai, the Company will not seek to recover
the anti-dilution fee of US$20 million that was due from Yuchai. For more information on these agreements see Item 4. Information on the
Company History and Development. No assurance can be given as to when the business expansion requirements relating to Yuchai as
contemplated by the Reorganization Agreement and the Cooperation Agreement will be fully implemented, or that implementation of the
Reorganization Agreement and the Cooperation Agreement will effectively resolve all of the difficulties faced by us with respect to our
investment in Yuchai.

In addition, the Reorganization Agreement contemplates the continued implementation of our business expansion and diversification plan
adopted in February 2005. One of the goals of this business expansion and diversification plan is to reduce our financial dependence on Yuchai.
Subsequently, we acquired strategic stakes in TCL and HLGE. See Item 5. Operating and Financial Review and Prospects Business Expansion
and Diversification Plan. Nonetheless, no assurance can be given that we will be able to successfully expand and diversify our business. We may
also not be able to continue to identify suitable acquisition opportunities, or secure funding to consummate such acquisitions or successfully
integrate such acquired businesses within our operations. Any failure to implement the terms of the Reorganization Agreement and Cooperation
Agreement, including our continued expansion and diversification, could have a material adverse effect on our financial condition, results of
operations, business or prospects. Additionally, although the Cooperation Agreement amends certain provisions of the Reorganization
Agreement and also acknowledges the understandings that have been reached between us and the State Holding Company to jointly undertake
efforts to expand and diversify the business of Yuchai, no assurance can be given that we will be able to successfully implement those efforts or
as to when the transactions contemplated therein will be consummated.

Tariffs on certain imports into the United States and China, and other potential changes to tariff and import/export regulations may have a
negative effect on global economic conditions and our business, financial results and financial condition.

Our operations expose us to the risk that increased trade protectionism will adversely affect our business. In the United States, there is significant
uncertainty about the future relationship between the United States and other exporting countries, including with respect to trade policies,
treaties, government regulations and tariffs. Trade tensions between the U.S. and China have resulted in both governments imposing tariffs, and
both countries have indicated that they are willing to continue employing aggressive tactics, such as the imposition of additional punitive tariffs.
As an example of such restrictions, since July 2018, the U.S. has imposed a 25% tariff on steel and a 10% tariff on aluminum imported into the
United States, with temporary or permanent exemptions granted for certain countries. In response to these tariffs, China, the E.U., and other
countries have implemented or are evaluating the use of retaliatory measures, which could further increase barriers to trade. Any increased trade
barriers or restrictions on trade, especially trade with China, could depress economic activity and restrict our access to suppliers or customers
and have a material adverse effect on our business, financial condition and results of operations.
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We have in the past and may in the future experience disagreements and difficulties with the Chinese shareholders in Yuchai.

Although we own 76.4% of the outstanding shares of Yuchai, and believe we have proper legal ownership of our investment and a controlling
financial interest in Yuchai, in the event there is a dispute with Yuchai s Chinese shareholders regarding our investment in Yuchai, we may have
to rely on the Chinese legal system for remedies. The Chinese legal system may not be as effective as compared to other more developed
countries, such as the United States. See Item 3. Key Information Risk Factors Risks relating to China The Chinese legal system embodies
uncertainties which could limit the legal protection available to foreign investors. We have, in the past experienced problems from time to time
in obtaining assistance and cooperation of Yuchai s Chinese shareholders in the daily management and operation of Yuchai. We have, in the past
also experienced problems from time to time in obtaining the assistance and cooperation of the State Holding Company in dealing with other
various matters, including the implementation of corporate governance procedures, the payment of dividends, the holding of Yuchai board
meetings and the resolution of employee-related matters. Examples of these problems are described elsewhere in this Annual Report. The July
2003 Agreement, the Reorganization Agreement and the Cooperation Agreement are intended to resolve certain issues relating to our share
ownership in Yuchai and the continued corporate governance and other difficulties which we have had with respect to Yuchai. As part of the
terms of the Reorganization Agreement, Yuchai agreed that it would seek the requisite shareholder approval prior to entering into any material
transactions (including any agreements or arrangements with parties related to Yuchai or any of its shareholders) and that it would comply with
its governance requirements. Yuchai also acknowledged and affirmed the Company s continued rights as majority shareholder to direct the
management and policies of Yuchai through Yuchai s Board of Directors. Yuchai s Articles of Association have been amended and such amended
Articles of Association as approved by the Guangxi Department of Commerce on December 2, 2009, entitle the Company to elect nine of
Yuchai s thirteen directors, thereby reaffirming the Company s right to effect all major decisions relating to Yuchai. While Yuchai has affirmed
the Company s continued rights as Yuchai s majority shareholder and authority to direct the management and policies of Yuchai, no assurance
can be given that disagreements and difficulties with Yuchai s management and/or Yuchai s Chinese shareholders will not recur, including
implementation of the Reorganization Agreement and the Cooperation Agreement, corporate governance matters or related party transactions.
Such disagreements and difficulties could ultimately have a material adverse impact on our consolidated financial position, results of operations
and cash flows.

