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WARNING

The publication of this Post Hearing Information Pack is required by The Stock Exchange of Hong Kong
Limited (“Exchange”) and the Securities and Futures Commission (“Commission”) solely for the purpose of
providing information to the public in Hong Kong.

This Post Hearing Information Pack is in draft form. The information contained in it is incomplete and is
subject to change which can be material. By viewing this document, you acknowledge, accept and agree with
the Company, its sponsor, advisers or member of the underwriting syndicate that:

1.

10.

11.

this document is only for the purpose of providing information about the Company to the public in Hong
Kong and not for any other purposes. No investment decision should be based on the information
contained in this document;

the publication of this document or supplemental, revised or replacement pages on the Exchange’s
website does not give rise to any obligation of the Company, its sponsor, advisers or members of the
underwriting syndicate to proceed with an offering in Hong Kong or any other jurisdiction. There is no
assurance that the Company will proceed with the offering;

the contents of this document or supplemental, revised or replacement pages may or may not be
replicated in full or in part in the actual final listing document;

the Post Hearing Information Pack is not the final listing document and may be updated or revised by
the Company from time to time in accordance with the Listing Rules;

this document does not constitute a prospectus, offering circular, notice, circular, brochure or
advertisement offering to sell any securities to the public in any jurisdiction, nor is it an invitation to the
public to make offers to subscribe for or purchase any securities, nor is it calculated to invite offers by
the public to subscribe for or purchase any securities;

this document must not be regarded as an inducement to subscribe for or purchase any securities, and
no such inducement is intended;

neither the Company nor any of its affiliates, advisers or underwriters is offering, or is soliciting offers
to buy, any securities in any jurisdiction through the publication of this document;

no application for the securities mentioned in this document should be made by any person nor would
such application be accepted;

the Company has not and will not register the securities referred to in this document under the United
States Securities Act of 1933, as amended, or any state securities laws of the United States;

as there may be legal restrictions on the distribution of this document or dissemination of any
information contained in this document, you agree to inform yourself about and observe any such
restrictions applicable to you; and

the application to which this document relates has not been approved for listing and the Exchange and
the Commission may accept, return or reject the application for the subject public offering and/or listing.

If an offer or an invitation is made to the public in Hong Kong in due course, prospective investors are
reminded to make their investment decisions solely based on the Company’s prospectus registered with
the Registrar of Companies in Hong Kong, copies of which will be distributed to the public during the
offer period.
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SUMMARY

This summary aims to give you an overview of the information contained in this
document. Since it is a summary, it does not contain all the information that may be
important to you. You should read this document in its entirety before you decide
whether to [REDACTED] in our [REDACTED].

There are risks associated with any [REDACTED]. Some of the particular risks
in [REDACTED] in our [REDACTED] are set out in the section headed “Risk
Factors” in this document. You should read that section carefully before you decide to
[REDACTED] in our [REDACTED].

OVERVIEW

We are a specialized manufacturer of cylinder blocks, a major structure in automobile
engines, based in China. We ranked fourth among specialized cylinder block manufacturers in
China in terms of sales volume in 2016, according to the Frost & Sullivan Report. Production
of cylinder blocks in China has historically been split between internal production by
manufacturers of automobiles and automobile engines and external outsourcing to specialized
producers of automobile engine spare parts. In 2016, approximately 54.7% of the cylinder
blocks produced in China derived from automobile manufacturers or automobile engine
producers, and the remaining 45.3% were produced by specialized cylinder block
manufacturers, according to the Frost & Sullivan Report. We accounted for approximately
3.0% of the cylinder block market among specialized cylinder block manufacturers, or
approximately 1.4% of the overall cylinder block market in China, as measured by sales
volume in 2016, according to the Frost & Sullivan Report. According to the Frost & Sullivan
Report, sales volume of cylinder blocks in China is expected to grow at a CAGR of 7.1% from
2016 to 2021. In addition, we are also an established producer of cylinder heads. According to
the Frost & Sullivan Report, sales volume of cylinder heads in China is expected to grow at
a CAGR of 7.3% from 2016 to 2021.

The size of our operations and significant production capacity allow us to take on some
of the leading automobile manufacturers in China. As at June 30, 2017, we owned and operated
a total of three precision casting lines and 13 mechanical processing lines (including 11 for
cylinder blocks, one for cylinder heads and one for other ancillary cylinder block components),
with a designed monthly production capacity of approximately 74,000 cylinder blocks and
13,000 cylinder heads, respectively.

Our production facilities and processes afford us a high level of flexibility to meet the
diverse needs of our customers. A majority of our production lines can be adjusted by adding
or replacing certain production equipment without requiring significant additional setup time
or costs. Our ability to modify and upgrade our production process to produce different models
on one production line is critical for us to reduce our equipment cost, while maintaining the
quality and diversity of our products.

We dedicate significant resources to optimize our production process and improve our
operational efficiency. According to the Frost & Sullivan Report, we were among the first few
automobile engine spare part manufacturers in China to operate a precision casting line using
the advanced automatic molding machine purchased from KW to produce rough cast products.
In addition, together with a group of industry partners we engaged, we designed, constructed
and have begun to implement a collaborative smart manufacturing process, making us one of
the first automobile engine spare part manufacturers in China to adopt the intelligent
manufacturing initiatives, according to the Frost & Sullivan Report.

We believe our design and research and development capabilities are among our key
strengths and help us attract new customers and maintain relationships with our existing
customers. Our business model requires us to work closely with customers to develop cylinder
blocks and other products meeting specifications they provide or which we jointly develop with
them. Such close collaboration allows us to cultivate close relationships with our customers
and provides us with key advantages when competing for additional business from such
customers. As a result of our ability to offer high-quality, customized product solutions, we
have established and maintained long-standing, strong and stable relationships with our
customers.

1
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OUR BUSINESS MODEL

We are principally engaged in the design, development, production and sales of cylinder
blocks, as well as cylinder heads and certain cylinder block components, to automobile
manufacturers and engine manufacturers in China. We work closely with our customers to
provide a set of high-quality, customized products. We conduct manufacturing operations for
our major products through a closely-integrated cycle. The following diagram illustrates our
business model:

Develop Pursue Design, Procurement Product
Business Business Research and and Delivery and
Strategy Opportunities Development Production Warranty

OUR PRODUCTS

We primarily manufacture cylinder blocks used for a wide variety of vehicles, including
passenger vehicles, commercial vehicles and industrial vehicles. We also manufacture cylinder
heads as well as certain other structural components of cylinder blocks, primarily including
main bearing caps and flywheels. The following table sets forth our revenue by segment and
major product type during the Track Record Period:

For the year ended December 31, For the six months ended June 30,
2014 2015 2016 2016 2017
RMB’000 %  RMB’000 %  RMB’000 % RMB’000 %  RMB’000 %
(unaudited)
Sales of cylinder blocks
Cylinder blocks for
passenger vehicles 19,651 4.6 58,508 12.1 231,981 34.6 93,556 303 124,446 38.9
Cylinder blocks for
commercial vehicles 267,725 62.0 263,466 548 252,533 37.7 125,624 40.7 106,231 33.2
Cylinder blocks for
industrial vehicles 21,243 4.9 31,864 6.6 54,430 8.2 26,695 8.7 31,882 10.0
Subtotal 308,619 71.5 353,838 73.5 538,944 80.5 245,875 79.7 262,559 82.1
Sales of cylinder heads 100,390 232 97,472 20.3 90,919 13.5 45,065 14.6 45,611 14.3
Sales of ancillary cylinder
block components 22,960 5.3 29,817 6.2 40,031 6.0 17,637 5.7 11,778 3.6
Total 431,969  100.0 481,127 100.0 669,894  100.0 308,577 100.0 319,948  100.0

Cylinder Blocks

We generally sell our cylinder blocks to major automobile manufacturers and engine
manufacturers in China. During the Track Record Period, sales of our cylinder block products
grew significantly. In particular, our cylinder blocks for passenger vehicles increased
significantly both in terms of sales volume and revenue, as customer demand for such products
grew driven by increasing sales of passenger vehicles in China. As a result, revenue from sales
of cylinder blocks used in passenger vehicles increased from 6.4% of our total revenue from
cylinder block sales in 2014 to 43.0% in 2016, and further to 47.4% in the six months ended
June 30, 2017.

Cylinder Heads

We are one of a limited number of major specialized cylinder block manufacturers in
China that also manufactures cylinder heads, according to the Frost & Sullivan Report. Our
cylinder heads are primarily used in commercial vehicles and generally sold together with
cylinder blocks to automobile manufacturers and engine manufacturers in China.

Gross Profit and Gross Profit Margin
For the years ended December 31, 2014, 2015 and 2016 and for the six months ended June
30, 2016 and 2017, our gross profit was RMB139.5 million, RMB159.6 million, RMB193.1

million, RMB86.7 million and RMB94.1 million, respectively, and our gross profit margin was
32.3%, 33.2%, 28.8%, 28.1% and 29.4%, respectively.

_2_
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The following table sets forth our gross profit and gross profit margin by segment and
major product type during the Track Record Period:

For the year ended December 31, For the six months ended June 30,
2014 2015 2016 2016 2017
Gross Gross Gross Gross Gross

profit ~Margin  profit Margin  profit Margin  profit  Margin  profit Margin
RMB’000 %  RMB’000 %  RMB’000 % RMB’000 %  RMB’000 %

(unaudited)
Sales of cylinder blocks
Cylinder blocks for
passenger vehicles (905) (4.6) 6,991 11.9 37,816 16.3 12,999 13.9 26,418 21.2

Cylinder blocks for
commercial vehicles 88,282 33.0 95,328 36.2 90,573 35.9 43,728 348 38,296 36.0
Cylinder blocks for

industrial vehicles 2,259 10.6 5,097 16.0 12,466 22.9 5,539 20.7 8,613 27.0
Subtotal 89,636 29.0 107,416 304 140,855 26.1 62,266 25.3 73,327 279
Sales of cylinder heads 43,216 43.0 42,512 43.6 40,189 442 19,440 43.1 19,898 43.6
Sales of ancillary cylinder

block components 6,668 29.0 9,653 324 12,057 30.1 5,028 28.5 893 7.6
Total 139,520 323 159,581 332 193,101 28.8 86,734 28.1 94,118 29.4

Our gross profit grew steadily during the Track Record Period, primarily attributable to
an increase in sales of our cylinder block products, particularly sales of cylinder blocks used
in passenger vehicles and industrial vehicles over the period.

Our gross profit margin increased from 32.3% for the year ended December 31, 2014 to
33.2% for the year ended December 31, 2015, reflecting an increase in gross profit margin from
sales of all three product segments. Gross profit margin decreased from 33.2% for the year
ended December 31, 2015 to 28.8% for the year ended December 31, 2016, primarily reflecting
a decrease in gross profit margin from sales of our cylinder block products as a result of a
higher proportion of sales of cylinder blocks for passenger vehicles which had a relatively
lower profit margin. Gross profit margin increased from 28.1% for the six months ended June
30, 2016 to 29.4% for the six months ended June 30, 2017, primarily reflecting an increase in
gross profit margin from sales of our cylinder block products as a result of an increase in gross
profit margin from sales of all three types of cylinder blocks we produced, partially offset by
a decrease in gross profit margin from sales of ancillary cylinder block components due to
decreased sales of a model of main bearing cap which had a relatively higher profit margin.

PRODUCTION
Production Process and Production Facilities

Our production process can be broadly categorized into two major steps: precision casting
of rough cast products and mechanical processing of such rough cast products to produce a
finished product. For a majority of the cylinder block and cylinder head products we sold over
the Track Record Period, we did not carry out precision casting ourselves, but engaged in
mechanical processing on the rough cast products provided by customers or third-party
suppliers. However, over the Track Record Period, we also produced a growing portion of
rough cast products ourselves. For the years ended December 31, 2014, 2015 and 2016 and the
six months ended June 30, 2017, approximately 118,000, 169,000, 287,000 and 196,000,
respectively, of the cylinder blocks and cylinder heads we produced included rough cast
products we had manufactured ourselves, representing approximately 30.6%, 37.5%, 42.6%
and 51.6%, respectively, of the total cylinder blocks and cylinder heads we produced during the
same periods. Going forward, we intend to continue to increase the percentage of cylinder
blocks and cylinder heads for which we manufacture rough cast products ourselves.

_3_



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION
MUST BE READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

SUMMARY

Our production facilities are located in Hengshui City, Hebei Province, the PRC. As at
June 30, 2017, we owned and operated a total of three precision casting lines and 13
mechanical processing lines (including 11 for cylinder blocks, one for cylinder heads and one
for other ancillary cylinder block components). For the years ended December 31, 2014, 2015,
2016 and the six months ended June 30, 2017, the designed production capacity of our
mechanical processing lines for cylinder blocks was approximately 380,000 units, 424,000
units, 698,000 units and 442,000 units, respectively, with a utilization rate of approximately
74.4%, 78.7%, 76.4%, and 75.0%, respectively, in the same periods. For the years ended
December 31, 2014, 2015, 2016 and the six months ended June 30, 2017, the designed
production capacity of our mechanical processing lines for cylinder heads was approximately
230,000 units, 230,000 units, 165,000 units and 76,000 units, respectively, with a utilization
rate of approximately 70.1%, 78.5%, 96.3%, and 97.9%, respectively, in the same periods.

Our Smart Manufacturing Process

Together with a group of industry partners we engaged, we designed, constructed and
have begun to implement a collaborative smart manufacturing process, making us one of the
first automobile engine spare part manufacturers in China to adopt the intelligent
manufacturing initiatives, according to the Frost & Sullivan Report. Since December 2015, we
have started designing and establishing an integrated smart manufacturing process to allow us
to monitor each stage of our production in real time and respond rapidly to any problems or
changes in production conditions. As at June 30, 2017, we had completed the design and
construction of three automated processing lines to produce light-weight cylinder block
products as well as the establishment of a “smart factory” network platform as part of the
implementation of our smart manufacturing process. We intend to continue to implement our
smart manufacturing process in more production lines in the future.

SUPPLIERS AND PROCUREMENT

We procure raw materials and key components from third-party suppliers selected by
ourselves that are based in the PRC. In addition, certain of our supply arrangements involve
the purchase of components and ancillary materials from our customers or suppliers they
designate. The raw materials we procure primarily include crude iron, steel scrap, casting sand,
coated sand, coal dust and coating. The key components we procure primarily include rough
cast cylinder blocks and cylinder heads, reaction discs and steel sheets.

