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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, 2012, 37,267,673 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 x

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 x

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 x No~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted 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 and post such files). Yes ™ No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer ~ Accelerated filer x Non-accelerated filer ~

Indicate by check mark which basis of accounting the registrant has used to prepare the financial statements included in this filing:

U.S. GAAP™~ International Financial Reporting Standards as issued Other ~

by the International Accounting Standards Board x
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” Nox

(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 and the State in this Annual Report are references to the People s Republic of China. Unless otherwise specified, all
references in this Annual Report to US dollars ~ dollars US$ or $ are to United States dollars; all references to Renminbi RMB or R
Renminbi, the legal tender currency of China; all references to S$ are to Singapore dollars, the legal tender currency of Singapore; all references

to RM are to Ringgit, the legal tender currency of Malaysia; all references to GBP are to Great British pounds, the legal tender currency of the
United Kingdom. Unless otherwise specified, translation of amounts for the convenience of the reader has been made in this Annual Report

(i) from Renminbi to US dollars at the rate of Rmb 6.2719 = US$1.00, the rate quoted by the People s Bank of China, or PBOC, on March 8,

2013, (ii) from Singapore dollar to US dollars at the rate of S$1.2483= 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 March 8, 2013, and (iii) from Ringgit to US

dollars at the rate of RM 3.1045 = 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 March 8, 2013. No representation is made that the Renminbi amounts,
Singapore dollar amounts or Ringgit amounts could have been, or could be, converted into US dollars at rates specified herein or any other rate.

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 ). We adopted IFRS effective as of and for the fiscal year ended December 31,
2009 by applying IFRS 1: First Time Adoption of International Reporting Standards. For the years prior to 2009, we prepared our financial
statements, in accordance with accounting principles generally accepted in the United States ( US GAAP ), which differs in certain significant
respects from and is not comparable with 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.

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, 2012, 37,267,673 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
were 37,267,673. Unless otherwise indicated herein, all percentage share amounts with respect to the Company are based on the weighted
average number of shares of 37,267,673 for 2012. As of March 8, 2013, 37,267,673 shares of our Common Stock, and one special share, par
value US$0.10, of our Common Stock 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.

Cautionary Statements with Respect to Forward-Looking Statements

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 2013 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, inflation and the availability of credit, particularly to the extent such current or future conditions and policies affect the
truck and diesel engine industries and markets in China, our diesel engine customers, the demand, sales volume and sales prices for our
diesel engines and our levels of accounts receivable;
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the effects of the weak and uncertain recovery in the global economy, caused by various factors, including the resurgence of the sovereign
debt crisis in Europe and renewed concerns over a possible breakup of the Eurozone, continued weakness in the economy of the Eurozone,
debt and fiscal challenges in the United States and weaker than expected economic rebound in China, on 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;
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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 receivable;

our dependence on the Dongfeng Automobile Company and other major diesel truck manufacturers controlled by or affiliated with the
Dongfeng Automobile Company;

our ability to successfully manufacture and sell our diesel 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 higher interest rates in China on our borrowing costs or the availability of funding;

the effects of inflation on our financial condition and results of operations, including the effects on Yuchai s costs of raw materials and
parts and labor costs;

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 ability of HLGE to repay its debt obligations to us which may have a material adverse effect on the value of our investment in HLGE;

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;

the outbreak of communicable diseases, such as the Influenza A (HIN1) virus and the Avian flu (HSN1 and H7N9), 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
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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.
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PARTI

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS
Not Applicable.
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, 2011 and 2012, and the selected consolidated statement of
income data and the selected consolidated statement of cash flows data set forth below for the years ended December 31, 2010, 2011 and 2012
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, 2009 and 2010, and the selected consolidated statement of income data and the selected consolidated statement
of cash flows data set forth below for the year ended December 31, 2009 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, 2008, 2009, 2010, 2011 and
2012 have been prepared in conformity with IFRS. We adopted IFRS effective as of and for the fiscal year ended December 31, 2009 by
applying IFRS 1: First Time Adoption of International Reporting Standards. Our consolidated financial statements as of and for the year ended
December 31, 2008 were originally prepared in accordance with generally accepted accounting principles in the United States, or US GAAP,
and were restated in accordance with IFRS for comparative purposes only.

In accordance with rule amendments adopted by the U.S. Securities Exchange Commission, or SEC, which became effective on March 4, 2008,
we do not provide a reconciliation to US GAAP for financial information prepared in accordance with IFRS. The selected financial information

as of and for the years ended December 31, 2010, 2011 and 2012 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, 2012, we had a 48.9% interest in the outstanding ordinary shares of HLGE and a 12.2% interest in the outstanding ordinary shares
of TCL. As of March 8, 2013, our interest in the outstanding ordinary shares of HLGE remain unchanged, and our interest in the outstanding
ordinary shares of TCL had decreased from 12.2% to 7.7%.

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 50.1% for accounting purposes in the Company s consolidated financial statements for the year ended December 31, 2012. 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
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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, 2012.

We consolidate HLGE as a subsidiary as we are able to govern the financial and operating policies of HLGE.
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Relating to our interest in TCL:

In July 2010, we completed the sale of a total of 536,000,000 shares in TCL to various purchasers, as a result of which our total shareholding in
TCL decreased from 34.4% to 13.9%. Subsequently, we sold additional TCL shares in the open market resulting in our shareholding interest in
TCL decreasing further from 13.9% to 12.2%. As a result of the sale of additional TCL shares in the open market in January and February 2013,
our shareholding interest in TCL decreased from 12.2% to 7.7% as of March §, 2013.

We classity our shareholding in TCL as investment held for trading.

For further information on the Company s investments in TCL and HLGE, see Item 5. Operating and Financial Review and Prospects Business
Expansion and Diversification Plan.

Year ended December 31,
2008 2009 2010 2011 2012 2012
Rmb Rmb Rmb Rmb Rmb US$

(in thousands)
Selected Consolidated Statement of Income Data:

Revenue 10,404,788 13,175,903 16,208,184 15,444,428 13,449,489 2,144,404
Gross profit 2,049,136 2,545,818 4,008,931 3,442,279 2,879,884 459,173
Research and development costs (184,794) (297,259) (324,123) (328,140) (373,732) (59,588)
Other operating income, net 19,460 77,555 87,628 73,078 132,350 21,102
Operating profit 615,742 854,257 1,949,672 1,535,088 1,163,464 185,505
Share of results of associates and joint ventures 16,409 (13,046) (54,023) (79,632) (36,869) (5,879)
Profit before tax from continuing operations 481,742 966,668 1,765,203 1,299,282 913,576 145,662
Income tax expenses (110,526) (147,223) (327,946) (226,780) (142,238) (22,679)
Profit from continuing operations 371,216 819,445 1,437,257 1,072,502 771,338 122,983
(Loss)/profit after tax for the year from discontinued
operations (33,985) 13,022 12,655
Profit for the year 337,231 832,467 1,449,912 1,072,502 771,338 122,983
Attributable to:
Equity holders of the parent 240,036 628,331 1,117,297 818,532 567,333 90,456
Non-controlling interests 97,195 204,136 332,615 253,970 204,005 32,527
Basic and diluted earnings per common share
attributable to equity holders of the parent 6.44 16.86 29.98 21.96 15.22 243
Profit from continuing operations per share 9.96 21.99 38.57 28.78 20.70 3.30
Profit for the year per share 9.05 22.34 38.91 28.78 20.70 3.30
Weighted average number of shares 37,268 37,268 37,268 37,268 37,268 37,268
As of December 31,
2008 2009 2010 2011 2012 2012
Rmb Rmb Rmb Rmb Rmb US$

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

Working capital @ 977,190 1,429,011 2,488,296 2,670,372 2,815,186 448,857
Property, plant and equipment, net 2,548,736 2,975,169 3,276,302 3,748,233 4,016,593 640,411
Trade and bills receivable 2,538,135 2,506,701 4,234,475 6,690,917 6,591,736 1,050,995
Short-term interest-bearing loans and borrowings 1,148,732 667,173 423,543 3,551,848 2,339,273 372,977
Trade and other payables 3,604,128 6,190,246 7,902,317 7,234,151 6,921,197 1,103,525
Total assets 9,967,644 13,305,911 16,246,263 19,151,019 17,923,673 2,857,773
Long-term interest-bearing loans and borrowings 176,756 411,875 201,850 144,883 111,422 17,765
Non-controlling interests 1,169,779 1,360,459 1,687,980 1,807,958 1,869,954 298,148
Issued capital 1,724,196 1,724,196 1,724,196 1,724,196 1,724,196 274,908
Equity attributable to equity holders of the parent 3,445,180 4,049,331 5,097,947 5,542,203 5,901,913 941,008
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Year ended December 31,
2008 2009 2010 2011 2012 2012
Rmb Rmb Rmb Rmb Rmb US$
(in thousands)
Selected Consolidated Statement of Cash Flows Data:
Net cash provided by operating activities 697,180 3,969,358 1,464,964 (1,762,386) 1,512,192 241,106
Capital expenditures® 376,440 788,936 644,305 931,764 736,727 117,465

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 dollars is solely for the convenience of the reader. Translation of amounts from Renminbi to
US dollars has been made at the rate of Rmb 6.2719 = US$1.00, the rate quoted by the People s Bank of China at the close of business on
March 8, 2013. No representation is made that the Renminbi amounts could have been, or could be, converted into US dollars at that rate
or at any other rate prevailing on March 8, 2013 or any other date. The rate quoted by the People s Bank of China at the close of business
on December 31, 2012 was Rmb 6.2855 = US$1.00.

@ Current assets less current liabilities.

®  Purchase of property, plant and equipment and payment for construction in progress.

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 and other relevant factors. Yuchai s Articles of Association provide that dividends shall be paid at least
once a year. 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.

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 o
fiscal year/ in the for the fiscal year /in the fiscal

fiscal year year
Fiscal Year (per share) (in thousands)
2008 US$0.10® Rmb 72,284 (US$10,564) @
2009 US$0.10 @ Rmb 144,565 (US$21,130) ®
2010 US$0.25 © Rmb 451,775 (US$69,213) "
2011 US$1.50 ® Rmb 234,917 (US$36,829)
2012 US$0.90 10 Rmb 234,917 (US$37,455) 11
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@ Dividends paid by Yuchai to us, as well as to other shareholders of Yuchai, were declared in Renminbi and paid in US dollars (as shown in
parentheses) based on the exchange rates at local designated foreign exchange banks on the respective payment dates. For dividends paid
for fiscal years 2008, 2009, 2010, 2011 and 2012, the exchange rates used were Rmb 6.8425 = US$1.00, Rmb 6.8417 = US$1.00, Rmb
6.5273 = US$1.00, Rmb 6.3786 = US$1.00, and Rmb 6.2719 = US$1.00 respectively.

Table of Contents 14



Edgar Filing: CHINA YUCHAI INTERNATIONAL LTD - Form 20-F

T

@)

3)
[C))

(&)
(6)

(@)
®)

©)
10)

an

f Conten

On August 25, 2008, we declared an interim dividend of US$0.10 per ordinary share amounting to US$3.7 million for fiscal year 2007.
This dividend was paid to our shareholders on September 19, 2008.
The dividend declared by Yuchai for fiscal year 2008 was paid to us on November 12, 2009.
On September 24, 2009, we declared a dividend of US$0.10 per ordinary share amounting to US$3.7 million for fiscal year 2008. This
dividend was paid to our shareholders on October 16, 2009.
The dividend declared by Yuchai for fiscal year 2009 was paid to us on May 14, 2010.
On March 5, 2010, we declared a dividend of US$0.25 per ordinary share amounting to US$9.3 million for fiscal year 2009. This dividend
was paid to our shareholders on March 30, 2010.
The dividend declared by Yuchai for fiscal year 2010 was paid to us on May 5, 2011.
On May 11, 2011, we declared a dividend of US$0.50 per ordinary share and a special dividend of US$1.00 per ordinary share amounting
to a total of US$55.9 million for fiscal year 2010. This dividend was paid to our shareholders on May 31, 2011.
The dividend declared by Yuchai for fiscal year 2011 was paid to us on June 12, 2012.
On June 15, 2012, we declared a dividend of US$0.50 per ordinary share and a special dividend of US$0.40 per ordinary share amounting
to a total of US$33.5 million for fiscal year 201 1. This dividend was paid to our shareholders on July 9, 2012.
The dividend declared by Yuchai for fiscal year 2012 has been approved for payment by Yuchai s shareholders and will be paid to us upon
the issuance of Yuchai s audited financial statements for fiscal year 2012.

Historical Exchange Rate Information

On December 31, 2012, the PBOC rate was Rmb 6.2855 = US$1.00. On March 8, 2013, the PBOC rate was Rmb 6.2719 = US$1.00.

On December 31, 2012, the noon buying rate was Rmb 6.2301 = US$1.00. On March 8, 2013, the noon buying rate was Rmb 6.2145 = US$1.00.

The following tables set forth certain information concerning exchange rates between Renminbi and US dollars based on 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 for the
periods indicated:

[S3)

Noon Buying
Rate (D

(Rmb per US$1.00)
Period High Low
October 2012 6.2877 6.2372
November 2012 6.2454 6.2221
December 2012 6.2502 6.2251
January 2013 6.2303 6.2134
February 2013 6.2438 6.2213
March 2013 6.2246 6.2105

Noon Buying Rate (D

(Rmb per US$1.00)
Period
Period End Average (2) High Low
2008 6.8225 6.9193 7.2946 6.7800
2009 6.8259 6.8307 6.8470 6.8176
2010 6.6000 6.7696 6.8330 6.6000
2011 6.2939 6.4630 6.6364 6.2939
2012 6.2301 6.3088 6.3879 6.2221
2013 (through March 8, 2013) 6.2145 6.2200 6.2248 6.2145

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. Since April 1994, the noon buying rate has been based on the rate quoted by the PBOC. As a result, since
April 1994, the noon buying rate and the PBOC rate have been substantially similar. The PBOC rate at the end of December 31, 2012 was
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Rmb 6.2855 compared with Rmb 6.2301 for the noon buying rate (average) for the year ended December 31, 2012.
@ Determined by averaging the rates on each business day of each month during the relevant period.
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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.

Our controlling shareholder, Hong Leong Asia Ltd., or Hong Leong Asia, indirectly owns 12,998,040, or 34.9%, 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 21.0% 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 13.9% of the outstanding shares of our Common Stock. 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 7,831,169 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. The market price could fluctuate substantially in the future in
response to a number of factors, including:

our interim operating results;

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, especially the weak and uncertain recovery in the global economy caused by various factors,
including the resurgence of the sovereign debt crisis in Europe and renewed concerns over a possible breakup of the Eurozone, continued
weakness in the economy of the Eurozone, debt and fiscal challenges in the United States and weaker than expected economic rebound in
China;

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.
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As a result of the global financial crisis in the third quarter of 2008, global stock markets experienced extreme price and volume fluctuations
which had a significant effect on the market prices of securities issued by many companies for reasons unrelated to their operating performance.
According to the World Bank s latest Global Economic Prospects issued on January 15, 2013, the global financial crisis continues four years
after it started although the worst appears to be over. According to the World Bank, the world economy continued to struggle as economic
activity in the high income countries was dampened by the Eurozone crisis as well as uncertainty resulting from the fiscal challenges in the U.S.
While growth rates in developing countries have fallen, they were still expanding faster than the high income countries. Slow growth is
characterizing the high income regions of the world namely, Europe, the United States and Japan, and the World Bank has forecast growth in
these advanced economies to remain at 1.3% in 2013. Growth for the global economy is expected to remain broadly unchanged at 2.4% before
gradually strengthening in 2014 and 2015. While there are signs that growth is picking up in developing countries, the recovery ahead remains
uncertain with bouts of market volatility expected. If the situation in Europe deteriorates or if the United States is unable to promptly address its
debt and fiscal problems, which would impact on the global economy, China s export growth would be adversely affected which would have a
negative effect on its economy. The World Bank has forecast China s economy to expand in 2013 by 8.4%, whereas the Chinese government is
maintaining a growth target of 7.5% as its new leadership attempts to rebalance its economy from investment and exports to increased domestic
consumption. All of these factors working 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 that ended on
December 31, 2012. 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.

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 well as
Chinese government policy. 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, as well as Chinese government policies affecting our business.

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. As a result, the performance of the Chinese economy will likely affect, 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.

According to the World Bank s latest Global Economic Prospects issued on January 15, 2013, the global financial crisis continues four years
after it started although the worst appears to be over. The global economy remains fragile as high-income countries continue to suffer from
volatility and slow growth. Although downside risks to the global economy have diminished, they have not been eliminated. These risks include
the deterioration of the sovereign debt crisis in Europe, debt and fiscal issues in the United States and the possibility of a sharp slowdown of
investment in China as its new leadership attempts to rebalance its economy from investment and exports to increased domestic consumption.
The pace of economic growth in China slowed from 10.4% in 2010 to 9.2% in 2011 to 7.8% in 2012 (Source: China s National Bureau of
Statistics). The World Bank has forecast China s economy to expand in 2013 by 8.4%. On March 5, 2013, at Premier Wen Jiabao s last annual
address to open the National People s Congress in Beijing, he announced that the growth target for China in 2013 remained at 7.5%, the same
level as that set for 2012, in part due to the continuing impact of the global financial crisis and the uncertain recovery of the world economy.
Premier Wen also noted that expanding domestic demand would be China s long-term strategy for economic development and that a proper level
of economic growth was required to be maintained in order to change the growth model and restructure the economy. In view of the announced
increase in focus on domestic consumption and less on exports and investments, changes to existing economic policies are expected to be
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The business and prospects for the diesel engine industry, and thus the business and prospects of our company, may also be adversely affected
by Chinese government policy. The overall sales of commercial vehicles between January and November 2009 increased 28% to approximately
3.3 million units, compared to the same period in 2008 (Source: China Association of Automobile Manufacturers). This was partly due to the
Chinese government s stimulus measures to counter the effects of the global financial crisis and maintain economic stability as well as the
evolving emission standards for automotive vehicles which contributed to the demand for new vehicles. Commercial vehicle sales in 2010 rose
to a new peak of over 4.3 million units, an increase of 30% over 2009, but growth in the Chinese automotive market slowed in 2011, with a
year-on-year increase in sales of only 2.45%, the lowest growth in 13 years (Source: China Association of Automobile Manufacturers). The
slowdown in the automotive market in 2011 extended into 2012 and continued into the first quarter of 2013 due to a variety of factors, including
the phasing out of government incentives for car purchases, the introduction of policies to restrict automotive growth in Beijing and other major
cities to curb emissions and ease traffic congestion and a slowdown in China s economy.