We have previously identified material weaknesses in our internal control over financial reporting and cannot assure you that material
weaknesses will not be identified in the future. Our failure to implement and maintain effective internal control over financial reporting
could result in material misstatements in our financial statements which could require us to restate financial statements in the future, or
cause us not to be able to provide timely financial information, which may cause investors to lose confidence in our reported financial
information and have a negative effect on our stock price.

We reported material weaknesses in our internal control over financial reporting as of December 31, 2005 to 2011, and our management
concluded that our disclosure controls and procedures and our internal control over financial reporting were not effective for that period.
However, since the year ending December 31, 2012, we have not identified any material weaknesses in our internal control over financial
reporting. Our management concluded that our disclosure controls and procedures and our internal control over financial reporting were
effective as of December 31, 2012 to 2018. See Item 15. Controls and Procedures. Our independent registered public accounting firm has
expressed an unqualified opinion on the effectiveness of our internal control over financial reporting as of December 31, 2012 to 2018.

We cannot assure you that material weaknesses or significant deficiencies in our internal control over financial reporting will not be identified in
the future. Any failure to maintain or improve existing controls or implement new controls could result in material weaknesses or significant
deficiencies and cause us to fail to meet our periodic reporting obligations which in turn could cause our shares to be delisted or suspended from
trading on the New York Stock Exchange ( NYSE ). In addition, any such failure could result in material misstatements in our financial
statements and require us to restate our financial statements and adversely affect the results of annual management evaluations regarding the
effectiveness of our internal control over financial reporting. Any of the foregoing could cause investors to lose confidence in our reported
financial information, leading to a decline in our share price.

We depend on and expect to continue to depend on the Dongfeng Group for a significant percentage of our sales.

Our sales are concentrated among the Dongfeng Group, which includes Dongfeng Automobile Co., Ltd., one of the largest state-owned
automobile companies in China, and other major diesel truck manufacturers controlled by or affiliated with Dongfeng Automobile Co., Ltd. In
2018, sales to the Dongfeng Group accounted for 27.4% of our total revenue, of which sales to our two largest customers, Dongfeng Liuzhou
Motor Co., Ltd. and Dongfeng Automobile Co., Ltd., accounted for 9.9% and 3.6%, respectively. In 2018, our sales to our top five customers,
including the Dongfeng Group, accounted for 37.5% of our total revenue. Although we consider our relationship with the Dongfeng Group and
the other top four customers to be good, the loss of one or more of the companies within the Dongfeng Group as a customer or any one of our
other top four customers whether singly or combined together would have a material adverse effect on our financial condition, results of
operations, business or prospects.
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As we are dependent on the purchases made by the Dongfeng Group from us, we have exposure to their liquidity arising from the high level of
accounts receivables from them. We cannot assure you that the Dongfeng Group will be able to repay all the money they owe to us. In addition,
the Dongfeng Group may not be able to continue purchasing the same volume of products from us which would reduce our overall sales volume.
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The Dongfeng Group also competes with us in the diesel engine market in China. Although we believe that the companies within the Dongfeng
Group generally make independent purchasing decisions based on end-user preferences, we cannot assure you that truck manufacturers affiliated
with Dongfeng Automobile Co., Ltd. will not preferentially purchase diesel engines manufactured by companies within the Dongfeng Group
over those manufactured by us.

Competition in China from other diesel engine manufacturers may adversely affect our financial condition, results of operations, business or
prospects.

The diesel engine industry in China is highly competitive. We compete with many other China domestic companies, most of which are
state-owned enterprises. Some of our competitors have formed joint ventures with or have technology assistance relationships with foreign
diesel engine manufacturers or foreign engine design consulting firms and use foreign technology that is more advanced than ours. We expect
competition to intensify as a result of:

improvement in competitors products;

increased production capacity of competitors;

increased utilization of idle capacity by competitors;

price competition;

increased emphasis on new-energy vehicles; and

consolidations in the diesel engine industry.
In addition, we believe that there has been excess capacity in the diesel engine industry in the past, from time to time resulting from fluctuations
in market demand. For example, market demand fluctuated between 2010 and 2017 as a result of, among other things, stimulus measures
announced by the Chinese government to counter the effects of the 2008 global financial crisis, investment in capacity expansion by our
competitors, the phasing out of Chinese government incentives for car purchases, the introduction of policies to restrict automotive growth in
Beijing and other major cities, pre-buying of commercial vehicles prior to the implementation of new emission standards in China and incentives
to encourage purchases of electric-powered vehicles. For more details, see Item 5. Operating and Financial Review and Prospects Overview.