For the years ended December 31, 2014, 2015 and 2016 and the six months ended June
30, 2017, the purchases from our five largest suppliers amounted to RMB146.7 million,
RMB158.8 million, RMB205.2 million and RMB102.1 million, respectively, representing
66.9%, 64.6%, 56.4% and 55.0%, respectively, of our total purchase, and purchases from our
largest supplier amounted to RMB74.3 million, RMB79.0 million, RMB65.1 million and
RMB33.4 million, respectively, representing 33.9%, 32.1%, 17.9% and 18.0%, respectively, of
our total purchase during the same period.

DESIGN AND RESEARCH AND DEVELOPMENT

We have established a dedicated research and development department comprising
approximately 36 engineering staff as at the Latest Practicable Date. Our research and
development team has extensive experience in production process design and is able to select
the most appropriate production equipment and processes and apply advanced manufacturing
techniques to develop and manufacture products in line with our customers’ specific
requirements and practical needs. Our engineers also work directly with customers to develop
new products or improve existing ones based on models, prototypes or concepts for which the
customer does not have a pre-existing blueprint and has not produced all relevant
specifications. During the Track Record Period, our research and development department
helped successfully develop and produce eight new models of cylinder blocks and two new
models of cylinder heads for our customers. As at the Latest Practicable Date, we owned 12
patents in the PRC, including 11 utility model patents and one invention patent, for our
self-developed production equipment and processes in relation to the manufacture of cylinder
blocks and cylinder heads. In addition to in-house research and development capabilities, we
have also developed strategic cooperation relationships with leading universities and research
institutions in China.
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OUR CUSTOMERS

Our customers are primarily large automobile manufacturers and engine producers
located in the PRC. In the year ended December 31, 2016, we sold our products to over 100
customers, and 64.9% of our revenue for the year came from customers with whom we had
maintained relationships of more than five years as at December 31, 2016. Our customers
include many of the top automobile manufacturers in China, including Jiangling Motors, Beiqi
Foton Motor, Jiangxi Isuzu, JAC Motors and Great Wall Motors, among others. In the three
years ended December 31, 2014, 2015 and 2016 and the six months ended June 30, 2017, our
customers included four, six, six and five, respectively, of the top 10 automobile manufacturers
in China, which together accounted for approximately 13.4%, 24.5%, 41.4% and 24.0%,
respectively, of our total revenue in the respective year/period.

For the years ended December 31, 2014, 2015 and 2016 and the six months ended June
30, 2017, sales to our five largest customers amounted to RMB323.4 million, RMB336.5
million, RMB444.5 million and RMB202.0 million, respectively, representing 74.8%, 70.0%,
66.4% and 63.1%, respectively, of our total revenue, and sales to our largest customer
amounted to RMB200.2 million, RMB180.8 million, RMB137.0 million and RMB51.9 million,
respectively, representing 46.3%, 37.6%, 20.5% and 16.2%, respectively, of our total revenue.

ENTITIES WHO ARE OUR MAJOR CUSTOMERS AND ALSO OUR MAJOR
SUPPLIERS

During the Track Record Period, to the best knowledge and belief of our Directors, three
of our major customers and/or their related companies in the same group were also our major
suppliers. These customers included an automobile manufacturer and two automobile engine
manufacturers. We purchased rough cast cylinder blocks and/or cylinder heads from these
customers for use in producing finished cylinder block and cylinder head products. According
to the Frost & Sullivan Report, it is not uncommon for cylinder block and cylinder head
manufacturers to source the rough cast products from a customer and then sell the finished
goods to the same customer. For the years ended December 31, 2014, 2015 and 2016 and the
six months ended June 30, 2017, our sales to these customers accounted for approximately
52.0%, 45.8%, 33.9% and 23.7%, respectively, of our total revenue. During the same period,
our purchase from such customers accounted for approximately 59.1%, 50.6%, 36.2% and
25.3%, respectively, of our total purchase of raw materials.

SALES AND MARKETING

Our sales and marketing department is mainly responsible for formulating our sales and
marketing strategies, preparing market analysis reports and business proposals, building our
brand image, identifying and developing potential customers and servicing existing customers.
As at the Latest Practicable Date, our sales and marketing department had 27 personnel.

Pricing Policy

The price of our products is primarily based on negotiations with our customers, taking
into consideration market conditions, product specifications, supply and demand of comparable
products, size of the purchase orders, and source of rough cast products, such as whether the
rough cast cylinder blocks or cylinder heads used to manufacture finished products are
self-produced or sourced from outside suppliers.

OUR COMPETITIVE STRENGTHS

We believe that the following principal competitive strengths have contributed to our
success and will continue to enable us to compete effectively and to capitalize on future growth
opportunities:

. The fourth largest specialized manufacturer of cylinder blocks and an established
producer of cylinder heads in China

. A high level of flexibility in production facilities and process to meet the specific
needs of different customers

. Continuous optimization and innovation of production process and technologies
. Strong design and research and development capabilities
. Strong and stable customer base

. An experienced management team with significant industry expertise

_5_



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION
MUST BE READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

SUMMARY

OUR BUSINESS STRATEGIES

We aim to strengthen our market position in China’s cylinder block and cylinder head
markets and to increase our market share by pursuing the following strategies:

. Continue to implement intelligent manufacturing to increase operational efficiency
. Continue to increase our production capacity

. Establish a Sino-foreign joint venture with a Japanese partner to produce aluminum
alloy cylinder blocks and cylinder heads

. Pursue strategic alliance with a Swiss technology provider of surface solutions
. Further enhance our product design and research and development capabilities
RISK FACTORS

There are certain risks involved in our operations, many of which are beyond our control.
These risks can be broadly categorized into: (i) risks relating to our business and industry; (ii)
risks relating to conducting business in the PRC; and (iii) risks relating to the [REDACTED].
These risk factors are further described in the section headed “Risk Factors” in this document.
Some of the major risks we face include:

. We may not be able to develop and manufacture new products that gain market
acceptance.
. If we are unable to maintain our utilization rates of our production facilities, our

margins and profitability may be materially and adversely affected.

. Demand for our products depends on the trends and developments in the automobile
industry in China.

. Any unexpected disruption at our production facilities could materially and
adversely affect our business, financial condition and operation results.

. We derive a significant portion of our revenue from a limited number of customers.

. We do not enter into long-term sales agreements with our customers and our

financial results and condition may be materially affected if we fail to secure future
purchases from our customers.

. We rely on a limited number of suppliers to supply a large portion of raw materials
and components.

. We do not enter into long-term supply agreements with our suppliers and our
production cost and schedule may be adversely affected if we fail to secure supply.

. Any loss of, or significant reduction in, the preferential tax treatment we currently
enjoy in the PRC may adversely affect our financial condition.

SHAREHOLDERS INFORMATION

Immediately following completion of the [REDACTED] and the [REDACTED],
assuming the [REDACTED] is not exercised, our Controlling Shareholders, namely Dragon
Rise, Mr. LZ Meng, Mr. YX Zhang, Mr. EW Liu and Mr. ZW Liu, will be interested (directly
or indirectly) in approximately [REDACTED] of the issued share capital of our Company.
None of our Controlling Shareholders has any interest in a business apart from our Group’s
business which competes or is likely to compete, directly or indirectly, with our Group’s
business. To protect our Group from any potential competition, our Controlling Shareholders
have given unconditional and irrevocable non-compete undertakings in favor of our Group
under the Non-Compete Undertaking. Each of Mr. LZ Meng, Mr. ZW Liu, Mr. YX Zhang and
Mr. EW Liu has been acting in concert by actively following the lead of Mr. LZ Meng in terms
of the concerted voting decisions on matters and resolutions to be passed by the shareholders
of Hebei Ruifeng and (as the case may be) our Company. On August 28, 2017, these
Controlling Shareholders entered into a concert party agreement confirming their agreement in
the past to act in concert and agreeing to continue to act in concert. Please refer to the
paragraph headed “Relationship with Our Controlling Shareholders — Controlling Shareholders
of the Company” in this document for details of the concert party agreement.
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SUMMARY OF FINANCIAL INFORMATION

The following is a summary of our combined financial information during the Track
Record Period. We have derived the summary from our combined financial information set
forth in the Accountants’ Report in Appendix I to this document. The following summary
should be read together with the combined financial information in Appendix I to this
document, including the accompanying notes and the information set forth in the section
headed “Financial Information” in this document.

Highlights of the Combined Statements of Profit or Loss and Other Comprehensive
Income

For the six months ended

For the years ended December 31, June 30,
2014 2015 2016 2016 2017
(RMB’000) (RMB’000) (RMB’000) (RMB’000) (RMB’000)
(unaudited)

Revenue 431,969 481,127 669,894 308,577 319,948
Cost of sales (292,449) (321,546) (476,793) (221,843) (225,830)
Gross profit 139,520 159,581 193,101 86,734 94,118
Finance costs (12,581) (12,077) (13,064) (6,739) (5,664)
Profit before taxation 76,687 87,193 108,966 47,759 48,693
Income tax (12,887) (13,768) (15,241) (6,542) (6,674)
Profit for the year/period 63,800 73,425 93,725 41,217 42,019

Highlights of the Combined Statements of Financial Position

As at December 31, As at June 30,
2014 2015 2016 2017
(RMB’000) (RMB’000) (RMB’000) (RMB’000)
Non-curtent asset 00450539 e070 73071
Curtent asets LS moasy  amam 43S
Current liabilities o /a0 33T 316233 409997
Net current (liabilities)/assets (38,745) (43,083) 1,519 3,505
Non-current liabilittes 4_1%?,:7171_ ______ fl?,_}(_)?z ______ 1 _6%,_973_ ______ 1 7?,_64_155
Net assets 343,588 417,013 509,276 548,928

As at December 31, 2014 and 2015, we recorded net current liabilities of RMB38.7
million and RMB43.1 million, respectively, primarily due to an increase in our short-term bank
borrowings and an increase in property, plant and equipment related to the construction of our
production facilities and purchases of production equipment. Please refer to the paragraphs
headed “Risk Factors — Risks Relating to Our Business and Industry — We recorded net current
liabilities as at December 31, 2014 and 2015” and “Financial Information — Discussion of
Certain Items of Combined Statements of Financial Position — Current Assets and Current
Liabilities” in this document for further details.
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Highlights of the Combined Cash Flow Statements

For the six months

For the year ended December 31, ended June 30,
2014 2015 2016 2016 2017
(RMB’000) (RMB’000) (RMB’000) (RMB’000) (RMB’000)
(unaudited)
Cash and cash equivalents at
beginning
of the year/period 6,301 11,353 19,328 19,328 9,553
Net cash generated from operating activities 78,143 107,426 142,913 59,818 65,004
Net cash used in investing activities (86,237) (98,257) (185,387) (128,688) (74,614)
Net cash generated from/(used in)
financing activities 13,146 (1,194) 32,699 57,804 16,212
Net increase/(decrease) in cash and
cash equivalents 5,052 7,975 (9,775) (11,066) 6,602
Cash and cash equivalents at
the end of the year/period 11,353 19,328 9,553 8,262 16,155

Key Financial Ratios

The following table sets out a summary of key financial ratios as at/for the years ended
December 31, 2014, 2015, 2016 and the six months ended June 30, 2017.

As at/For the
six months

As at/For the year ended ended
December 31, June 30,

2014 2015 2016 2017
Net profit margin‘" 14.8% 15.3% 14.0% 13.1%
Return on assets® 10.5% 10.0% 10.2% 7.7%
Return on equity® 21.0% 19.3% 20.2% 15.9%
Current ratio® 0.9 0.9 1.0 1.0
Quick ratio®’ 0.6 0.6 0.7 0.6
Net debt to equity ratio® 38.7% 32.6% 37.6% 37.7%
Gearing ratio'”’ 42.0% 37.2% 39.4% 40.7%

Notes:

(1) Net profit margin equals our net profit divided by revenue for the year or period.

(2)  Return on assets equals net profit for the year or period adjusted to an annual basis divided by average total
assets as at the beginning and end of the year or period.

(3)  Return on equity equals net profit for the year or period adjusted to an annual basis divided by average total
equity amounts as at the beginning and end of the year or period.

(4)  Current ratio equals our current assets divided by current liabilities as at the end of the year or period.

(5)  Quick ratio equals our current assets less inventories divided by current liabilities as at the end of the year or
period.

(6)  Net debt to equity ratio equals total interest-bearing bank and other loans net of cash and cash equivalents at
the end of the year or period divided by total equity at the end of the year or period.

(7)  Gearing ratio equals total debt divided by total equity as at the end of the year or period. Total debt includes
all interest-bearing bank and other loans.
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RECENT DEVELOPMENTS

Our business and financial performance for the ten months ended October 31, 2017
improved slightly as compared to the ten months ended October 31, 2016. Such improvement
is attributable to our increased sales of cylinder blocks. Based on our unaudited management
accounts, our average monthly revenue for the ten months ended October 31, 2017 increased
as compared to the ten months ended October 31, 2016. For details of trends and other factors
that may affect our results of operations, please refer to the section headed “Financial
Information” in this document.

Our Directors confirmed that, subsequent to June 30, 2017 and up to the date of this
document, save as disclosed in this document, there has been no significant adverse change in
our principal business, pricing policy, production capacity and cost structure.

NO MATERIAL ADVERSE CHANGE

Our Directors confirm that, up to the date of this document, there has been no material
adverse change in our financial or trading position or prospects since June 30, 2017, being the
date to which our latest audited financial statements were prepared and there is no event since
June 30, 2017 which would materially affect the information shown in our combined financial
statements included in the Accountants’ Report set forth in Appendix I to this document.

[REDACTED] EXPENSES

During the Track Record Period, we incurred [REDACTED] expenses of [REDACTED],
of which [REDACTED] was charged to our combined statements of profit or loss and other
comprehensive income during the Track Record Period, and [REDACTED] was included in
trade and other receivables and will be subsequently charged to equity upon completion of the
[REDACTED]. We expect to incur [REDACTED] and other additional [REDACTED]
expenses of approximately [REDACTED] after June 30, 2017 (assuming an [REDACTED] of
[REDACTED] per Share, being the mid-point of the [REDACTED] range stated in this
document), of which approximately [REDACTED] will be charged to the combined statements
of profit or loss and other comprehensive income after June 30, 2017, and [REDACTED] will
be charged to equity upon completion of the [REDACTED]. The [REDACTED] expenses
above are the latest practicable estimate and are for reference only. The actual amounts may
differ from this estimate.

DIVIDENDS

Our Company has no fixed dividend policy specifying a dividend payout ratio. The
declaration, payment and amount of dividends will be subject to our discretion. Dividends may
be paid only out of our distributable profits as permitted under the relevant laws. There can be
no assurance that we will be able to declare or distribute any dividend in the amounts set out
in any plan of the Board or at all. In 2014 and 2015, our Group neither declared nor paid any
dividends to its equity holders. In 2016 and the six months ended June 30, 2017, our Group
declared dividends of RMB1.5 million for 2015 and RMB2.4 million for 2016, respectively, to
its equity holders. As at October 31, 2017, all such dividends had been paid in full. The
Company did not declare any dividends to its equity holders subsequent to June 30, 2017.

