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CORPORATE INFORMATION (CONTINUED)
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CORPORATE INFORMATION (CONTINUED)
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CORPORATE INFORMATION (CONTINUED)
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FINANCIAL HIGHLIGHTS B i ia 2
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CHAIRMAN'S STATEMENT

* & ¥k
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Dear Shareholders,

On behalf of the Board, | would like to present the audited annual results of
the Company for the year ended 31 December 2016.

I.

REVIEW OF OPERATIONS

In 2016, faced with complicated and volatile international and domestic
environment, the Chinese government promoted and advanced the
"Five-in-One” overall layout and the “Four Comprehensive Strategic
Blueprint”. It insisted upon the general working theme of making
progress while maintaining stability, actively adapting to and pioneering
amidst the “new norms” in economic development. Emphasizing
structural reforms of the supply aspect and appropriately expanding total
demand, the Government facilitated reforms with steadfast commitment
and properly responded to challenges posed by risks, cultivating positive
social expectations. The overall economic performance has found
stability within slowing growth and demonstrated positivity amidst
stability. In 2016, the national gross domestic product reached RMB74.4
trillion, representing a year-on-year growth of 6.7 %.
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CHAIRMAN'S STATEMENT (CONTINUED)
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During the reporting period, under the influence of a multitude of
factors including the implementation of the Guobiao GB1589-2016
standard and the new anti-overloading policies, fostering of PPP (Public
Private Partnership) projects and acceleration of infrastructural
investments, the heavy-duty truck industry in the PRC realized substantial
growth. Annual sales volume reached 733,000 units, representing a
year-on-year increase of 33.1%. Further, the transfer to the Company of
100% equity interest in Weichai (Weifang) Medium-duty Diesel Engine
Co., Ltd. (“Weichai Medium”) was completed in October 2016. During
the reporting period, the Company reported sales of 198,000 units of
heavy-duty truck engines (including Weichai Medium), representing a
year-on-year growth of 67.8%. The Company maintained its leading
position in the industry with its market share of 27%. Shaanxi Heavy-
duty Motor Company Limited (SRPEEAL/FEHFRAR]), a controlling
subsidiary of the Company, reported an aggregate sales of 82,000 units
of heavy-duty trucks for the year, representing a year-on-year increase of
46.9% and ranked fourth in the domestic heavy-duty truck industry in
the PRC, further boosting its competitiveness. Shaanxi Fast Gear Co.,
Ltd. GREDE T REWRAREME AT, a controlling subsidiary of the
Company, has maintained its leading position in the industry with its
aggregate sales of 501,000 units of gear boxes, representing a year-on-
year increase of 23.2%.

During the reporting period, fixed-asset investments in the PRC
(excluding agricultural households) reached RMB59.7 trillion,
representing a year-on-year growth of 8.1%, a drop of 1.9 percentage
points in growth rate year-on-year. The total planned investments for
newly-commenced construction projects reached RMB49.3 trillion,
representing a year-on-year growth of 20.9%, an increase of 15.4
percentage points in growth rate year-on-year. Investments in property
development reached RMB10.3 trillion, representing a year-on-year
growth of 6.9%, an increase of 5.9 percentage points in growth rate
year-on-year. As such, the construction machinery industry rebounded
from its trough and the trend of recovery was apparent. In 2016, the
construction machinery market reported sales of approximately 399,000
units, representing a year-on-year growth of 8.5%, among which, the
sales volume of wheel loaders with a load capacity of 5 tonnes was
42,000 units, representing a year-on-year increase of 0.04%. The
Company sold a total of 32,000 units of engines for wheel loaders with
a load capacity of 5 tonnes, representing a year-on-year increase of
19.4%. The Company continued to maintain a leading position in the
market of wheel loaders with a load capacity of 5 tonnes with a market
share of 76.2%.

WEICHAI PowWER Co., LTD. H4EHBRMNBERLAD
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CHAIRMAN'S STATEMENT (CONTINUED)

During the reporting period, under the influence of a multitude of
factors including downturn in macro-economy conditions and volatility in
overseas markets, there was a downturn in the overall passenger vehicles
market in 2016, which reported an aggregate sales figure of 543,000
units (including incomplete passenger vehicles) for the whole year,
representing a year-on-year decrease of 8.8%. Among such, benefiting
from policies on the national subsidy of new energy and regulatory
tightening on emissions, the new-energy passenger vehicles reported an
aggregate sales figure of 107,000 units, representing a year-on-year
increase of 31.5%. The new-energy passenger vehicles segment grew
substantially and became a major force in driving the growth of the
passenger vehicles market, especially for medium-sized passenger
vehicles, which reported an aggregate sales figure of 99,000 units,
representing a year-on-year increase of 26.1%. Under the substitution
effect of other means of transportation such as national express rail, the
performances of long-distance passenger transportation and tourist
passenger transportation market sectors were both unsatisfactory,
reporting an aggregate sales figure of 103,000 units, representing a
year-on-year decrease of 9.6%. During the reporting period, the
Company’s aggregate sales of engines for use in large and medium-
sized passenger vehicles amounted to 22,000 units (including Weichai
Medium), representing a year-on-year increase of 5.8%, and accounting
for 11.3% of the market share of large-sized and medium-sized
passenger vehicles.

During the reporting period, the Company advanced with structural
adjustments of its products and businesses based on market conditions,
leading to a more healthy and balanced structure with increasing market
competitiveness. In 2016, the upgrade of “Landking” engine products
was steadily promoted. The sales figure for 10L and 12L engines was
218,000 units, maintaining the stable leading position of heavy-duty
engine products in the heavy-duty truck market, the market of wheel
loaders with a load capacity of 5 tonnes and the market of passenger
vehicles with a span of over 11 metres. Meanwhile, sales of strategic
products and in strategic markets grew substantially. The sales of
Yangchai VM engines increased by 70.9% year-on-year to 19,023 units,
the sales of WP13 engines increased by 11.5 times to 15,494 units, the
sales of new-energy power system increased by 5 times to 2,991 units,
the sales of engines for use in agricultural equipment increased by 2.9
times to 15,383 units (including Weichai Medium) and the sales of
engines for use in forklift trucks increased by 56.5% to 2,417 units.
During the same period, Shaanxi Heavy-duty Motor Company Limited, a
controlling subsidiary of the Company, completed the product mix
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allocation for various series of products such as X3000, M3000 and
L3000, extending the product platform from heavy-duty trucks to
medium-duty trucks, thereby highlighting the advantages of products
with their series-based, platform-based and market-leading elements
while concurrently achieving first-ranking sales volume growth in the
industry. Relying on the advantages of leading quality and technical
innovation, Shaanxi Fast Gear Co., Ltd. continued to speed up the
structural adjustments of its products. Eight series of products such as
the self-developed S-series gear boxes and AMT/AT auto transmission
gear boxes, as well as new-energy products such as wheel reducers were
competitive in capturing leading market position and enjoyed
advantages in terms of scaled development.