Any excess capacity or decrease in demand in the diesel engine industry in the future could lead to a decrease in prices in the diesel engine
market and as we and our competitors compete through lower prices, this could adversely impact our revenues, margins and overall profitability.
Furthermore, if restrictions and tariffs on the import of motor vehicles and motor vehicle parts into China are reduced, foreign competition could
increase significantly. An increase in competition as a result of these various factors operating singly or together may adversely affect our
financial condition, results of operations, business or prospects as a result of lower gross margins, higher fixed costs or decreasing market share.

Our long-term business prospects will depend largely upon our ability to develop and introduce new or improved products in response to market
demands at competitive prices. Our competitors in the diesel engine markets may be able to introduce new or improved engine models that are
more favorably received by customers. Competition in the end-user markets, mainly the truck market, may also lead to technological
improvements and advances that render our current products obsolete at an earlier than expected date, in which case we may have to depreciate
or impair our production equipment more rapidly than planned. Failure to introduce or delays in the introduction of new or improved products at
competitive prices could have a material adverse effect on our financial condition, results of operations, business or prospects.

In addition, any consolidations or alliances in our industry may result in more competition for us from the resulting larger companies.
Concentration within our industry, or other potential moves by our competitors, could improve their competitive position and market share and
may exert further pricing pressure on us. Any consolidation or alliances in our industry involving our key suppliers or customers may adversely
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affect our existing relationships and arrangements with them. The loss of one or more of our key suppliers or customers due to consolidation in
our industry or otherwise could have a material adverse effect on our business, financial condition and results of operations.

China vehicle industry is experiencing changes under the Chinese government s latest initiatives to develop energy saving and new energy
vehicles. It may lead to decrease in demand for our engines affecting our market share and profitability.

In 2015, China government issued the first ten-year action plan for China to become a leading manufacturing nation, namely Made In China
2025, putting forward energy saving and new energy vehicles as one of the key development area in vehicle industry. New energy vehicles are
defined as vehicles powered by alternative sources of energy instead of fossil fuel-powered engines, such as the diesel and natural gas engines
that we produce. New energy vehicles include hybrid, pure electric vehicles, fuel cell electric vehicles and other alternative energy-powered
vehicles.

The Chinese government has introduced incentives to encourage purchases of electric-powered vehicles to curb air pollution in major Chinese
cities. As a result of these initiatives, combustion bus engine sales volume in China and our share of the bus market have gradually decreased.
According to CAAM, the sales of electric-powered commercial vehicle increased by approximately 27.3% in 2017 to 176,980 units compared to
139,060 units in 2016. The growth rate was slower in 2018 and it witnessed a moderate growth of 5.3% to 186,377 units in 2018.
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At the legislative session of the National People s Congress in March 2017, the Chinese government reiterated its push for greater use of
new-energy vehicles and encouraged more innovation to accelerate the sector s development. The Chinese government announced in its March
2018 Work Report to the National People s Congress that it would grant a three-year extension of the preferential policy for new energy vehicles
and continue to explore the field of new energy vehicles. The Chinese government s March 2019 Work Report reaffirmed that it would continue
implementing preferential policies for new energy vehicles purchases. Since December 2016, China has gradually reduced subsidies for

new-energy vehicles and expects to phase out all financial assistance by 2020. The Chinese government policy changes reflect the government s
determination to continue to accelerate the development of new energy automobile industry while allowing China s commercial vehicle market to

gradually shift from being policy-driven to market-driven . The entry of electric-powered vehicles into the commercial vehicle market in China is

a relatively new development and is marked by new and changing technologies and evolving government regulation, industry standards and
customer preferences, taking into account a variety of factors, for such vehicles compared with fossil fuel-powered vehicles. As such, it is
difficult at this early stage of the market s development in China, to predict the growth and demand prospects for such vehicles.

If the market for electric-powered vehicles continues to develop or develops more quickly than we expect, the additional competition resulted
from the growing new energy vehicles development could reduce demand for our engines, which could adversely affect our business, financial
condition, results of operations and prospects.

If we are not able to continually improve our existing engine products and develop new engine products or successfully enter into other
markets, we may become less competitive, and our financial condition, results of operations, business and prospects will be adversely
affected.