NON-COMPLIANCE

The historical incidents of non-compliance involving us during the Track Record Period
comprised: (i) failure to make full contribution to the social insurance scheme for some of our
employees; (ii) failure to register our housing provident fund account and failure to make
housing provident fund contribution for some of our employees; (iii) failure to obtain approval
of the environmental impact report for construction of workshop; and (iv) failure to obtain

—9_
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planning approval for five ancillary structures. As at the Latest Practicable Date, we had either
rectified these incidents of non-compliance, obtained confirmations from the competent
government authorities or conducted interviews with the responsible officers from the
competent government authority confirming that we had not and would not be penalized with
respect to these incidents of non-compliance. We have also implemented a series of enhanced
internal control measures to prevent reoccurrence of these incidents of non-compliance. Please
refer to the paragraph headed “Business — Legal Proceedings and Compliance” in this
document for details.

[REDACTED] STATISTICS

Based on the Based on the
[REDACTED] of [REDACTED] of
[REDACTED] [REDACTED]
per per
[REDACTED] [REDACTED]

[REDACTED] at the [REDACTED] (HK$) [REDACTED] [REDACTED]
Unaudited pro forma adjusted net tangible assets

per Share (HKS$) [REDACTED] [REDACTED]
Notes:

(1)  The calculation of [REDACTED] is based on [REDACTED] Shares expected to be in issue immediately upon
completion of the [REDACTED] and the [REDACTED].

(2)  The unaudited pro forma adjusted net tangible assets per Share includes adjustments referred to in the
paragraph headed “Appendix II Unaudited Pro Forma Financial Information — A. Unaudited Pro Forma
Adjusted Net Tangible Assets” in this document and on the basis of [REDACTED] Shares in issue at the
[REDACTED] of [REDACTED] and [REDACTED] per [REDACTED] immediately following the
completion of the [REDACTED] and the [REDACTED].

USE OF [REDACTED]

We estimate that we will receive [REDACTED] of approximately [REDACTED] from
the [REDACTED], assuming that the [REDACTED] is not exercised, after deducting the
[REDACTED] and other estimated [REDACTED] expenses and assuming an initial
[REDACTED] of [REDACTED] per Share, being the mid-point of the indicative
[REDACTED] range set forth on the cover page of this document. If the [REDACTED] is
exercised in full, we estimate that our net [REDACTED] from the [REDACTED] will be
approximately [REDACTED], after deducting the [REDACTED] and our estimated expenses,
assuming an [REDACTED] of [REDACTED] per Share.

We intend to use the [REDACTED] from the [REDACTED] for the purposes and in the
amounts set out below:

. approximately [REDACTED], or [REDACTED], is expected to be used primarily
to optimize our smart manufacturing process, including:

- approximately [REDACTED], or [REDACTED] will be used for purchases of
automatic production machinery and equipment; and

- approximately [REDACTED], or [REDACTED] will be used for
development and installment of our intelligent manufacturing systems;

— 10 =
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. approximately [REDACTED], or [REDACTED], is expected to be used primarily
for the purchase of equipment and other costs related to strengthening our
collaboration with third-party industry partners, including (i) approximately
[REDACTED] for the establishment of a Sino-foreign joint venture with a Japanese
partner to produce aluminum alloy cylinder blocks and cylinder heads; and (ii)
approximately [REDACTED] for pursuing a strategic partnership with a Swiss
technology service provider to jointly develop thermal spray coating technology;

. approximately [REDACTED], or [REDACTED], is expected to be used primarily
to repay a portion of our short-term borrowings;

Outstanding
Amount as of Use of
June 30, 2017 Maturity Date Interest Rate Borrowings

Industrial and [REDACTED)] February 2018 4.715%  Working capital
Commercial Bank
of China

. approximately [REDACTED], or [REDACTED], is expected to be used for
construction of new mechanical processing lines and purchases of additional
machinery and equipment to further increase our production capacity, including:

- approximately [REDACTED], or [REDACTED] will be used for the
construction of a new mechanical processing line for a new model of cylinder
block product; and

- approximately [REDACTED], or [REDACTED] will be used for purchasing
additional machinery and equipment to upgrade our existing production lines;

. approximately [REDACTED], or [REDACTED], is expected to be used to enhance
our research and development capabilities, including:

—  approximately [REDACTED], or [REDACTED] will be used for purchasing
equipment, machinery and materials used for our research and development
projects related to engine spare parts and components used in clean energy
vehicles;

- approximately [REDACTED], or [REDACTED] will be used for expanding
our in-house research and development team; and

—  approximately [REDACTED], or [REDACTED] will be used for cooperation
with prominent Chinese universities and research institutions to carry out
additional research and development projects; and

. approximately [REDACTED], or [REDACTED], is expected to be used to fund our
working capital and general corporate purposes.

—11 =
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“Accountants’ Report”

“Articles” or “Articles of
Association”

“associate(s)”

“Baoding Changcheng Engine”

“Beiqi Foton Motor”

“Board”

“business day”

“BVI”

“CAGR”

the accountants’ report on our Group for the Track

Record Period set out in Appendix I to this document

[REDACTED]

the articles of association of our Company, adopted on
December 11, 2017 with effect from the [REDACTED]
(as amended, supplemented or otherwise modified from
time to time)

has the meaning ascribed to it under the Listing Rules

Baoding Changcheng Internal Combustion Engine
Manufacturing Company Limited* ({7 =3k A A 53
A FR7ZF]), a limited liability company established under
the laws of the PRC on May 25, 2000 and dissolved on
October 18, 2016, and a former registered shareholder

and beneficial owner of Lingfeng Engine

Engine Plant of Beigi Foton Motor Co., Ltd.* (3t754@ H
R A RA R R E S, a  company
established in the PRC and principally engaged in the
manufacture of engines, an Independent Third Party

our board of Directors

a day (other than a Saturday or a Sunday) on which banks
in Hong Kong are open for normal banking business

the British Virgin Islands

compound annual growth rate

[REDACTED]
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“Cayman Islands Companies

Law” or “Companies Law”

“CCASS”

“CCASS Clearing Participant”

“CCASS Custodian Participant”

“CCASS Investor Participant”

“CCASS Participants”

“China” or “PRC”

“Circular 13”

“Circular 37”

“close associate(s)”

the Companies Law, Cap. 22 (Law 3 of 1961, as

consolidated and revised) of the Cayman Islands

the Central Clearing and Settlement System established
and operated by HKSCC

a person admitted to participate in CCASS as a direct
clearing participant or general clearing participant

a person admitted to participate in CCASS as a custodian
participant

a person admitted to participate in CCASS as an investor
participant

a CCASS Clearing Participant, a CCASS Custodian
Participant or a CCASS Investor Participant

the People’s Republic of China; for the purpose of this
document and except where the context requires
otherwise, references in this document to the PRC or
China do not include Hong Kong, the Macau Special
Administrative Region of the PRC and Taiwan

the Notice of the State Administration of Foreign
Exchange on Further Simplifying and Improving Foreign
Exchange  Administration  Policies on  Direct
Investments*® ( CH 4 MEE HL = B A 8 — 2 L Aol
B E SN EE FBOR 38 E0) ), which was issued by
SAFE on February 13, 2015 and became effective on
June 1, 2015

the Notice of SAFE on Foreign Exchange Administration
of Overseas Investments and Financing and Round-Trip
Investments by Domestic Residents via Special Purpose
Vehicles (<2 41 A 2R B A B2 0 Ja RO @ R5 2k H
(9 2> T 35 A R B e A5 A1 A B A T ) R 1 7
1) ), which was issued by SAFE and became effective
on July 4, 2014

has the meaning ascribed to it under the Listing Rules
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“Companies Ordinance”

“Companies (WUMP) Ordinance”

“Company” or “our Company”

“connected person(s)”

“Controlling Shareholder(s)”

“core connected person(s)”

“CSRC”

“Deed of Indemnity”

“Director(s)”

the Companies Ordinance (Chapter 622 of the Laws of
Hong Kong), as amended, supplemented or otherwise
modified from time to time

the Companies (Winding Up and Miscellaneous
Provisions) Ordinance (Chapter 32 of the Laws of Hong
Kong), as amended, supplemented or otherwise modified
from time to time

Ruifeng Power Group Company Limited (Ffi't g /7 4 5]
AR/ F]), an exempted company limited by shares
incorporated in the Cayman Islands on May 2, 2017
under the Companies Law

has the meaning ascribed to it under the Listing Rules

has the meaning ascribed to it under the Listing Rules,
and in the context of this document, means the
controlling shareholders of our Company immediately
after completion of the [REDACTED] and the
[REDACTED], being Dragon Rise, Mr. LZ Meng, Mr.
ZW Liu, Mr. YX Zhang and Mr. EW Liu (each a
“Controlling Shareholder”). Please refer to the section
headed “Relationship with our Controlling Shareholders”
in this document for further details

has the meaning ascribed to it under the Listing Rules
China Securities Regulatory Commission

the deed of indemnity dated December 11, 2017 and
executed by the Controlling Shareholders in favor of our
Company (for ourselves and as trustee for our
subsidiaries), details of which are set out in the section
headed “Statutory and General Information — Other
Information — 17. Estate Duty, Tax and Other Indemnity”
in Appendix IV to this document

the director(s) of our Company
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“Dragon Rise”

“Frost & Sullivan”

“Frost & Sullivan Report”

“Great Ally”

“Great Wall Motors”

“Group” or “our Group” or “we”
or “our” or “us”

“Hebei Ruifeng”

Dragon Rise Ventures Limited (FEMEAIHAFRAF]), a
company limited by shares incorporated in the BVI on
April 25, 2017 which is owned as to approximately
50.46%, 22.36%, 14.32% and 12.86% by Mr. LZ Meng,
Mr. YX Zhang, Mr. ZW Liu and Mr. EW Liu,
respectively, and one of our Controlling Shareholders

Frost & Sullivan (Beijing) Inc., Shanghai Branch Co., an
independent market research and consulting company
which prepared the Frost & Sullivan Report

the report issued by Frost & Sullivan and commissioned
by our Company, as referred to in the section headed

“Industry Overview”
[REDACTED]

Great Ally Enterprises Limited (Z AR AR), a
company limited by shares incorporated in the BVI on
April 20, 2017 which is wholly owned by Mr. ZB Zhang,
and one of our Shareholders

Great Wall Motors Co., Ltd.* (WIRHERMDARAF), a
company established in the PRC and principally engaged
in the manufacture of vehicles and vehicle components
and spare parts, an Independent Third Party

[REDACTED]

our Company and its subsidiaries, or where the context
refers to any time prior to our Company becoming the
holding company of its present subsidiaries, the present
subsidiaries of our Company and the businesses operated
by such subsidiaries or their predecessors (as the case
may be)

Hebei Ruifeng Cylinder Block Company Limited* (/b
M) S ET B A PR/ ), a limited liability company
established under the laws of the PRC on August 29,
2007, and an indirect wholly owned subsidiary of our

Company
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“Hebei Ruifeng Engine”

“Hebei Ruifeng Technology”

“HKICPA”

“HKSCC”

“HKSCC Nominees”

“Hong Kong” or “HK”

“Hong Kong dollars” or “HK$”

“IREDACTED]”

Hebei Ruifeng Internal Combustion Engine Cylinder
Block Company Limited* (It X ' A AR ET 5 A BR A
F]), one of the predecessor companies of Hebei Ruifeng,
which was established as a limited liability company
under the laws of the PRC on October 31, 2003 and
merged into Hebei Ruifeng and dissolved on December
23, 2009

Hebei Ruifeng Technology Company Limited* (7]t %y 2!
) BHELAR/AF), a  limited liability company

established under the laws of the PRC on July 24, 2017,
and an indirect wholly owned subsidiary of our Company

[REDACTED]

Hong Kong Institute of Certified Public Accountants
Hong Kong Securities Clearing Company Limited
HKSCC Nominees Limited

the Hong Kong Special Administrative Region of the
PRC

Hong Kong dollars, the lawful currency of Hong Kong
the [REDACTED] new Shares (subject to adjustment as
described in the section headed “Structure of the

[REDACTED]”) being [REDACTED] by us for
subscription under the [REDACTED]
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[REDACTED]
“Hong Kong Share Registrar” [REDACTED]
[REDACTED]
“Independent Third Party(ies)” person(s) or company(ies) which is(are) not connected

person(s) or core connected person(s) (both as defined in
the Listing Rules) of our Company

[REDACTED]
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“JAC Motors”

“Jiangling Motors”

“Jiangxi Isuzu”

“KW??

“Latest Practicable Date”

“Lingfeng Engine”

[REDACTED]

Anhui Jianghuai Automobile Co., Ltd. Engine Branch*
(BRI VAR B A AT BR S w1 S B 00 24 D), a
company established in the PRC and principally engaged
in the manufacture of vehicles and vehicle components

and spare parts, an Independent Third Party

[REDACTED]

Jiangling Motors Co., Ltd.* (YLERH A BRAF), a
company established in the PRC and principally engaged
in the manufacture of vehicles and vehicle components
and spare parts, an Independent Third Party

Jiangxi Isuzu Engine Co., Ltd.* (V174 7u 1855 @ i A R
/vH]), a company established in the PRC and principally
engaged in the manufacture of engines and engine
components and spare parts, an Independent Third Party

Kiinkel Wagner Prozesstechnologie GmbH, a company
established in Germany and principally engaged in the

manufacture of foundry machines and systems

December 11, 2017, the latest practicable date for the
inclusion of certain information in this document prior to
its publication

Shenzhou Lingfeng Internal Combustion Engine Cylinder
Block Company Limited* (FRM 7 £% 8 A ET #8 4 R
/vH]), one of the predecessor companies of Hebei
Ruifeng, which was established as a limited liability
company under the laws of the PRC on June 3, 2002 and
merged into Hebei Ruifeng and dissolved on December
23, 2009

[REDACTED]
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“Listing Committee”

“Listing Rules”

“Long Teng”

“M&A Rules”

“Main Board”

“Memorandum” or

)

“Memorandum of Association’

“MOFCOM”

“Mr. EW Liu”

the Listing Committee of the Stock Exchange
[REDACTED]

the Rules Governing the Listing of Securities on The
Stock Exchange of Hong Kong Limited (as amended,
supplemented or otherwise modified from time to time)

Long Teng Holdings Limited (BAMEHERAIRATF]), a
company limited by shares incorporated in the BVI on
April 25, 2017, and a direct wholly-owned subsidiary of
our Company

the Rules on the Mergers and Acquisitions of Domestic
Enterprises by Foreign Investors* ( B ~MNE &
WS N SE BRI E ) ), which were issued by MOFCOM,
State-owned Assets Supervision and Administration
Commission of the State Council, State Administration of
Taxation, State Administration for Industry & Commerce
of the PRC, China Securities Regulatory Commission and
SAFE on August 8, 2006 and became effective on
September 8, 2006, and were further amended by
MOFCOM on June 22, 2009

the stock market (excluding the options market) operated
by the Stock Exchange and which is independent from
and operated in parallel with the Growth Enterprise
Market of the Stock Exchange

the memorandum of association of our Company,
conditionally adopted on December 11, 2017 with effect
from the [REDACTED] (as amended, supplemented or
otherwise modified from time to time)

the Ministry of Commerce of the PRC (3 A &AL A1
P 15), or its predecessor, the Ministry of Foreign Trade
and Economic Cooperation of the PRC (73 A [ AL A1
HHNE 5 %5 5 /ERR), as appropriate in the context

Mr. Liu Enwang (ZIRHE), an executive Director, a

director of Hebei Ruifeng, and one of our Controlling
Shareholders
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DEFINITIONS

“Mr

“Mr

qu

“Mr

“Mr

“Mr

“Mr

“Mr.