During the reporting period, the Company was committed to the main
working themes of the three major campaigns of “Cost reduction, loss
elimination and fostering innovation”, “3+1” formula and the thirteen
battles, strictly adhering to the notion of reforms and innovations,
fostering structural adjustments, maintaining a positive development
trend, and substantially uplifting the quality of operation and
profitability. Firstly, we streamlined the cost management and control
system of innovative products in order to form an all-series and fully-
segmented market gross profit planning, which serves as a benchmark
for setting target costs for new product development and lowering the
costs of existing products, thereby creating cost differentiation
advantages. Secondly, we moved steadfastly towards high-end
development by continuing to enhance the technology innovation
mechanism and releasing our technicians’ vitality of innovation, and kick-
starting the high-end engines R&D projects represented by WP13, WP17
and D-series products, striving to become the best in the world. Thirdly,
we fostered solid management innovation, committed to using
indicators to unify our management language to improve efficiency
through order, pin-pointed customers’ needs under our methodology
and enhanced corporate value with our services, putting in place the
WOS management operation system which is feasible, exportable and
evaluable. Fourthly, we fostered smart manufacturing base infrastructure
and achieved breakthroughs in the five major business areas, which
include R&D technology, supply chain, marketing services, functions
management and control and infrastructure, and promoted corporate
agile manufacturing capabilities with “low cost, high efficiency and high
quality”. Fifthly, we insisted on the “dual-wheel driving” of both product
operation and capital operation, steadily pushing forward our strategy of
internationalization and realising export growth against the adversity
faced by the market. Overseas businesses, which were in general
positive, became an important source of profit which supported our
corporate development.

WEICHAI PowWER Co., LTD. H4EHBRMNBERLAD
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CHAIRMAN'S STATEMENT (CONTINUED)

I1

[1I.

During the reporting period, the Company’s revenue increased by
25.6% compared with that in 2015 to approximately RMB93,184
million. The net profit attributable to shareholders of the listed company
was approximately RMB2,441 million, representing an increase of 72.9%
compared with that in 2015. The basic earnings per share was RMBO0.61,
representing an increase of 74.3% compared with that in 2015.

DIVIDENDS AND ISSUE OF BONUS SHARES

Putting shareholders’ interests and returns as its top priority, the
Company has maintained a relatively stable dividend policy. On 29
March 2017, the Company’'s 2016 profit distribution proposal was
approved by the Company’s 5th meeting of the fourth session of the
Board: the Company proposed the distribution to all shareholders of a
cash dividend of RMB2.50 (including tax) for every 10 shares held and
an issuance of 10 bonus shares (including tax) for every 10 shares held,
based on the total share capital of 3,998,619,278 shares, without any
capitalisation of reserve. Completion of the proposal is subject to the
consideration and approval by the 2016 Annual General Meeting, the
first Class Meeting of the A Shareholders in 2017 and the first Class
Meeting of the H Shareholders in 2017. Please refer to the further
announcement to be issued by the Company for details on the closure
of registers of members in determining the shareholders who are eligible
for the final dividend.

AcQUISITION AND CONSOLIDATION

In 2016, KION Group AG ("KION"), an overseas subsidiary of the
Company running with a stable development, acquired the entire
interests in Dematic, a globally leading automated logistics supplier, at a
consideration of EUR2.1 billion, hence becoming a global leader in the
intralogistics solution sector.

In order to further enhance the core competitiveness of the Company,
improve the level of its international operation, and strengthen the
Group's allocation of quality overseas resources, the Company increased
its shareholding in KION to 43.26% through subscribing new offer
shares of KION and acquiring shares from the secondary markets,
maintaining the Company’s status as the single largest shareholder of
KION.

In order to become a major operation platform of high speed diesel
engine, the Company acquired 100% equity interest of Weichai Medium
held by Weichai Group Holdings Limited, speeding up the resource
integration of high speed diesel engine business under Weichai Group
Holdings Limited.
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IV. QOuTLOOK AND PROSPECTS

12

Going into 2017, the global economy will continue to see a sluggish
growth with a weak recovery, with factors of uncertainty and instability
on the rise. Donald Trump's “America First” policy raised expectations of
the growth of the American economy, but also brought immense
uncertainty to the global economic recovery. Under the influence of a
series of political uncertainties, such as Brexit, the Italian constitutional
referendum, elections in France and Germany, and a wave of anti-
globalization movements, greater challenges lie ahead for the economic
recovery within the European Union. After many years of adjustment,
the emerging markets and developing economies have seen increasing
momentum in the expansion of their domestic demand, with more
stable growth prospects. The pace of growth of these economies is
expected to accelerate. Generally speaking, the global economy is
expected to grow at approximately 3.4%. Domestically, the Chinese
Government settled on the economic policy framework of adapting to
the “new norm”, guided by the five development visions with supply-
side reforms as the centerpiece, taking the approach of making progress
while maintaining stability. The Chinese Government will thoroughly
implement the policy of decapacitizing, eliminating excessive inventories,
deleveraging, cost-cutting and mitigating underlying shortcomings,
speeding up the fundamental and key reforms in areas such as state-
owned enterprises, taxation, finance and social security, massively
revitalizing the real economy and stepping up the coordination and
management of the real property sector. The overall Chinese economy
will sustain a stable pace of growth, with the annual gross domestic
product growth rate estimated at approximately 6.5%.

The Company is cautiously optimistic about the development trend of its
related industries. In 2017, it is expected that the Chinese heavy-duty
truck market will attain a sales volume of 800,000 units, representing a
year-on-year growth of 9.2%. The increase is mainly attributable to the
following reasons. Firstly, the prompt implementation of Public Private
Partnership projects and “mega infrastructure” projects worth RMB4.7
trillion, has increased the sources of demand for heavy-duty trucks.
Secondly, the clean-up of the hazardous chemicals market, the tightened
management over the measurement and overloading of trucks and the
weighting of trucks in the licensing process accelerated the replacement
of heavy-duty trucks. Thirdly, with the emergence of e-commerce
logistical planning, the development of logistics industry will become
more efficient and standardized, bringing huge opportunities to the
heavy-duty truck industry. The engineering vehicles market is expected
to recover steadily. The trend of highly efficient logistics and
transportation services going high-end is becoming increasingly
apparent. The sales volume of high-speed, standardized models will
gradually increase, while the demand for high-emission, high-powered
vehicles is also on the rise.

WEICHAI PowWER Co., LTD. H4EHBRMNBERLAD
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CHAIRMAN'S STATEMENT (CONTINUED)

In 2017, buoyed by factors such as the investments in infrastructure and
newly-commenced construction projects, and a stable demand for
replacement vehicles, the construction machinery industry will continue
to recover. Firstly, at the macro level, investments in public-private
partnership projects are expected to remain strong, improving the
likelihood of the implementation of such projects. The State is expected
to step up its investments in the fields of transportation infrastructure,
ranging from railway systems to urban rail transits. The mining industry
can expect to realize short-term rebound. Secondly, at the industry level,
the demand for replacement vehicles will remain stable, but the difficult
mission of decapacitizing and eliminating excessive inventories lie ahead.
Thirdly, at the export level, the state will proceed steadily in
implementing the “One Belt and One Road” policy. As the demand for
high-end products in the economies in Europe and America keeps
growing, there is room for recovery in foreign demand.

With effect from 1 January 2017, the China V Emission Standards will
apply to the manufacturing, importing, sale and registration of all petrol-
driven light vehicles and diesel-driven heavy-duty vehicles (for passenger,
public transportation, environment and hygiene, and postal use) in
China. With effect from 1 July 2017, China V Emission Standards will
apply to the manufacturing, importing, sale and registration of all diesel-
driven heavy-duty vehicles. With effect from 1 January 2018, the China
V Emission Standards will apply to the manufacturing, importing, sale
and registration of all diesel-driven light vehicles in China. As such, some
segments of the market will experience a new round of shuffling and
the elimination of backward production capacities will be accelerated.
Leveraging upon the synergy presented by its globally coordinated R&D,
advanced technology in smart manufacturing, product and service
diversity and its strong base of loyal customers, the Company has
actively responded by starting its preparation work in advance. Having
essentially completed the upgrade and replacement of products of
engines and heavy-duty trucks, the Company is poised to maintain its
leading position in the market of high-power engines, heavy-duty gear
boxes and complete heavy-duty trucks. The Board has full confidence in
the development prospect of the Company.
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CHAIRMAN'S STATEMENT (CONTINUED)