In recent years, the policies of the Chinese government have encouraged energy conservation and emissions reduction. China s 12th Five-Year
Plan, which was officially adopted in 2011, targets a 16% and 17% reduction in energy use and carbon dioxide emissions respectively per unit of
economic output by 2015. Out of seven strategic investment areas identified under the 12th Five-Year Plan, three relate to energy, namely clean
energy, energy conservation and clean energy vehicles. On June 16, 2012, in an effort to strengthen the country s energy saving and emission
reduction efforts, the Chinese government issued the 12th Five-Year Development Plan for the Energy Saving and Environmental Protection
Industry (the Energy Plan ). While the Energy Plan recognized that China s energy saving and environmental protection industry has grown
rapidly and is expected to continue to do so through 2015, it also acknowledged that the scale and strength of the industry are not sufficient to
meet the needs of the nation s economic and social development. Although the Energy Plan formulated a series of policy measures to create a
sustainable environment for the the rapid growth of the energy saving and environmental protection industry during the 12th Five-Year Plan
period from 2011 to 2015, 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 to further de-emphasize the use of diesel engines, and any such change will adversely affect our financial
condition, results of operations, business or prospects.

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.

Table of Contents 21



Table of Contents

Edgar Filing: CHINA YUCHAI INTERNATIONAL LTD - Form 20-F

10

22



Edgar Filing: CHINA YUCHAI INTERNATIONAL LTD - Form 20-F

Table of Conten
We have and may continue to 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 ~ 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 13 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 restated our consolidated financial statements for the year ended December 31, 2005, and reported material weaknesses in our internal
control over financial reporting and concluded that as of December 31, 2005 to 2011, our disclosure controls and procedures were not effective
and as of December 31, 2006 to 2011, our internal control over financial reporting was not effective. However, during the period covered by this
Annual Report, no material weakness in our internal control over financial reporting was identified and management has concluded that as of
December 31, 2012, our disclosure controls and procedures and internal control over financial reporting were effective. Our current 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. See Item 15. Controls and Procedures.

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 de-listed or suspended from
trading on the NYSE. In addition, any such failure could result in material misstatements in 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.

Our exposure to the Dongfeng Group has had, and could continue to have, a material adverse effect on our business, financial condition
and results of operation.

Our sales are concentrated among the Dongfeng Group, which includes the Dongfeng Automobile Company, one of the largest state-owned
automobile companies in China, and other major diesel truck manufacturers controlled by or affiliated with the Dongfeng Automobile Company.
In 2012, sales to the Dongfeng Group accounted for 18.2% of our total net revenues, of which sales to our two largest customers, Liuzhou
Dongfeng Automobile and Hubei Dongfeng Automobile, accounted for 4.5% and 3.9% respectively. Although we consider our relationship with
the Dongfeng Group to be good, the loss of one or more of the companies within the Dongfeng Group as a customer would have a material
adverse effect on our financial condition, results of operations, business or prospects.

In addition, we are dependent on the purchases made by the Dongfeng Group from us and have exposure to their liquidity arising from the high
level of accounts receivable from them. We cannot assure you that the Dongfeng Group will be able to repay all the money they owe to us. In
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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.

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 the Dongfeng Automobile Company will not preferentially purchase diesel engines manufactured by companies within the Dongfeng
Group over those manufactured by us.
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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:

improvements in competitors products;

increased production capacity of competitors;

increased utilization of unused capacity by competitors; and

price competition.

In addition, we believe there is currently excess capacity in the diesel engine industry due to structural factors. The stimulus measures
announced by the Chinese government in 2009 to counter the effects of the global financial crisis and maintain economic stability led to
significantly increased demand for commercial vehicles in China in 2010, which we believe led our competitors to invest in significant capacity
expansion. These investments have already significantly increased the overall capacity in the industry, and we believe capacity will continue to
increase over the next several years as expansions that have already been commenced are completed. The market for commercial vehicles in
China softened in 2011 and this continued into 2012 due to a variety of factors including the phasing out of government incentives for car
purchases, the introduction of policies to restrict automotive growth in Beijing and other major cities to curb emissions and ease traffic
congestion and a slowdown in China s economy. We believe that there may not be sufficient demand for the increased capacity in the industry.
Excess capacity in the diesel engine industry could lead to a decrease in prices in the diesel engine market, generally, as we and our competitors
compete through lower prices, which 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 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.

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 2011 and 2012, due to a softening in the commercial vehicle market in China, our net sales decreased by 4.7% and 12.9%, respectively. We
cannot assure you that we will be able to increase our net sales or maintain our present level of net sales. For example, we may not be able to
increase our net sales 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. According to the World Bank s latest
Global Economic Prospects issued on January 15, 2013, the global financial crisis continues four years after it started although the worst appears
to be over. According to the World Bank, the world economy continued to struggle as economic activity in the high income countries was
dampened by the Eurozone crisis as well as uncertainty resulting from the fiscal challenges in the U.S. While growth rates in developing
countries have fallen, they were still expanding faster than the high income countries. Slow growth is characterizing the high income regions of
the world namely, Europe, the United States and Japan, and the World Bank has forecast growth in these advanced economies to remain at 1.3%
in 2013. The global economy remains fragile as high income countries continue to suffer from volatility and slow growth. If the situation in
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Europe deteriorates or if the United States is unable to promptly address its debt and fiscal problems, which would impact on the global
economy, China s export growth would be adversely affected which would have a negative effect on its economy. China s growth rate continued
to slow in 2012 amid weaknesses in the global economy, in particular the key export markets of the United States and Europe. In an effort to
avert a slowdown in the Chinese economy, the Chinese government quickened the approval process for infrastructure projects and cut interest
rates in June and July 2012 and bank reserve requirements in February and May 2012. Although growth in the fourth quarter of 2012 improved

to 7.9% after declining for the previous seven quarters, the Chinese government has set its growth target in 2013 at 7.5%, the same level as that
set for 2012, in part due to the continuing impact of the global financial crisis and the uncertain recovery of the world economy. Any weakness

or instability in the global or Chinese economies could, in turn, adversely impact the commercial vehicle market in China and our sales growth.
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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.
Furthermore, we have acquired in the past, and may acquire in the future, equity interests in engine parts suppliers and logistics and marketing
companies. If we are unable to effectively manage or assimilate these acquisitions, our financial condition, results of operations, business or
prospects could be adversely affected. See Item 4. Information on the Company Products and Product Development = Yuchai.

If we are not able to continuously improve our existing engine products and develop new diesel 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 Chinese automotive industry continues to develop, we will have to continuously improve our existing engine products, develop new
diesel 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.

On April 10, 2007, Yuchai signed a Cooperation Framework Agreement with Zhejiang Geely Holding Group Co., Ltd ( Geely ) and Zhejiang
Yinlun Machinery Company Limited ( Yinlun ) to consider establishing a proposed joint venture company to develop diesel engines for passenger
cars in China. In December 2007, further to the Cooperation Framework Agreement, Yuchai entered into an Equity Joint Venture Agreement
with Geely and Yinlun, to form two joint venture companies one in Tiantai, Zhejiang Province ( Zhejiang Yuchai ) and the other in Jining,
Shandong Province ( Jining Yuchai ) which have been duly incorporated. The joint venture companies were to be primarily engaged in the
development, production and sales of a proprietary diesel engine and its parts for passenger vehicles. On May 22, 2012, in order to streamline

the operations of both joint venture companies, we announced that Yuchai had entered into a share swap agreement such that Yuchai exited from
Zhejiang Yuchai and increased its stake in Jining Yuchai. The share swap involved Yuchai transferring its 52% shareholding in Zhejiang Yuchai

to Yinlun, and Yinlun transferring its 18% shareholding in Jining Yuchai to Yuchai, such that Yuchai now holds a 70% shareholding in Jining
Yuchai with Geely maintaining its 30% shareholding. The share swap agreement also provided for the technology for the 4D20 diesel engine to

be entirely owned by Jining Yuchai. Tests on the second-generation prototype 4D20 diesel engines designed for passenger vehicles to be
produced by Jining Yuchai are scheduled to be completed by mid-2013.

On December 11, 2009, Yuchai entered into a joint venture agreement with Caterpillar (China) Investment Co., Ltd. ( Caterpillar China ) to
establish a new joint venture company in China to provide remanufacturing services for and relating to Yuchai s diesel engines and components
and certain Caterpillar diesel engines and components. The new joint venture company, Yuchai Remanufacturing Services (Suzhou) Co., Ltd.
was incorporated on April 7, 2010 in Suzhou, Jiangsu province. Operations at a temporary workshop commenced in 2011. The permanent
factory located in the Suzhou Industrial Park was inaugurated on July 13, 2012 and full remanufacturing operations at the permanent factory
have since commenced.
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On August 11, 2009, Yuchai, pursuant to a Framework Agreement entered into with Jirui United Heavy Industry Co., Ltd. ( Jirui United ), a
company jointly established by China International Marine Containers Group Ltd and Chery Automobile Co., Ltd., and Shenzhen City Jiusi
Investment Management Co., Ltd incorporated Y & C Engine Co., Ltd. in Wuhu City, Anhui Province to produce heavy-duty vehicle engines
with the displacement range from 10.5L to 14L. The key focus of the joint venture company is the production of YC6K diesel engines. The full
production line commenced operations in December 2010.

There can be no assurance that these joint ventures will be successful or profitable.

In March 2012, we announced that Yuchai will be constructing a new facility at its main manufacturing facility at Yulin City, Guangxi Province

to develop and produce a full portfolio of natural gas engines to complement its existing suite of diesel engines. In December 2012, we
announced that seven new models of natural gas engine would be launched during 2013, all of which would be compliant with China s National
V emission standards. The main applications of Yuchai s natural gas engines are in the large bus, mid- to heavy-duty truck, power generator and
marine sectors. This new facility is expected to be completed in the second half of 2013. See Item 4. Information on the Company Products and
Product Development  Yuchai Other products and services for more information on Yuchai s natural gas engines.
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Natural gas engines represent an emerging market in China, as well as in other countries around the world, and the development of a sustainable
market for natural gas engines may be affected by many factors, some of which are beyond our control, including:

the emergence of newer, more competitive technologies and products;

the future cost and availability of natural gas;

the successful development of natural gas refuelling 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 that a sustainable market for natural gas vehicles will develop in China or in other countries around the world or that
our initiative to enter the natural gas engine market will be successful or profitable.

We may be unable to obtain sufficient financing to fund our capital requirements which could limit our growth potential.

We believe that our cash from operations, together with any necessary borrowings, will provide sufficient financial resources to meet our
projected capital and other expenditure requirements. If we have underestimated our capital requirements or overestimated our future cash flows,
additional financing may be required. Financing may not be available to us on acceptable terms or at all. Our ability to obtain external financing
is subject to various uncertainties, including our results of operations, financial condition and cash flow, economic, political and other conditions
in China, the Chinese government s policies relating to foreign currency borrowings and the condition of the Chinese and international capital
markets. If adequate capital is not available, our financial condition, results of operations, business and prospects could be adversely affected.

We could be exposed to the impact of interest rates and foreign currency movements with respect to our future borrowings and business.

We may use borrowings from time to time to supplement our working capital requirements and to finance our business expansion and
diversification plan. See Item 5. Operating and Financial Review and Prospects Liquidity and Capital Resources. A portion of our borrowings
may be structured on a floating rate basis and denominated in US dollars, Singapore dollars or Renminbi. In 2011, Yuchai issued
Rmb-denominated unsecured short-term financing bonds ( STFBs ) in China amounting to Rmb 2.4 billion upon the receipt of approval from
China s National Association of Financial Market Institutional Investors ( NAFMII ), a self-regulatory association of institutional investors in the
inter-bank market in China under the supervision of the PBOC, at interest rates ranging from 4.59% to 5.77% per annum. The STFBs were fully
repaid on their respective maturity dates in 2012. In 2012, Yuchai issued STFBs amounting to RMB1.0 billion at an interest rate of 4.45% per
annum which will mature in August 2013. Any fluctuations in interest rates, or fluctuations in exchange rates between the Renminbi or
Singapore dollars and US dollars, may increase our borrowing costs or the availability of funding. This could affect our financial condition,
results of operations, business or prospects. In particular, our financial condition, results of operations, business or prospects could be adversely
affected by a devaluation of the Renminbi.

The value of the Renminbi is subject to changes in Chinese government policies and to international economic and political developments. Since
1994, the conversion of Renminbi into foreign currencies, including US dollars, has been based on rates set by the PBOC. On July 21, 2005,
China reformed its foreign exchange regime by moving into a managed floating exchange rate system based on market supply and demand with
reference to a basket of currencies, such that the Renminbi was no longer pegged to the US dollar. From July 20, 2005 to December 31, 2012,
the Renminbi appreciated about 24.1% against the US dollar. From December 31, 2008 to December 31, 2012, the Singapore dollar appreciated
about 15% against the US dollar. Since we may not be able to hedge effectively against Renminbi or Singapore dollar fluctuations, future
movements in the exchange rate of the Renminbi, the Singapore dollar and other currencies could have an adverse effect on our financial
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condition and results of operations.

If China s inflation increases or the prices of energy or raw materials increase, we may not be able to pass the resulting increased costs to our
customers and this may adversely affect our profitability or cause us to suffer operating losses.

Economic growth in China has, in the past, been accompanied by periods of high inflation. The Chinese government has implemented various
policies from time to time to control inflation. For example, the Chinese government has periodically introduced measures in certain sectors to
avoid overheating of the economy, including tighter bank lending policies, increases in bank interest rates, and measures to curb inflation, which
has resulted in a decrease in the rate of inflation. The global economic crisis resulted in a slowing of the rate of inflation in January 2009 and
thereafter into negative territory until November and December 2009 according to the National Bureau of Statistics. In 2010, the annual inflation
rate was 3.3% which increased to 5.4% in 2011 leading to the Chinese government raising lending interest rates and the reserve requirements for
banks six times in 2011 to counter accelerating inflation. The annual inflation rate for 2012 fell to 2.7% as a result of the slowing economy
which weakened further in January 2013 to 2% but strengthened to 3.2% in February 2013, according to the National Bureau of Statistics.
China s central bank, in its quarterly monetary policy report issued on February 6, 2013, noted that external forces such as monetary easing in
major economies may make global capital flows more volatile and push up commodity prices resulting in inflationary pressures in emerging
economies within a short period of time. On March 5, 2013, at Chinese Premier Wen Jiabao s last annual address to open the National People s
Congress in Beijing, he announced that the inflation target for China in 2013 was 3.5%, down from 4% in 2012. An increase in inflation could
cause our costs for parts and components, labor costs, raw materials and other operating costs to increase, which would adversely affect our
financial condition and results of operations.
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We may be adversely affected by environmental regulations.

We are subject to Chinese national and local environmental protection regulations which currently impose fees for the discharge of waste
substances, require the payment of fines for pollution, and provide for the closure by the Chinese government of any facility that fails to comply
with orders requiring us to cease or improve upon certain activities causing environmental damage. Due to the nature of our business, we
produce certain amounts of waste water, gas, and solid waste materials during the course of our production. We believe our environmental
protection facilities and systems are adequate for us to comply with the existing national, provincial and local environmental protection
regulations. However, Chinese national, provincial or local authorities may impose additional or more stringent regulations which would require
additional expenditure on environmental matters or changes in our processes or systems.

The manufacture and sales of Euro 0 and Euro I engines in major urban areas became unlawful after August 31, 2004. After that date, the
engines equipped with Euro 0 and Euro I engines are not permitted to be sold and used in major urban areas. The manufacture and sale of Euro
II engines was phased out from June 30, 2008. In July 2008, China officially implemented the National III emission standards throughout China.
The increasingly stringent emission standards led to the early implementation of the National IV emission standards in the main cities of Beijing
in 2008, Shanghai in 2009 and Shenzhen and Guangzhou in 2010. The National IV emission standards for diesel engines are targeted to be
implemented throughout China on July 1, 2013. In an effort to combat increasing air pollution, the National V emission standards for natural gas
engines were implemented throughout China on January 1, 2013. In addition, the Chinese government has mandated that all new registrations in
Beijing of diesel engine vehicles for use in public transit and light-duty gasoline powered engine vehicles must comply with the National V
emission standards with effect from February 1, 2013 and March 1, 2013, respectively. While Yuchai produces diesel engines compliant with
National III emission standards, it has the ability to produce certain diesel engines compliant with National IV and V emission standards and
certain natural gas engines compliant with National IV and V emission standards, as well as develop alternative fuels and environmentally
friendly hybrid engines with improved fuel efficiency, there can be no assurance that Yuchai will be able to comply with these emission
standards or that the introduction of these and other environmental regulations will not result in a material adverse effect on our business,
financial condition and results of operations.

Our insurance coverage may not be adequate to cover risks related to our production and other operations.

The amount of our insurance coverage for our buildings and equipment is at cost which could be less than replacement value, and we have no
plans to increase the coverage. The amount of our insurance coverage for our inventory is at book value which could be less than replacement
value, and we also have no plans to increase this coverage. In accordance with what we believe is customary practice among industrial
equipment manufacturers in China, we insure only high risk assets, such as production property and equipment and certain inventory. However,
our under insurance of other properties, facilities and inventory in accordance with this Chinese practice exposes us to substantial risks so that in
the event of a major accident, our insurance recovery may be inadequate. We do not currently carry third party liability insurance to cover claims
in respect of bodily injury, property or environmental damage arising from accidents on our property or relating to our operations. We also do
not carry business interruption insurance as such coverage is not customary in China. Losses incurred or payments required to be made by us
which are not fully insured could have a material adverse effect on our financial condition.

Risks relating to China

Substantially all of our assets are located in China, and substantially all of our revenue is derived from our operations in China. Accordingly, our
financial condition, results of operations, business or prospects are subject, to a significant degree, to economic, political and legal developments
in China. The economic system of China differs from the economies of most developed countries in many respects, including government
investment, the level of development, control of capital investment, control of foreign exchange and allocation of resources.
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Adbverse changes in the economic policies of the Chinese government could have a material adverse effect on the overall economic growth of
China, which could reduce the demand for our products and adversely affect our competitive position.