“Mr

“Mr

FC Meng”

Guo”

H Liu”

Li”

LZ Meng”

Ren”

Wang”

Xu”

YX Zhang”

7ZB Zhang”

Mr. Meng Fanchun (#JL#), the beneficial owner of
approximately 33.33% of the issued shares of Yilong
Ventures, and an Independent Third Party

Mr. Guo Guangyu (¥8/E%), a former registered
shareholder and beneficial owner of Hebei Ruifeng and
Hebei Ruifeng Engine, who passed away in 2010

Mr. Liu Hao (2/7%), the son of Mr. ZW Liu, the spouse of
Ms. You, and a former beneficial owner of Hebei
Ruifeng, Hebei Ruifeng Engine and Lingfeng Engine

Mr. Li Qinggeng (ZBH), the beneficial owner of
approximately 33.33% of the issued shares of Yilong
Ventures, and an Independent Third Party

Mr. Meng Lianzhou (ﬁiﬁiﬁ]), our Chairman, an
executive Director, a director of Hebei Ruifeng, and one
of our Controlling Shareholders. Mr. LZ Meng is also the
spouse of Ms. Zhao

Mr. Ren Zhenyu (fE#EF), the supervisor of Hebei
Ruifeng, the sole beneficial owner of Start Beyond, and
an Independent Third Party

Mr. Wang Shiying (E£1:3%) (formerly known as Wang
Shiying (FE1#3%)), a director of Hebei Ruifeng, and the
sole beneficial owner of Radiant Path. Mr. Wang is also
the spouse of Ms. Yin

Mr. Xu Jiguo (#%#[E), the beneficial owner of
approximately 33.33% of the issued shares of Yilong
Ventures, and an Independent Third Party

Mr. Zhang Yuexuan (7J#7), an executive Director, a
director of Hebei Ruifeng, and one of our Controlling
Shareholders. Mr. YX Zhang is also the father of Ms. XS
Zhang

Mr. Zhang Zhanbiao (iR(71¥), a director of Hebei
Ruifeng, and the sole beneficial owner of Great Ally
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DEFINITIONS

“Mr

“Ms.

“Ms.

“Ms.

“Ms.

“Ms.

“Non-Compete Undertaking”

ZW Liu”

ML Liu”

XS Zhang”

Yin”

You”

Zhao”

Mr. Liu Zhanwen (#//5%%), an executive Director, a
director of Hebei Ruifeng, and one of our Controlling
Shareholders. Mr. ZW Liu is also the father of Mr. H Liu
and the father-in-law of Ms. You

Ms. Liu Meiling (#/3£#%), a director of Hebei Ruifeng,

and the sole beneficial owner of Rosy Raise

Ms. Zhang Xiaoshuang (ik/N#), a former beneficial
owner of Hebei Ruifeng and its predecessor companies
Hebei Ruifeng Engine and Lingfeng Engine. Ms. XS
Zhang is also the daughter of Mr. YX Zhang

Ms. Yin Shujuan (FHEUE) (formerly known as Yin
Shujuan (F#4H)), a former registered shareholder of
Hebei Ruifeng and its predecessor company Lingfeng
Engine. Ms. Yin is also the spouse of Mr. Wang

Ms. You Shaohua (JL/V#E), a former beneficial owner of
Hebei Ruifeng and its predecessor companies Hebei
Ruifeng Engine and Lingfeng Engine. Ms. You is also the
spouse of Mr. H Liu and the daughter-in-law of Mr. ZW
Liu

Ms. Zhao Jingmei (#4%1#%), a former beneficial owner of
Hebei Ruifeng and its predecessor companies Hebei
Ruifeng Engine and Lingfeng Engine. Ms. Zhao is also
the spouse of Mr. LZ Meng

the non-compete undertaking dated December 11, 2017
and executed by our Controlling Shareholders in favor of
our Company, details of which are set out in the section
headed “Relationship with our Controlling Shareholders

— Non-compete Undertaking” in this document

[REDACTED]
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DEFINITIONS

“PBOC”

“PRC Legal Advisor”

“Radiant Path”

“[REDACTED]”

[REDACTED]

The People’s Bank of China

Jingtian & Gongcheng, our legal advisor as to PRC laws

[REDACTED]

Radiant Path Holdings Limited (FeFEERARRATR]), a
company limited by shares incorporated in the BVI on
April 24, 2017 which is wholly owned by Mr. Wang, and
one of our substantial Shareholders immediately after the
Reorganization but prior to the [REDACTED] and the
[REDACTED]

[REDACTED] under the U.S. Securities Act
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DEFINITIONS

“Repurchase Mandate”

“Reorganization”

“RMB” or “Renminbi”

“Rosy Raise”

“SAFE”

“SAT”

“SFC”

“SFO”

“Share(s)”

’

“Share Option Scheme’

“Shareholder(s)”

a general and unconditional mandate granted to our
Directors by the passing by our Shareholders of
resolutions referred to in paragraph 7 of Appendix IV to
this document, pursuant to which our Directors may
exercise the power of the Company to repurchase Shares,
the aggregate number of which shall not exceed 10% of
the aggregate number of Shares in issue immediately
following completion of the [REDACTED] and the
[REDACTED] (excluding any Shares which may be
issued pursuant to the exercise of the [REDACTED] and
options which may be granted under the Share Option
Scheme)

the reorganization of our Group as set out in the section
headed “History, Reorganization and Corporate Structure
— Reorganization” in this document

Renminbi yuan, the lawful currency of the PRC

Rosy Raise Limited (85 fR/AH]), a company limited
by shares incorporated in the BVI on April 25, 2017
which is wholly owned by Ms. ML Liu, and one of our
Shareholders

State Administration of Foreign Exchange of the PRC ('
e N RN [ 5 51 A PRy )

State Administration of Taxation of the PRC (13 A 3t
R [0 B 5 4 ) )

the Securities and Futures Commission of Hong Kong

the Securities and Futures Ordinance (Chapter 571 of the
Laws of Hong Kong), as amended, supplemented or
otherwise modified from time to time

ordinary share(s), with nominal value of HK$0.10 each,
in the share capital of our Company

the share option scheme conditionally approved and
adopted by us on December 11, 2017, a summary of
whose principal terms is set out in the section headed
“Other Information — 16. Share Option Scheme” in
Appendix IV to this document

holder(s) of Shares
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DEFINITIONS

“[REDACTED]”,
“[REDACTED]”, or
“[REDACTED]”

“Sole Sponsor”

sq.m.

“Start Beyond”

“[REDACTED]”

“Stock Exchange”

“subsidiary(ies)”

ER]

“substantial shareholder(s)

“Track Record Period”

“Turbo Group”

[REDACTED], a licensed corporation under the SFO to
carry on type 1 (dealing in securities) and type 4
(advising on securities) regulated activities

Guotai Junan Capital Limited, a licensed corporation
under the SFO to carry on type 6 (advising on corporate
finance) regulated activities

square metres

Start Beyond International Limited (R E A R ),
a company limited by shares incorporated in the BVI on
April 25, 2017 which is wholly owned by Mr. Ren, one of
our Shareholders, and an Independent Third Party

the [REDACTED] which may be entered into between
Dragon Rise and the [REDACTED] pursuant to which
the [REDACTED] may borrow up to [REDACTED]
from Dragon Rise for the purpose of covering any
[REDACTED] under the [REDACTED]

The Stock Exchange of Hong Kong Limited

has the meaning ascribed to it under the Listing Rules,

unless the context requires otherwise

has the meaning ascribed to it under the Listing Rules
the financial period comprising the three financial years
ended December 31, 2014, 2015 and 2016 and the six
months ended June 30, 2017

Turbo Group Investment Limited (BBERERRAF), a
limited company incorporated in Hong Kong under the

Companies Ordinance on March 10, 2017, and an indirect

wholly-owned subsidiary of our Company

[REDACTED]
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DEFINITIONS

“United States” or “U.S.”

“U.S. Securities Act”

“US$”

“Yilong Ventures”

“%”

In this document:

the United States of America, its territories, its

possessions and all areas subject to its jurisdiction

the United States Securities Act of 1933, as amended, and

the rules and regulations as promulgated thereunder

United States dollars, the lawful currency of U.S.

[REDACTED]

Yilong Ventures Limited (¥ &1 A PR A), a company
limited by shares incorporated in the BVI on April 25,
2017 which is owned as to approximately 33.33% by each
of Mr. Xu, Mr. Li and Mr. FC Meng, one of our
Shareholders, and an Independent Third Party

per cent

. terms marked with “*” are English translations of the original names in Chinese of

the PRC nationals, entities, enterprises, government authorities, departments,

facilities, certificates, titles, laws and regulations concerned and are included in this

document for identification purpose only. In the event of any inconsistency, the

Chinese name(s) shall prevail; and

. all times refer to Hong Kong time. Unless otherwise specified, references to years

in this document are references to calendar years.
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GLOSSARY OF TECHNICAL TERMS

of these terms.

This glossary of technical terms contains explanations of certain technical terms
used in this document in connection with our Group and our business. As such, these
terms and their meanings may not correspond to standard industry meanings or usage

“bearing cap(s)”

“boring”

“casting”

“China V”

“China VI”

“commercial vehicle(s)”

“core-making”

“cylinder block(s)”

a rigid, semi-circular part that fits around one half of a
bearing to secure it

a machining process of enlarging a hole that has already
been drilled by means of a single-point cutting tool

a manufacturing process by which a liquid material is
poured into a mold, which contains a hollow cavity of the
desired shape; the process is completed once the liquid
material cools and forms the desired shape and is then
broken out of the mold

an emission standard issued by the Ministry of
Environmental Protection of the PRC in 2013 for light
petrol vehicles and heavy diesel vehicles used for public
transportation, environmental sanitation and postal

services

an emission standard issued by the Ministry of
Environmental Protection of the PRC in 2016 for light-
duty vehicles primarily powered by gasoline and diesel

vehicle used or maintained for the transportation of
persons for hire, compensation, or profit, or designed,
used, or maintained primarily for the transportation of
property (e.g., trucks and pickups)

a process to produce the replica of a corresponding part
feature to create internal cavities and reentrant angles of

the part in casting and molding processes

a main structure of the automobile engine in which
combustion of fuel takes place. A cylinder block provides
space for the required number of cylinders along with the
associated surrounding structures, including coolant

passages, intake and exhaust passages and crankcase
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GLOSSARY OF TECHNICAL TERMS

“cylinder head(s)”

“DNC”

“ERP”

“Euro V”

il

“finish machining’

“flywheel”

“honing”

“industrial vehicle(s)”

a cylinder head is a major component of the engine which
sits on top of the cylinder block and provides space for
passages that feed air and fuel into a cylinder and allow
the exhaust to escape. A cylinder head has to withstand
huge pressure and very high temperatures while retaining
its shape and form to seal the cylinder block via the head
gasket

distributive numerical control, a computer system that
allows a single computer to be networked with one or

more machines that use computer numerical control

Enterprise Resource Planning, a system that integrates
internal and external management information across an
entire organization, embracing finance/accounting,
manufacturing, sales and service, customer relationship
management, etc. An ERP system automates these

activities with an integrated software application

Stage 5 of the European emission standards which
specify emission limits for all important toxic pollutants
of new vehicles sold in the EU and EEA member states.
Euro 5 tightens the limits on particulate emissions from
diesel engines and applies to new passenger car approvals
from September 1, 2009 and all new registrations from
January 1, 2011

a process to complete a work piece and achieve the final
dimension, tolerances, and surface finish

a mechanical device specifically designed to efficiently
store rotational energy

an abrasive machining process that produces a precision
surface on a metal work piece by scrubbing an abrasive

tool against it along a controlled path

vehicle designed and used to transport materials over
variable paths with no restrictions on the area covered
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GLOSSARY OF TECHNICAL TERMS

“ISO/TS-16949”

“ISO14001”

“lost foam casting”

“MDC”

>

“mechanical processing’

“molding”

“passenger vehicle(s)”

“rough machining”

“smart manufacturing”

an International Organization for Standardization
technical specification prepared by the International
Automotive Task Force that aims to develop a quality
management system that provides for continual
improvement, emphasizing defect prevention and the
reduction of variation and waste in the supply chain of

the automotive industry

an International Organization for Standardization
environmental management standard that specifies the
requirements for an environmental management system
that an organization can use to enhance its environmental
performance

a type of evaporative-pattern casting process that uses a
pattern made from a material that will evaporate when the
molten metal is poured into the molding cavity

machine data collection, a real-time machine monitoring
system that automatically collects, reports, charts and
processes real-time manufacturing data

a manufacturing process by which a work piece is cut into
a desired final shape and size by a controlled material-
removal process using machines

a process whereby metal is melted and cast into molds,
which then adopts the shape of the mold and forms a
metal object with regular shape, size and performance

vehicle with at least four wheels, used for the transport of
passengers, and comprising no more than eight seats in
addition to the driver’s seat

a process to machine a work piece into an approximate
size by taking heavy cuts with the object chiefly of
removing excess metal rather than of obtaining a correct
size and finish

a technology-driven approach that wuses Internet-
connected machinery to monitor the production process
with the goal of optimizing concept generation,
production, and product transaction

— 28 —



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION
MUST BE READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

GLOSSARY OF TECHNICAL TERMS

“smelting”

“T4”

“thermal spraying”

“vertical machining center”

“vertically-parted automatic
casting”

a form of extractive metallurgy to produce a base metal
from its ore

Tier 4, an emission standard established by the U.S.
Environmental Protection Agency and the California Air
Resources Board applicable to new engines found in
off-road equipment including construction, mining and
agricultural equipment, marine vessels and workboats,
locomotives and stationary engines found in industrial

and power generation applications

an industrial coating process that consists of a heat source
(flame or other) and a coating material in a powder or
wire form which is melted into tiny droplets and sprayed

onto surfaces at high velocity

a milling machine with vertically oriented spindles that

approaches work pieces mounted on its table from above
a casting process using automated molding machines and

mold transporting conveyors to compact molding sand by

squeezing
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FORWARD-LOOKING STATEMENTS

This document contains certain statements that are, or may be deemed to be, “forward-
looking statements”. These forward-looking statements may be identified by the use of
forward-looking terminology, including the terms “believe(s)”, “aim(s)”, “estimate(s)”,
“plan(s)”, “project(s)”, “anticipate(s)”, “expect(s)”, “intend(s)”, “may”, “seek(s)”, “can”,
“could”, “ought to”, “potential”, “will” or “should” or similar expressions, or, in each case,
their negative or other variations, or comparable terminology, or by discussions of strategy,
plans, objectives, goals, future events or intentions. In particular, references to “estimate(s)”
only refer to the situations whereby best estimation was adopted by the management. These
forward-looking statements include all matters that are not historical facts. They appear in a
number of places throughout this document and include, but are not limited to, statements
regarding our intentions, beliefs or current expectations concerning, among other things, our
business, results of operations, financial position, liquidity, prospects, growth, strategies and

the industries and markets in which we operate or may operate in the future.