14

In early 2017, through strategic decoding, the Company identified
thirteen battles that it must win and formulated detailed action plans.
This year, the Company will commit to the main theme of
“strengthening its base and operations, seizing and capturing markets,
speeding up innovation and striving to excel in the Company’s
development”, along with the thirteen battles, and work strenuously on
the following:

Firstly, the Company will strengthen the development of its “Three Core
Competitiveness” in terms of cost, technology and quality by redoubling
its efforts at controlling expenses, exploring the potential for cutting
costs, developing the advantage of diversified products and costs, and
raising the profitability of the Company. Secondly, through diligence and
care, and taking a customer-oriented approach, the Company will
expand into emerging markets, explore the potential for profits and
actively promote the auxiliary application of engines in the strategic
markets of passenger vehicles, agricultural machinery, forklift trucks and
power generation. Thirdly, the Company will focus on the objective of
becoming the best in the world by devoting its top-notch R&D resources
to the development of high-end engines and new products and
diligently trying to gain a foothold in the strategic high-end markets.
Fourthly, the Company will adhere to its strategy of international
development by speeding up the consolidation of resources and the
coordination of business operations, expanding the breadth and depth
of the Company’s export business and increasing the profitability of
overseas subsidiaries, thereby accelerating the implementation of the
strategy of international development. Fifthly, the Company will review
and optimize its mode of operation using new mindsets, new tools and
new methods to further improve the management operation system,
and continue to raise the efficiency of the Company’s operations by
making use of information technology. In the domestic market, the
Company will adopt value marketing in running its heavy-duty vehicles
segment, with a focus on increasing the market share of market
segment, capturing less favorable markets and expanding corporate
clientele to achieve the Company’s growth targets. In overseas markets,
the Company will expand its business networks with an emphasis on
Africa and the Asia-Pacific region, capture major Chinese corporate
clients and enlarge its market share. The gear box companies will hold
on to their policy of “proactively innovating, achieving strategic goals,
supporting development and pioneering the industry” by developing
business platforms featuring seriated, smart, systematic, new-energy and
diversified products. The Company will stick to its policy of developing
highly efficient, smart, environmentally friendly and integrated
technologies to expand the scope of application of products primarily
based upon gear transmission technology. The Company will also make
good use of the synergy among the component segment, the engine
segment and the complete vehicles segment.
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CHAIRMAN'S STATEMENT (CONTINUED)

At the same time, the Company will remain committed to its
development goal of “going high-end and seeking to become the best
in the world”. Under the principle of “Unified Strategy, Independent
Operation, Resources Sharing”, the Company will accelerate the
coordinated development among the business segments of vehicles,
construction machinery, powertrains and automobile components, in
order to fully utilize the synergetic advantage of the resource-sharing
between our domestic and overseas companies, to continually enhance
the quality and image of the Company’s development, and boost our
overall capability to resist risks.

APPRECIATION

Last but not least, | would like to express my sincere appreciation to all
our shareholders, the general public and our customers for their care
and support, as well as to all of our staff for their hard work and
dedication in the past year!

Tan Xuguang
Chairman and Chief Executive Officer

Hong Kong, 29 March 2017
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MANAGEMENT DISCUSSION AND ANALYSIS

The Directors are pleased to present a management discussion and analysis of
the annual results of operations of the Group for the year ended 31 December
2016 (the "Year") as follows:

I. INDUSTRY ANALYSIS

The Company is one of the vehicle and equipment manufacturing
conglomerates in the PRC with the best comprehensive strengths. It is a
leading company in the markets of powertrain, complete vehicles and
machines, hydraulic controlling parts and automotive parts and
components. It is equipped with the most comprehensive supply chain
of engines, gear boxes and axles and offers related after-sales market
services.

1. Heavy-duty Vehicle Industry

During the year, the Chinese economy improved in the midst of
stability as the Chinese government proactively guided the
economy in adapting to the “new norm” in economic
development and appropriately expanded the aggregate demand.
In 2016, the gross domestic product of the PRC reached RMB74.4
trillion, representing a year-on-year growth of 6.7%. Under the
influence of a number of favorable factors, such as the
implementation of policies addressing the overloading of trucks,
the progress of Public Private Partnership projects and the
acceleration in investments in infrastructure, the domestic heavy-
duty truck market witnessed a massive rebound. The aggregate
sales figure of the heavy-duty truck market in the year was
approximately 733,000 units, representing a year-on-year increase
of approximately 33.1%.

2. Construction Machinery
During the reporting period, fixed-asset investments in the PRC
(excluding agricultural households) reached RMB59.7 trillion,
representing a year-on-year growth of 8.1%. The total planned
investments for newly-commenced construction projects reached
RMB49.3 trillion, representing a year-on-year growth of 20.9%,
an increase of 15.4 percentage points in growth rate year-on-year
compared to 2015. Investments in property development reached
RMB10.3 trillion, representing a year-on-year growth of 6.9% and
an increase of 5.9 percentage points compared to last year. As
such, the construction machinery industry rebounded from its
trough. In 2016, the construction machinery market reported total
sales of approximately 399,000 units, representing a year-on-year
growth of approximately 8.5%, among which, the sales volume of
wheel loaders with a load capacity of 5 tonnes for use in large
construction machinery was 42,000 units, representing a modest
increase compared to last year.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Passenger Vehicle Market

During the reporting period, due to the substitution effect of other
means of transportation such as national express rail, the
performance of both long-distance passenger transport and
tourism passenger transport markets was unsatisfactory. In 2016,
the passenger vehicle market as a whole remained gloomy, except
for the medium-sized passenger vehicle market, which benefited
from the policies on national subsidy of new energy. The sales
volume of passenger vehicle market for the year was
approximately 543,000 units (including incomplete passenger
vehicles), representing a year-on-year decrease of approximately
8.8%.

Forklift Truck and Supply Chain Solution Industry
During the reporting period, riding on the rapid development of
electronic commerce and corporate intralogistics and the rise in
domestic demand and good performance of the employment
market in the United States in the second half of the year, forklift
truck and supply chain solutions industry recorded strong growth.
Global sales orders for forklift trucks increased from approximately
1.102 million units last year to approximately 1.185 million units
this year, representing a year-on-year growth of approximately
7.5%. In particular, Eastern European and Western European
markets achieved more outstanding performance, both recording
double-digit growth compared with corresponding period of last
year, increasing by 19.0% and 11.8% respectively.
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IT. THE GROUP’'S BUSINESS

An analysis of the Group's business segments is set out in Note XIV.2 to
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the consolidated financial statements. The following is an overview of
the operating conditions of the major products of the Group:

Sale of Diesel Engines 8 £ 52 0 e
For Use in Heavy-duty Trucks HREA KE

The Group is the largest supplier of diesel engines among major
manufacturers of heavy-duty trucks with a load capacity of 15
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tonnes (and above) in the PRC. In 2016, the heavy-duty truck
industry saw a significant growth, with the Company having sold
a total of approximately 198,000 units of heavy-duty truck engines
(including Weichai Medium) (2015: approximately 118,000 units),

representing a substantial year-on-year growth of approximately E8) RALLAEERL67.8%
67.8%. The Company maintained its leading position in the ERMSEEEGBEEREZI%(ZF
heavy-duty truck auxiliary market with its market share of 27% —FHF  #21.4%) - Rtk EF495.6
(2015: approximately 21.4%), representing a year-on-year increase BEE DB TEREBHAUER-

of approximately 5.6 percentage points.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
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For Use in Construction Machinery

The Group is also the largest supplier of diesel engines among
major manufacturers of construction machinery (mainly wheel
loaders) with a load capacity of 5 tonnes in the PRC. Out of the
diesel engines sold during the year, approximately 32,000 units
(2015: approximately 27,000 units) were engines for wheel
loaders with a load capacity of 5 tonnes, representing an increase
of approximately 19.4% compared to that in the corresponding
period in 2015. The Group’s market share increased further to
76.2%, maintaining its leading position in this sector.