Since the late 1970s, the Chinese government has been reforming the Chinese economic system from a planned economy to a market-oriented
economy. In recent years, the Chinese government has implemented economic reform measures emphasizing decentralization, utilization of
market forces in the development of the Chinese economy and a higher level of management autonomy. These reforms have resulted in
significant economic growth and social progress, but the growth has been uneven both geographically and among various sectors of the
economy. Economic growth has also been accompanied by periods of high inflation. The Chinese government has implemented various policies
from time to time to restrain the rate of such economic growth, control inflation and otherwise regulate economic expansion. For example, the
Chinese government has from time to time introduced measures in certain sectors to avoid overheating of the economy, including tighter bank
lending policies, increases in bank interest rates, and measures to curb property, stock market speculation and inflation. Severe measures or other
actions by the Chinese government, such as placing additional controls on the prices of diesel and diesel-using products, could restrict our
business operations and adversely affect our financial position. Although we believe that the economic reforms and macroeconomic policies and
measures adopted by the Chinese government will continue to have a positive effect in the longer term on economic development in China and
that we will continue to benefit in the longer term from these policies and measures, these policies and measures may, from time to time, be
modified or reversed. On March 5, 2013, at Premier Wen Jiabao s last annual address to open the National People s Congress in Beijing, he
announced that the growth target for China in 2013 remained at 7.5%, the same level as that set for 2012, in part due to the continuing impact of
the global financial crisis and the uncertain recovery of the world economy. Premier Wen also noted that expanding domestic demand would be
China s long-term strategy for economic development and that a proper level of economic growth was required to be maintained in order to
implement this. A once-in-a decade leadership change in China commenced in November 2012 and was completed in mid-March 2013, whereby
Xi Jinping and Li Keqiang officially succeeded Hu Jintao and Wen Jiabao as President and Premier, respectively. In view of the announced
increase in focus on domestic consumption, changes to existing economic policies are expected to be implemented by the new leadership.
Adverse changes in economic and social conditions in China, in the policies of the Chinese government or in the laws and regulations in China,
could have a material adverse effect on the overall economic growth of China and infrastructure investment in China. These developments could
adversely affect our financial condition, results of operations and business, by reducing the demand for our products.

Adverse economic developments in China or elsewhere in the Asian region could have a material adverse effect on our financial condition,
results of operations, business or prospects.

Since the late 1990s, many Asian countries have experienced significant changes in economic conditions, including, for example, substantial
depreciation in currency exchange rates, increased interest rates, reduced economic growth rates, corporate bankruptcies, volatility in the market
values of shares listed on stock exchanges, decreases in foreign currency turnover and government-imposed austerity measures. Many Asian
governments have implemented and continue to implement policy measures to counter the effects of the global financial crisis that began in the
third and fourth quarters of 2008 and maintain economic stability. For example, as a result of China s slowing growth in 2012 amid weaknesses
in the global economy, in particular the key export markets of the United States and Europe, the Chinese government quickened the approval
process for infrastructure projects and cut interest rates in June and July 2012 and bank reserve requirements in February and May 2012 in an
effort to avert a sharp slowdown in its economy. Although growth in China in the fourth quarter of 2012 improved to 7.9% after seven quarters
of declining growth, the Chinese government is forecasting growth in 2013 to remain at 7.5%, the same level as that set for 2012 in part due to
the continuing impact of the global financial crisis and the uncertain recovery of the world economy. On March 5, 2013, in his last annual
address to open the National People s Congress in Beijing, Premier Wen Jiabao also noted that expanding domestic demand would be China s
long-term strategy for economic development and that a proper level of economic growth was required to be maintained in order to change the
growth model and restructure the economy. With the completion of the once-in-a decade leadership change in mid March 2013, new economic
policies and incentives are anticipated to be announced and implemented over the coming months. There can be no assurance these, or other,
policy measures will have their intended effect on economic growth in China which, in turn, could impact the commercial vehicle market in
China and our sales growth. Demand for trucks, construction machinery and other applications of diesel engines generally increases during
periods of economic expansion and decreases during periods of economic slowdown. In the event that adverse economic developments occur in
China, our sales may decrease and our financial condition, results of operations, business or prospects could therefore suffer.

The Chinese legal system embodies uncertainties which could limit the legal protection available to foreign investors.

The Chinese legal system is a civil law system based on written statutes. Unlike common law systems, it is a system in which decided legal
cases have little precedent value. In 1979, the Chinese government began to promulgate a comprehensive system of laws and regulations
governing economic matters in general including, for example, with respect to corporate organization and governance, foreign investments,
commerce, taxation and trade. Since China s economic reform and opening-up in late 1970s, legislation has significantly enhanced the protection
afforded to various forms of foreign investment in China. However, these laws, regulations and legal requirements are relatively recent, and their
interpretation and enforcement involve uncertainties and may not be consistent or predictable as in other more developed jurisdictions which
may limit the legal protection available to foreign investors.
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Our operations in China are subject to PRC regulations governing PRC companies. These regulations contain provisions that are required to be
included in the articles of association of PRC companies and are intended to regulate the internal affairs of these companies. The PRC Company
Law and these regulations, in general, and the provisions for the protection of shareholders rights and access to information, in particular, are
less developed than those applicable to companies incorporated in the United States, Hong Kong or other developed countries or regions. In
addition, the interpretation of PRC laws may be subject to policy changes which reflect domestic political changes. As China s legal system
develops, the promulgation of new laws, changes to existing laws and the pre-emption of local regulations by national laws may have an adverse
effect on our prospects, financial condition and results of operations.
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We may not freely convert Renminbi into foreign currency, which could limit our ability to obtain sufficient foreign currency to satisfy our
Joreign currency requirements or to pay dividends to shareholders.

Substantially all of our revenues and operating expenses are generated by our Chinese operating subsidiary, Yuchai, and are denominated in
Renminbi, while a portion of our indebtedness is, or in the future may be, denominated in US dollars and other foreign currencies. The Renminbi

is currently freely convertible under the current account, which includes dividends, trade and service-related foreign exchange transactions, but
not under the capital account, which includes, among other things, foreign direct investment, overseas borrowings by Chinese entities and
proceeds of overseas public offering by Chinese entities. Some of the conversions between Renminbi and foreign currency under capital account
are subject to the prior approval of the State Administration for Foreign Exchange, or SAFE.

Our Chinese operating subsidiary, as a foreign invested enterprise, may purchase foreign currency without the approval of SAFE for settlement
of current account transactions, including payment of dividends, by providing commercial documents evidencing these transactions. Our
Chinese operating subsidiary may also retain foreign exchange in its current account (subject to a cap approved by SAFE) to satisfy foreign
currency liabilities or to pay dividends. However, the relevant Chinese government authorities may limit or eliminate our Chinese operating
subsidiary s ability to purchase and retain foreign currencies in the future. Our Chinese operating subsidiary, therefore, may not be able to obtain
sufficient foreign currency to satisfy its foreign currency requirements to pay dividends to us for our use in making any future dividend
payments or to satisfy other foreign currency payment requirements. Foreign currency transactions under the capital account are still subject to
limitations and require approvals from SAFE. This could affect our Chinese operating subsidiary s ability to obtain foreign currency through debt
or equity financing, including by means of loans or capital contributions from us. Furthermore, the General Affairs Department of SAFE
promulgated circulars in August 2008 and July 2011, pursuant to which, Renminbi converted from capital contribution in foreign currency to a
domestic enterprise in China can only be used for the activities that are within the approved business scope of such enterprise and cannot be used
for China domestic equity investment, acquisition, giving entrusted loans or repayment of intercompany loans, with limited exceptions. As a
result, we may not be able to increase the capital contribution of our operating subsidiary, Yuchai and subsequently convert such capital
contribution into Renminbi for equity investment or acquisition in China.

Outbreaks of infectious diseases, such as the Influenza A (HIN1) virus, severe acute respiratory syndrome (SARS) and the Avian flu (H5N1
and H7N9), in various parts of China and other countries may materially and adversely affect our business and operations, as well as our
financial condition and results of operations.

In April 2009, an outbreak of a new strain of influenza identified as the Influenza A (HIN1) virus occurred in Mexico resulting in a number of
deaths. In a matter of weeks, the HIN1 virus had spread internationally but the symptoms in cases outside of Mexico were milder than world
health officials had feared with fewer resulting deaths compared to Mexico, the epicentre of the epidemic. The spread of the virus worldwide
caused the World Health Organization ( WHO ) to declare the HIN1 virus outbreak a global pandemic on June 11, 2009. However, the WHO in
January 2010 said that the pandemic was easing although it warned of a possible new wave of infections in the northern hemisphere in late
winter or early spring. In August 2010, the WHO declared the HIN1 pandemic officially over but anticipated that localized outbreaks with
significant levels of HIN1 transmission might occur. The high unpredictability of the future evolution of this new virus and the possibility of a
widespread re-occurrence may have a significant impact on global economic activity. In 2003, several countries, including China, experienced
an outbreak of a highly contagious form of atypical pneumonia known as severe acute respiratory syndrome, or SARS, which severely restricted
the level of economic activity in affected areas, including Beijing and Guangdong Province. The SARS epidemic in China had an adverse
impact on the sale of engines, particularly during the second and third quarters in 2003. Although this SARS outbreak was brought under control
during 2003, there have been a number of cases reported in China and elsewhere in the Asia region since that outbreak. In addition, an infectious
strain of influenza known as the HSN1 Avian flu has been reported from time to time in China, Hong Kong, Vietnam, and other parts of Asia. In
March 2013, there was an outbreak of a new strain of Avian flu (H7N9) in east China s Anhui, Jiangsu and Zhejiang provinces which resulted in
a number of deaths as reported by the Chinese authorities. In September 2012, WHO issued an international alert of a new virus known as the
novel coronavirus, or NCoV. The virus first emerged in the Middle East and was discovered in September 2012 when the United Kingdom
informed WHO of a case of acute respiratory syndrome. The NCoV virus belongs to the same family of virus as SARs. On February 11, 2013,
WHO confirmed 11 cases of the novel coronavirus but said that the risk of sustained person-to-person transmission appeared very low. On
March 12, 2013 WHO reiterated calls on its members states to remain vigilant for cases of severe acute respiratory infections and to carefully
review any unusual patterns. The potential outbreaks of other infectious diseases could adversely affect general commercial activity, which
could have a material adverse effect on our financial condition, results of operations, business or prospects.

Our auditor engages its China-based affiliate to audit our China entities and as such affiliate is not permitted under Chinese law to be
subject to inspection by the Public Company Accounting Oversight Board, investors may be deprived of the benefits of such inspection.

Our independent registered public accounting firm that issues the audit reports included in our annual reports filed with the SEC, as an auditor of
companies whose shares are publicly traded in the United States is registered with the U.S. Public Company Accounting Oversight Board
( PCAOB ). As a PCAOB registered firm, our auditor is required by the laws of the United States to undergo regular inspections by PCAOB to
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assess its compliance with the laws of the United States and relevant professional standards. Our auditor engages its China-based affiliate to
audit our China entities and China is a jurisdiction where the PCAOB is currently unable to conduct inspections without the approval of the
Chinese authorities. The inability of PCAOB to conduct inspections of the China-based affiliate of our independent registered public accounting
firm makes it more difficult to evaluate the effectiveness of such affiliate s audit procedures or quality control procedures. As a result, investors
may be deprived of the benefits of PCAOB inspections.
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In December 2012, the SEC commenced administrative proceedings under the Securities Exchange Act and the Sarbanes-Oxley Act against the
Chinese affiliates of five global accounting firms, including our independent registered public accounting firm, for their failure to respond to the
SEC s request to produce audit work papers of nine U.S. listed Chinese companies suspected of potential accounting fraud. The Chinese affiliates
of the five global accounting firms refused to produce the documents directly to the SEC because of restrictions under PRC law. The issues
raised by the proceedings are not specific to our independent registered public accounting firm or to us, but affect equally all audit firms based in
China and all China-based businesses with securities listed in the United States. We were not and are not subject to any SEC investigations, nor
are we involved in the proceedings brought by the SEC against the Chinese affiliates of the five global accounting firms. However, the Chinese
affiliate of our independent registered public accounting firm that issues the audit reports included in our annual reports filed with the SEC is
one of the five accounting firms named in the SEC s proceedings. While we cannot predict the outcome of the SEC s proceedings, if the Chinese
affiliates of the five global accounting firms are denied, temporarily or permanently, from practicing before the SEC, U.S. listed companies with
major China operations will find it difficult or impossible to retain auditors for their China operations and meet their reporting requirements
under the Exchange Act, which may result in their delisting from U.S. stock exchanges. Any negative news about the proceedings against the
Chinese affiliates of the five global accounting firms may erode investor confidence in China-based, U.S. listed companies which could
adversely affect the market price of our shares. Although the China Securities Regulatory Commission has been and continues to be in
discussions with the SEC, PCAOB and other regulators on the production of audit work papers by China-based accounting firms, we cannot
predict the outcome of such discussions and its resultant impact on the SEC administrative proceedings.

Risks relating to our investment in HLGE

The HLGE group operates hotels in the PRC and Malaysia. As of March 8, 2013, we had a 48.9% shareholding interest in HLGE, a company
listed on the Main Board of the Singapore Exchange. See Item 5. Operating and Financial Review and Prospects Business Expansion and
Diversification Plan for further information on our investment in HLGE. Set forth below are risks related to our equity interest in HLGE.

The HLGE group s hotel ownership and management business may be adversely affected by risks inherent in the hotel industry.

The HLGE group s financial performance is dependent on the performance of each of the hotels it operates. The HLGE group s hotel ownership
and management business are exposed to risks which are inherent in and/or common to the hotel industry and which may adversely affect the
HLGE group s financial performance, including the following:

changes to the international, regional and local economic climate and market conditions (including but not limited to changes to regional
and local populations, changes in travel patterns and preferences, and oversupply of or reduced demand for hotel rooms that may result in
reduced occupancy levels and performance for the hotels it operates);

changes to the political, economic, legal or social environments of the countries in which the HLGE group operates (including
developments with respect to inflation, interest rates, currency fluctuations, governmental policies, real estate laws and regulations,
taxation, fuel costs, expropriation, including the impact of the current global financial crisis);

increased threat 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;

changes in laws and governmental regulations (including those relating to the operation of hotels, preparation and sale of food and
beverages, occupational health and safety working conditions and laws and regulations governing its relationship with employees);

competition from other international, regional and independent hotel companies, some of which may have greater name recognition and
financial resources than the HLGE group (including competition in relation to hotel room rates, convenience, services or amenities
offered);
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losses arising out of damage to the HLGE group s hotels, where such losses may not be covered by the insurance policies maintained by the
HLGE group;

increases in operating costs due to inflation, labor costs (including the impact of unionization), workers compensation and health-care
related costs, utility costs, insurance and unanticipated costs such as acts of nature and their consequences;

fluctuations in foreign currencies arising from the HLGE group s various currency exposures;

dependence on leisure travel and tourism;

the outbreak of communicable diseases, such as the Influenza A (HIN1) virus and the Avian flu (H5N1 and H7N9), which if not
contained, could potentially adversely affect the operations of the HLGE group and its business in the hospitality industry; and

adverse effects of a downturn in the hospitality industry.
The above factors may materially affect the performance of those hotels and the profitability and financial condition of the HLGE group. There
can be no assurance that we will not suffer any losses arising from our investment in HLGE.
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The hospitality business is a regulated business.

The operation of hotels in the PRC and Malaysia is subject to various laws and regulations. The withdrawal, suspension or non-renewal of any
of the hotels licenses, or the imposition of any penalties, as a result of any infringement or non-compliance with any requirement, will have an
adverse impact on the business and results of operations of the hotels that the HLGE group operates. Further, any changes in such laws and
regulations may also have an impact on the businesses at the hotels and result in higher costs of compliance. In addition, any failure to comply
with these laws and regulations could result in the imposition of fines or other penalties by the relevant authorities. This could have an adverse
impact on the revenues and profits of HLGE group or otherwise adversely affect the operations of the hotels.

The HLGE group may need to raise additional capital.

The HLGE group has recorded pre-tax losses for the last four consecutive fiscal years, starting in 2009. Additionally, in March 2013, the
shareholders of HLGE approved the disposition of two assets. See Item 4. Information on the Company The HLGE Group for additional
information on these dispositions. One of the assets, a joint venture company that owns Hotel Equatorial Shanghai, represents a significant
majority of the HLGE group s revenue from operations. This disposition may cause the HLGE group to experience a significant decline in
revenues, which could adversely impact its cash flow. The HLGE group will likely require additional funds for its core businesses and to invest
in future growth opportunities. There is no assurance that the HLGE group would be able to generate sufficient internal funds to finance such
endeavors. Accordingly, the HLGE group may, depending on the cash flow requirements and financial condition, need to raise additional funds
by issuing equity or a combination of equity and debt or by entering into strategic relationships or through other arrangements. Any additional
equity financing by HLGE may dilute our equity interests in HLGE. Any debt financing may contain restrictive covenants with respect to
dividends, future capital raising and other financial and operational matters. Failure to obtain additional financing where such financing is
required on acceptable terms, if at all, will adversely affect the HLGE group s business, financial performance and financial position and the
HLGE group s ability to pursue its growth plans.

The HLGE group may be unable to raise sufficient funds to pay its debt obligations to us.

The HLGE group will require funds to repay its outstanding debt owed to us. On January 30, 2013, we announced the extension of an S$75
million loan to HLGE for another year from July 2013 to July 2014 on substantially similar terms as the previous loan agreement. The interest
rate margin for the loan remained unchanged at 1.5%. The original amount of the loan was S$93 million which was granted to HLGE by our
wholly-owned subsidiary, Venture Lewis Limited ( Venture Lewis ) in February 2009 to refinance the outstanding zero coupon unsecured
non-convertible bonds previously issued by HLGE and which matured on July 3, 2009. Venture Lewis held a majority of the bonds. Pursuant to
the terms of the original loan agreement entered into in February 2009, on the maturity date of the bonds, HLGE will redeem fully the bonds
held by all minority bondholders and pay to Venture Lewis a portion of the principal and gross redemption yield. The remaining amount due to
Venture Lewis on the maturity date would be refinanced through an unsecured loan arrangement with a one-year term, renewable by mutual
agreement on an annual basis. An option for HLGE to undertake a partial redemption of the Bonds on a pro-rata basis prior to the maturity date
was included in the original loan agreement. On February 19, 2009, HLGE announced an early partial redemption on a pro-rata basis of up to
S$$9.0 million in principal amount of the outstanding bonds and on March 23, 2009, HLGE effected payment to all bondholders.