By their nature, forward-looking statements involve risk and uncertainty because they
relate to future events and circumstances. Forward-looking statements are not guarantees of
future performance or the actual results of our operations, financial position and liquidity. The
development of the markets and the industries in which we operate may differ materially from
the description or implication suggested by the forward-looking statements contained in this
document. In addition, even if our results of operations, financial position and liquidity as well
as the development of the markets and the industries in which we operate are consistent with
the forward-looking statements contained in this document, those results or developments may
not be indicative of results or developments in subsequent periods. A number of risks,
uncertainties and other factors could cause results and developments to differ materially from
those expressed or implied by the forward-looking statements including, without limitation:

. adverse changes or developments in the industries in which we operate;

. our operation and business prospect;

. our ability to maintain and enhance our market position;

. the effects of domestic and overseas competition in the industries or markets in
which we operate and its potential impact on our business;

o developments in, or changes to, laws, regulations, governmental policies, taxation or
accounting standards or practices affecting our operations, especially those related
to the PRC;

. general political and global economic conditions, especially those related to the
PRC, and macro-economic measures taken by the PRC Government to manage
economic growth;

. fluctuations in inflation, interest rates and exchange rates;
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. changes in the availability of, or new requirements for financing;

. material changes in the costs of the equipment required for our operations;

. our ability to successfully implement any of our business strategies, plans,

objectives and goals;

. our ability to expand and manage our business and to introduce new businesses;

. our ability to obtain or extend the terms of the licenses necessary for the operation
of our business;

. changes in restrictions on foreign currency convertibility and remittance abroad;

. changes to our expansion plans and estimated capital expenditure;

. our dividends;

. our success in accurately identifying future risks to our business and managing the

risks of the aforementioned factors; and

. other factors discussed in sections headed “Summary”, “Risk Factors”, “Future
Plans and Use of [REDACTED]”, “Industry Overview”, “Business” and certain
statements in the section headed “Financial Information” with respect to trends in
prices, volumes, operations, margins, overall market trends, risk management and

exchange rates.

Forward-looking statements may and often do differ materially from actual results. Any
forward-looking statements in this document reflect our management’s current view with
respect to future events and are subject to risks relating to future events and other risks,
uncertainties and assumptions. [REDACTED] should specifically consider the factors
identified in this document, which could cause actual results to differ, before making any
[REDACTED] decision. Except as required by the Listing Rules and applicable laws, we
undertake no obligation to revise any forward-looking statements that appear in this document
to reflect any change in our expectations, or any events or circumstances, that may occur or
arise after the date of this document. All forward-looking statements in this document are

qualified by reference to this cautionary statement.
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RISK FACTORS

Potential [ REDACTED] should consider carefully all the information set out in
this document and, in particular, should evaluate the following risks associated with
the [REDACTED] in our Shares. You should pay particular attention to the fact that
we conduct our operations in the PRC, the legal and regulatory environment of which
in some respects may differ from that in Hong Kong. Any of the risks and uncertainties
described below could have a material adverse effect on our business, results of
operations, financial condition or on the trading price of our Shares, and could cause
you to lose all or part of your [REDACTED].

We believe that there are certain risks involved in our operations, many of which are
beyond our control. We have categorized these risks and uncertainties into: (i) risks relating to
our business and industry; (ii) risks relating to conducting business in the PRC; and (iii) risks
relating to the [REDACTED]. Additional risks and uncertainties that are presently not known
to us or not expressed or implied below or that we currently deem immaterial could also harm
our business, financial condition and operating results. You should consider our business and
prospects in light of the challenges we face, including the ones discussed in this section.

RISKS RELATING TO OUR BUSINESS AND INDUSTRY

We may not be able to develop and manufacture new products that gain market
acceptance.

Our future success depends largely on our ability to develop and manufacture new
cylinder block and cylinder head products that appeal to evolving customer needs and to
continuously enhance the performance and reliability of our products. If our products fail to
satisfy our customers’ requirements, or if we are unable to develop and manufacture
competitive products in response to market demand, our future development and market
position may be significantly undermined, and our financial condition and results of operations
may be materially and adversely affected.

Anticipating and responding to technological changes is pivotal to our ability to develop
new products. However, we cannot assure you that we will always be able to (i) attract
sufficient high-quality engineering and research and development personnel, (ii) successfully
commercialize the technologies developed or acquired by us, and (iii) maintain cooperative
relationships with leading universities and research institutions in the PRC. As a result, we may
not be able to develop and manufacture new products in a cost-effective manner and on a
timely basis, or at all.

In addition, the launch of a new product model requires substantial capital investment and
generally higher initial production costs. For the years ended December 31, 2014, 2015 and
2016 and the six months ended June 30, 2016 and 2017, we had incurred research and
development expenses of RMB15.5 million, RMB19.7 million, RMB20.8 million, RMB9.3
million and RMB9.5 million, respectively. We expect to continue to incur additional research
and development costs in the future. If our new products are not well received by the market
after being developed, we may not achieve the intended economic return on our investment,
which could materially and adversely affect our results of operations and financial condition.
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If we are unable to maintain our utilization rates of our production facilities, our margins
and profitability may be materially and adversely affected.

Utilization rates of our production facilities allow us to allocate fixed costs over a greater
number of products produced, thus increasing our profit margins. Historically, we achieved
utilization rates of approximately 74.4%, 78.7%, 76.4% and 75.0%, respectively, for our
mechanical processing lines for cylinder blocks, and approximately 70.1%, 78.5%, 96.3% and
97.9%, respectively, for our mechanical processing lines for cylinder heads, in the years ended
December 31, 2014, 2015 and 2016 and the six months ended June 30, 2017. The utilization
rates of our production facilities depend primarily on the demand for our products. The
utilization rates may also be affected by various other factors, such as skills of our employees,
adverse weather conditions, natural disasters and breakdown of our production equipment.
There is no assurance that we will be able to maintain a comparable level of output and
utilization rates of our production facilities in the future. In the event we are unable to maintain
our utilization rates or achieve higher utilization rates for any or all of our production facilities,
our business, financial condition and operation results may be materially and adversely
affected.

Demand for our products depends on the trends and developments in the automobile
industry in China.

Demand for our products depends to a large extent on the future growth of and trends and
developments in the automobile market in China, which is characterized by evolving industry
standards and regulatory requirements and changing customer preferences. If demand for
automobiles decreases for any reason, we may experience a corresponding decrease in demand
for our products, which in turn may materially and adversely affect our business, financial
condition and results of operations. This link between the automobile market and demand for
our products was illustrated by the decrease in our sales of cylinder blocks for commercial
vehicles over the Track Record Period, reflecting the decrease of sales of domestically
produced commercial vehicles. According to the Frost & Sullivan Report, sales volume of
domestically-produced commercial vehicles decreased from 4.0 million in 2011 to 3.7 million
in 2016. Although sales in other products, notably cylinder blocks for passenger vehicles,
increased over the Track Record Period to make up for lack of growth in cylinder blocks for
commercial vehicles, there can be no assurance that shifting trends in the automobile market
will not result in decreased sales in the future if we are unable to produce products for which
there is sufficient demand.

Any unexpected disruption at our production facilities could materially and adversely
affect our business, financial condition and operation results.

Our production process relies on a constant and sufficient supply of utilities (including
water and electricity). We do not maintain our own power station and water supply plant.
Although we have not experienced any material disruption in our production due to power and
water supply failure during the Track Record Period, in the event of earthquake, fire, drought,
flood or other natural disaster, political instability, riot or civil unrest, extended outage of
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critical utilities or transportation systems, terrorist attack or other events that limit or disrupt
our ability to operate our production facilities, we may experience substantial losses, including
loss of revenue from disrupted production. We may also need to incur substantial additional
expenses, exceeding our insurance coverage to repair or replace any damaged equipment or
facility. In addition, our ability to manufacture and supply products and our ability to meet our
delivery obligations to our customers would be significantly disrupted and our relationships
with our customers could be damaged, which could have a material and adverse effect on our

business, financial condition and operation results.

If we fail to grow or retain our customer base, or if customer engagement ceases to grow
or declines, our business and operating results may be materially and adversely affected.

A strong and stable customer base and a high level of customer engagement are critical
to our success. In the year ended December 31, 2016, we sold cylinder blocks to over 100
customers, and 64.9% of our revenue for the year came from customers with whom we had
maintained relationships of more than five years as at December 31, 2016. Our customers
include many of the top automobile manufacturers in China, including Jiangling Motors, Beiqi
Foton Motor, Jiangxi Isuzu, JAC Motors and Great Wall Motors, among others. Our business
has been and will continue to significantly depend on our customers and their demand for our
products. If customers no longer view our products as useful and attractive as compared to
competing offerings, we may not be able to increase or maintain our customer base and the

level of customer engagement.

A number of factors could negatively affect customer growth, retention and engagement,

including:

. despite our continual research, monitoring and analysis of customer needs, we may

be unable to identify or meet evolving customer demands;

. we may not be able to timely develop and produce new or updated products in
accordance with customer requests, or the new or updated products we develop and

produce may not satisfy our customers’ need;

. we may fail to update existing technology or develop new technology in time to stay

ahead or abreast of market advances;

. our competitors may launch or develop products similar to or better than ours, which

may result in loss of existing customers or decline in new customer growth; and

. we may be compelled to modify our products to address requirements imposed by
legislation, regulations, government policies or requests from government

authorities in manners that may compromise customer needs and requirements.
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If we are unable to maintain or grow our customer base or enhance customer engagement,
our products will become less attractive to our customers, which would have a material and

adverse impact on our business and operating results.

We derive a significant portion of our revenue from a limited number of customers.

Our top five customers, which primarily include large automobile manufacturers and
engine producers located in China, accounted for approximately 74.8%, 70.0%, 66.4% and
63.1%, respectively, of our revenue for each of the years ended December 31, 2014, 2015 and
2016 and the six months ended June 30, 2017. For each of the years ended December 31, 2014,
2015 and 2016 and the six months ended June 30, 2017, our largest customer accounted for
approximately 46.3%, 37.6%, 20.5% and 16.2% of our revenue, respectively. Our largest
customers for each of the years ended December 31, 2014, 2015 and 2016 and the six months
ended June 30, 2017 were automobile manufacturers. The loss of a small number of our large
customers, or the reduction in business with one or more of these customers, could have a

significant adverse impact on our operating results.

We do not enter into long-term sales agreements with our customers and our financial
results and condition may be materially affected if we fail to secure future purchases from

our customers.

We do not enter into long-term sales agreements with our customers obligating them to
place orders with us which would secure future revenue for us. Instead, we sell our products
primarily based on sales agreements which generally have a term of one year and need to be
renewed by mutual consent on an annual basis. If for any reason any of our major customers
ceases to purchase from us or reduces the amount of products purchased from us, our business,

financial condition and operation results may be materially and adversely affected.

If we fail to obtain sufficient amounts of raw materials or components that meet our
quality standards and/or at commercially acceptable prices, our business, financial
condition and results of operations would be materially and adversely affected.

We rely on various types of raw materials and components for the manufacture of our
products. Our raw materials primarily include crude iron, steel scrap, casting sand, coated sand,
coal dust and coating. The key components we procure primarily include rough cast cylinder
blocks and cylinder heads, reaction discs and steel sheets. We cannot assure you that we will
not experience any shortage in the supply of these raw materials and components in the future.
If any of our suppliers is unwilling or unable to provide us with high-quality raw materials or
components in required quantities and/or at commercially acceptable prices, we may be unable
to find alternative sources at commercially acceptable prices, on satisfactory terms in a timely
manner, or at all. If any shortage occurs, it would materially and adversely affect our

production, business and results of operations.
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Moreover, our purchase is subject to volatility in the prices of raw materials and
components. Our raw material costs represented approximately 64.4%, 63.1%, 67.6%, 65.7%
and 61.0%, respectively, of our cost of sales in the years ended December 31, 2014, 2015 and
2016 and the six months ended June 30, 2016 and 2017. Our future costs of raw materials and
components may be affected by many factors, such as market demand, changes in suppliers’
manufacturing capacity, availability of substitute materials, interruptions in production by
suppliers or supply chain, general economic conditions and natural disasters, all of which are
out of our control. Due to differences in timing between our purchases of certain raw materials
and components from suppliers and sales to our customers, there may be a lead-lag effect that
can negatively impact our margins in the short term in the event of rising prices of raw
materials and components. If we fail to effectively control the cost of our raw materials and
components or fail to pass the increased cost to our customers, our business, financial condition
and results of operations could be materially and adversely affected.

We rely on a limited number of suppliers to supply a large portion of raw materials and
components.