For Use in Passenger Vehicles

During the reporting period, benefiting from favorable factors
such as the national subsidy policy applicable to new-energy
passenger vehicles and the increasingly stringent regulations on
emission levels, approximately 99,000 units of medium-sized
passenger vehicles were sold in the year, representing an increase
of approximately 26.1% compared to last year. During the
reporting period, the Company’s aggregate sales of engines for
use in large and medium-sized passenger vehicles amounted to
approximately 22,000 units (including Weichai Medium) (2015:
approximately 20,300), representing a year-on-year increase of
approximately 5.8%, and accounting for approximately 11.3% of
the market share of large-sized and medium-sized passenger
vehicles.

Forklift Trucks Production, Warehousing
Technology and Supply Chain Solution Services
Benefiting from the growth of the forklift truck industry and the
leading position of KION in electric forklift truck and the European
market, the Group reported an increase of orders for forklift trucks
from approximately 165,800 units last year to approximately
178,300 units in 2016, representing a year-on-year growth of
approximately 7.5%. Upon completion of the acquisition of
Dematic, KION is more capable of providing customers with
comprehensively intelligent supply chain solutions. Before
elimination of intra-group sales, the forklift trucks production,
warehousing technology services and supply chain solution
services business contributed sales revenue of approximately
RMB41,063 million to the Group during this period.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Sale of Heavy-duty Trucks

During the year, the Group sold approximately 82,000 units of
heavy-duty trucks, representing an increase of approximately
46.9% from approximately 56,000 units in the corresponding
period in 2015. Shaanxi Heavy-duty Motor Company Limited (B&7g
EAAE AR AR]), a controlling subsidiary of the Company,
came fourth in terms of sales in the domestic heavy-duty truck
industry in the PRC. Before elimination of intra-group sales, the
truck business contributed approximately RMB24,360 million to
the Group's revenue this year.

Sale of Heavy-duty Gear Boxes

During the year, the Group sold approximately 501,000 units of
heavy-duty gear boxes, representing an increase of approximately
23.2% compared to the approximately 407,000 units of heavy-
duty gear boxes sold in the corresponding period in 2015, thereby
maintaining its leading position in the industry. Before elimination
of intra-group sales, the gear boxes business contributed
approximately RMB7,589 million to the Group'’s revenue this year.

Sale of Parts and Components of Engine and Heavy-
duty Trucks and Hydraulics Controlling Parts

Apart from the production and sale of diesel engines for trucks
and construction machinery, heavy-duty trucks and heavy-duty
gear boxes, the Group is also engaged in the production and sales
of engine parts and components and other truck parts and
components such as spark, plugs, axles, chassis, air-conditioner
compressors, hydraulic controlling parts, etc. During the Year, the
Group's sales of parts, components of engines and trucks and
hydraulic controlling parts increased by approximately RMB40
million from approximately RMB3,524 million in the corresponding
period of last year to approximately RMB3,564 million,
representing a year-on-year increase of approximately 1.1%.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

20

Last year, the Company budgeted that sales revenue in 2016
would be approximately RMB81.6 billion, representing a growth
of approximately 10.7%. The actual sales revenue was
approximately RMB93.2 billion, representing a year-on-year
increase of approximately 25.6%. Actual sales revenue exceeded
the budgeted sales revenue by approximately RMB11.6 billion or
14.2%, mainly because the Company has an ongoing
commitment to serving customer needs and expediting the
structural adjustments and upgrade of products. While stepping
up its investments in research and development, the Company’s
effective cost control has given its products greater competitive
advantages in terms of cost, technology and quality. These
advantages translated into a head start for the Company at a time
of market recovery. Meanwhile, the Group steadily pushed
forward its strategy of internationalization. Overseas businesses,
which were in general positive, provided positive support for the
overall business of the Group.

Going into 2017, factors of uncertainty have been on the rise. The
global economy is expected to see a sluggish growth. Benefiting
from favourable factors such as the acceleration in Public Private
Partnership projects and “mega infrastructure” projects, the clean-
up of the hazardous chemicals market, the tightened management
over the overloading and over measurement of trucks and the
implementation of the China V Emission Standards, the domestic
heavy-duty truck market is expected to keep growing. Benefiting
from the continuous expansion in the investments in infrastructure
and newly commenced construction projects, the construction
machinery industry will keep recovering. Leveraging on the synergy
presented by its global research and development, advanced
technology in smart manufacturing, product and service diversity
and strong base of loyal customers, the Company’s products will
maintain a leading position in the industry. As at 31 December
2016, orders on hand amounted to approximately RMB25.2
billion. The Company budgets a sales revenue growth of
approximately 15% for 2017 to approximately RMB107 billion.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

[II. FINANCIAL REVIEW
1. The Group’s Results of Operations

a.

Revenue

The Group's revenue increased by approximately
RMB19,016 million or approximately 25.6% from
approximately RMB74,168 million in 2015 to approximately
RMB93,184 million in 2016. This was primarily attributable
to the substantial rebound of the heavy-duty truck market
in China, the augmented market share under the product
advantage of the Group, and satisfactory performance of
the Group’s overseas business. In particular, the revenue
from principal operations increased by approximately
25.5%, from approximately RMB72,633 million in the
previous year to approximately RMB91,148 million for the
Year. Other revenue increased by approximately 32.6%,
from approximately RMB1,535 million in the previous year
to approximately RMB2,036 million for the Year.

Profit from Principal Operations

During the Year, the Group generated profit from principal
operations in the amount of approximately RMB20,981
million, an increase of approximately 23.9% from
approximately RMB16,933 million recorded in the
corresponding period in 2015. The Group’s focus on
product research and development, completion of product
upgrade ahead of schedule, and increasing competitiveness
in terms of cost effectiveness, technology and quality, have
contributed to the stable profit margin of its principal
businesses at approximately 23.0%.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
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Distribution and Selling Expenses

Distribution and selling expenses increased by approximately
21.8% to approximately RMB7,645 million in the Year from
approximately RMB6,275 million in the corresponding
period of 2015. The increase of distribution and selling
expenses was primarily attributable to the increase in after-
sales expenses and products return fee resulting from the
increase in sales volume. At the same time, the Company
capitalized on the opportunities presented by market
recovery by stepping up its efforts and manpower in market
expansion for an expanded market share. On the other
hand, whilst expanding market, the Company exercised
strict control over expenses. As such, the distribution and
selling expenses as a percentage of revenue decreased from
approximately 8.5% in the corresponding period of 2015 to
approximately 8.2% in the Year.

General and Administrative Expenses

General and administrative expenses increased by
approximately RMB421 million or approximately 5.8% from
approximately RMB7,231 million in the corresponding
period of 2015 to approximately RMB7,652 million in the
Year, which was mainly due to the increase in staff costs
and expenses on external support in the course of the
international development of the Group. Further, KION
incurred additional expenses on professional fees paid in
connection with its acquisition of the business of the
advanced material handling automation solutions business
operated by DH Services Luxembourg Holding S.a r.l.
through its subsidiaries which operate mainly under the
“Dematic” trade name.

Earnings Before Interest and Tax (EBIT)

During the Year, the Group's EBIT increased by
approximately RMB1,723 million or 50.6% to approximately
RMBS5,130 million from approximately RMB3,407 million in
the corresponding period in 2015. The increase was
primarily attributable to the increase in sales amount, while
the improved EBIT margin from approximately 4.6% in the
corresponding period of the previous year to approximately
5.5% this Year was due to our effective control over
expenses.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Finance Expenses

Finance expenses decreased by approximately 58.8% to
approximately RMB199 million in the Year from
approximately RMB482 million in the corresponding period
of 2015. The decrease was mainly attributable to the
increase in foreign exchange gain in the Year.