As the diesel engine industry in China is highly competitive and continues to develop, we will have to continually improve our existing engine
products, develop new engine products and enter into new markets in order to remain competitive. As a result, our long-term business prospects
will largely depend upon our ability to develop and introduce new or improved products at competitive prices and enter into new markets. Future
products may utilize different technologies and may require knowledge of markets that we do not currently possess. Moreover, our competitors
may be able to introduce new or improved engine models that are more favorably received by customers than our products or enter into new
markets with an early-entrant advantage. Any failure by us to introduce, or any delays in the introduction of, new or improved products at
competitive prices or entering into new markets could have a material adverse effect on our financial condition, results of operations, business or
prospects.

We have entered into several joint ventures in order to expand our product portfolio. There can be no assurance that our joint ventures will be
successful or profitable. We have recognized impairment losses in the past related to our investments in the joint ventures and may do so again
in the future. We review our investments in these joint ventures on an ongoing basis and may take such action as is deemed strategically
appropriate including but not limited to divestment and shareholding changes. We have entered into the following joint ventures:

On August 28, 2018, we announced that a Yuchai subsidiary had entered into an agreement with Eberspaecher Exhaust Technology
International GmbH ( Eberspaecher ) to set up a joint venture to develop, produce and market new exhaust emission control systems for
trucks, buses, farming equipment and industrial machinery to meet the National VI emission standards. The joint venture entity,
Eberspaecher Yuchai Exhaust Technology Co., Ltd. was incorporated on December 5, 2018, with Eberspaecher and the Yuchai subsidiary
holding 51% and 49% interests, respectively. A new production facility dedicated to producing the joint venture s exhaust systems is
currently planned for construction at Yuchai s current engine production facilities in Yulin City, China.

On February 19, 2016, we announced that Yuchai had entered into an agreement with MTU Friedrichshafen GmbH ( MTU ). a subsidiary
of Rolls-Royce Power Systems, to set up a 50-50 joint venture, for the production, under license from MTU, of MTU diesel engines in
China. The joint venture entity, MTU Yuchai Power Company Limited, was incorporated on January 18, 2017 and is based at Yuchai s
primary manufacturing facilities in Yulin. The joint venture will produce MTU Series 4000 diesel engines compliant with Tier-3 emission
standards and power outputs ranging from 1,400 to 3,490 kW, primarily for the Chinese off-highway market, in particular for power
generation and oil and gas applications. On April 9, 2018, the joint venture announced the launch of its first MTU Series 4000 engine
produced in China. In 2018, the joint venture produced 117 units of MTU Series 4000 engines and sold 110 units.

In August 2009, Yuchai reached an agreement with Jirui United Heavy Industry Co., Ltd. ( Jirui United ), a joint venture of China
International Marine Containers Group Ltd, Chery Automobile Co., Ltd. and Shenzhen City Jiusi Investment Management Co., Ltd. to
establish Y & C Engine Co., Ltd. ( Y&C ) to produce heavy-duty vehicle engines with the displacement range from 10.5L to 14L. The key
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focus of Y&C is the production of YC6K diesel engines. Production commenced in December 2010. Engine production volume had
reached 20,000 units for the first time in 2017, due to strong demand of heavy-duty trucks in China. In 2018, despite slower growth of
heavy-duty vehicle engines sales, Y&C continued to maintain production and sales volumes above 20,000 units.
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In April 2007, Yuchai entered into an Equity Joint Venture Agreement with Zhejiang Geely Holding Group Co., Ltd ( Geely ) and Zhejiang
Yinlun Machinery Company Limited to form two joint venture companies for the development, production and sale of the 4Y20 diesel engine
and parts for passenger vehicles. In May 2012, Yuchai exited from the joint venture in Zhejiang Province and increased its stake in the other
joint venture in Jining, Shandong Province ( Jining Yuchai ) through a share swap agreement that gave Yuchai a 70% shareholding in Jining
Yuchai, with Geely maintaining its 30% shareholding. In September 2014, Yuchai divested its entire 70% shareholding in Jining Yuchai but
continued to consolidate the financial results of Jining Yuchai as a result of various contractual arrangements that allowed Yuchai to exercise
effective control over Jining Yuchai. In November 2017, Yuchai acquired the entire equity interest in Jining Yuchai from an independent third
party pursuant to the irrevocable option to acquire the shares in Jining Yuchai granted to Yuchai. Accordingly, Yuchai continues to consolidate
the financial results of Jining Yuchai. The technology for the 4Y20 diesel engine is owned by Jining Yuchai. In 2014, we recorded an
impairment loss of RMB 60 million on the technology development costs relating to the 4Y20 engine platform. In 2015, we recorded a further
impairment loss of RMB 26.7 million. No impairment was recorded in 2016 but in 2017, we recorded an impairment loss of RMB 40 million. In
2018, Jining Yuchai commenced production of 4Y20 engines in view of the market demand. As such, management currently believes that there
are no indicators for further impairment. As of December 31, 2018, the accumulated impairment loss recorded on technology know-how relating

to the 4Y20 engine platform was RMB 126.7 million. See Item 5. Impairment of long-lived assets, including goodwill and intangible assets.