For the years ended December 31, 2014, 2015 and 2016 and the six months ended June
30, 2017, the purchases from our five largest suppliers amounted to RMB146.7 million,
RMB158.8 million, RMB205.2 million and RMB102.1 million, respectively, representing
66.9%, 64.6%, 56.4% and 55.0%, respectively, of our total purchase, and purchases from our
largest supplier amounted to RMB74.3 million, RMB79.0 million, RMB65.1 million and
RMB33.4 million, respectively, representing 33.9%, 32.1%, 17.9% and 18.0%, respectively, of
our total purchases during the same period. If any of our largest suppliers decides to terminate,
not to renew, or to limit or reduce its supply to us, we may not be able to find alternative
suppliers for similar purchases on similar conditions in a timely manner, or at all, which may
disrupt or reduce our production and our results of operations, financial condition and growth
prospects may suffer as a result. Moreover, a portion of our total purchases came from our
customers who also act as suppliers of rough cast products we used as components to produce
finished products for these customers or from third-party suppliers identified by our customers.
For the years ended December 31, 2014, 2015 and 2016 and the six months ended June 30,
2017, our sales to our major customers who were also our major suppliers accounted for
approximately 52.0%, 45.8%, 33.9% and 23.7%, respectively, of our total revenue. During the
same periods, our purchase from such customers accounted for approximately 59.1%, 50.6%,
36.2% and 25.3%, respectively, of our total cost of sales. The source of such components is
determined based on negotiations with individual customers and we may not be able to source
such components in each case from suppliers we would otherwise select.

We do not enter into long-term supply agreements with our suppliers and our production
cost and schedule may be adversely affected if we fail to secure supply.

We do not enter into long-term supply agreements with our suppliers. There is no
assurance that our suppliers will be able to supply the required raw materials to us in a timely
manner or that they will not significantly increase the prices at the time of our purchase. In
addition, there is no assurance that our suppliers would be able to deliver to us raw materials
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up to our required standard. In either case, our production schedule and business could be
materially and adversely affected. In addition, we may not be able to secure alternative supplies
of raw materials of similar quality from other suppliers at prices and terms acceptable to us.
In such event, our business, financial condition and operation results may be materially and

adversely affected.

We are exposed to credit risk with regard to our customers, some of whom have, in the
past, failed to pay us for their purchases in a timely manner.

We are exposed to credit risk in relation to our trade and other receivables. We typically
grant our customers credit terms of 30 to 90 days upon receipt of invoices. In the case of certain
customers with whom we have established long-standing relationships, we offer credit terms
up to 120 days. We may not be able to receive payment for our products on time. Historically,
the average turnover days of our trade and bills receivables increased from 105 days for the
year ended December 31, 2016 to 131 days for the six months ended June 30, 2017, as we
allowed a higher degree of latitude in our enforcement of payment terms against our customers
during the six months ended June 30, 2017 in order to maintain good business relationships
with them. There can be no assurance that such an increase in trade and bills receivables will
not recur in the future. Although we perform on-going credit evaluation of financial conditions
on our customers, we cannot assure you that our customers will pay us in full for their
purchases in a timely manner or at all in the future. If our customers fail to pay us in full in
a timely manner, our financial condition and results of operations may be materially and
adversely affected. Please also refer to the paragraph headed “Financial Information -
Quantitative and Qualitative Disclosures about Market Risk — Credit Risk™ in this document for

further details.

The markets in which we operate are highly competitive. If we are unable to compete
effectively for customers and customer engagement, our business and operating results
may be materially and adversely affected.

We were the fourth largest specialized manufacturer of cylinder blocks in China in terms
of sales volume in 2016, according to the Frost & Sullivan Report. We face competition from
domestic and overseas manufacturers of similar products to such customers in China. The
market concentration for cylinder blocks produced by specialized cylinder block manufacturers
is high as the top 10 specialized cylinder block producers accounted for approximately 45.7%
of the total sales revenue in China in 2016, according to the Frost & Sullivan Report. Please
refer to the paragraph headed “Business — Competition” in this document for further details.
Our competitors may have substantially more financial, technical and other resources, longer
operating histories, as well as broader product offerings and larger market share. We may be
unable to compete successfully against these competitors or new market entrants, which may
adversely affect our business and financial performance.
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We believe that our ability to compete effectively against other market participants

depends upon many factors, some of which are beyond our control, including:

. the performance and reliability of our products compared to those of our
competitors, which are highly dependent on our product development and
technological capabilities and our insights into customer needs and preferences as

compared to our competitors;

. our ability to identify and capture new market opportunities in advance of our

competitors;

. our reputation and brand strength relative to our competitors;

. regulations or government policies in the markets where we operate;

. our ability to attract, retain, and motivate talented employees, in particular highly
qualified engineers; and

. our ability to manage and grow our operations cost-effectively.

Any loss of, or significant reduction in, the preferential tax treatment we currently enjoy
in the PRC may adversely affect our financial condition.

We are entitled to preferential tax treatment as a high and new technology enterprise,
allowing us to have a lower tax rate that would not otherwise be available to us. Our effective
income tax rate in the years ended December 31, 2014, 2015 and 2016 and the six months
ended June 30, 2016 and 2017 was 16.8%, 15.8%, 14.0%, 13.7% and 13.7%, respectively. We
plan to apply for the extension of such preferential tax treatment before expiration. However,
there cannot be any assurance that we will be granted such extension, and, if we are not, it
would result in an increase of our effective income tax rate. To the extent that there are any
changes in, or withdrawals of, any preferential tax treatment applicable to us, or increases in
the tax rate, our tax liability would increase correspondingly.

In addition, the PRC government from time to time adjusts or changes its policies on
value-added tax, business tax and other taxes. Such adjustments or changes, together with any
uncertainties resulting therefrom, could have an adverse effect on our results of operations.

If we fail to keep up with technological developments and evolving customer demands and
expectations, our business and operating results may be materially and adversely
affected.

We operate in a market characterized by evolving industry standards, frequent new
product launches and updates, rapidly-developing technologies, and changing customer
demands and expectations. The continuing popularity of our products depends in significant
part on our ability to adapt to these rapidly-changing technologies and industry standards as
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well as our ability to continually innovate in response to evolving customer demands and
expectations and intense market competition. Any failure on our part to act effectively in any
of these areas may materially and adversely affect our business and operating results. For
example, according to the Frost & Sullivan Report, the Chinese government has issued a series
of policies to offer support for the development of the domestic energy-saving and new energy
vehicle industry since 2012, which could help drive widespread adoption of new energy
vehicles in the future. Accordingly, automobile engine spare part manufacturers like ourselves
may need to put more resources into research and development of spare parts used in new
energy vehicles. Please refer to the paragraph headed “Industry Overview — China’s
Automobile Engine Spare Part Industry” in this document for further details. Although we have
begun to carry out research and development projects related to cylinder blocks used in engines
for new energy vehicles, there can be no assurance that we will be able to successfully produce
products for new energy vehicles in the future.

Moreover, enhancing legacy technologies and incorporating new technologies into our
products involve numerous technical challenges, substantial capital and personnel resources
and significant time. Although we have been and will continue to devote significant resources
to enhance our technologies and products, we may not be able to effectively develop or
integrate new technologies on a timely basis, or at all, which may decrease customer
satisfaction. In addition, new technologies may not succeed or integrate well with our products,
and even if integrated, may not function as expected or may be unable to attract and retain a
substantial number of customers. Our failure to keep pace with rapid technological changes
may impact our ability to retain or attract users or generate revenue, and have a material and
adverse effect on our business and operating results.

We face risks arising from the growing popularity of new energy vehicles and potential
bans on traditional fuel vehicles in the future, which may materially and adversely affect
our business, results of operations and financial condition.

In recent years, the Chinese government has issued a variety of policies to support the
development of the domestic new energy vehicle industry. According to the Frost & Sullivan
Report, with the rapid development of relevant technologies, new energy vehicles are likely to
gain increasing acceptance and popularity in the future, encroaching on the market share of the
traditional gasoline- and diesel-powered vehicles. In addition, Frost & Sullivan estimates that
the traditional fuel vehicle market will also likely be affected in the future by potential
government bans on traditional fuel vehicles. While various countries, particularly the
European countries, have released plans and timeline for banning the traditional fuel vehicles,
it remains unclear as to whether or when the Chinese government will issue such bans.
Currently, the traditional fuel vehicles still account for a significant share in the automobile
market in China. As demand for our current products largely depends on the trends and
development of the Chinese automobile market, and as our current products are primarily used
in traditional fuel vehicles, we would expect any significant decrease in demand for traditional
fuel vehicles in China would result in a corresponding decrease in sales of our existing
products. If we fail to compete effectively in response to the changing market trend and
produce products to be used in new energy vehicles, we may be unable to retain our market
share, and our business, results of operations and financial condition would be materially and
adversely affected.
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Our manufacturing and other operational activities may be adversely affected if there are
failures in, or inefficient management of, our intelligent manufacturing systems.

Together with a group of industry partners we engaged, we designed, constructed and
have begun to implement a smart manufacturing process comprising a set of interrelated
intelligent manufacturing systems in three automated processing lines producing light-weight
cylinder block and cylinder head products as at the Latest Practicable Date. Please refer to the
paragraph headed “Business — Our Competitive Strengths — Continuous optimization and
innovation of production process and technologies” in this document for further details. Such
intelligent manufacturing systems form a key part of operational process and any disruptions
to them will likely have a negative impact on our operations. We cannot assure you that we will
not incur any damage or interruption caused by power outages, computer viruses, hardware and
software failures, telecommunications failures, fires and other similar events to our intelligent
manufacturing systems in the future. If serious damage or significant interruption occurs, our
operations may be disrupted and our financial condition and results of operations may be
adversely affected. Furthermore, if our operations are disrupted by the introduction of any new
intelligent manufacturing system, including migration from an existing system, our financial
condition and results of operations may be similarly adversely affected.

Any product recall could have a material and adverse impact on our results of operations,
financial condition and growth prospects.

Product recalls could involve significant expenses and time of our management, which
could materially and adversely affect our business prospects, results of operations and financial
condition. In addition, product recalls may have a material adverse effect on customers’
confidence in the quality and safety of the affected products and our reputation and image,
which could in turn reduce demand for our products. During the Track Record Period, we did
not conduct any recalls, voluntary or involuntary, for any of our products. However, any
possible future product recall by us could have a material and adverse impact on our sales and,

in turn, our results of operations, financial condition and prospects.

Any failure to implement and maintain effective quality controls at our production
facilities could subject us to product liability and warranty claims, which in turn may
have a material adverse effect on our business and results of operations.

The manufacture and sales of our products may subject us to potential product liability
claims if (i) we fail to manage our quality control effectively, or (ii) our products fail to
perform as expected, or are proven to be defective, or if they cause, result in, or are alleged
to have caused or resulted in, personal injuries or asset damages. Any product liability claim,
with or without merit, could prove costly and time-consuming to defend and could potentially
harm our reputation and image. Successful product liability claims may require us to pay
substantial damages. Furthermore, certain product liability claims may be the result of defects
from parts and components purchased from third-party suppliers. Such third-party suppliers
may not be able to indemnify us for the losses resulting from such defects and product liability
claims in full or at all. In addition, a material design, manufacturing or quality-related failure
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or defect in our products or other safety issues could each warrant a product recall by us and
result in increased product liability claims and/or regulatory actions. If we are found to be in
material violation of relevant laws and regulations, our business license to manufacture or sell
relevant products could be suspended or revoked, and we and our Directors could be subject
to civil or criminal liabilities. Please refer to the paragraph headed “— Risks Relating to Our
Business and Industry — We may be subject to product liability or warranty claims that could
result in significant direct or indirect costs, or we could experience greater returns than
expected, which could harm our business and operating results” in this section for details.

As at the Latest Practicable Date, we had not received any material product liability or
warranty claims from our customers or any other third parties and had not initiated any product
recall that had a material effect on our business. Our product warranty provisions as at
December 31, 2014, 2015 and 2016 and June 30, 2017 were RMB3.6 million, RMB4.2 million,
RMB4.9 million and RMBS5.1 million, respectively. However, our product warranty provisions
may not be adequate if any product liability or warranty claims are made and we are held liable.

We may be subject to product liability or warranty claims that could result in significant
direct or indirect costs, or we could experience greater returns than expected, which could
harm our business and operating results.

Generally, the warranty period provided by us for our cylinder blocks, cylinder heads or
other related components is the same as the warranty period provided by our customers to the
end users of the vehicles they sell, which typically ranges from one to three years from the date
of customer acceptance. Please refer to the paragraph headed “Business — Our Customers —
Agreements with Customers” in this document for further details. During the warranty period,
our customers and the end users could choose to have their purchases replaced, repaired or
returned primarily depending on the type of defects involved.

The occurrence of any material defects in our products could make us liable for damages
and warranty claims. We could incur significant costs to correct defects, warranty claims or
other problems, including costs related to product recalls. Any negative publicity related to the
perceived quality and safety of our products could affect our brand image, decrease customer
demand, and adversely affect our operating results and financial condition. In addition, while
our warranty is primarily limited to repairs, returns and replacements, warranty claims may
result in litigation, the occurrence of which could adversely affect our business and operating
results.

We may be unable to consummate or successfully integrate acquisitions and strategic
alliances.

We may from time to time pursue acquisitions and strategic alliances that we believe will
complement our current business by diversifying our customer base and enabling us to
specialize in, expand or enhance technological capabilities. For example, we plan to enter into
a strategic partnership with a Swiss-based market leader focused on providing surface
solutions, to jointly develop thermal spray coating technologies for automobile cylinder
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blocks. Please refer to the paragraph headed “Business — Our Business Strategies — Pursue
strategic alliance with a Swiss technology provider of surface solutions” in this document for
further details. We cannot assure you that we will be able to find suitable acquisition targets
or partners with whom to form strategic alliances, and failure to do so in a timely manner or
at all may affect our ability to realize our growth objectives. In addition, there are risks and
uncertainties related to these activities, including the difficulty of integrating acquired
operations, technology and products, diversion of our management’s attention from other
business concerns, potential unknown liabilities associated with an acquired company,
undisclosed risks affecting an acquired company and potential adverse effects on existing
business relationships with current customers and suppliers. In addition, any acquisitions or
partnerships could involve the incurrence of substantial additional indebtedness or dilution of
the equity interests of our shareholders. We cannot assure you that we will be able to
successfully integrate any acquisitions or partnerships that we undertake or that such
acquisitions or partnerships will perform as planned or prove to be beneficial to our operations
and cash flow. Each of these factors could have a material adverse effect on our business,
results of operations and financial condition.

We may not be able to implement our business plans successfully.

Our business plans set forth in the paragraph headed “Business — Our Business Strategies”
and the section headed “Future Plans and Use of [REDACTED]” in this document are based
on assumptions of future events which may entail certain risks and are inherently subject to
uncertainties, such as changes in the industry, availability of funds, sufficiency of manpower,
competition, government policies and political and economic developments in the PRC. These
assumptions may not be correct, which could affect the commercial viability of our business
plans. As such, there can be no assurance that our business plans will be implemented
successfully as scheduled (in terms of, for instance, time and costs), or at all. If we fail to
effectively and efficiently implement our business plans, we may not be successful in achieving
desirable and profitable results. Even if we effectively and efficiently implement our business
plans, there may be other unexpected events or factors that prevent us from achieving the
desirable and profitable results from the implementation of our business plans. Our financial
condition, operation results and growth prospects may be materially and adversely affected if
our future business plans fail to achieve positive results.