Income Tax Expenses

The Group’s income tax expenses increased by
approximately 12.2% from approximately RMB928 million
in the corresponding period in 2015 to approximately
RMB1,041 million in the Year. The Group’s average effective
tax rate was approximately 22.5% in the Year, compared to
approximately 29.7% in the corresponding period in 2015,
marking a decrease of 7.2 percentage points. The decrease
in effective tax rate was mainly due to the rebound of profit
from our business in China and the lower average effective
tax rate in China than overseas.

Net Profit and Net Profit Margin

The Group’s net profit increased by approximately 63.6%
from approximately RMB2,198 million in the corresponding
period of 2015 to approximately RMB3,596 million in the
Year. During the Year, the net profit margin was
approximately 3.9%, representing an increase of
approximately 0.9 percentage points from approximately
3.0% recorded in the corresponding period in 2015. This
was primarily attributable to the increase in the Group's
revenue in general and the increase in the proportion of
profit derived from China, under the recovery of the heavy-
duty truck industry.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

24

Liquidity and Cash Flow

During the Year, the Group generated operating cash flows
of approximately RMB8,250 million. A portion of such
proceeds was applied to acquiring 9,229,967 additional
KION shares (at total consideration of approximately
EUR455.6 million), acquiring the U.S.-based Retrotech Inc.
(at a consideration of approximately EUR25 million),
acquiring DH Services Luxembourg Holding S.a r.l. (at a
consideration of approximately EUR2,100 million), acquiring
Weichai (Weifang) Medium-duty Diesel Engines Company
Limited (at a consideration of approximately RMB252.9
million), repaying borrowings, paying interest and acquiring
property, plant and equipment for the expansion of the
Group's business. As of 31 December 2016, the Group's
gearing ratio (Net interest-bearing debts/(Shareholders’
equity + net interest-bearing debts)) was 27.7% (31
December 2015: N/A). As of 31 December 2015, the
gearing ratio was not applicable to the Group, as the Group
was in a net cash position in view of the Group’s cash and
cash equivalents net of interest-bearing debts.

2. Financial Position

a.

WEICHAI POWER Co., LTD.

Assets and Liabilities

As at 31 December 2016, the Group had total assets of
approximately RMB163,991 million, of which approximately
RMB76,406 million were current assets. As at 31 December
2016, the Group had cash and cash equivalents of
approximately RMB27,123 million (as at 31 December 2015:
approximately RMB24,857 million). On the same date, the
Group's total liabilities was approximately RMB119,429
million, of which approximately RMB58,980 million were
current liabilities. The current ratio was approximately 1.30x
(as at 31 December 2015: approximately 1.44x).
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Capital Structure

As at 31 December 2016, the Group had total equity of
approximately RMB44,562 million, of which approximately
RMB31,738 million was attributable to equity holders of the
Company and the balance was minority interests. The
borrowings of the Group as at 31 December 2016
amounted to approximately RMB39,291 million, which
included bonds of approximately RMB2,756 million and
bank borrowings of approximately RMB36,535 million.
Borrowings repayable on demand or within a period not
exceeding one year were approximately RMB6,319 million,
borrowings repayable within a period of more than one year
but not exceeding two years were approximately
RMB11,631 million; borrowings repayable within a period of
more than two years but not exceeding five years were
approximately RMB17,704 million; and borrowings
repayable within a period of more than 5 years were
approximately RMB881 million. The bank borrowings
included approximately RMB3,707 million of fixed interest
rate bank borrowings and approximately RMB32,828 million
of floating interest rate bank borrowings. Other than Euro-
denominated borrowings equivalent to approximately
RMB34,063 million, the borrowings are primarily Renminbi-
denominated borrowings. The revenue of the Group is
mainly in Renminbi and Euro. Contracts have been entered
into with financial institutions to swap the USD400 million
USD-denominated bonds issued in September 2015 to Euro,
and thus the Group does not consider its currency risk
significant. As a policy, the Group manages its capital to
ensure that entities in the Group will be able to continue as
a going concern while maximizing the return to
shareholders through the optimization of the debts and
equity balance. The Group’s overall strategy remains
unchanged from prior years.
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Pledge of Assets

As at 31 December 2016, bank deposits, notes receivable
and accounts receivable of approximately RMB10,788
million (as at 31 December 2015: approximately RMB7,839
million) were pledged to banks to secure the Group’s notes
payable and notes receivable issued by banks. The pledged
bank deposits carry prevailing bank interest rates. The
pledge will be released upon the settlement of the relevant
bank borrowings. The fair value of the bank deposits as at
the settlement date is approximately the same as the
carrying amount. Certain other assets were also pledged by
the Group to secure the Group’s borrowings.

Contingencies

On 31 December 2016, the Group provided certain
distributors and agents bank guarantee amounting to
approximately RMB2,457 million (as at 31 December 2015:
approximately RMB1,014 million) to secure their obtaining
and use of banking facilities.

As at 31 December 2016, the Group provided guarantee for
joint liabilities in respect of failure of the leasee under
finance lease to settle instalment payments plus interest.
Risk exposure in respect of possible guarantee for joint
liabilities amounted to approximately RMB923 million (as at
31 December 2015: approximately RMB728 million).

As at 31 December 2016, the Group's borrowings and other
guarantee amounted to approximately RMB662 million (as
at 31 December 2015: approximately RMB215 million).
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)

Commitments

As at 31 December 2016, the Group had capital
commitments of approximately RMB1,892 million (as at 31
December 2015: approximately RMB1,734 million), among
which contracted capital commitments amounted to
approximately RMB1,892 million, principally for the capital
expenditure for the acquisition of property, plant and
equipment. The capital expenditure will be financed by
internal resources.

As at 31 December 2016, the Group had no investment
commitments (as at 31 December 2015: approximately
RMB1 million).

3. Other Financial Information

a.

Employees

As at 31 December 2016, the Group had approximately
69,800 employees. During the Year, the Group paid
remuneration of approximately RMB16,304 million. The
emolument policy of the employees of the Group is set up
by the Remuneration Committee on the basis of their
merits, qualifications and competence.

During the Year, the Group’s staff training focused on
enhancing the management system, innovations in the
mode of training management, fostering a team of
diversified talents and enriching training resources. The
Group spent approximately RMB13 million on providing
trainings, including approximately 1,200 training sessions of
various kinds.
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MANAGEMENT DISCUSSION AND ANALYSIS (CONTINUED)
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Major Investment

On 18 July 2016 (Central European Time), KION Group AG
("KION") issued an additional 9,890,000 new shares
through an accelerated bookbuilding offering process. The
Company has, through its indirectly wholly-owned subsidiary
Weichai Power (Luxembourg) Holding S.a r.l. (“Weichai
Lux"), subscribed for 60% of the shares offered, equivalent
to a total of 5,934,000 new issued shares based on the
subscription price of EUR46.44 per KION share at a total
consideration of approximately EUR275.6 million. The
Company's shareholding in KION therefore increased from
38.25% to 40.23%. On 12 December 2016, the Company
announced that it acquired through Barclays Bank
3,295,967 shares in KION from the secondary market at a
consideration of approximately EUR180 million. The
Company’s shareholding in KION further increased to
43.26%.

Major Acquisition and Disposal

On 1 March 2016, KION completed the acquisition of the
100% equity interests in Retrotech Inc. at a consideration of
approximately EUR25 million.

On 26 September 2016, the Company entered into an
equity transfer agreement with Weichai Group Holdings
Limited to acquire the entire equity interest in Weichai
(Weifang) Medium-duty Diesel Engine Co., Ltd. (formerly
known as Weifang Weichai Deutz Diesel Engine Co., Ltd.) at
a consideration of approximately RMB252.9 million.