Under the original loan agreement, the loan was due to be repaid in July 2010 but was extended for one year to July 2011 pursuant to a loan
agreement entered into on February 3, 2010. A loan agreement was entered into on January 31, 2011 extending the loan for another year from
July 2011 to July 2012. On February 16, 2011, HLGE effected a partial prepayment of S$10 million towards the loan to us reducing the
principal amount of the loan from S$93 million to S$83 million. On January 19, 2012, we announced the extension of the S$83 million loan to
HLGE for another year from July 2012 to July 2013 on substantially similar terms as the previous loan agreement, except that the interest
payable had been reduced from 2.52% per annum to 2.08% per annum. On April 30 2012, HLGE effected a partial payment of S$8 million
towards the loan to us reducing the principal amount of the loan from S$83 million to S$75 million.

In public filings, the HLGE group has indicated that it will use part of the approximately S$16.1 million in proceeds from the two announced
dispositions to make additional partial repayments. In addition, one of the assets to be disposed, a hotel joint venture, represents a significant
majority of the HLGE group s revenue from operations, which could cause it to experience a significant decline in revenues, which could
adversely impact its cash flow and make it even more difficult for the HLGE group to repay its debt obligations to us. See Item 4. Information
on the Company The HLGE Group for additional information on these dispositions. There is no assurance that the HLGE group will make those
announced repayments or that it would be able to generate sufficient internal funds to redeem the outstanding debt owing to us either through
additional disposals of their assets or potential merger and acquisition opportunities to grow its earnings base. Failure to obtain sufficient funds

to repay outstanding debt will adversely affect the HLGE group s business, financial performance and financial position and the HLGE group s
ability to repay its outstanding debts owing to us could have a material adverse effect on the value of our investment in the HLGE group.
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ITEM 4. INFORMATION ON THE COMPANY

History and Development
The Company

China Yuchai International Limited is a Bermuda holding company established on April 29, 1993 to own a controlling interest in Yuchai. We
currently own, through six of our wholly-owned subsidiaries, 76.4% of the outstanding shares of Yuchai. We operate as an exempted company
limited by shares under The Companies Act 1981 of Bermuda. Our principal operating office is located at 16 Raffles Quay #39-01A, Hong
Leong Building, Singapore 048581. Our telephone number is (+65) 6220-8411. Our transfer agent and registrar in the United States is BNY
Mellon Shareowner Services. On March 7, 2008, we registered a branch office of the Company in Singapore. On July 28, 2011, we registered a
representative office of the Company in Hong Kong.

Until August 2002, we were controlled by Diesel Machinery, a company that was 53.0% owned by Hong Leong Asia, through its wholly-owned
subsidiary, Hong Leong China. Hong Leong China owns HL Technology which held shares in us through Diesel Machinery. Diesel Machinery
was also 47.0% owned by China Everbright Holdings Company Limited, or China Everbright Holdings, through its wholly-owned subsidiary,
Coomber. Hong Leong Asia, a company listed on the Singapore Exchange Securities Trading Limited, or Singapore Exchange, is part of the
Hong Leong Investment group, which was founded in 1941 by the Kwek family of Singapore and remains one of the largest privately-controlled
business groups in Southeast Asia. China Everbright Holdings is a state-owned enterprise of China. In 2002, China Everbright Holdings and
Coomber gave notice to Diesel Machinery and the other shareholders of Diesel Machinery to effect a liquidation of Diesel Machinery. As a
result of the liquidation, Hong Leong Asia acquired the special share through HL Technology which entitles Hong Leong Asia to elect a
majority of our directors and also to veto any resolution of our shareholders. China Everbright Holdings sold its shareholding in Coomber, which
held shares of our Common Stock, in October 2002 to Goldman Industrial Limited, or Goldman, and China Everbright Holdings is no longer a
shareholder of our company. Goldman was a subsidiary of Zhong Lin Development Company Limited, or Zhong Lin, an investment vehicle of
the city government of Yulin in Guangxi, China until September 29, 2006 when Zhong Lin sold its shareholding in Goldman to the State
Holding Company.

We provide certain management, financial planning and other services to Yuchai and we continue to have a team working full-time at Yuchai s
principal manufacturing facilities in Yulin city. In addition, the President, Chief Financial Officer and a manager proficient in Section 404 of
Sarbanes Oxley Act of 2002, or SOX, travel frequently, usually monthly for as much as up to two weeks at a time, to Yuchai to actively
participate in Yuchai s operations and decision-making process.

To our knowledge, since January 2012, there have not been any public takeover offers by third parties in respect of shares of our Common
Stock, nor have we made any public takeover offers in respect of the shares of other companies.

Our main operating asset has historically been, and continues to be, our ownership interest in Yuchai, and our primary source of cash flow has
historically been our share of the dividends, if any, paid by Yuchai and investment income thereon. However, on February 7, 2005, the Board of
Directors of the Company announced its approval of the implementation of a business expansion and diversification plan by the Company.
Following such announcement, we have looked for new business opportunities to seek to reduce our financial dependence on Yuchai:

In March 2005, we acquired a 15.0% interest in the then capital of TCL through our wholly-owned subsidiary, Venture Delta. Our
shareholding in TCL has since changed through various transactions, and as of December 31, 2012, we had a 12.2% interest in the
outstanding ordinary shares of TCL, which has further reduced to 7.7% as of March 8, 2013.

In February 2006, we acquired debt and equity securities in HLGE through our wholly-owned subsidiaries, Grace Star, and Venture Lewis.
Our shareholding in HLGE has changed through various transactions and as of December 31, 2012, we had a 48.9% interest in the
outstanding ordinary shares of HLGE, which is unchanged as of March 8, 2013.

HLGE and TCL are each listed on the Main Board of the Singapore Exchange.

We have eight wholly-owned subsidiaries which directly hold investments in Yuchai, HLGE and TCL, as described below:
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Through our 76.4% interest in Yuchai held by six wholly-owned subsidiaries, we primarily conduct our manufacturing and sale of diesel
engines which are mainly distributed in the PRC market.

As of March 8, 2013, through our wholly-owned subsidiary, Grace Star, we had a 48.9% shareholding interest in HLGE. The HLGE group
is engaged in hospitality and property development activities conducted mainly in the PRC and Malaysia.

As of March 8, 2013, through our wholly-owned subsidiary, Venture Delta, we had a 7.7% equity interest in TCL. The TCL

group primarily conducts distribution of consumer electronic products with operations in the PRC (including Hong Kong) and

other Southeast Asian countries. TCL also has other business activities relating to strategic property and equity investments.
For more details on our investments in HLGE and TCL, see Item 5. Operating and Financial Review and Prospects Business Expansion and
Diversification Plan.
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Yuchai

Yuchai is a diesel engine manufacturer in China and also produces diesel power generators and diesel engine parts. Yuchai is located in Yulin
City, Guangxi Zhuang Autonomous Region in Southwest China, approximately 200 miles east of Nanning, the provincial capital. With a
population of approximately 6.7 million, Yulin City, including its controlled townships, is believed to be the sixth largest city in Guangxi
Zhuang Autonomous Region.

Yuchai was founded in 1951 and became a state-owned enterprise in 1959. Prior to 1984, Yuchai was a small producer of low-power diesel
engines for agricultural machinery. In 1984, Yuchai introduced the earliest model of its 6105 (YC6J) medium-duty diesel engine for
medium-duty trucks. In 1989, Yuchai became one of China s 500 largest industrial enterprises in terms of profitability and tax contribution. In
July 1992, in order to raise funds for further expansion, Yuchai became the first state-owned enterprise in the Guangxi Zhuang Autonomous
Region to be restructured into a joint stock company.

As a result of this restructuring, Yuchai was incorporated as a joint stock company in July 1992 and succeeded the machinery business of Yulin
Diesel. All of Yulin Diesel s businesses, other than its machinery business, as well as certain social service related operations, assets, liabilities
and employees (for example, cafeterias, cleaning and security services, a hotel and a department store), were transferred to the State Holding
Company. The State Holding Company also became the majority shareholder of Yuchai through its ownership stake of approximately
104 million shares of Yuchai, or State Shares. The State Holding Company is owned by the Yulin City government. In connection with its
incorporation, Yuchai also issued 7 million shares to various Chinese institutional investors, or Legal Person Shares.

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.

Our initial shareholders, consisting of HL. Technology, Sun Yuan Overseas (BVI) Ltd., or Sun Yuan BVI, the Cathay Investment Fund, Limited,
or Cathay, GS Capital Partners L.P., or GSCP, and Coomber, then a wholly-owned subsidiary of China Everbright Holdings and, thus,
controlled by China Everbright International Limited, or China Everbright International, made their initial investments in Yuchai in May 1993,
when their respective wholly-owned subsidiaries purchased for cash in the aggregate 200 million newly-issued shares of Yuchai (51.3% of the
then-outstanding Yuchai Shares). These shareholders exchanged with the Company their shareholdings in their wholly-owned subsidiaries, six
companies which held Foreign Shares of Yuchai, for 20 million shares of our Common Stock (after giving effect to a 10-for-1 stock split in July
1994, or the Stock Split). In connection therewith, Yuchai became a Sino-foreign joint stock company and became subject to the laws and
regulations relating to joint stock limited liability companies and Sino-foreign joint venture companies in China. Foreign Shares may be held by
and transferred to non-Chinese legal and natural persons, subject to the approval of the Ministry of Commerce, the successor entity to the
Ministry of Foreign Trade and Economic Cooperation of China, or MOFTEC. Foreign Shares are entitled to the same economic rights as State
Shares and Legal Person Shares. State Shares are shares purchased with state assets by government departments or organizations authorized to
represent state investment. Legal Person Shares are shares purchased by Chinese legal persons or institutions or social groups with legal person
status and with assets authorized by the state for use in business.

In November 1994, we purchased from an affiliate of China Everbright Holdings 78,015,500 Foreign Shares of Yuchai in exchange for the
issuance of 7,801,550 shares of our Common Stock (after giving effect to the Stock Split), or the China Everbright Holdings Purchase. The
78,015,500 Foreign Shares of Yuchai held by Earnest Assets Limited, a subsidiary of China Everbright Holdings and China Everbright
International before its sale to us had been originally issued as Legal Person Shares and State Shares and were converted to Foreign Shares,
pursuant to approvals granted by MOFTEC. As a result, the Company became the owner of each of these six companies: Hong Leong
Technology Systems (BVI) Ltd., Tsang & Ong Nominees (BVI) Ltd., Cathay Diesel Holdings Ltd., Goldman Sachs Guangxi Holdings (BVI)
Ltd., Youngstar Holdings Limited and Earnest Assets Limited.

In December 1994, we sold 7,538,450 shares of Common Stock in our initial public offering and used substantially all of the proceeds to finance
our six wholly-owned subsidiaries purchase of 83,404,650 additional Foreign Shares in Yuchai.

In connection with our purchase, through our six wholly-owned subsidiaries, of additional Foreign Shares in Yuchai with proceeds of our initial
public offering, Yuchai offered additional shares pro rata to its other existing shareholders (30 shares for each 100 shares owned) in accordance
with such shareholders pre-emptive rights, and each of our subsidiaries was able to acquire these additional Foreign Shares in Yuchai. Such pro
rata offering (including the offering to the Company) is referred to herein as the Yuchai Offering. Certain Legal Person shareholders subscribed
for additional shares in the Yuchai Offering. The State Holding Company informed Yuchai at the time that it would not subscribe for any of its
portion of Yuchai Shares (31,345,094 shares) in the Yuchai Offering. In order to obtain MOFTEC s approval of the Yuchai Offering, the State
Holding Company was given the right by Yuchai s Board of Directors to subscribe for approximately 31 million shares of Yuchai at a price of
Rmb 6.29 per share at any time prior to December 1998. This was because provisional regulations of the State Administration Bureau of State
Property, or SABSP, and the State Committee of Economic System Reform, or SCESR, published in November 1994, imposed on any holder of
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state-owned shares certain obligations to protect its interest in any share offering. Under such regulations, the State Holding Company could
have been required to subscribe for Yuchai Shares in the Yuchai Offering. Yuchai s shareholders subsequently agreed to extend the duration of
such subscription right to March 31, 2002 (the exercise of which would have reduced our ownership of Yuchai from 76.4% to 71.7%). The State
Holding Company informed the shareholders of Yuchai that it had determined not to subscribe for additional Yuchai Shares and this
determination was noted by the Yuchai Board of Directors on November 1, 2002. However, given the November 1994 provisional regulations of
the SABSP and the SCESR, the SABSP, the SCESR and/or the Ministry of Commerce may take action against the State Holding Company, and
there can be no assurance that any such action would not, directly or indirectly, have a material adverse effect on Yuchai or the Company.
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Reorganization Agreement

On April 7, 2005, we entered into the Reorganization Agreement with Yuchai and Coomber, which is intended to be in furtherance of the
implementation of the restructuring contemplated in the agreement dated July 19, 2003 between the Company and Yuchai with respect to the
Company s investment in Yuchai (the July 2003 Agreement ), as amended and incorporated into the Cooperation Agreement on June 30, 2007.
The terms of the Reorganization Agreement have also been acknowledged and agreed to by the State Holding Company. The Reorganization
Agreement provides for the implementation of corporate governance guidelines approved by the directors and shareholders of Yuchai in
November 2002 and outlines steps for the adoption of corporate governance practices at Yuchai conforming to international custom and practice.
Pursuant to the Reorganization Agreement, Yuchai also acknowledged and affirmed our continued rights as majority shareholder to direct the
management and policies of Yuchai through Yuchai s Board of Directors.

Subsequent to the execution of the Reorganization Agreement, a number of steps have been taken by the parties thereto towards its
implementation. For example, Yuchai s directors and shareholders have confirmed that the amendments to Yuchai s Articles of Association and
corporate governance guidelines required to be adopted by Yuchai pursuant to the Reorganization Agreement have been ratified and
implemented, and that steps are being taken to have such amendments and guidelines approved by the relevant Chinese authorities. The
amended Articles of Association was approved by the Guangxi Department of Commerce on December 2, 2009.

Cooperation Agreement

The Reorganization Agreement was scheduled to terminate on June 30, 2007. On June 30, 2007, we entered into the Cooperation Agreement
with Yuchai, Coomber and the State Holding Company. The Cooperation Agreement amends certain terms of the Reorganization Agreement, as
amended, among CYI, Yuchai and Coomber, and as so amended, incorporates the terms of the Reorganization Agreement.

Pursuant to the amendments to the Reorganization Agreement, the Company agreed that the restructuring and spin-off of Yuchai would 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 would not seek to recover the anti-dilution fee of US$20 million from Yuchai.

The Cooperation Agreement provides that the parties will explore new business opportunities and ventures for the growth and expansion of
Yuchai s existing businesses. Although the parties to the Cooperation Agreement expect to work towards its implementation as expeditiously as
possible, no assurance can be given as to when the transactions contemplated therein will be consummated.

Various amendments to Yuchai s Articles of Association had been ratified and adopted by Yuchai in 2007 and were approved by the Guangxi
Department of Commerce on December 2, 2009.

Emission Standards

As of July 2008, China officially implemented the National III emission standards throughout China. The 2008 Beijing Olympics led to an early
implementation of the National IV emission standards in Beijing in 2008, which was implemented in Shanghai from November 2009 and in
Shenzhen and Guangzhou in 2010. The National IV emission standards for diesel engines are targeted to be implemented throughout China on
July 1, 2013. In an effort to combat increasing air pollution, the National V emission standards for natural gas engines were implemented
throughout China on January 1, 2013. In addition, the Chinese government has mandated that all new registrations in Beijing of diesel engine
vehicles for use in public transit and light-duty gasoline powered engine vehicles must comply with the National V emission standards with
effect from February 1, 2013 and March 1, 2013, respectively. While Yuchai produces diesel engines compliant with National III emission
standards, it has the ability to produce certain diesel engines compliant with National IV and V emission standards and certain natural gas
engines compliant with National IV and V emission standards, as well as develop alternative fuels and environmentally friendly hybrid engines
with improved fuel efficiency.

Products and Product Development Yuchai

Yuchai manufactures and produces diesel and natural gas engines for light, medium and heavy-duty for highway vehicles, generator sets, marine
and industrial applications. Yuchai also supplies after-market parts and services.

Yuchai s growth focus is on medium-duty and heavy-duty engines, which are relatively higher margin products compared to light-duty engines,
and it also intends to improve its competitiveness across all current engine platforms, including light-duty engines. In addition, Yuchai is
focusing on higher emission standard engines, which are relatively higher margin products compared to traditional mechanical diesel engines.
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Yuchai is also expanding its production and research and development capabilities in natural gas engines in order to meet the growing demand in
the natural gas engine market in China and provide a full range of natural gas engines to complement all of its current diesel engine models.

New Products

Our new products are the YC6K diesel engine, high-horsepower marine diesel engines and power generation engines, the 4D20 4-cylinder
passenger car engine and the YC4S diesel engine.

(a) YCO6K Diesel Engines
The YC6K 6-cylinder diesel engine is National IV and V compliant, has a capacity of between 10L/12L/13L and is rated at 380  550PS. The
components and combustion systems of the engine are developed with the latest technology and are suitable for use in heavy-duty trucks and for
coaches exceeding 12 metres in length.

The YCOK is the product of a joint venture company which was established in 2009 pursuant to an agreement Yuchai entered into with Jirui
United to produce heavy-duty vehicle engines with the displacement range from 10.5L to 14L. The key focus of the joint venture company,
which commenced operations in December 2010, is the production of YC6K diesel engines, and 2,229 units of the YC6K diesel engine were
produced in 2012. For more details on the joint venture company, see Item 3. Key Information Risk Factors Risks relating to our company and
our business If we are not able to continuously improve our existing engine products and develop new diesel 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.