The implementation of our expansion plan may lead to higher depreciation expenses,
which may adversely affect our profit margin.

In order to expand our production capacity, we plan to add new mechanical processing
lines for our cylinder blocks and cylinder heads and purchase additional production equipment
and machinery. The implementation of our expansion plan and any additional purchases of
equipment in the future may lead to higher depreciation expenses compared with those during
the Track Record Period. Please refer to the paragraph headed “Business — Our Business
Strategies — Continue to increase our production capacity” in this document for further details.
The additional amount of annual depreciation expenses for the new production lines and
equipment are estimated to be approximately RMB4.5 million and the depreciation period will
commence upon the commencement of operation of the new production lines, which may have
a negative impact on our profit margin.
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We depend on our key personnel, and our business and growth prospects may be severely
disrupted if we lose their services or are unable to attract new employees to replace these
key personnel.

We depend on the continued contributions of our executive Directors, senior management
and other key employees. In particular, we rely on the expertise, experience and leadership
ability of our board of Directors, particularly Mr. LZ Meng, our chief executive officer and
chairman of our Board, and Mr. YX Zhang, our executive Director. Mr. LZ Meng has been
critical to the strategic development and overall management of our Group, and Mr. YX Zhang
has been responsible for the overall product research and development of our Group.

If one or more of our key personnel are unable or unwilling to continue in their present
positions within our Company, we may not be able to replace them easily or at all, which may
cause a significant disruption to our business operations, strategic plan and strategy
implementation, and materially and adversely affect our financial condition and results of
operations. We may also have to incur additional and potentially significant expenses to recruit
and train new personnel. In addition, if any of our executive officers or key employees joins
a competitor or forms a competing company, we may lose key technologies, knowhow, trade
secrets, and key professionals and staff. Furthermore, since the demand and competition for
talent is intense in our industry, we may need to offer higher compensation and other benefits
in order to attract and retain key personnel in the future, which could increase our
compensation expenses.

Any labor shortages, increased labor cost or other factors affecting our labor force may
adversely affect our business, profitability and reputation.

For the years ended December 31, 2014, 2015 and 2016 and the six months ended
June 30, 2016 and 2017, our staff cost related to salaries and benefits of employees involved
in production amounted to approximately RMB34.2 million, RMB37.1 million, RMB47.7
million, RMB23.7 million and RMB23.6 million, respectively, representing 11.7%, 11.5%,
10.0%, 10.7% and 10.5% of total cost of sales for such periods, respectively. To sustain the
growth of our business, we may need to increase our workforce of experienced management,
skilled labor and other employees to implement our expansion plans and to enhance the
operating efficiency of our existing production facilities. In the event of labor shortages, we
may have difficulties in recruiting or retaining employees or may face increasing labor costs.

Given the recent economic growth in the PRC, competition for qualified personnel is
substantial and labor costs have been increasing generally. We cannot assure you that we can
retain and attract sufficient qualified employees on commercially reasonable terms, or at all.
Any failure to attract qualified personnel at reasonable cost and in a timely manner could
reduce our competitive advantages relative to our competitors, undermining our ability to
expand our growth in revenues and profits. In addition, certain companies in the PRC have
experienced labor unrest and strikes in recent years. We cannot assure you that labor disputes,
work stoppages or strikes will not arise in the future. Increases in our labor costs and future
disputes with our workers could adversely affect our business, financial condition or operation
results.
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If we fail to maintain appropriate levels of inventory, we could lose sales or incur more
inventory carrying costs, either of which could materially and adversely affect our

business, financial condition and results of operations.

We carry a variety of inventory and must maintain reasonable levels of inventory.
Changing customer demands and preferences, inaccurate demand forecasts, uncertainty of
product developments and launches, and the time lag between the time when the inventory of
raw materials is ordered from our suppliers and when our finished products are sold could
expose us to inventory risks. We cannot influence the movement of consumer habits or the
speed at which technological trends will change our market. We cannot assure you that we can
accurately predict these trends and events and avoid over-stocking or understocking of
products. If we maintain excess inventory, we may incur additional inventory carrying cost and
face the risk such inventory could become obsolete if product demand changes. However, if we
do not have sufficient raw materials and components in inventory to fulfill orders placed by our
customers, we may lose orders. We cannot assure you that we can manage our inventories
effectively, and any failure could materially and adversely affect our business, financial
condition and results of operations.

Our profit margins may decline as we continue to increase our production and sales of
cylinder blocks for passenger vehicles.

We primarily manufacture and sell cylinder blocks used for a wide variety of vehicles,
including passenger vehicles, commercial vehicles and industrial vehicles. During the Track
Record Period, we expanded our sales in cylinder blocks for passenger vehicles in response to
the increased market demand for spare parts and components for passenger vehicles. Cylinder
blocks for different types of vehicles often carry different unit selling prices and margins, and
changes in our product mix may materially affect our overall profit margins. Typically, cylinder
blocks used in commercial vehicles carry higher gross margins than cylinder blocks for
passenger vehicles and industrial vehicles. Despite the fact that our gross profit increased over
the Track Record Period, our gross margin decreased from 32.3% in the year ended December
31, 2014 to 28.8% in the year ended December 31, 2016, primarily due to a change in product
mix from sales of cylinder blocks used in commercial vehicles towards increased sales of
cylinder blocks used in passenger vehicles. As we expect market demand for lighter-weight
engines to continue to grow, we plan to continue to increase our production and sales of
cylinder blocks for passenger vehicles, in particular aluminum alloy cylinder blocks that can
be used in lighter-weight engines. To the extent that we continue to shift our focus on cylinder
blocks for passenger vehicles, our profit margins may decrease.
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We may not be able to adequately protect our intellectual property, which could cause us
to be less competitive and third-party infringements of our intellectual property rights
may adversely affect our business.

We rely on a combination of invention patent, utility model, trademark and trade secret
laws and restrictions on disclosure to protect our intellectual property rights. Despite our
efforts to protect our proprietary rights, third parties may attempt to copy or otherwise obtain
or use our intellectual property, including seeking court declarations that they do not infringe
upon our intellectual property rights. Monitoring unauthorized use of our intellectual property
is difficult and costly, and the steps we have taken may not be able to fully prevent
misappropriation of our intellectual property. From time to time, we may have to resort to
litigation to enforce our intellectual property rights, which could result in substantial costs and

diversion of our resources, and thus may adversely affect our business.

We may be subject to intellectual property infringement claims or other allegations by
third parties, which may materially and adversely affect our business, operating results
and prospects.

While we have not been subject to any intellectual property infringement claims in the
past, we may in the future be subject to intellectual property claims or other allegations by third
parties for the products and services we provide. Companies in the manufacturing and
technology industries are frequently involved in litigation related to allegations of
infringement of intellectual property rights, unfair competition and other violations of other
parties’ rights. We may face allegations that we have infringed the invention patents, utility
models and other intellectual property rights of third parties, including our competitors, or
allegations that we are involved in unfair trade practices. As we face increasing competition
and as litigation becomes a more common method for resolving commercial disputes in China,

we face a higher risk of being the subject of intellectual property infringement claims.

Defending against intellectual property claims is costly and can impose a significant
burden on our management and resources, and favorable final outcomes may not be obtained
in all cases. Such claims, even if they do not result in liability, may harm our reputation. Any
resulting liability or expenses, or changes required to our products to reduce the risk of future

liability, may have a material adverse effect on our business, operating results and prospects.
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Our historical financial and operating results may not be indicative of our future
performance and our financial and operating results may be difficult to forecast.

We have experienced growth in revenue during the Track Record Period. Our historical
growth was primarily driven by sales of our cylinder block products. Our financial condition
and results of operations may fluctuate due to a number of other factors, many of which are
beyond our control, including:

. general economic and social conditions and government regulations or actions
pertaining to the industries where we operate;

. increased competition and changing market demands;
. expansion and related costs in a given period; and

. our ability to control our cost of sales and other operating costs, and to enhance our
operational efficiency.

In addition, we may not sustain our past growth rates in future periods, and we may not
sustain profitability on a quarterly, interim or annual basis in the future. Our historical results,
growth rates and profitability may not be indicative of our future performance. Our Shares
could be subject to significant price volatility should our earnings fail to meet the expectations
of the investment community. Any of these events could cause the price of our Shares to
materially decrease.

We may not be able to obtain adequate financing on commercially reasonable terms on a
timely basis, or at all, and any debt financing may contain covenants that restrict our
business or operations.

We require significant working capital for our operations and capital expenditures for our
expansion. Historically, we have generally relied on capital contributions from shareholders,
bank loans and other external financing as well as cash generated from our operations to fund
our operations and expansion. Our ability to obtain adequate external financing depends on a
number of factors, including our financial performance and results of operations, as well as
other factors beyond our control, including the global and PRC economies, interest rates, the
applicable laws, regulations and rules, market conditions and the geographical regions where
we operate. There can be no assurance that the cash flow generated by our operations will be
sufficient to fund our future operations and expansion plans, nor can we assure you that we will
be able to obtain bank loans and other external financing on commercially reasonable terms or
on a timely basis, or at all. If we are unable to obtain financing in a timely manner, at a
reasonable cost, on commercially reasonable terms, or at all, our business and operations may
suffer and the implementation of our future business plans may be delayed.

In addition, our future borrowings may include restrictive covenants. Failure by us to
meet payment obligations may constitute an event of default on our borrowings. If any event
of default occurs, our financial condition, results of operations and cash flow may be materially
and adversely affected.
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Furthermore, if we require additional funding as a result of our future acquisitions or
expansions, market changes or other developments, we may issue additional equity securities
or securities convertible into our equity securities, issue debt securities or obtain credit
facilities to meet our capital requirements. Any future sale by us of our equity securities or
securities convertible into our equity securities would dilute our Shareholders’ interests. The
incurrence of additional debt would also result in increased debt servicing obligations and may

result in restrictive covenants limiting our shareholding structure, business and/or operations.

Failure to make adequate contributions to various employee benefit plans as required by
PRC regulations may subject us to penalties.

Companies operating in the PRC are required to participate in various employee benefit
plans, including pension insurance, unemployment insurance, medical insurance, work-related
injury insurance, maternity insurance and housing provident fund, and contribute to the plans
in amounts equal to certain percentages of salaries of their employees up to a maximum amount
specified by the local government from time to time at locations where they operate their
businesses. From 2014 and up to June 2017, we did not make full contributions to the social
insurance scheme for certain employees. During the years ended December 31, 2014, 2015 and
2016 and the six months ended June 30, 2017, the amount of social insurance payment
underpaid by us for the relevant year/period was approximately RMB4.0 million, RMB3.8
million, RMB4.4 million and RMB2.7 million, respectively. In addition, from 2014 and up to
June 2017, we did not make full contributions to housing provident fund for some of our
employees. During the years ended December 31, 2014, 2015 and 2016 and the six months
ended June 30, 2017, the amount of housing provident fund underpaid by us for the relevant
year/period was approximately RMB1.2 million, RMB1.3 million, RMB1.2 million and
RMBO0.4 million, respectively. Although as at the Latest Practicable Date, we had not received
any notification from the relevant PRC authorities alleging that we had not fully contributed
to the social insurance and demanding payment, we cannot assure you that the relevant local
government authorities will not require us to pay the outstanding amounts within a specified
time limit or impose late fees or fines on us, which may adversely affect our financial condition
and results of operations. Please refer to the paragraph headed “Business — Legal Proceedings
and Compliance” in this document for further details.

We may be adversely affected if our competitors consolidate or enter into strategic
alliances.

Our industry is capital intensive and requires substantial investments in manufacturing,
machinery, research and development, product design, engineering, technology and marketing
in order to meet both consumer demands and regulatory requirements. Large companies are
able to benefit from economies of scale by leveraging their investments and activities across
brands. If our competitors consolidate or enter into strategic alliances, they may be able to
benefit more from larger economies of scale. In addition, our competitors could use
consolidation or alliances as a means of enhancing their competitiveness or liquidity position.
Any such consolidation or strategic alliance by our competitors could materially and adversely
affect our business and prospects.
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Any negative impact on the transportation of our products and raw materials could
adversely affect our business and operational condition.

We depend primarily on land transportation to obtain our raw materials and deliver
products to our customers. If we cannot secure land transportation necessary for the delivery
of raw materials to us and our products to our customers, or if we are unable to secure
economically-feasible alternative methods to transport our products and raw materials during
disruptions of transportation systems which are beyond our control, our results of operations
may be adversely affected. Any disruption of raw material supply may interrupt our production
and could have a negative effect on the competitiveness of our products and our financial

condition.

Non-compliance with environmental regulations in China may result in significant
monetary damages, fines and other liabilities as well as negative publicity and damage to
our brand name and reputation.

Our production processes are subject to national and local environmental regulations
applicable to us in China. In the event of our non-compliance with present or future
environmental regulations, we may be subject to governmental inspections or penalties, civil
liabilities or business interruptions, and our management might be subject to relevant liabilities
as well. During the Track Record Period, we did not obtain approval of the environmental
impact report (BRI EFHE SCHF) for the construction of our workshop. As a result, in May
2016, we paid a fine of RMB120,000 to Shenzhou Environmental Protection Bureau (“{féﬂ‘l‘lﬁ?
IRIGIR7% %) and obtained approval of the environmental impact report in June 2016. Please
refer to the paragraph headed “Business — Legal Proceedings and Compliance” for further
details. We may also be subject to adverse publicity and damage to our brand name and
reputation. In addition, if more stringent regulations are adopted in the future, the costs of

compliance with these new regulations could be substantial.

There is seasonal fluctuation in our sales and hence our operation results for the peak
seasons of each calendar year or between any interim periods may not indicate our
performance for the entire calendar year.

There is seasonal fluctuation in our sales. We typically achieve higher revenue from
increased sales of our cylinder block and cylinder head products in the fourth quarter of each
year, which generally mirrors the seasonality patterns of the automotive industry in China. In
addition, there are other factors relevant to seasonality which may affect our sales, such as the
timing of launch of new products and the timing of delivery of products. As such, our operation
results for the peak seasons of each calendar year or between any interim periods may not
indicate our performance for the entire calendar year. [REDACTED] should be aware of this

seasonal fluctuation when making any comparison of our operation results.
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We maintain limited insurance coverage.