We have developed natural gas engines to expand our product portfolio. There can be no assurance, however, that these activities will be
profitable. Since 2013, Yuchai has produced a full portfolio of natural gas engines to complement its existing suite of diesel engines at its main
manufacturing facility at Yulin City, Guangxi Zhuang Autonomous Region. The existing portfolio comprises natural gas engines for both
on-road and off-road applications, all of which are compliant with China s National V and National VI emission standards. For example, in 2018,
Yuchai introduced four models of gas engines, YCS04N, YCK13N, YCKI15N and YCAO7N, compliant with National VI and Tier-4 emission
standards for both on-road and off-road applications. The main applications of Yuchai s natural gas engines are in the bus, truck and power
generator sectors. See Item 4. Information on the Company Business Overview Products and Product Development Yuchai  Other products
and services for more information on Yuchai s natural gas engines.

The development of a sustainable market for natural gas engines in China may be affected by many factors, some of which are beyond our
control, including:

the emergence of newer, more competitive technologies and products;

the prices and availability of oil and natural gas in the future;

the successful development of natural gas refueling infrastructure;

the structure and implementation of government policies, including the availability of government incentives;

consumer perceptions of the safety of natural gas engines; and

consumer reluctance to adopt new products.

There can be no assurance, however, that a sustainable market for natural gas vehicles will develop in China or in other countries around the
world or that our initiative to increase our market share in the natural gas engine market will be successful or profitable. For example, in 2016,
our sales of natural gas engines continued to decline primarily due to increased demand for electric-powered vehicles and a reduction in oil
prices. In 2017, the demand for gas engine trucks has seen a recovery due to certain provinces in northern China implementing new policies
restricting the running of diesel trucks. Although demand for natural gas engines in 2018 slowed down due to a reduction of government
incentives, demand for gas engine trucks in the fourth quarter of 2018 increased due to restrictions imposed on the operation of diesel engine
trucks in certain harbors and terminals in the northern region of China.

The technological requirements to comply with National VI standards will require engine manufacturers to deploy significant resources on
improving major engine components, systems and after treatment systems, in a relatively short period of time, which could lead to increased
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costs. Engine suppliers in the industry may face difficulty in implementing the emission upgrades in compliance with National VI emission
standards for on-road vehicles.

Yuchai has committed substantial resources to continually improve the technology of its products and maintain the competitiveness of its
products. For more information on Yuchai s research and development efforts, see Item 4. Information on the Company Business Overview
Research and Development.

Our research and development efforts may not be successful and our new products may not address the needs of our current and prospective
customers or achieve market acceptance. Moreover, competitors may be in the process of developing technology that could be developed more
quickly or eventually become more profitable than our products. If our investments in research and development do not yield new technologies
and products that we can successfully market and sell, our business, financial condition and results of operations may be adversely affected.
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Our financial condition, results of operations, business or prospects may be adversely affected to the extent we are unable to continue our
sales growth.

In 2016, Yuchai recorded engine sales of 320,424 units. In 2017, engine sales increased to 367,097 units, a 14.6% increase compared with 2016.

In 2018, engine sales increased to 375,731 units, a 2.4% increase compared with 2017. We cannot assure you that we will be able to maintain or
increase engine sales in the future. For example, we may not be able to maintain or increase our engine sales or revenue commensurate with our
increased levels of production capacity. Moreover, our future growth is dependent in large part on factors beyond our control, such as the
continued growth and stability of the global and Chinese economies. See Item 3. Key Information Risk Factors Risks relating to our company
and our business The diesel engine business in China is dependent in large part on the performance of the Chinese and the global economy. As a
result, our financial condition, results of operations, business and prospects could be adversely affected by slowdowns in the Chinese and the
global economy. In addition, we cannot assure you that we will be able to properly manage any future growth, including:

obtaining the necessary supplies, including the availability of raw materials;

hiring and training skilled production workers and management personnel;

manufacturing and delivering products for increased orders in a timely manner;

maintaining quality standards and prices;

controlling production costs; and

obtaining adequate funding on commercially reasonable terms for future growth