(b) High Horsepower Marine Diesel Engines and Power Generator Engines
In May 2011, Yuchai commenced construction of a plant at Yuchai s primary manufacturing facilities in Yulin City, Guangxi Province, to
increase the annual production capacity of marine diesel engines and power generators to meet increasing demand. The following are our marine
diesel and power generation engine models:

YC6T is a 6-cylinder engine rated at 360-600PS and is suitable for construction applications. It was launched in early 2011 and is used in
marine propulsion, power generators, construction and mine trucks. The YC6T engine rated 404-440KW at 1500 rpm is for power
generation, while those rated 290-396KW at 1500-1800 rpm are for marine applications and those rated 350-540PS at 1350 rpm are for
marine propulsion.

YC6C is a 40L, 6-cylinder engine rated at 700-1000 PS. It was launched in early 2011 and is used in marine propulsion, power generators,
construction and mine trucks. The YC6C engine rated 680-850 KW at 1500 rpm is for power generation and those rated 560-680 KW at
1500 rpm are for marine propulsion.

YC6CL is an upgraded version of the YC6C engine with longer piston stroke for better power output and performance. The YC6CL
engine is a 54L engine rated at 800-1200PS. It is expected to be launched in late 2013.

YC12VT is derived from the YC6T engines where the V-engine enables the engine to have a compact configuration. The engine is 12
cylinders, 33L rated at 538-645Kw at 1500 rpm. The main application is in the power generator, marine and industrial markets. The
YCI12VT is expected to be launched in 2014.

YC6MI is an upgraded version from the YC6M engine with larger piston for power extension. It is an 11.7L engine rated at 450PS and is
for use in mining, marine and power generation applications.
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(c) 4D20 4-Cylinder Passenger Car Engines

4D20 is a 4-cylinder 1.8-2.2L, rated at 90-140PS engine which has been developed to comply with National V emission standards. The first
generation prototype engine passed emission and performance tests and after some initial delays, the second and third generation prototype 4D20
diesel engines are undergoing developmental tests which are scheduled to be conducted in 2013. Tests on the second generation prototype 4D20
diesel engines are scheduled to be completed by mid-2013. The 4D20 engine is the product of a joint venture with Geely and Yinlun. For more
details on this joint venture, see Item 3. Key Information Risk Factors Risks relating to our company and our business If we are not able to
continuously improve our existing engine products and develop new diesel 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.

(d) YC4S Diesel Engine
The YC4S engine at 3.8L is rated at 55-170PS and its main applications are in highway vehicles and industrial engines. The YC4S engine is
certified compliant with National IV emission standards for on-highway use and China Tier 2 emission standards for the industrial market.
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Existing Diesel Engine Products

Our existing diesel engine products include light-duty, medium-duty and heavy-duty engines. The following table sets forth Yuchai s list of
engines by application:

Series

Trucks YC4BlJ, YC4D, YC4E, YC4F, YC4FA, YC4G, YC6A, YC6B, YC6G, YC6GN, YC6J, YC6IN, YC6K, YCO6KN, YC6L,
YC6MK, YC6MKN

Bus YC6MK, YC6MKN, YC6L, YC6J, YC6IN, YC6G, YC6GN, YGO6A, YC4G, YC4GN, YC4E, YC4D, YC4DN, YC4FA,
YC4F

Construction YC4A, YC4B, YC4D, YC4F, YC6B, YC6], YC6M, YC6A

Agriculture YC4A, YC4B, YC6B, YC4D, YC6J

Marine YC4D, YC6M, YC6A/6B, YC6T, YC6C, YC6CL

Generator-Drive YC4D, YC6B, YC6A, YC6G, YC6M, YC6MK, YC6MIJ, YC6T, YC6C, YC6CL

(a) Light-Duty Diesel Engines
Trial production of the 4-Series light-duty diesel engines commenced in late 1999 and today, they represent a stable of reliable and high
performance engines. Significant improvements to the technical specifications of the 4-Series engines to meet National III emission standards
have resulted in higher customer acceptance resulting in consistent sales demand since 2005. The sales have been further buoyed by the growth
in demand for light trucks and agricultural machinery, and the Chinese government increasing its financial support for the agricultural sector.

Our line of 4-Series light-duty diesel engines comprises the following:

The 4108 (YC4D) engine was launched in the market in 2001 based on 6108 (YC6A and YC6B) engines. The 4108 (YC4D) engine is
designed for light trucks and passenger vehicles and commercial production began in 2001.

The 4112 (YC4G) engine was primarily based on the 6112 (YC6G) engine and is designed for use in light to medium-duty cargo trucks
and buses. The 4112 (YC4G) engine also features low emission characteristics. Commercial production of the engine began in late 2001.

The YC4F/YCA4FA/YCA4G engine is a 4-cylinder, four-stroke engine with a rated power ranging from 90 to 115 PS. The 4F/4FA/4G diesel
engines were developed based on technologies from Germany and Japan for mini buses, trucks and passenger cars. Trial production of the
4F engines commenced in mid-2004.

The YC4D/YCA4E engine is a 4-cylinder, four-stroke engine with a rated power ranging from 120 to 180 PS. The YC4D diesel engine was
co-developed by Yuchai and Germany FEV, and features lower emission, lower fuel & oil consumption, lower noise, higher reliability,
lower price and better upgrading potential. The YCA4E series diesel engine was developed on the basis of the YC6G series diesel engine
with a displacement of 7.8 liters through stroke-shortening and bore-reducing which maintains advantages over the YC6G series diesel
engines and features higher dynamic characteristics, easier operation and maintenance, and is used in high-speed and light-duty vehicles.

The YC4G was also further developed to be used in hybrid buses. This relatively small diesel engine coupled with a motor will enable the
hybrid bus to power medium to large buses and at the same time reduce fuel consumption and reduce emissions. The YC4G is rated at
170-220PS.

(b) Medium-Duty Diesel Engines
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YC6J Diesel Engines

The 6105 (YC6J) medium-duty engine is a 6-cylinder, four-stroke engine that offers up to 230 PS. The 6105 (YC6J) engine was historically
Yuchai s primary product and was principally installed in medium-duty trucks. Yuchai believes that its 6105 (YC6J) engine has a reputation for
fuel efficiency, low noise levels, firm uphill traction and reliability.

The hybrid 6108 (YC6J) engine was launched in October 2010 for use in public buses. The 6108 (YC6J) National III and IV compliant 6.5L,
6-cylinder, 132-180kw, 2500rpm diesel engine uses BOSCH electronic controlled high-pressured common-rail fuel injection technology. These
engines are suitable for use in coaches of 8m-11m in length.

Yuchai has also developed YC6J natural gas variants, including both compressed natural gas ( CNG ) and liquified natural gas ( LNG ) systems,
using similar major components as diesel engines. Yuchai is a market leader in developing diesel engines which are mainly used in public buses.

The natural gas versions will complement the current diesel engine lines used in public buses enabling a reduction in emissions. The YC6J is

also developed to work with battery-powered motors in hybrid buses which will help to reduce fuel consumption and emissions.

The YC6J engines previously compliant only with National IV emission standards have been upgraded to meet the National V emission
standards with improved fuel efficiency and performance.
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6108 (YC6A and YC6B) Diesel Engines

In response to the introduction of high-power medium-duty engines by its competitors in 1995, Yuchai began the development of its 6108
(YC6A and YC6B) medium-duty engine which offers improved overall performance compared to the 6105 (YC6J) engine, principally because
of greater horsepower, increased reliability and improved acceleration.

Commercial production of the 6108 (YC6A and YC6B) engine began in the third quarter of 1997, when Yuchai began offering the 6108 (YC6A
and YC6B) engine to its customers as a premium model, alongside its standard 6105 (YC6J) engine. Yuchai s existing and planned production
facilities for medium-duty diesel engines are designed to produce 6108 (YC6A and YC6B) engines without major modifications. The customer
base for the 6108 (YC6A and YC6B) engines is similar to that for the 6105 (YC6J) engines. Although the increased competition in the
medium-duty diesel market and Yuchai s delay in commercially introducing the 6108 (YC6A and YC6B) engine has adversely affected Yuchai s
market share, through an aggressive marketing program which included brand building and enhancing corporate image, Yuchai was able to
increase its unit sales of the 6108 (YC6A and YC6B) engine.

The YC6A National III and IV compliant 6-cylinder, 4-valves, 162-225kw, 2300rpm diesel engine uses BOSCH electronic controlled
high-pressured common-rail fuel injection technology. Its main applications are in medium-sized trucks, construction machines, boats,
generators, and agricultural machinery.

The YCO6A engines have been upgraded to meet the National IV emission standards with improved fuel efficiency and performance.
YC6G Diesel Engines

YC6G National III and IV compliant 7.8L, 6-cylinder, 147-199kw, 2000-2200rpm diesel engine uses DELPHI electronic controlled
high-pressured common-rail fuel injection technology. Yuchai has also developed variants that use CNG or LNG as fuel, using similar major
components. Its main applications are for buses and coaches of 11-12 metres in length.

(c) Heavy-Duty Diesel Engines
6112 (YC6G) Heavy-Duty Diesel Engines

In 1992, Yuchai purchased from an affiliate of Ford Motor Company in Brazil the production line machinery for manufacturing 6112 (YC6G)
heavy-duty engines and moved the production line machinery to a factory in China, which we refer to as the 6112 (YC6G) Engine Factory. The
facilities were designed to have a production capacity of approximately 50,000 units per year and could support the production of medium-duty
engines when necessary. The facilities included product testing, production equipment repair and maintenance, factory automation and other
support functions.

The 6112 (YC6G) heavy-duty engine is a 6-cylinder, four-stroke engine with a rated power ranging from 190 to 270 PS. Primarily as a result of
unreliable key engine components supplied by China domestic component manufacturers, the 6112 (YC6G) engine encountered significant
technical problems during the initial road testing and failed to perform satisfactorily under harsh environmental conditions. Although
commercial production of the 6112 (YC6G) engine was delayed beyond the previously scheduled date, Yuchai was able to resolve these
technical problems and commence trial marketing of the engine in early 1999. The 6112 (YC6G) Engine Factory was completed in 1995 and
commercial production of these engines began in the second half of 1999.

6L Heavy-Duty Diesel Engines

The 6L heavy-duty engine (formerly referred to as 6113) is a National III, IV and V compliant 6-cylinder, four-stroke, turbocharged intercooling
engine, with a rated power ranging from 280 to 350 PS. The 6L heavy-duty engine was co-developed with FEV, an independent German-owned
engine development institute for big passenger buses. Yuchai launched the 6L engine in November 2003.

6M Heavy-Duty Diesel Engines

The 6M heavy-duty engine family for heavy-duty trucks and passenger buses was developed based on technologies from USA, Japan and
Germany in accordance with FEV procedures. The 6M engine has adopted the unique combustion system technology of German FEV and the
European forced cooling piston technology. It has a 10-liter displacement and power ranging from 280 to 390 PS. Yuchai s first commercial sales
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of 6M engines occurred in January 2004.
YC6MK Engines

The YC6MK National IIT and IV compliant 6-cylinder engine is an upgraded model from the existing 6M engine using newly developed 6K
technology. The 6MK engine has a capacity of 10.34L with rated output of 221-309kw and utilizes Bosch high pressure common rail system. Its
main applications are in the heavy-duty coach and bus market, and in construction machinery of 40 tonnes and above.
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Other Products and Services

Our other products are YC4W passenger car diesel engines, natural gas engines, diesel power generators, diesel engine parts and
remanufacturing services.

(a) YC4W Passenger Car Diesel Engines
The YC4W engines are featured with 1.2L & 1.4L 4-cylinder, 4-valves, 60-90 PS, 4000-4200rpm and are compliant with National IV emission
standards. The YC4W diesel engines use DELPHI electronic controlled high pressure common-rail fuel injection technology. The main
applications of these engines are in passenger cars, multi-purpose vans, power generators and light-duty special purpose machinery.

(b) Natural Gas Engines
Yuchai is constructing a new facility at its primary manufacturing facility at Yulin City, Guangxi Province, to develop and produce a full
portfolio of natural gas powered engines to complement its existing suite of diesel engines. The main applications of Yuchai s natural gas engines
are in the large buses, mid to heavy-duty trucks, industrial and power generation applications and marine sector.

Yuchai natural gas engines are designed to work with both CNG and LNG fuel systems, and they are generally constructed using similar major
components as Yuchai s diesel engines. Yuchai currently offers natural gas engines in the following models:

YC4D, YC6B, YC6J, YC6L and YC6M, ranging from 140hp to 375hp.
YC4G and YC6G, ranging from 180hp to 260hp.

YC4DN-50, YC4GN-50, YC6JN-50, YC6GN-50, YC6LN-50, YC6MKN 50, and YC6KN-50, ranging from 120-440hp.

(¢) Diesel Power Generators
Yuchai has a history of more than 40 years for producing the diesel generator set, with wide application in the civil, military and marine sectors.
Yuchai produces diesel power generators which are primarily used in the construction and mining industries. The diesel power generators offer a
rated power of 12 kilowatts to 160 kilowatts. Yuchai s diesel power generators use both the 6105 (YC6J) and 6108 (YC6A and YC6B)
medium-duty engines as their power source. The generator set includes an intelligent digital controlling system, remote control, generators group
control, remote monitoring, automatic parallel operation, and automated protection against breakdowns.

(d) Diesel Engine Parts
Yuchai supplies diesel engine parts to its nationwide chain of customer service stations in China. Although sales of diesel engine parts do not
constitute a major percentage of Yuchai s net revenues, the availability of such parts to its customers and to end-users through its nationwide
chain of customer service stations is an important part of Yuchai s customer service program. Yuchai is continuously improving its spare parts
distribution channel services to maintain its competitive position.

(e) Remanufacturing Services
On December 11, 2009, Yuchai entered into a joint venture agreement with Caterpillar (China) Investment Co., Ltd. ( Caterpillar China ) to
establish a new joint venture company in China to provide remanufacturing services for and relating to Yuchai s diesel engines and components
and certain Caterpillar diesel engines and components. The new joint venture company, Yuchai Remanufacturing Services (Suzhou) Co., Ltd.,
was incorporated on April 7, 2010 in Suzhou, Jiangsu province. Operations at a temporary workshop commenced in 2011. The permanent
factory located in the Suzhou Industrial Park was inaugurated on July 13, 2012 and full remanufacturing operation at the permanent facility has
commenced.
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Sales

In 2012, according to the China Association of Automobile Manufacturers, diesel powered commercial vehicle sales in China was
approximately 3 million units, a decrease of 9.0% compared to 2011. Yuchai s total engine sales in 2012 was 431,350 units, a decrease of 15.6%
compared with 510,777 units in 2011.

Light-duty engines sales in 2012 was 250,776, or 58.1% of total unit sales, which was an increase of 4.8 percentage points compared to 2011,
when light-duty engine sales were 272,428, or 53.3% of total unit sales. This was due to the shift in sales mix to light-duty engines as the
heavy-duty and medium-duty truck markets slowed down. Medium-duty engine sales was 131,895 units, or 30.6% of total unit sales, compared
to 2011 where sales were 174,944 units or 34.3% of total units sales. Heavy-duty engine sales was 48,665 units, or 11.3% of total sales units,
compared to 2011 where sales were 63,367 units, or 12.4% of total sales units.
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In fiscal 2012, Yuchai sold 19,867 natural gas engine units compared with 12,487 units sold in fiscal 2011.The following table sets forth a
breakdown of Yuchai s sales by major product category for fiscal 2010, 2011 and 2012:

2010 2011 2012
Revenue, % of Unit Revenue, % of Unit Revenue, % of Unit
net Revenue Sold net Revenue Sold net Revenue Sold
Rmb 000 Rmb 000 Rmb 000
Light-duty engines o 4,780,971 29.6% 269,031 4,953,413 32.1% 272,428 4,612,129 34.4% 250,776

Medium-duty
engines @
Heavy-duty engines
2

6,121,428 379% 218,344 4,987,872 324% 174,944 3,947,404 294% 131,895

3,168,492 19.6% 64,147 3,111,632 20.2% 63,367 2,709,313 20.2% 48,665
Other products and

3)

services 2,087,524 12.9% 70 2,360,326 15.3% 38 2,142,538 16.0% 14

16,158,415 100.0% 551,592 15,413,243 100.0% 510,777 13,411,384 100.0% 431,350

M TIncludes passenger car engines.

@ Includes natural gas engines.

& Includes only power generator sets.
Production

Yuchai s primary manufacturing facilities are located in Yulin City in the Guangxi Zhuang Autonomous Region. The principal production land
area currently occupies approximately 1,187,000 square meters, including the existing production factory for the 6105 (YC6J) and 6108 (YC6A
and YC6B) medium-duty engines, the 6112 (YC6G) engine factory, the 6L./6M heavy-duty engine factory, the 4F light-duty engine factory, the
new natural gas production facility, the new high horse power marine diesel engine and power generator plant, phases 1 and 2 of the new
foundry and various testing and supporting facilities. Construction of phase 1 of a new foundry at Yuchai s primary manufacturing facilities has
been completed and it is fully operational. As of March 8, 2013, development on phase 2 of the new foundry is still ongoing and it is expected to
be fully operational in the second quarter of 2013. Yuchai also has another production facility in Xiamen, Fujian province in China. In
December 2006, Yuchai established a wholly-owned subsidiary called Xiamen Yuchai Diesel Engines Co., Ltd. ( Xiamen Yuchai ). This
subsidiary was established to facilitate the construction of a new diesel engine assembly factory in Xiamen, mainly for 6-cylinder heavy-duty
diesel engines. Commercial production at Xiamen Yuchai commenced on September 2, 2009.

As of December 31, 2012, Yuchai s total production capacity was approximately 622,500 units, based on a 2.5 shift five-day week at 80%
utilization rate. This represents an increase in production capacity of 22,500 units per annum from 600,000 units per annum as of December 31,
2011 due to Yuchai s continuous improvement to existing facilities and new capabilities developed for the facilities for YC6T, marine and
natural gas engines during 2012.

We typically outsource approximately 10% to 20% of our annual sales requirements to third party manufacturers. In fiscal 2012, we sold
431,350 units, of which 332,396 units were produced at Yuchai s Yulin facility, and the remaining units sold were either produced by Xiamen
Yuchai or third party manufacturers or taken from existing inventory. Yuchai s production at the Xiamen facility were 44,679, 50,022 and 28,700
units, in fiscal 2010, 2011 and 2012, respectively.