On 1 November 2016 (Central European Time), the
subsidiary of the Company, KION, completed the acquisition
of all the issued shares of DH Services Luxembourg Holding
S.a r.l. and the advanced material handling automation
solutions business operated by its subsidiaries which operate
mainly under the “Dematic” trade name at a consideration
of approximately EUR2.1 billion.

Save as disclosed above, the Group did not have any major
acquisition or disposal during the Year.
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DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT S5 - &SESSMNSkERBAS

(1) DIRECTORS (1)ES

Mr. Tan Xuguang, Chinese, aged 55, is the chairman and the Chief
Executive Officer of the Company, chairman of Shandong Heavy Industry
Group Co., Ltd. and chairman of Weichai Group Holdings Limited (which
holds A Shares of the Company with details as set out below and is thus
interested in shares of the Company under Part XV of the Securities and
Futures Ordinance). He is also the chairman of Shaanxi Heavy-duty
Motor Company Limited and Shaanxi Fast Gear Co., Ltd., and the
supervisor of KION Group AG. Mr. Tan joined Weifang Diesel Engine
Factory in 1977 and had held various positions including chairman and
general manager of Shandong Weichai Import and Export Co., Ltd.,
general manager of Weifang Diesel Engine Factory, chairman of Torch
Automobile Group Co., Ltd., chairman of Weichai Heavy-duty Machinery
Co., Ltd. and director of Beigi Foton Motor Co., Ltd. Mr. Tan is a senior
economist and holds a doctor’'s degree in engineering. Mr. Tan was
appointed as a Representative of the Tenth, Eleventh and Twelfth
National People’s Congress of the PRC and was honored “National Labor
Model”, "FMEREEREEESIE" (the Gold Award of the 4th
Yuan Baohua Enterprise Management).

Mr. Zhang Quan, Chinese, aged 53, is an Executive Director and
Executive President of the Company. Mr. Zhang joined Weifang Diesel
Engine Factory in 1986 and had held the positions of directors of the
quality control department and the marketing department of Weifang
Diesel Engine Factory. Mr. Zhang is currently a director of Weichai Group
Holdings Limited, Weichai Heavy-duty Machinery Co., Ltd. and Beiqi
Foton Motor Co., Ltd. Mr. Zhang is a senior economist and holds a
bachelor’s degree in engineering and a MBA degree.

Mr. Xu Xinyu, Chinese, aged 53, is an Executive Director and Executive
President of the Company. Mr. Xu joined Weifang Diesel Engine Factory
in 1986 and had held the positions of deputy general manager of
Shandong Weichai Import and Export Co., Ltd., deputy general manager
and executive deputy general manager of Weifang Diesel Engine Factory,
director of Torch Automobile Group Co., Ltd., chairman of Weichai
Power (Weifang) Investment Co., Ltd., chairman of Weichai Power
(Shanghai) Technology Development Co., Ltd., chairman of Weichai
Power (Beijing) International Resource Investment Co., Ltd., chairman of
Siciété International des Moteurs Baudouin and chairman of Weichai
America Corp. Mr. Xu is currently a director of Weichai Group Holdings
Limited, director of Weichai Power (Hong Kong) International
Development Co., Ltd., chairman of Weichai Power (Luxembourg)
Holding S.a r.l. and director of Ferretti International Holding S.p.A. Mr.
Xu is a senior economist and holds a bachelor’s degree in science and a
MBA degree.
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Mr. Sun Shaojun, Chinese, aged 51, is an Executive Director and
Executive President of the Company. Mr. Sun joined Weifang Diesel
Engine Factory in 1988 and had held the positions of supervisor of the
engineering department, the chief engineer of Weifang Diesel Engine
Factory, and director of Torch Automobile Group Co., Ltd. Mr. Sun is
currently a director of Weichai Group Holdings Limited and Weichai
Heavy-duty Machinery Co., Ltd. Mr. Sun is a researcher-grade senior
engineer and holds a doctor degree in engineering. He is a candidate of
"BERATEAA LR (National Hundred and Ten Million Talents
Project), receives special subsidy from the State Council and is appointed
as "IUEEARBNRLSERFIERL" (Taishan Mountain scholar
specialist appointed by Shandong People’s Government).

Mr. Wang Yuepu, Chinese, aged 54, was appointed as a non-executive
director of the Company on 30 June 2014. Mr. Wang was a division
head of the investment division of Weifang City Planning Commission
(MhEtElZ B€), a deputy director of the Weifang City Electric
Power Construction Office (#hmE HERIHAZE), a deputy general
manager of Weifang Investment Company and the party committee
secretary, chairman and general manager of Weifang Investment
Company. Mr. Wang is presently the party committee secretary,
chairman and general manager of Weifang Investment Group Company
Limited and a director of Weichai Heavy-duty Machinery Co., Ltd.. He is
a senior economist and holds a Master of Business Administration
degree.
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DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT (CONTINUED)

Mr. Jiang Kui, Chinese, aged 52, was appointed as a Non-executive
Director of the Company on 29 June 2012. He had held various
positions including engineer and deputy general manager of Assembly
Department of Shandong Bulldozer General Factory (1LiEHE+#4ER),
deputy general manager of Shantui Import and Export Company (1L 3
H AA7]), deputy director, director of manufacturing department,
deputy general manager and director of Shantui Engineering Machinery
Co., Ltd. (ILHETIEHMARMDEMR A R]), deputy general manager of
Shandong Engineering Machinery Group Co., Ltd. (LR T2 EE A
[R/A7]), executive deputy general manager and vice chairman of
Weichai Group Holdings Limited, chairman of Shanzhong Jianji Co., Ltd.
and director of Shandong Heavy Industry Group Co., Ltd. He is now the
general manager of Shandong Heavy Industry Group Co., Ltd., and
supervisor of KION Group AG. He is a senior engineer and holds a MBA
degree.

Mr. Gordon Riske, American/German, aged 59, was appointed as a
Non-executive Director of the Company on 24 June 2013. He had been
chief executive officer of KUKA Roboter GmbH, chairman of the
executive board of directors of Deutz AG in Cologne, Germany and chief
executive officer of KION Material Handling GmbH. He is currently the
chief executive officer of KION Group AG, and of KION Holding 2
GmbH. He holds a degree in electronic engineering and a bachelor
degree in business administration.
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Mr. Loh Yih, Singaporean, aged 52, was appointed as an Independent
Non-executive Director of the Company on 29 June 2012. He worked in
Ernst & Young and West Merchant Bank and had held various positions
including senior manager of capital market investment department of
the Standard Chartered Merchant Bank, president of Netplus
Communications Pte Ltd and a partner of MGF Capital Group. He is
currently executive chairman of Acesian Partners Limited, a company
whose shares are listed on the Singapore Exchange, an independent
director and chairman of audit committee of Ban Leong Technologies
Limited, a company whose shares are listed on the Singapore Exchange,
and an independent director and member of audit committee of
International Press Softcom Limited, a company whose shares are listed
on the Singapore Exchange. He is a Chartered Financial Analyst and
holds an accounting degree from the National University of Singapore.