The following table sets forth the breakdown of Yuchai s production at the Yulin facility by major product category for fiscal 2010, 2011 and
2012:

2010 2011 2012
Units Units Units
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Light-duty engines M

Medium-duty engines
2)

()

Heavy-duty engines
Other products @

@ Includes passenger car engines.

@ Includes natural gas engines.

& Includes only power generator sets.
Procurement

212,300
187,384
65,918
88

465,690

% of
Units

45.60%
40.20%
14.20%

0.00%

100.00%

185,796
117,582
61,766
43

365,187

% of
Units

50.90%
32.20%
16.90%

0.00%

100.00%

186,259
97,900
48,228

9

332,396

% of
Units

56.04%
29.45%
14.51%

0.00%

100.00%

Yuchai manufactures engine blocks, cylinder heads, crankshaft, camshaft and certain other key parts. Third party suppliers provide the
remaining engine parts. The production process involves the complete assembly and testing of the finished product.
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Engine Block

Yuchai cast and molded approximately 398,217 units of engine blocks in 2012, which represent a large portion of its engine blocks used in
production.

Raw Materials

Yuchai purchases raw materials, principally scrap steel and cast iron, from domestic suppliers. An increase in the prices of these raw materials
would generally increase our costs of production. See Item 3. Key Information Risk Factors Risks relating to our company and our business If
China s inflation increases or the prices of energy or raw materials continue to rise, we may not be able to pass the resulting increased costs to

our customers and this may adversely affect our profitability or cause us to suffer operating losses.

Imports

Certain engine components are imported from foreign suppliers, such as the electronic combustion system and its software, and the exhaust
after-treatment system. A majority of the remaining parts are purchased from domestic suppliers. Yuchai has progressively reduced its reliance
on imported parts and components since 2006 and intends to continue to do so. Yuchai has a policy of practicing sound procurement policy by
requiring the same product procurement from at least two distinct sources. The same practice applies to all other externally procured engine
parts. Yuchai is continually seeking to improve its procurement strategy by seeking new suppliers with competitive prices and quality. For
contingency supply of engine blocks, Yuchai has a long-term purchase agreement with a domestic foundry.

Quality Assurance, Control & Safety

All raw materials, external supplied parts and components are checked for conformity with the required quality and specifications. Each stage of
the production process is monitored by a quality control procedure and the final product undergoes standard conformity and specification testing
using an automated testing laboratory. To promote the safety of its workers, Yuchai has established a safety department to supervise the proper
use of equipment to prevent fire and explosions and promote safe practices and procedures in the workplace.

Manufacturing Capacity Expansion

Yuchai believes that the current production capacity of all engine lines will meet the expected demand, although it also believes that there is
currently excess capacity in the diesel engine industry. See Item 3. Key Information Risk Factors Risks relating to our company and our
business Competition in China from other diesel engine manufacturers may adversely affect our financial condition, results of operations,
business or prospects.

Yuchai is continuously assessing the market demand and devising production strategies to secure and meet these market opportunities.
Research and Development

Yuchai has committed substantial resources to continually improve the technology of its products and maintain the competitiveness of its
products. Yuchai s internal development effort focuses primarily on designing new products, improving manufacturing processes and adapting
foreign technology to the Chinese market. Yuchai has committed to continually improve the technology of its products by acquiring advanced
technology from Chinese research institutes, foreign engine design consulting firms and foreign diesel engine and engine parts manufacturers. In
2010, 2011 and 2012, Yuchai spent approximately Rmb 324.1 million, Rmb 328.1 million and Rmb 373.7 million (US$59.6 million)
respectively, on research and development. Yuchai believes that it has been able to control to some extent, the increase of research and
development expenses due to the relatively stable salary levels of engineers in China. In 2010, Yuchai s research and development efforts was
focused on the development of new products such as heavy-duty engines YC6T and YC6C and National V and National VI prototype products,
hybrid power and passenger vehicle diesel engine development. In 2011, Yuchai s research and development efforts was focused on the
development of new heavy-duty engine products such as YC6C and YC12VT and the application of YC4W engine for diesel passenger vehicles
and the launch of prototype engines compliant with the National VI emission standards. In 2012, Yuchai s research and development efforts was
focused on the development of both new engine products such as YC4S, YC6MJ and YC6L and continuing development and testing of National
V and VI compliant products, as well as continuing development of natural gas engines for use in both CNG and LNG applications.

Future Products
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Yuchai believes that its long-term business prospects will largely depend upon its ability to develop and introduce new or improved products
with higher quality and competitive pricing. Future products may utilize different technologies and may require knowledge of markets that
Yuchai does not currently possess.
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Yuchai intends to continue to work with foreign engine design consulting firms and foreign engine manufacturers for technological assistance in
improving its products and developing new products, and expects such cooperation to continue. The introduction of new diesel engine products
will also require significant capital expenditures, such as purchases of foreign manufacturing equipment and technologies.

Sales, Marketing and Services
Sales and Marketing

Yuchai distributes most of its engines directly to auto plants and agents from its primary manufacturing facilities in Yulin City. In addition,
Yuchai operates a number of regional offices in major geographic regions in China. With a sales force of approximately 780 persons nationwide
in China, Yuchai provides a comprehensive range of services to its customers, including dispatching engineers to provide on-site assistance to
major customers in the resolution of technical problems.

Yuchai promotes its products primarily through television commercials, outdoor sign boards, advertisements in newspapers and industry
journals. Since 1993, Yuchai has been sponsoring an annual program during which Yuchai provides its customer service stations with
information brochures, customer suggestion cards for the improvement of Yuchai s service and small gifts for end-users. In connection with this
promotion, Yuchai s customer service stations also perform routine maintenance checks and minor repairs on end-users diesel engines free of
charge. Yuchai believes that its promotional efforts are unusual for an automotive component company in China and lead to greater brand name
recognition among end-users. Yuchai further believes that it leads its competitors in providing high quality after-sales services by its 3,000
authorized service stations. The service stations are independently owned and are able to provide emergency services to its end-users within a
40-km radius in the central, eastern and southern parts of China.

Yuchai has continued to focus its sales efforts on retailers and end-users of diesel engines. Yuchai seeks to encourage end-users of gasoline
engine trucks to replace their gasoline engines with Yuchai diesel engines by advertising the advantages of diesel engines. With the advent of a
natural gas refuelling network across the nation, customers have the additional option of using Yuchai s natural gas engines. Such sales of
replacement engines are generally made through customer service centers at a retail price which is higher than the sales price to truck
manufacturers.

Yuchai believes that proximity to its factories in Yulin City is an important factor in the geographical make-up of its customers. Due in part to
transportation and shipping costs, a substantial majority of Yuchai s engines are sold to customers in southern and central eastern China.
Customers geographical make-up is segmented by Guangxi, Sichuan, Hubei, Fujian, East and North East China.

Yuchai s sales are concentrated among the Dongfeng Group, one of the largest state-owned automobile companies in China, and other major
diesel truck manufacturers controlled by or affiliated with the Dongfeng Group. Sales to the Dongfeng Group accounted for approximately
19.7% of Yuchai s total net revenues in 2011, of which our two largest customers, Liuzhou Dongfeng Automobile and Hubei Dongfeng
Automobile, accounted for 9.2%. Sales to the Dongfeng Group accounted for approximately 18.2% of Yuchai s total net revenues in 2012, of
which our two largest customers, Liuzhou Dongfeng Automobile and Hubei Dongfeng Automobile, accounted for 8.4%. The Dongfeng Group is
also a major competitor of Yuchai. See =~ Competition.

Customers orders with Yuchai can be cancelled either by Yuchai or its customers prior to delivery in accordance with the sales contracts. As part
of Yuchai s credit procedures to control and manage its trade receivables, Yuchai may hold shipments for delivery if customers credit positions
are not satisfactory or if customers have not made payments for earlier deliveries. There can be no assurance that such cost-controlling measures
will successfully control Yuchai s trade receivable balance, or that they will not adversely affect the future purchase decisions of Yuchai s
customers. As of December 31, 2011, Yuchai had net trade accounts receivable of Rmb 6,690.0 million, representing 48.1% of our consolidated
current assets as of the same date. As of December 31, 2012, Yuchai had net trade accounts receivable of Rmb 6,591.7 million (US$1,051.0
million), representing 53.1% of our consolidated current assets as of the same date.

Export Sales

Yuchai exports a very small percentage of its products directly outside China, as the following table indicates:

2010 2011 2012
% of Unit % of Unit % of Unit
Revenue Revenue Sales Revenue Revenue Sales Revenue Revenue Sales
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Rmb 000
16,125,550

32,865

16,158,415

99.8%

0.2%

100.0%

550,865

727

551,592

Rmb 000
15,377,706

35,537

15,413,243

29

99.8%

0.2%

100.0%

510,000

777

510,777

Rmb 000
13,379,387

31,997

13,411,384

99.8%

0.2%

100.0%

430,433

917

431,350
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Most of Yuchai s products that are exported outside of China are sold indirectly through third party distributors who purchase them from Yuchai
and resell them on to end-users in subsequent and separate transactions. All of these distributors are separate legal entities in which Yuchai has
no equity interest in or control over and Yuchai relies on self-reporting by these distributors in relation to their sales. In 2012, the top five export
markets of Yuchai (in descending order) comprising both direct sales as well as sales through the third party distributors were Vietnam, Saudi
Arabia, Ghana, Russia and Philippines. In 2011, the top five export markets of Yuchai (in descending order) comprising both direct sales as well
as sales through the third party distributors were Vietnam, Peru, Russia, Algeria and Myanmar. In 2010, the top five export markets of Yuchai
(in descending order) comprising both direct sales as well as sales through the third party distributors were Vietnam, Cuba, Peru, Egypt and the
Phillipines.

As previously disclosed in our Form 20F for the year ended December 31, 2006, Yuchai signed a memorandum of understanding with the Cuban
government (the MOU ) for the export by Yuchai of approximately 20,000 diesel engines over a period of four years beginning in 2006. Pursuant
to the MOU, Yuchai sold its products to a Chinese export agency who then resold those products into Cuba. A total of 20,181 engines were
exported indirectly by Yuchai into Cuba pursuant to the MOU. Out of the 20,181 engines sold into Cuba, 12,000 engines were exported in 2007
and the remaining 8,181 engines were exported only in 2010 as a result of the global financial crisis in 2008 and 2009. Our Form 20-F for the
year ended December 3, 2009 erroneously disclosed that Yuchai had exported approximately 149 engines into Cuba in 2009 pursuant to the
MOU. These 149 engines were not exported by Yuchai pursuant to the MOU but were exported into Cuba indirectly by our other third party
distributors through other arrangements.

In May 2012, Yuchai appointed Anglo Asian Trading Co. LLC, a company based in the United Arab Emirates on an exclusive basis for three
years, to promote and expand the sales of Yuchai s products into the Middle East region, including the United Arab Emirates, Iran and Kuwait.
As of March 8, 2013, no engines had been sold pursuant to this arrangement.

Customer Service

Yuchai believes that customer service is an important part of maintaining its market competitiveness. In addition to various services provided
initially at its sales offices, Yuchai has a nationwide network of authorized service stations in China that provide repair and maintenance
services, spare parts, retrofitting services and training to Yuchai s customers. To ensure a consistently high level of service, Yuchai trains the
technicians at each of these service stations. In addition, Yuchai also owns and operates repair training centers. The costs of any warranty-related
services or repairs are borne by Yuchai, and all non-warranty activities are charged to customers. Yuchai s customer service program emphasizes
a fast turnaround time on repair requests. As part of this policy, Yuchai supplies authorized service stations with spare parts for repairs and
require these service stations to provide on-site assistance at the customer s place of business generally within three to 12 hours, depending on the
customer s location.

Yuchai s warranty obligations vary depending upon the warranty type and such provisions are determined at fiscal year end based upon historical
warranty cost per unit of engines sold adjusted for specific conditions that may arise and the number of engines under warranty at each fiscal
year end. See Item 5. Operating and Financial Review and Prospects ~ Critical Accounting Policies Product Warranty Obligations.

Trademarks

The State Holding Company owns and maintains Chinese trademark registrations of its principal trademarks. Yuchai uses these trademarks with
the consent of the State Holding Company at no charge and Yuchai believes that the Yuchai logo is well recognized as a quality brand in China.
As Yuchai currently sells most of its products in the China domestic market, registration of its principal trademarks is not maintained in
countries outside China.

Competition

The diesel engine industry in China is highly competitive. Yuchai believes, based on internal studies, that competition is based primarily on
performance, quality compliance with emission standards, price and after-sales service, and secondarily on noise, size and weight. Yuchai
believes that its engines have a strong reputation among truck manufacturers and consumers for leading performance and reliability. In addition,
Yuchai believes that its after-sales service to end-users of Yuchai engines, conducted through a nationwide network of authorized service
stations and repair training centers in China, gives Yuchai a competitive advantage over other diesel engine producers.

Most of Yuchai s major China domestic competitors are state-owned enterprises. The Dongfeng Group, which is a major competitor of Yuchai
and which controls two of Yuchai s largest competitors, is also one of Yuchai s major customers and controls some of Yuchai s other major
customers. In 2012, sales to the Dongfeng Group accounted for 18.2% of our total net revenues, of which our two largest customers, Liuzhou
Dongfeng Automobile and Hubei Dongfeng Automobile, accounted for 8.4% in total. Some of Yuchai s competitors have formed joint ventures
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with, or have technology assistance arrangements with, foreign diesel engine manufacturers or engine design consulting firms, and use foreign
technology that is more advanced than Yuchai s technology. Yuchai expects competition to intensify as a result of, among other things,
improvements in competitors products, increased production capacity of competitors, increased utilization of unused capacity by competitors
and price competition.
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Yuchai believes competition in the diesel engine industry continued to intensify in 2012 due to a weakening in the commercial vehicle and
construction markets as a result of the broader macroeconomic slowdown, with the sales of diesel powered heavy-duty trucks in China suffering

the most significant drop. In addition, Yuchai believes production capacity in the diesel engine industry has increased over the years which has
further intensified competition, although Yuchai also believes there is currently excess capacity in the diesel engine industry. See Item 3. Key
Information Risk Factors Risks relating to our company and our business Competition in China from other diesel engine manufacturers may
adversely affect our financial condition, results of operations, business or prospects. Yuchai believes it faces intense competition in the diesel
manufacturing industry across all of its engine platforms. Yuchai believes the light-duty diesel engine market is fragmented and very price
sensitive. In the medium and heavy-duty diesel engine markets, Yuchai believes the continuing stringent emission standards will result in the
elimination of some players if their products are not able to comply with the latest prevailing emission standards.

The HLGE group

As of March 8, 2013, we had a 48.9% interest in the outstanding ordinary shares of HLGE. See Item 5. Operating and Financial Review and
Prospects Business Expansion and Diversification Plan. HLGE is listed on the Main Board of the Singapore Exchange. HLGE s share price on
the Singapore Exchange closed at S$0.06 on March 8, 2013. The core businesses of the HLGE group are that of hospitality operations and
property development.

Investment holding activities

The HLGE group announced on December 27, 2012 that it was disposing of its 28% indirect shareholding interest in Scientex Park (M) Sdn
Bhd, a joint venture company incorporated in Malaysia whose principal activity is property development and investment, pursuant to a
conditional share sale agreement entered into on December 27, 2012. The consideration for this disposition was RM 21,105,000 (US$6.8
million).

The HLGE group also announced on December 28, 2012 that it was disposing of its 50% indirect shareholding interest in Shanghai International
Equatorial Hotel Company Limited, a joint venture company incorporated in Shanghai to invest, construct and manage Hotel Equatorial
Shanghai, pursuant to a share transfer agreement entered into on December 28, 2012. The consideration for this disposition was Rmb 40 million
(US$6.4 million).

Both of these dispositions were approved by HLGE s shareholders at a shareholders meeting on March 26, 2013. Additionally, HLGE has
announced that it intends to use the proceeds of these dispositions to, among other things, make partial repayments on its loan from us, under
which S$75 million was outstanding as of March 8, 2013.

For more information on our loan to HLGE and the potential adverse impacts of these dispositions on our financial condition and results, see
Item 3. Key Information Risk Factors Risks relating to our investment in HLGE.

Hospitality operations

The HLGE group, through its joint venture companies, owns hotels in Shanghai, PRC, and Cameron Highlands, Malaysia, and a Copthorne hotel
in Qingdao, PRC. The HLGE group also owns a serviced apartment building in Shanghai. It also manages, among other things, these hotels in
Qingdao, PRC, and Cameron Highlands, Malaysia. A more detailed description of the various hotel properties is set out below:

Hotel Equatorial Shanghai
Hotel Equatorial Shanghai is located in the heart of Shanghai. The property has more than 500 saleable guest rooms which have all been fully
refurbished and a new lounge. Other facilities comprise six food and beverage outlets, ballroom space and a health club. As described above, a
share transfer agreement has been entered into to dispose of HLGE s indirect shareholding interest in the joint venture company that owns Hotel
Equatorial Shanghai. See Item 3. Key Information Risk Factors Risks relating to our investment in HLGE.

Copthorne Hotel Qingdao
The property is located in the commercial district of Qingdao. The property has approximately 450 saleable guest rooms, and has restaurants and
bars, ballrooms and function rooms, entertainment facilities, offices and retail space.
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Elite Residences
The property comprises a 16-storey building located in downtown Shanghai. The property has 119 saleable newly renovated apartment units,
meeting rooms and a business centre.
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Equatorial Cameron Highlands
The property is a tudor styled resort comprising self-contained low-rise and high-rise apartment suites. Each suite is equipped with a living
room, a kitchenette and a balcony. The hotel tower comprises 270 saleable guest rooms and suites. The hotel has recently undergone a
renovation program.

Renovation and maintenance.
To maintain the competitiveness of its hotels, HLGE carries out renovation programs at its hotels from time to time as required.

The TCL group

As of March 8, 2013, we had a 7.7% interest in the outstanding ordinary shares of TCL. See Item 5. Operating and Financial Review and
Prospects  Business Expansion and Diversification Plan. We are currently considering our options in relation to our investment in the TCL group
including disposing of our entire shareholding in TCL. TCL is listed on the Main Board of the Singapore Exchange. TCL s share price on the
Singapore Exchange closed at S$0.032 on March 8, 2013.

The TCL group is a distributor of consumer electronic products with operations in the PRC (including Hong Kong) and other Southeast Asian
countries. The TCL group is engaged in the distribution of a portfolio of branded consumer electronics products, such as Panasonic, Nokia,
Hewlett-Packard, Apple, Fuji, Lenovo, Samsung, Sony, and Canon. Some of the products that the TCL group markets under these brand names
include digital cameras, data projectors, iPhones, iPads and audio products including MP3/MP4/MP5 players, plasma and LED televisions,
desktop and notebook computers, personal digital assistants, printers, electronic accessories and mobile phones. The TCL group has a
distribution and sourcing network in its principal markets of PRC and Hong Kong.

The TCL group has created and marketed consumer products under its own brand name, namely YES brand, which is associated with a range of
audio player and accessories, portable media players, portable DVD players, digital photo frames, LED flashlights, battery chargers and memory
cards.

The TCL group also invests in real estate and other investment opportunities as part of its overall business strategy.
Organizational Structure

The following chart illustrates the organizational structure of the Company and Yuchai as of March 8, 2013 and is based on information
generally known to the Company or otherwise disclosed in filings made with the SEC (see also Item 7. Major Shareholders and Related Parties
Major Shareholders ). This chart depicts the Company s significant subsidiaries only.
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Regulatory and Related Matters
Governance, Operation and Dissolution of Yuchai

Governance, operation and dissolution of Yuchai are governed by laws and regulations of China relating to Sino-foreign joint stock companies,
as well as by Yuchai s Articles of Association. Yuchai is subject to the relevant PRC labor laws and regulations with respect to labor
management, which is overseen by the Labor & Social Security Bureau. In accordance with these laws and regulations, management may hire
and discharge employees and make other determinations with respect to wages, welfare, insurances and employee discipline. Chinese laws and
regulations applicable to a Sino-foreign joint stock company require that, before Yuchai distributes profits, it must: (i) satisty all tax liabilities;
(i) recover losses in previous years; and (iii) make contributions to statutory reserve fund in an amount equal to at least 10% of net income for
the year determined in accordance with generally accepted accounting principles in China, 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.

Pursuant to Chinese law and Yuchai s Articles of Association, Yuchai may be dissolved upon the occurrence of certain events, including force
majeure, severe losses, lack of supply of necessary materials or other events that render Yuchai unable to continue its operations. Upon
dissolution, Yuchai will form a liquidation committee. Final dissolution is subject to government review and approval.

During 2003, we believe affiliates of the State Holding Company caused various Chinese government agencies to raise allegations of
irregularities regarding the status of our ownership of land rights of control over Yuchai, which we believe was intended to try to limit our rights
to exercise control over Yuchai. We further believe that such allegations were based on an inaccurate understanding of the structure of our
ownership of land rights of control over Yuchai. We also believe that Yuchai s ownership structure has been validly approved by the relevant
Chinese authorities, and that the shares of Yuchai held by our six wholly-owned subsidiaries are legally and validly held under Chinese law. We
have obtained legal opinions from two Chinese law firms confirming these matters (see the reports on Form 6-K filed by the Company with the
SEC on April 1, 2005). We have also taken steps to communicate to the relevant Chinese government agencies the reasons for our position with
respect to these matters. We believe the July 2003 Agreement, the Reorganization Agreement, as amended, and the Cooperation Agreement,
when fully implemented will resolve the issues raised by the various Chinese governmental agencies relating to our share ownership in Yuchai
and the continued corporate governance and other difficulties which we have had from time to time with respect to Yuchai. Based upon the
above-mentioned legal opinions, we believe that in the event of a future dispute with the Chinese stakeholders at Yuchai, we expect to pursue as
appropriate legal remedies in appropriate jurisdictions to seek to enforce our legal rights as the majority shareholder with a controlling financial
interest in Yuchai to protect our investment for our benefit and the benefit of our shareholders. See also Item 3. Key Information Risk Factors.

Property, Plant and Equipment

Yuchai s headquarters and primary manufacturing facilities are located in Yulin City in the Guangxi Zhuang Autonomous Region. Yuchai has
the right to use approximately 2 million square meters of land, which is currently used primarily for the production of diesel engines, natural gas
engines and employee housing. The principal production land area for the manufacture of diesel and natural gas engines currently occupies
approximately 1,187,000 square meters, including the existing production factory for the 6105 (YC6J) and 6108 (YC6A and YC6B)
medium-duty engine, the 6112 (YC6G) engine factory, the 6L/6M heavy-duty engine factory, the 4F light-duty engine factory, the new natural
gas production facility, the new high horse power marine diesel engine and power generator plant, phases 1 and 2 of the new foundry and
various testing and supporting facilities. Construction of phase 1 of a new foundry at Yuchai s primary manufacturing facilities has been
completed and it is fully operational. As of March 8, 2013, development on phase 2 of the new foundry is still ongoing and it is expected to be
fully operational in the second quarter of 2013. Yuchai also has another production facility at Xiamen which is used mainly for assembly of
6-cylinder heavy-duty diesel engines. In addition, Yuchai leases a number of regional sales offices in China. As of December 31, 2012, Yuchai s
total production capacity was approximately 622,500 units, based on a 2.5 shift five-day week at 80% utilization rate. This represents an increase
in production capacity of 22,500 units per annum from 600,000 units per annum as of December 31, 2011 due to Yuchai s continuous
improvement to existing facilities and new capabilities developed for the facilities for YC6T, marine and natural gas engines during 2012. We
typically outsource approximately 10% to 20% of our annual sales requirements to third party manufacturers. See  Products and Product
Development Yuchai Production.
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Environmental Matters

China adopted its Environmental Protection Law in 1989, and the State Council and the Ministry of Environmental Protection promulgate
regulations as required from time to time. The Environmental Protection Law addresses issues relating to environmental quality, waste disposal
and emissions, including air, water and noise emissions. Environmental regulations have not had a material impact on Yuchai s results of
operations. Yuchai delivers, on a regular basis, burned sand and certain other waste products to a waste disposal site approved by the local
government and makes payments in respect thereof. Yuchai expects that environmental standards and their enforcement in China will, as in
many other countries, become more stringent over time, especially as technical advances make achievement of higher standards more feasible.
Yuchai has built an air filter system to reduce the level of dust and fumes resulting from its production of diesel engines. As of July 2008, China
officially implemented the National III emission standards throughout China. In China, the increasingly stringent emission standards are also
driving commercial vehicle sales as the government strives to curb pollution which had led to the early implementation of the National IV
emission standards in the main cities of Beijing in 2008, Shanghai in 2009, and Shenzhen and Guangzhou in 2010. The National IV emission
standards for diesel engines are targeted to be implemented throughout China on July 1, 2013. In an effort to combat increasing air pollution, the
National V emission standards for natural gas engines were implemented throughout China on January 1, 2013. In addition, the Chinese
government has mandated that all new registrations in Beijing of diesel engine vehicles for use in public transit and light-duty gasoline powered
engine vehicles must comply with the National V emission standards with effect from February 1, 2013 and March 1, 2013, respectively. While
Yuchai produces diesel engines compliant with National III emission standards, it has the ability to produce certain diesel engines compliant
with National IV and V emission standards and certain natural gas engines compliant with National IV and V emission standards, as well as
develop alternative fuels and environmentally friendly hybrid engines with improved fuel efficiency. See Item 3. Key Information Risk Factors
Risks related to our company and our business We may be adversely affected by environmental regulations. We are subject to Chinese national
and local environmental protection regulations which currently impose fees for the discharge of waste substances, require the payment of fines
for pollution, and provide for the closure by the Chinese government of any facility that fails to comply with orders requiring us to cease or
improve upon certain activities causing environmental damage. Due to the nature of our business, we produce certain amounts of waste water,
gas, and solid waste materials during the course of our production. We believe our environmental protection facilities and systems are adequate
for us to comply with the existing national, provincial and local environmental protection regulations. However, Chinese national, provincial or
local authorities may impose additional or more stringent regulations which would require additional expenditure on environmental matters or
changes in our processes or systems.

ITEM 4A. UNRESOLVED STAFF COMMENTS
As of the date of filing of this Annual Report, we have no unresolved comments from the SEC.
ITEM 5. OPERATING AND FINANCIAL REVIEW AND PROSPECTS

The following discussion of our financial condition and results of operations should be read in conjunction with the consolidated financial
statements and the related notes included elsewhere in this Annual Report. This discussion contains forward-looking statements that involve
risks and uncertainties. Our actual results may differ significantly from those projected in the forward-looking statements. Factors that might
cause future results to differ significantly from those projected in the forward-looking statements include, but are not limited to, those discussed
below and elsewhere in this Annual Report. Our consolidated financial statements and the financial information discussed below have been
prepared in accordance with IFRS. We adopted IFRS effective as of and for the fiscal year ended December 31, 2009 by applying IFRS 1: First
Time Adoption of International Reporting Standards.

During the fiscal years ended December 31, 2010, 2011 and 2012, our main business has been our 76.4% ownership interest in Yuchai. As a
result, our financial condition and results of operations have depended primarily upon Yuchai s financial condition and results of operations.

Overview

The measures taken by the Chinese government to regulate economic growth and control inflation have impacted the demand for diesel engines
and vehicles in China. In 1998, the Chinese government announced a major initiative to boost consumer demand through investments in
infrastructure projects, including the construction of highways and toll ways, and also through increased availability of bank credit and the
stimulus measures announced in 2009. This resulted in an increase in the demand for trucks and other commercial vehicles fuelling the demand
for diesel engines between 1999 to 2010. The market for commercial vehicles in China softened in 2011 and this continued into 2012 due to a
variety of factors including the phasing out of government incentives for car purchases, the introduction of policies to restrict automotive growth
in Beijing and other major cities to curb emissions and ease traffic congestion and a slowdown in China s economy. This has adversely affected
demand for, and production of, trucks and other commercial vehicles. Such market conditions, together with increased competition and what we
believe to be excess capacity in the diesel engine market in China, resulted in various degrees of financial and marketing difficulties for diesel
engine producers, including us.
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In 2010, we operated in a generally favorable market environment. According to the China Association of Automobile Manufacturers, diesel
powered commercial vehicle sales, which include trucks and buses, increased by 29.8% compared to 2009. This was due to the increase in sales
units for trucks and buses of 29.9% and 28.6%, respectively. In 2011, we operated in a weak market environment. Diesel powered commercial
vehicle sales decreased by 5.6% compared to 2010. This was due to the decrease in sales units for trucks of 7.2%, offset by the increase in sales
units for buses of 9.8%. In 2012, the market continued to be weak. Diesel powered commercial vehicle sales decreased by 9.0% compared to
2011. This was due to the decrease in sales units for trucks of 10.3%, offset by the increase in sales units for buses of 2.1%.

Notwithstanding the weaker overall market, there was growth in demand for light-duty engines used in light passenger buses in 2011 and 2012,
as the Chinese government increased its financial support for the agricultural sector. In 2011, as a result of this demand, we increased our
light-duty engine sales to 272,428 units (53.3% of sales units) in 2011 from 269,031 (48.8% of sales units) in 2010, thereby increasing our
market share in the light-duty engine market and improving our utilization rate. Similarly, in 2012 we increased our light-duty engine sales to
58.1% of sales units (or 250,776 units) from 53.3% in 2011. Yuchai generated 34.4%, 32.1% and 29.6% of our net revenues (excluding HLGE)
in 2012, 2011 and 2010, respectively, from light-duty engines, and 49.6%, 52.6% and 57.5% of our net revenues (excluding HLGE) in 2012,
2011 and 2010, respectively, from the higher margin medium-duty and heavy-duty diesel engines. However, because light-duty engines have
lower margins than medium-duty engines and heavy-duty engines, this change in sales mix caused our gross margin to decrease from 24.7% to
22.3% to 21.4% in 2010, 2011 and 2012, respectively.

In 2012, we continued our efforts to control production costs and operating expenses. However, the costs and expenses related to the production
of our diesel engines are not subject to significant variations which limits our ability to significantly reduce our costs and expenses. Our cost of
goods sold mainly includes cost of materials consumed, factory overheads, direct labor, provision for product warranty and depreciation. In
2012, cost of materials consumed accounted for approximately 89.7% of our total cost of manufacturing. Our selling, general and administrative,
or SG&A, expenses include warranty expenses, advertising expenses, salaries and wages, freight charges, sales commission expenses and a large
number of smaller expenses.

Having taken various factors into perspective, we expect the market for trucks and other commercial vehicles in China to be uncertain in 2013.
Our expectation of uncertainty in the market for trucks and other commercial vehicles in China in 2013 is in line with the overall outlook for the
global economy. According to the World Bank s latest Global Economic Prospects issued on January 15, 2013, the global financial crisis
continues four years after it started although the worst appears to be over. According to the World Bank, the world economy continued to
struggle as economic activity in the high income countries was dampened by the Eurozone crisis as well as uncertainty resulting from the fiscal
challenges in the U.S. While growth rates in developing countries have fallen, they were still expanding faster than the high income countries.
Slow growth is characterizing the high income regions of the world namely, Europe, the United States and Japan, and the World Bank has
forecast growth in these advanced economies to remain at 1.3% in 2013. Growth for the global economy is expected to remain broadly
unchanged at 2.4% before gradually strengthening in 2014 and 2015. While there are signs that growth is picking up in developing countries, the
recovery ahead remains uncertain with bouts of market volatility expected. The World Bank has forecast China s economy to expand in 2013 by
8.4%, whereas the Chinese government is maintaining a growth target of 7.5%. Downside risks to the global economy include the deterioration
of the sovereign debt crisis in Europe, debt and fiscal issues in the United States and the possibility of a sharp slowdown of investment in China
as its new leadership attempts to rebalance its economy from investment and exports to increased domestic consumption. We expect the overall
market to remain soft due to the weak commercial vehicle market amidst the uncertain economic recovery in China. In addition, we expect
strong competition from other engine manufacturers. However, we believe that there are opportunities for growth in the bus market and demand
for off-road applications. Notwithstanding the intense competition, we will continue with our sales efforts in the medium-duty and heavy-duty
engine markets which yield higher margins. We also expect export sales to increase although it currently constitute only a small percentage of
our overall sales.

Changes in emission standards present a future growth opportunity for us. The National IV emission standards for diesel engines are targeted to
be implemented throughout China on July 1, 2013. In an effort to combat increasing air pollution, the National V emission standards for natural
gas engines were implemented throughout China on January 1, 2013. In addition, the Chinese government has mandated that all new
registrations in Beijing of diesel engine vehicles for use in public transit and light-duty gasoline powered engine vehicles must comply with the
National V emission standards with effect from February 1, 2013 and March 1, 2013, respectively. While Yuchai produces diesel engines
compliant with National III emission standards, it has the ability to produce certain diesel engines compliant with National IV and V emission
standards and certain natural gas engines compliant with National IV and V emission standards, as well as develop alternative fuels and
environmentally friendly hybrid engines with improved fuel efficiency. Higher emission standard engines are relatively higher margin products
compared to traditional mechanical diesel engines.
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Uncertainty and adverse changes in the global and Chinese economies 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.

Additionally, any changes in tax legislation in China or adverse findings from the tax examination authorities could have a material impact on
the consolidated financial conditions or results of operations.

Under the former Income Tax Law for Enterprises with Foreign Investment and Foreign Enterprises (the FEIT Law ), Sino-foreign joint stock
companies generally are subject to an income tax at a rate of 33% comprising a national tax of 30% and a local tax of 3%. Prior to January 1,
2008, notwithstanding the FEIT Law prescribed tax rate of 33%, Yuchai was subject to a preferential income tax rate at 15% since January 1,
2002, based on certain qualifications imposed by the state and local tax regulations.

In 2007, the National People s Congress approved and promulgated a new tax law, China s Unified Enterprise Income Tax Law (the CIT Law ),
which became effective from January 1, 2008. Under the CIT Law, foreign invested enterprises and domestic companies are subject to a uniform
corporate tax rate of 25%. The CIT Law provides a five-year transition period from its effective date for those enterprises, such as Yuchai, which

were established before January 1, 2008 and which were entitled to a preferential lower tax rate under the then effective tax laws or regulations.
During the transition period from 2008 to 2012, a transitional graduated tax rate will be applied from the existing preferential corporate tax rate

to the uniform corporate tax rate of 25%.

Notwithstanding the CIT Law prescribed tax rate of 25%, Yuchai may continue to enjoy the reduced corporate tax rate of 15% if it qualifies
under the Western Development Tax Incentive Scheme or High Technology Incentive Scheme.

The Western Development Incentive Scheme was first introduced in 2001 to encourage investment in the Western region of China.
Companies operating in the Western region who fulfill certain criteria and upon approval enjoy a reduced corporate tax rate of 15%.
This scheme was applicable from 2001 to 2010. In 2011, the scheme was extended to 2020.

The High Technology Incentive was introduced in 2008. Companies that are high technology companies who fulfill certain criteria
and upon approval enjoy a reduced corporate tax rate of 15%. The reduced corporate tax rate took effect from January 1, 2008. In
2011, Yuchai was certified as a high technology company with effect from 2011 to 2013, so it may qualify for this scheme if certain
other criteria are met.
From 2008 to 2010, Yuchai was subject to the reduced corporate tax of 15% as it qualified under the Western Development Incentive Scheme.
Since Yuchai operates in the Guangxi Zhuang Autonomous Region and had previously qualified under the Western Development Incentive
Scheme, Yuchai believes that it still qualifies under this scheme. In addition, since 2011, Yuchai has been filing corporate tax returns at the
reduced corporate tax rate of 15%, subject to final approval by the local tax authority. In the event that Yuchai is not able to qualify for any of
these incentive schemes, it would be subject to corporate tax at a rate of 25% as prescribed under the CIT Law.

The CIT Law also provides for a tax of 10% to be withheld from dividends paid to foreign investors of PRC enterprises, unless an applicable tax
treaty provides for a lower tax rate. This withholding tax provision does not apply to dividends paid out of profits earned prior to January 1,
2008. Beginning from January 1, 2008, a 10% withholding tax has been imposed on dividends paid to us, as a non-resident enterprise. We have
recognized a provision for withholding tax payable for profits accumulated after December 31, 2007 for the earnings that we do not plan to
indefinitely reinvest in the PRC enterprises.