Mr. Zhang Zhong, Chinese, aged 48, was appointed as an independent
non-executive director of the Company on 30 June 2014. Mr. Zhang
held independent directorships in Huolinhe Opencut Coal Industry
Corporation Limited of Inner Mongolia (5 & Bk 88 X 2 MDA R
A7), Zhengzhou Sino-Crystal Diamond Co., Ltd. (ZB)N2E & & RGN
AMRAT]), Konka Group Co., Ltd. (BEEEEHARAT) and Jilin
Gpro Titanium Industry Co., Ltd. (F#MEMKERMDERAT). At
present, Mr. Zhang is a lawyer and partner of Beijing Zhonglun Law Firm
(b Rm e R ZEMEFEFT) and an independent director of Beijing Dalong
Weiye Real Estate Development Co., Ltd. (At R ABE(E E FHERZE KD
AMRAT]) and Keda Group Co., Ltd. (REEEERRHAERAF]). He holds
a Master of Laws from the Renmin University of China (fFBI AR KE2).
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DIRECTORS, SUPERVISORS AND SENIOR MANAGEMENT (CONTINUED)

Mr. Wang Gongyong, Chinese, aged 44, was appointed as an
independent non-executive director of the Company on 30 June 2014.
Mr. Wang is currently a partner of ShineWing Certified Public
Accountants. He is also an independent director of Sunvim Group Co.,
Ltd. (E HEB KD AR A A]). He is a certified public accountant of
the PRC, a certified asset valuer, a senior auditor, a senior accountant, a
member of the Certified Public Accountant Industry Leader (Reserve)
Scheme. Mr. Wang holds a Master of Business Administration from the
Shandong University (1L 3 X £2). He is a collaborative tutor for
graduate courses leading to professional degrees at Shandong University
and a fellow member of the Chinese Institute of Certified Public
Accountants.

Mr. Ning Xiangdong, Chinese, aged 51, was appointed as an
independent non-executive director of the Company on 30 June 2014.
Mr. Ning held independent directorships in listed companies, such as
Datang Telecom Technology Co., Ltd. (KEEERHERMHERAT),
Shantui Engineering Machinery Co., Ltd. (¥ TR (5 B R A7),
GoerTek Inc. FREBAERER(HERRAF]), Hong Yuan Securities Co., Ltd.
(BREHIAMN AR AT) and Aerospace Hi-Tech Holding Group Co., Ltd.
(R EHERR S ERZ D BBR /A F]). Mr. Ning is currently a professor and
doctoral tutor of the Tsinghua University School of Economics and

S=E

Management (FERSZLEEEZM) and a director of the Corporate
Governance Research Center of Tsinghua University (& K2 N AT
FEHL). Mr. Ning is currently an independent director of China
Southern Airlines Company Limited ((FBF MDD BRAR),
Sichuan Changhong Electric Co., Ltd. (F)I| KT E2ERHER A E]) and
Yango Group Co., Ltd. (FHMEBRMAERAR]) and an external
director of Shandong Heavy Industry Group Co., Ltd. (IR ETEE R
A \]). He holds a Doctor of Philosophy in Economics from Tsinghua

University.
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Mr. Lu Wenwu, Chinese, aged 52, is the chairman of the supervisory
committee of the Company. Mr. Lu joined Weichai Diesel Engine Factory
in 1982 and had held various positions at Weichai Diesel Engine Factory
as deputy general manager of the 615 Factory and deputy general
manager of the mid-speed engine factory, deputy director of the human
resources department, and at Weichai Power Co., Ltd. as general
manager of the 615 Factory, general manager of No. 1 Factory and
director of the production department. He is now chairman of the Labor
Union and director of the party committee working department of the
Company, and director of staff career development centre of the
Company. He is also a supervisor of Weichai Group Holdings Limited.
Mr. Lu is a senior political engineer and holds a bachelor’s degree.

Ms. Jiang Jianfang, Chinese, aged 54, is a Supervisor of the Company.
She was the deputy chief of the financial audit committee, deputy
director of risk control department, audit department and audit and risk
control department of EFEWI TEBE AR /A 7] (Guangxi Liugong Group
Company Limited), and a supervisor of EFW T#EMIMNDEIR A E]
(Guangxi Liugong Machinery Company Limited) and is currently a
seconded supervisor under the work department of the Supervisory
Committee of Guangxi Liugong Group Company Limited. Ms. Jiang is an
accountant.

Mr. Ma Changhai, Chinese, aged 42, is a Supervisor of the Company.
Mr. Ma joined Weifang Diesel Engine Factory in 1997. He had been the
deputy manager at administration department and an officer at the
administrative office of external affairs of Shandong Weichai Import and
Export Co., Ltd.. He is currently the administrative officer of the
Company, the deputy administrative officer at its Hong Kong office, a
director of Weichai Power (Hong Kong) International Development Co.,
Ltd., a director of Weichai International (Hong Kong) Energy Group Co.,
Ltd., and a director of Weichai Power (Beijing) International Resource
Investment Co., Ltd.. He is a political engineer and holds a bachelor’s
degree.
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DIRECTORS,

SUPERVISORS AND SENIOR MANAGEMENT (CONTINUED)

(3) SENIOR MANAGEMENT

Mr. Dai Lixin, Chinese, aged 49, is a Vice President of the Company,
the Secretary to the Board and Director of Securities and Capital
Operation Department of the Company. He joined Weifang Diesel
Engine Factory in 1987 and was the deputy director of the treasury
department of Weifang Diesel Engine Factory. Mr. Dai is an economist
and holds a bachelor’s degree.

Mr. Kwong Kwan Tong, Chinese, aged 50, is the Chief Financial
Officer, Company Secretary and Authorised Representative of the
Company. He is currently a director of Weichai International (Hong
Kong) Energy Group Co., Ltd.. Mr. Kwong joined the Company in 2013.
Mr. Kwong obtained a diploma in accountancy from the Morrison Hill
Technical Institute in Hong Kong in 1987. He is a fellow member of the
Association of Chartered Certified Accountants and a member of the
Hong Kong Institute of Certified Public Accountants and the Chartered
Institute of Management Accountants. He has worked for companies
listed on The Stock Exchange of Hong Kong Limited and has over 25
years’ experience in the accounting and financial management fields.

Mr. Feng Gang, Chinese, aged 52, is a Vice President of the Company.
He was manager of technology service department, assistant to general
manager and executive deputy general manager of sales department of
the head office and executive deputy director of marketing management
department of Weifang Diesel Engine Factory. He is an engineer and
holds a bachelor’'s degree in engineering. He holds a National May 1st
Labor Medal of China.

Mr. Tong Dehui, Chinese, aged 52, is a Vice President of the Company.
He was the assistant supervisor and supervisor of the technology centre
of Weichai Power and deputy chief engineer of Weichai Power. Mr.
Tong is a research-grade senior engineer and holds a doctor’s degree in
engineering. Mr. Tong receives special subsidy from the State Council.
He was appointed as “IUIERE ARBNRLSBEFEZR" (Taishan
Mountain scholar specialist appointed by Shandong People’s
Government). He is a Young and Middle-aged Expert with Outstanding
Contribution awarded by Shandong Province.

Mr. Zhou Chongyi, Chinese, aged 52, is a Vice President of the
Company and the director of the Company’s Shanghai R&D Centre. He
is also the deputy general manager of Shaanxi Heavy-duty Motor Co.,
Ltd. He was the deputy supervisor of engineering department, deputy
chief engineer of China National Heavy Duty Truck Group Corp, Ltd. and
deputy chief engineer of Shanghai Huizhong Automobile Manufacturing
Co. Ltd. Mr. Zhou is a senior engineer and holds an EMBA.
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Mr. Li Shaohua, Chinese, aged 51, is a Vice President of the Company.
Mr. Li joined the Company in 1987 and had held various positions
including the deputy general manager of the marketing department of
the head office, director of application engineering department and
assistant to president. He is a senior engineer and holds a bachelor’s
degree in engineering.

Ms. Ren Bingbing, Chinese, aged 51, is a Vice President of the
Company. Ms. Ren joined the Company in 1987 and had held various
positions including the deputy general manager of procurement
management department and assistant to president of the Company.
She is a senior economist and a graduate student in economics.