The China tax bureau periodically conducts tax examinations. Our last tax examination was conducted in 2011, when the provincial tax bureau
completed an examination of Yuchai s PRC income tax returns for 2006 through to 2010. The tax bureau did not propose any adjustment to
Yuchai s tax positions, and no surcharge or penalty was imposed.

Our future financial condition and results of operations could also be adversely affected as a result of China macroeconomic policy changes by

the Chinese government, particularly if diesel engines are included in any specific economic sectoral caps or attempts to slow down sectoral
lending. See Item 3. Key Information Risk Factors Risks relating to China Adverse changes in the economic policies of the Chinese
government could have a material adverse effect on the overall economic growth of China, which could reduce the demand for our products and
adversely affect our competitive position and 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 global economy, as well as Chinese government
policy.
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We may use borrowings from time to time to supplement our working capital requirements and to finance our business expansion and
diversification plan. A portion of our borrowings may be structured on a floating rate basis and denominated in US dollars or other foreign
currencies. An increase in fluctuations in exchange rates between the Renminbi and other currencies may increase our borrowing costs. See Item

3. Key Information Risk Factors Risks relating to our company and our business - We could be exposed to the impact of interest rates and
foreign currency movements with respect to our future borrowings and business.
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Business Expansion and Diversification Plan

Following the implementation of our business expansion and diversification plan as approved by our Board of Directors in 2005, we have looked
for new business and on an ongoing basis, continue to explore and assess new businesses opportunities to reduce our financial dependence on
Yuchai.

Thakral Corporation Ltd

The first step in implementing this plan occurred in March 2005 when through our wholly-owned subsidiary, Venture Delta, we acquired a
15.0% equity interest in TCL. As of December 2008, our equity interest in TCL was 34.4% of TCL s outstanding ordinary shares.

As of December 31, 2009, our interest in TCL was 34.4% of TCL s outstanding ordinary shares and our aggregate investment in TCL
amounted to approximately S$81.7 million, before taking into account dividends and interest income of approximately S$1.9 million, in
the aggregate, earned from these investments. On December 1, 2009, we announced that concurrently with the capital reduction and cash
distribution exercise to be undertaken by TCL, we intended to appoint a broker to sell 550,000,000 shares in TCL at price of S$0.03 per
share on an ex-distribution basis ( Placement ).

As of December 31, 2009, a total of 536,000,000 shares out of 550,000,000 shares available in the Placement were taken up. The
Placement was conditional upon the completion of TCL s capital reduction and cash distribution exercise. We accounted for our investment
in TCL using the equity method for 11 months in fiscal year 2009 and thereafter it was classified as a disposal group held for sale and as a
discontinued operation as at December 31, 2009.

As of December 31, 2010, following the completion of the sale of a total of 536,000,000 shares in TCL to various purchasers and
subsequent sales in the open market, our shareholding interest in TCL was 12.2%. We then classified our shareholding in TCL as
investment held for trading. The market value of our investment in TCL amounted to approximately S$11.2 million.

As of December 31, 2011, our shareholding interest in TCL remained unchanged, and the market value of our investment in TCL
amounted to approximately S$8.3 million.

As of December 31, 2012, our shareholding interest in TCL remained unchanged, and the market value of our investment in TCL
amounted to approximately S$9.6 million.

As of March 8, 2013, pursuant to the further disposal of TCL shares in the open market, our shareholding interest in TCL decreased from
12.2% to 7.7%, and the market value of our investment in TCL amounted to approximately S$6.5 million (US$5.2 million).
HL Global Enterprises Limited

In February 2006, through the following wholly-owned subsidiaries, we also acquired debt and equity securities in HLGE for an aggregate
consideration of approximately S$132.0 million:

(a) Grace Star acquired
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191,413,465 ordinary shares representing approximately 29.1% of the total number of HLGE s ordinary shares at that time.

15,376,318 Series A redeemable convertible preference shares in the capital of HLGE, or the Existing HLGE RCPS A. The Existing
HLGE RCPS A is mandatorily redeemable by HLGE upon the disposal of certain properties and upon any new issue of HLGE ordinary
shares with the purpose of raising funds for the redemption of Existing HLGE RCPS A. Any outstanding Existing HLGE RCPS A will be
mandatorily redeemed in March 2015. The Existing HLGE RCPS A can also be converted into ordinary shares at the conversion ratio of
1:1 upon the passing of a special resolution at a meeting of the holders of Existing HLGE RCPS A at any time prior to March 2015.

107,634,237 Series B redeemable convertible preference shares in the capital of HLGE, or the Existing HLGE RCPS B (and together with
the Existing HLGE RCPS A, the Existing HLGE RCPS). The Existing HLGE RCPS B is neither mandatorily redeemable nor redeemable
at the option of the Company. Any Existing HLGE RCPS B, which are not redeemed prior to March 2010, are mandatorily converted to
ordinary shares at the conversion ratio of 1:1 in March 2010. The Existing HLGE RCPS B are redeemable upon the disposal of certain
properties and upon any new issue of HLGE ordinary shares with the purpose of raising funds for the redemption of Existing HLGE RCPS
B. The Existing HLGE RCPS B can also be converted into ordinary shares at the conversion ratio of 1:1 upon the passing of a special
resolution at a meeting of the holders of Existing HLGE RCPS B at any time prior to March 2010.

Venture Lewis acquired approximately S$129.4 million in principal amount of outstanding secured non-convertible bonds issued by
HLGE, or the Existing HLGE Bonds.

In June and December of 2006, HLGE partially redeemed a portion of Existing HLGE RCPS A and Existing HLGE RCPS B as required
by the terms of the preference share agreement as a result of the disposals of certain assets. The proceeds from the partial redemptions
amounted to approximately S$2.4 million and resulted in a reduction in the number of Existing HLGE RCPS that we held through Grace
Star from 123,010,555 to 113,159,191.
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In July 2006, pursuant to a rights issue by HLGE, through Grace Star and Venture Lewis, respectively, we were allotted 196,201,374
non-redeemable convertible cumulative preference shares, or the New HLGE NCCPS, and S$130,800,917 in principal amount of zero
coupon unsecured non-convertible bonds due 2009 in HLGE, or the New HLGE Bonds, for an aggregate consideration of approximately
S$135.0 million. In conjunction with the allotment, the Existing HLGE Bonds were redeemed by HLGE at their principal value of $$129.4
million. At settlement, the aggregate consideration payable by the Company to HLGE of S$134.7 million was partially offset against
S$129.4 million payable by HLGE to the Company, and the balance of S$5.3 million was paid by the Company in cash.

In November 2006, Grace Star converted all of its 196,201,374 New HLGE NCCPS into HLGE ordinary shares resulting in an increase in
its equity interest in HLGE from 29.1% to 45.4% thereby triggering the mandatory conditional cash offers under The Singapore Code on
Take-over and Mergers for all the HLGE ordinary shares, the Existing HLGE RCPS and the New HLGE NCCPS which Grace Star did not
already own, control or agree to acquire. The mandatory offers lapsed on December 27, 2006 and no securities were purchased by Grace
Star.

As of December 31, 2006, we held through Grace Star (i) 387,614,839 HLGE ordinary shares, representing approximately 45.4% of the
total number of HLGE ordinary shares; (ii) 113,159,191 Existing HLGE RCPS; and through Venture Lewis (iii) S$130,800,917 in
principal amount of the New HLGE Bonds. Our aggregate investment in HLGE to-date amounted to approximately S$136.9 million,
before taking into account previous interest income earned from these investments and partial redemption of the Existing HLGE RCPS of
approximately S$6.7 million in aggregate.

On June 19, 2007, HLGE made a partial redemption of the New HLGE Bonds. The principal amount redeemed was approximately S$17.9
million and resulted in a reduction in the principal amount of the New HLGE Bonds that we held through Venture Lewis from
S$130,800,917 to S$112,886,727. The Company had engaged an independent professional valuer, to value the financial instruments
acquired as at June 19, 2007 (before redemption) and as at December 31, 2007. The fair value is determined by discounting the expected
payments to the valuation date using a discount rate commensurate with the risk of the payments.

As of December 31, 2007, we held through Grace Star (i) 387,614,839 HLGE ordinary shares, representing approximately 45.4% of the
total number of HLGE ordinary shares; (ii) 13,957,233 Existing HLGE RCPS A; (iii) 99,201,958 Existing HLGE RCPS B; and through
Venture Lewis (iv) S$112,886,727 in principal amount of the New HLGE Bonds. Our aggregate investment in HLGE to-date amounted to
approximately S$136.5 million, before taking into account previous interest income earned from these investments and partial redemption
of the Existing HLGE RCPS of approximately S$6.7 million in aggregate.

In April 2008, HLGE made an additional partial redemption of the Existing HLGE RCPS B. The redemption amount we received
amounted to approximately S$0.98 million on April 30, 2008 and resulted in a reduction in the number of Existing HLGE RCPS that we
held through Grace Star from 113,159,191 to 107,186,403.

In June 2008, HLGE made another partial redemption of the New HLGE Bonds. The principal amount redeemed was approximately
S$25.9 million and resulted in a reduction in the principal amount of the New HLGE Bonds that we held through Venture Lewis from
S$112,886,727 to S$87,010,673.

On February 3, 2010, we announced the extension for another year of the S$93,000,000 loan granted to HLGE by our wholly-owned
subsidiary, Venture Lewis to HLGE to refinance the New HLGE Bonds which matured on July 3, 2009. Under the terms of the original
loan agreement entered into in February 2009, on the maturity date of the New HLGE Bonds, HLGE will fully redeem the New HLGE
Bonds held by all minority New HLGE Bondholders and pay to Venture Lewis a portion of the principal and gross redemption yield. The
remaining amount due to Venture Lewis on the maturity date would be refinanced through an unsecured loan arrangement with a one-year
term, renewable by mutual agreement between the parties on an annual basis. An option for HLGE to undertake a partial redemption of the
New HLGE Bonds on a pro-rata basis prior to the maturity date was included in the loan agreement. On February 19, 2009, HLGE
announced an early partial redemption of the new HLGE Bonds on a pro-rata basis of up to $$9.0 million in principal amount of the
outstanding New HLGE Bonds and on March 23, 2009, HLGE effected payment to all bondholders. The principal amount redeemed of
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approximately S$8.96 million to us had resulted in a reduction in the principal amount of the New HLGE Bonds that we held through
Venture Lewis from S$87,010,673 to S$78,053,577.

On January 31, 2011, a loan agreement was entered into extending the loan for another year from July 2011 to July 2012. On February 16,
2011, HLGE effected a partial prepayment of S$10 million towards the loan to us resulting in a reduction in the principal amount of the
loan from S$$93,000,000 to S$83,000,000. On January 19, 2012, we announced the extension for another one year of the S$83,000,000
loan to HLGE, from July 2012 to July 2013. On April 30, 2012, HLGE effected a partial prepayment of S$8 million towards the loan to us
resulting in a reduction in the principal amount of the loan from S$$83,000,000 to S$75,000,000.

On February 12, 2010, HLGE announced the mandatory conversion of an aggregate of 18,935,883 Existing HLGE RCPS B into
18,935,883 ordinary shares in the capital of HLGE on March 18, 2010 ( Mandatory Conversion Date ). As of February 12, 2010, Grace Star
held 93,229,170 Existing HLGE RCPS B representing approximately 98.28% of the existing total number of Existing HLGE RCPS B. By

a written notice to HLGE on February 11, 2010, Grace Star notified HLGE that pursuant to HLGE s Articles of Association, it will be
converting only 17,300,000 out of the 93,229,170 Existing HLGE RCPS B it held into HLGE ordinary shares so as to comply with the
Singapore Code on Take-overs and Mergers which prohibits Grace Star from acquiring more than 1% of the ordinary shares of HLGE
(including through the conversion of the RCPS) in any 6 month period. Grace Star has an option under HLGE s Articles of Association to
convert the remaining 75,929,170 Existing HLGE RCPS B into HLGE ordinary shares over a period of twenty-two months after the
Mandatory Conversion Date ( Extension Period ). With the conversion of 17,300,000 Existing HLGE RCPS B into HLGE ordinary shares
on the Mandatory Conversion Date, Grace Star s shareholding interest in HLGE increased from 45.4% to 46.4% with effect from
March 24, 2010 upon receipt of regulatory approval.
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On September 20, 2010, Grace Star notified HLGE that it would be converting 16,591,000 Existing HLGE RCPS B into HLGE ordinary
shares and on September 23, 2010, Grace Star s shareholding interest in HLGE increased from 46.4% to 47.4%. On March 21, 2011, Grace
Star notified HLGE that it would be converting 17,234,000 Existing HLGE RCPS B into HLGE ordinary shares on March 24, 2011, Grace
Star s shareholding interest in HLGE increased from 47.4% to 48.4%. On September 19, 2011, Grace Star notified HLGE that it would be
converting 17,915,000 Existing HLGE RCPS B into HLGE ordinary shares and on September 23, 2011, Grace Star s shareholding interest
in HLGE increased from 48.4% to 49.4%.

On January 16, 2012, following the increase in the number of issued ordinary shares in HLGE arising from the mandatory conversion of
24,189,170 Existing HLGE RCPS, which had been transferred on January 13, 2012 to the Trustee pursuant to the Trust, into 24,189,170
new ordinary shares, our shareholding interest in HLGE decreased from 49.4% to 48.1%. After this conversion, all the outstanding
Existing HLGE RCPS B had been fully converted into ordinary shares in the capital of HLGE.

On March 5, 2012, upon the transfer of one Existing HLGE RCPS A to Venture Delta, our wholly-owned subsidiary, Grace Star and
Venture Delta sent requisition notices to HLGE s Board of Directors requesting for the convening of a meeting of the holders of the
Existing HLGE RCPS A to propose the conversion of all the outstanding Existing HLGE RCPS A into ordinary shares in the capital of
HLGE in accordance with HLGE s articles of association. Pursuant to the receipt of the requisition notices from Grace Star and Venture
Delta, HLGE s Board of Directors announced on March 15, 2012 that a meeting of the holders of the Existing HLGE RCPS A will be
convened on March 30, 2012 to approve the conversion of all the outstanding Existing HLGE RCPS A into ordinary shares in the capital
of HLGE.

At the meeting on March 30, 2012, the holders of the Existing HLGE RCPS A approved the conversion of all the outstanding Existing
HLGE RCPS A into ordinary shares in the capital of HLGE.

On April 4, 2012, as a result of the conversion of all the outstanding Existing HLGE RCPS A held by Grace Star and Venture Delta into
ordinary shares in the capital of HLGE, our shareholding interest in HLGE increased from 48.1% to 48.9%.

On January 30, 2013, we entered into a loan agreement with HLGE extending the loan for another year from July 2013 to July 2014. See
Item 3. Key Information Risk Factors Risks relating to our investment in HLGE The HLGE Group may be unable to raise sufficient
funds to pay their debt obligations to us.
Critical Accounting Policies

The accounting policies adopted by us are more fully described in Note 2 of our consolidated financial statements appearing elsewhere herein.
The preparation of financial statements in accordance with IFRS requires our management to make judgments, estimates and assumptions
regarding uncertainties that affect the reported amounts of our assets and liabilities, disclosures of contingent liabilities and the reported amounts
of revenues and expenses.

Certain of our accounting policies are particularly important to the portrayal of our financial position and results of operations and require the
application of significant assumptions and estimates by our management. We refer to these accounting policies as our critical accounting
policies. Our management uses our historical experience and analyses, the terms of existing contracts, historical cost convention, industry trends,
information provided by our agents and information available from other outside sources, as appropriate, when forming our assumptions and
estimates. However, this task is inexact because our management is making assumptions and providing estimates on matters that are inherently
uncertain. On an ongoing basis, management evaluates its estimates. Actual results may differ from those estimates under different assumptions
and conditions.

While we believe that all aspects of our consolidated financial statements should be studied and understood in assessing our current expected
financial condition and results, we believe that the following critical accounting policies involve a higher degree of judgment and estimation and
therefore warrant additional attention:
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allowances for doubtful accounts;

realization of the carrying value of inventories;

product warranty obligations;

recoverability of the carrying values of equity method investments and other investments;

realization of deferred tax;

impairment of long-lived assets, including goodwill;

determination of fair values of financial assets and liabilities;
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derecognition of bills receivable; and

development costs.
Allowances for doubtful accounts

Allowance for doubtful accounts is management s best estimate of the amount of probable credit losses in the Company s existing accounts
receivable. Management determines the allowance based on assessment of the recoverability of accounts receivable. Allowances are applied to
accounts receivable where events or changes in circumstances indicate that the balances may not be collectible. Judgment is required in
assessing the ultimate realization of these receivables, including the current creditworthiness, past collection history of each customer and
on-going dealings with them. Management reviews its allowance for doubtful accounts on a monthly basis. For the year ended December 31,
2012, the Dongfeng Group accounted for about 21.0% of the gross accounts receivable as compared to approximately 26.5% as of December 31,
2011. Likewise, the top 20 non-Dongfeng Group customers accounted for about 50.2% of the gross accounts receivable at the end of 2012. We
analyzed our customer s trends, repayment patterns and ageing analysis in 2012. The balances that were past due over 90 days and over a
specified amount are reviewed individually for collectability. All other balances are reviewed on a pooled basis by aging of such balances.
Account balances are charged off against the allowance after all means of collection have been exhausted and the potential for recovery is
considered remote.

Changes in the allowances for doubtful accounts for each of the years in the two-year period ended December 31, 2012 are summarized as
follows:

December 31,

2011 2012 2012
Rmb Rmb US$
(in thousands)
Balance at beginning of year 61,161 59,177 9,435
Debit/(credit) to consolidated statements of income 1,723 (15,184) (2,421)
Written off (3,702) (334) (53)
Translation differences ) 5 1
Balance at end of Year 59,177 43,664 6,962

While trade accounts decreased by Rmb 358.9 million (US$57.2 million) as of December 31, 2012 as compared to 2011, allowance for doubtful
accounts decreased by Rmb 15.5 million (US$2.5 million). Bills receivable increased by Rmb 259.7 million (US$41.4 million) as of
December 31, 2012 as compared to 2011 due to reduced discounting activities in 2012.

We believe that the present level of our allowance for doubtful accounts adequately reflects prob