Mr. Ding Yingdong, Chinese, aged 48, is a Vice President of the
Company. Mr. Ding joined Weifang Diesel Engine Factory in 1990 and
had held various positions including deputy director of corporate
planning department and director of human resources department of
Weifang Diesel Engine Factory, director of human resources and
corporate management department, assistant to president, director of
the operational management department and a supervisor of the
Company. Mr. Ding is a senior economist and holds the qualification of
senior manager of corporate human resources and a bachelor’s degree
in engineering.

Mr. Hu Haoyan, American, aged 61, is a Vice President of the
Company. Mr. Hu joined the Company in 2014. He has been an adjunct
assistant professor at Ohio State University, a senior engineer,
engineering manager, senior engineering manager at Jacobs Vehicle
Systems, Inc., senior engineering manager at Detroit Diesel Corporation,
an engineering manager at Caterpillar, chief scientist at Eaton
Corporation plc. He holds a doctoral degree granted by the Department
of Mechanical Engineering at Massachusetts Institute of Technology
(MIT) and is a post-doctoral researcher at the same department. Mr. Hu
is an expert under the National Thousand Talents Program of China and
he is also a Taishan Scholars Blue Industry Leader Talent.

Mr. Zhang Jiyuan, Chinese, aged 52, is a Vice President and chief
designer of the Company. He joined the Company in 1990 and held
various positions including the deputy director and chief designer of the
technology centre of the Company. He is a researcher in engineering
technology application and holds a master’s degree in engineering. Mr.
Zhang is a Taishan Industry Leader Talent.
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DIRECTORS’ REPORT

The Directors present their annual report and the audited financial statements
of the Group for the year ended 31 December 2016.

PRINCIPAL ACTIVITIES

The principal activities of the Group is the manufacture and sale of diesel
engines and related parts, automobiles and other major automobile
components, auxiliary automobile components, import and export services and
forklift trucks and warehouses technology services. There were no significant
changes in the nature of the Group's principal activities during the year. The
activities of its principal subsidiaries and associates are set out in Note VII to
the financial statement.

BUSINESS REVIEW

The business review, major risks, financial analysis and future prospects of the
Group for the year ended 31 December 2016 are set out in Chairman’s
Statement on pages 7 to 15 and Management Discussion and Analysis on
pages 16 to 28.

RESULTS AND APPROPRIATIONS

The results of the Group for the year ended 31 December 2016 and the state
of affairs of the Company and the Group at that date are set out in the
financial statements on pages 104 to 363. The Board recommended the
distribution to all shareholders of a cash dividend of RMB2.50 (including tax)
for every 10 shares held and 10 bonus shares (including tax) for every 10
shares held, for the year ended 31 December 2016. No capitalisation of reserve
will be implemented. This recommendation has been disclosed as a subsequent
event after the reporting period on page 328 in the financial statements.

SUMMARY FINANCIAL INFORMATION

A summary of the published results and assets, liabilities and minority interests
of the Group for the last five financial years, as extracted from the audited
financial statements and restated/reclassified as appropriate, is set out on
page 364. This summary does not form part of the audited financial
statements.

PROPERTY, PLANT AND EQUIPMENT

Details of movements in the property, plant and equipment of the Company
and the Group during the year are set out in Note V.16 to the financial
statements.
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DIRECTORS’ REPORT (CONTINUED)

INVESTMENT PROPERTIES

Details of movements in the investment properties of the Group during the
year are set out in Note V.15 to the financial statements.

SHARE CAPITAL

Details of movements in the share capital of the Company during the year are
set out in Note V.43 to the financial statements.

RESERVES

Details of movements in the reserves of the Company and the Group during
the year are set out in Notes V.44 to 48 to the financial statements and in the
statement of changes in equity, respectively.

DISTRIBUTABLE RESERVES

At 31 December 2016, the Company’s reserve available for distribution,
calculated in accordance with the relevant regulations, amounted to
RMB25,912,653,851.34. As approved by the Board on 29 March 2017, the
Company proposed to distribute to all shareholders of a cash dividend of
RMB2.50 (including tax) for every 10 shares held and 10 bonus shares
(including tax) for every 10 shares held. No capitalisation of reserve will be
implemented..

CHARITABLE CONTRIBUTIONS

During the year, the Group made charitable contributions totaling
approximately RMB5,546,768.
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DIRECTORS’ REPORT (CONTINUED)

DIRECTORS AND SUPERVISORS

The directors and supervisors of the Company during the year and up to the
date of this report were:

Executive Directors
Tan Xuguang (Chairman and Chief Executive Officer)
Zhang Quan (Executive President)
Xu Xinyu (Executive President)
Sun Shaojun (Executive President)
Li Dakai (Executive President)
(resigned on 29 March 2017)

Non-executive Directors
Wang Yuepu

Jiang Kui

Gordon Riske

Independent Non-executive Directors
Loh Yih

Zhang Zhong

Wang Gongyong

Ning Xiangdong

Zhang Zhenhua (resigned on 29 March 2017)

SUPERVISORS

Lu Wenwu
Jiang Jianfang
Ma Changhai

The Company has received, from each of the independent non-executive
directors, an annual confirmation of his independence pursuant to Rule 3.13
of the Rules Governing the Listing of Securities on The Stock Exchange of
Hong Kong Limited (the “Listing Rules”), and as at the date of this report, the
Company still considers that all of the independent non-executive directors are
independent.
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DIRECTORS’ REPORT (CONTINUED)

DIRECTORS’ AND SENIOR MANAGEMENT’S BIOGRAPHIES

Biographical details of the directors of the Company and the senior
management of the Group are set out on pages 29 to 36 of the annual report.

DIRECTORS’ AND SUPERVISORS’ SERVICE CONTRACTS

Each of the executive directors has entered into a service contract with the
Company and their relevant term of offices shall be from 30 June 2015 to the
conclusion of the annual general meeting of the Company for the year ending
31 December 2017. Each of the non-executive directors, independent non-
executive directors and supervisors was appointed for a term from 30 June
2015 to the conclusion of the annual general meeting of the Company for the
year ending 31 December 2017.

None of the above directors and supervisors has entered into a service contract
with the Company or any of its subsidiaries which is not determinable by the
Company within one year without the payment of compensation (other than
statutory compensation).

DIRECTORS’ AND SUPERVISORS’ INTERESTS IN

CONTRACTS OF SIGNIFICANCE

Mr. Gordon Riske holds interest in KION and was interested in contracts for
the sale of commodities, provision of product testing, casting, catering and
leasing services by Linde Hydraulics GmbH & Co. KG, a subsidiary of the
Group, to KION and its subsidiaries, and in contracts for the provision of
information technology services, accounting, human resources, logistics
services etc. by KION and its subsidiaries to Linde Hydraulics GmbH & Co. KG.
Save as disclosed above, no director or supervisor had a material interest,
either directly or indirectly, in any contract of significance to the business of
the Group to which the Company, its holding company, or any of its
subsidiaries or fellow subsidiaries was a party during the year.

PERMITTED INDEMNITY PROVISION

The Company has taken out and maintained directors’ liability insurance which
provides appropriate cover for the directors of the Group. At no time during
the year ended 31 December 2016 and up to the date of this report, was or is
there any permitted indemnity provision being in force for the benefit of any
of the directors of the Group.
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DIRECTORS’ REPORT (CONTINUED)

DIRECTORS’ AND SUPERVISORS’ INTERESTS IN
SHARES AND UNDERLYING SHARES

As at 31 December 2016, the interests and short position (if any) of the
directors, the chief executives and the supervisors in the shares, underlying
shares and debentures of the Company and its associated corporations (within
the meaning of Part XV of the Securities and Futures Ordinance (the “SFO")),
as recorded in the register maintained by the Company pursuant to Section
352 of th