We maintain various insurance policies, such as automobile insurance and comprehensive
property insurance to safeguard against risks and unexpected events. However, our insurance
coverage is still limited in terms of amount, scope and benefit. Consequently, we are exposed
to various risks associated with our business and operations. Please refer to the paragraph
headed “Business — Insurance” in this document for further details. We are exposed to risks
including, but not limited to, accidents or injuries in our production facilities that are beyond
the scope of our insurance coverage, fires, explosions or other accidents for which we do not
currently maintain insurance, loss of key management and personnel, business interruption,
natural disasters, terrorist attacks and social instability or any other events beyond our control.
We do not have any business disruption insurance, product liability insurance or key-man life
insurance. Any business disruption, litigation or legal proceedings or natural disaster, such as
epidemics, pandemics or earthquakes, or other events beyond our control could result in
substantial costs and the diversion of our resources. Our business, financial condition and
results of operations may be materially and adversely affected as a result.

We recorded net current liabilities as at December 31, 2014 and 2015.

We have relied on a combination of funds generated from our operations and bank loans
to finance our business operations and expansion. As at December 31, 2014 and 2015, we
recorded net current liabilities of RMB38.7 million and RMB43.1 million, respectively,
primarily due to an increase in our short-term bank borrowings and an increase in property,
plant and equipment related to the construction of our production facilities and purchases of

production equipment.

We intend to apply approximately 13.8% of the [REDACTED] of the [REDACTED] for
repayment of a portion of our outstanding loans. We also intend to apply approximately 10.0%
of the [REDACTED] of the [REDACTED] as our working capital. However, these amounts
of funding may not be sufficient for our future operations and we may still need to obtain loan
financing from financial institutions or other persons especially when the nature of our
business requires continuous investments in plant and machinery, and will involve significant
capital expenditure. Therefore, we may continue to have net current liabilities in the future,
which may limit our working capital for the purposes of operations or capital for our future
plans, and materially and adversely affect our business, financial condition and results of
operations.

Any catastrophe, including outbreaks of health pandemics and other extraordinary
events, could severely disrupt our business operations.

Our operations are vulnerable to interruption and damage from natural and other types of
catastrophes, including earthquakes, tsunami, fire, floods, hail, windstorms, severe winter
weather (including snow, freezing water, ice storms and blizzards), health pandemics,
environmental accidents, power loss, communications failures, explosions, man-made events
such as terrorist attacks, and similar events. Due to their nature, we cannot predict the
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incidence, timing and severity of catastrophes. In addition, changing climate conditions,
primarily rising global temperatures, may be increasing, or may in the future increase, the
frequency and severity of natural catastrophes. If any such catastrophe or extraordinary event
were to occur in the future, our ability to operate our business could be seriously impaired.
Such events could make it difficult or impossible for us to deliver our products to our
customers and could decrease demand for our products.

Since 2003, there have been several outbreaks of avian influenza, or the bird flu,
beginning in the PRC and, eventually, spreading to certain parts of Africa and Europe. In 2013,
there was outbreak in the PRC of the H7N9 virus. Any occurrence of these pandemic diseases
or other adverse public health developments could severely disrupt our staffing and otherwise
reduce the activity levels of our work force, causing a material and adverse effect on our
business operations.

RISKS RELATING TO CONDUCTING BUSINESS IN THE PRC

Adverse changes in the PRC economic, political and social conditions, as well as laws and
government policies, may materially and adversely affect our business, financial
condition, results of operations and growth prospects.

The economic, political and social conditions in the PRC differ from those in more
developed countries in many respects, including structure, government involvement, level of
development, growth rate, control of foreign exchange, capital reinvestment, allocation of
resources, rate of inflation and trade balance position. Before the adoption of its reform and
opening up policies in 1978, the PRC was primarily a planned economy. In recent years, the
PRC government has been reforming the PRC economic system and government structure. For
example, the PRC government has implemented economic reform and measures emphasizing
the utilization of market forces in the development of the PRC economy in the past three
decades. These reforms have resulted in significant economic growth and social prospects.
Economic reform measures, however, may be adjusted, modified or applied inconsistently from
industry to industry or across different regions of the country.

We cannot predict whether the resulting changes will have any adverse effect on our
current or future business, financial condition or results of operations. Despite these economic
reforms and measures, the PRC government continues to play a significant role in regulating
industrial development, allocation of natural and other resources, production, pricing and
management of currency, and there can be no assurance that the PRC government will continue
to pursue a policy of economic reform or that the direction of reform will continue to be market
friendly.

Our ability to successfully expand our business operations in the PRC depends on a
number of factors, including macro-economic and other market conditions, and credit
availability from lending institutions. Stricter credit or lending policies in the PRC may affect
our ability to obtain external financing, which may reduce our ability to implement our
expansion strategies. We cannot assure you that the PRC government will not implement any
additional measures to tighten credit or lending standards, or that, if any such measure is
implemented, it will not adversely affect our future results of operations or profitability.
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Demand for our products and our business, financial condition and results of operations

may be materially and adversely affected by the following factors:

. political instability or changes in social conditions of the PRC;
. changes in laws, regulations, and administrative directives or the interpretation
thereof;

. measures which may be introduced to control inflation or deflation; and

. changes in the rate or method of taxation.

These factors are affected by a number of variables which are beyond our control.

Changes to the PRC legal system and insufficient protection of intellectual property rights
could have an adverse effect on us.

The PRC government has developed a comprehensive system of laws, rules and
regulations in relation to economic matters, such as foreign investment, corporate organization
and governance, commerce, taxation and trade. However, the interpretation and enforcement of
these laws, rules and regulations involve uncertainties and may not be as consistent or

predictable as in other more developed jurisdictions.

Intellectual property rights are critical to our success and we have obtained or applied for
trademarks, invention models and patents on various products and technologies as set out in the
section headed “Further details about the business of our Company — 11. Intellectual property
rights of our Group” in Appendix IV to this document for the purpose of protecting our
intellectual property rights. For details on the protection of our intellectual property rights,
please refer to the paragraph headed “— Risks Relating to Our Business and Industry — We may
not be able to adequately protect our intellectual property, which could cause us to be less
competitive and third-party infringements of our intellectual property rights may adversely

affect our business” in this section.

Furthermore, we cannot assure you that, in the future, we will not receive notice of any
claims from any third party alleging infringement by us of any such third party’s intellectual
property rights, or that we will prevail in any proceedings arising from such a claim. In the
event that any such claim is initiated or upheld, our business and financial condition could be

adversely affected.
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PRC governmental control on the convertibility of Renminbi may affect the value of your
investment.

The PRC government imposes controls on the convertibility of the Renminbi into foreign
currencies and, in certain cases, the remittance of currency out of China. The majority of our
income is received in Renminbi and shortages in the availability of foreign currencies may
restrict our ability to pay dividends or other payments, or otherwise satisfy our foreign
currency denominated obligations, if any. Under existing PRC foreign exchange regulations,
payments of current account items, including profit distributions, interest payments and
expenditures from trade-related transactions, can be made in foreign currencies without prior
approval from SAFE, by complying with certain procedural requirements. Approval from
appropriate government authorities is required where Renminbi is to be converted into foreign
currency and remitted out of China to pay capital expenses such as the repayment of loans
denominated in foreign currencies. The PRC government may, at its discretion, impose
restrictions on access to foreign currencies for current account transactions and if this occurs

in the future, we may not be able to pay dividends in foreign currencies to our Shareholders.

We face foreign exchange risk, and fluctuations in exchange rates could have an adverse
effect on our business and investors’ investments.

The value of the Renminbi has been under pressure of appreciation in recent years. Due
to international pressure on the PRC to allow more flexible exchange rates for the Renminbi,
the economic situation and financial market developments in the PRC and abroad and the
balance of payments situation in the PRC, the PRC government has decided to proceed further
with reform of the Renminbi exchange rate regime and to enhance the Renminbi exchange rate
flexibility.

Our revenue and costs are denominated in Renminbi, and a significant portion of our
financial assets are also denominated in Renminbi. We rely entirely on dividends and other fees
paid to us by our PRC subsidiaries. Any significant change in the exchange rates of the Hong
Kong dollar against Renminbi may materially and adversely affect the value of, and any
dividends payable on, our Shares in Hong Kong dollars. For example, an appreciation of
Renminbi against the Hong Kong dollar would make any new Renminbi-denominated
investments or expenditures more costly to us, to the extent that we need to convert Hong Kong
dollars into Renminbi for such purposes. An appreciation of Renminbi against the Hong Kong
dollar would also result in foreign currency translation losses for financial reporting purposes
when we translate our Hong Kong dollar denominated financial assets into Renminbi, as
Renminbi is the functional currency of our subsidiary in China. Conversely, if we decide to
convert our Renminbi into Hong Kong dollars for the purpose of making payments for
dividends on our Shares or for other business purposes, appreciation of the Hong Kong dollar
against Renminbi would have a negative effect on the Hong Kong dollar amount available to

us.
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Dividends payable by us to our foreign investors and gains on the sale of our Shares may
become subject to withholding taxes under PRC tax laws.

Under PRC Laws, dividends may be paid only out of distributable profits of our PRC
subsidiaries. Distributable profits are our profit for the year as determined under PRC GAAP,
whichever is lower, less any recovery of accumulated losses and appropriations to statutory and
other reserves that we are required to make. As a result, we may not have sufficient or any
distributable profits of our PRC subsidiaries to enable us to make dividend distributions to our
Shareholders in the future, including periods for which our financial statements indicate that
our operations have been unprofitable. Any distributable profits of our PRC subsidiaries that
are not distributed in a given year are retained and available for distribution in subsequent
years. Under the current PRC tax laws, regulations and applicable tax treaties, the payment of
dividends to a non-PRC resident shareholder is subject to withholding tax of 10% unless that
shareholder is incorporated in Hong Kong and meets the relevant requirements where the rate
is reduced to 5% under the Arrangements between the Mainland China and the Hong Kong
Special Administrative Region on the Avoidance of Double Taxation and Prevention of Fiscal
Evasion with Respect to Taxes on Income (€ [AHbF0 7 5 45 1l 47 B [ [ 7 36 T 745 2k £ B A AR
AR B 2 HE) ).

Inflation in the PRC could negatively affect our profitability and growth.

The economy of China has been experiencing significant growth, leading to inflation and
increased labor costs. According to the National Bureau of Statistics of China, the year-over-
year percent change in the consumer price index in China was 0.9% in March 2017. China’s
overall economy and the average wage in the PRC are expected to continue to grow. Future
increases in China’s inflation and material increases in the cost of labor may materially and
adversely affect our profitability and results of operations unless we are able to pass on these
costs to our customers.

The legal system of the PRC is not fully developed and there are inherent uncertainties
that may affect the protection afforded to our business and our Shareholders.

Our business and operations in the PRC are governed by the PRC legal system that is
based on written statutes. Prior court decisions may be cited for reference but have limited
precedential value. Since the late 1970s, the PRC government has promulgated laws and
regulations dealing with economic matters such as foreign investment, corporate organization
and governance, commerce, taxation and trade. However, as these laws and regulations are
relatively new and continue to evolve, interpretation and enforcement of these laws and
regulations involve significant uncertainties and different degrees of inconsistency. Some of
the laws and regulations are still in the developmental stage and are therefore subject to policy
changes. Many laws, regulations, policies and legal requirements have only been recently
adopted by the PRC central or local government agencies, and their implementation,
interpretation and enforcement may involve uncertainty due to the lack of established practice
available for reference. We cannot predict the effect of future legal developments in the PRC,
including the promulgation of new laws, changes in existing laws or their interpretation or
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enforcement, or the pre-emption of local regulations by national laws. As a result, there is
substantial uncertainty as to the legal protection available to us and our Shareholders.
Furthermore, due to the limited volume of published cases and the non-binding nature of prior
court decisions, the outcome of dispute resolution may not be as consistent or predictable as
in other more developed jurisdictions, which may limit the legal protection available to us. In
addition, any litigation in the PRC may be protracted and result in substantial costs and the

diversion of resources and management attention.

As our Shareholder, you hold an indirect interest in our operations in the PRC. Our
operations in the PRC are subject to PRC regulations governing the PRC companies. These
regulations contain provisions that are required to be included in the articles of association of
the PRC companies and are intended to regulate the internal affairs of these companies. PRC
company law and regulations, in general, and the provisions for the protection of shareholders’
rights and access to information, in particular, may be considered less developed than those
applicable to companies incorporated in Hong Kong, the United States and other developed
countries or regions. In addition, PRC laws, rules and regulations applicable to companies
listed overseas do not distinguish among minority and controlling shareholders in terms of their
rights and protections. As such, our minority shareholders may not have the same protections
afforded to them by companies incorporated under the laws of the United States and certain

other jurisdictions.

It may be difficult to effect service of process upon, or to enforce judgments against, our
Directors or members of our senior management who reside in the PRC in connection

with judgments obtained in non-PRC courts.

Substantially all of our Directors reside within the PRC, and the assets of most of our
Directors and senior management may also be located within the PRC. As a result, it may not
be possible to effect service of process outside of the PRC upon those Directors and senior
management members, including for matters arising under applicable securities law. A
judgment of a court of another jurisdiction may be reciprocally recognized or enforced if the
jurisdiction has a treaty with the PRC or if judgments of the PRC courts have been recognized
before in that jurisdiction, subject to the satisfaction of other requirements. However, the PRC
does not have treaties providing for the reciprocal enforcement of judgments of courts with
Japan, the United Kingdom, the United States and many other countries. In addition, Hong
Kong has no arrangement for the reciprocal enforcement of judgments with the United States.
As a result, recognition and enforcement in the PRC or Hong Kong of judgments from various

jurisdictions are uncertain.
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RISKS RELATING TO THE [REDACTED]

There has been no prior public market for our Shares and there can be no assurance that
an active market would develop.

Prior to the [REDACTED], there has been no public market for our Shares. The initial
issue price range for our Shares was the result of negotiations among us and the [REDACTED]
on behalf of the [REDACTED] and the [REDACTED] may differ significantly from the
market price for our Shares following the [REDACTED]. We have applied for [REDACTED]
of and permission to [REDACTED] our Shares on the Stock Exchange. There is no assurance
that the [REDACTED] will result in the development of an active, liquid public trading market
for our Shares. Factors such as variations in our revenue, earnings and cash flows or any other
developments of us may affect the volume and price at which our Shares will be traded.

The liquidity, trading volume and market price of our Shares following the [REDACTED]
may be volatile.

The price at which our Shares will trade after the [REDACTED] will be determined by
the marketplace, which may be influenced by many factors, some of which are beyond our
control, including:

. our financial results;

. changes in securities analysts’ estimates, if any, of our financial performance;

. the history of, and the prospects for, us and the industries in which we compete;
. an assessment of our management, our past and present operations, and the

prospects for, and timing of, our future revenues and cost structures such as the

views of independent research analysts, if any;

. the present state of our development;

. the valuation of publicly traded companies that are engaged in business activities

similar to ours;

. general market sentiment;

. changes in laws and regulations in China;

. our inability to compete effectively in the market; and

o political, economic, financial and social developments in China and worldwide.
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In addition, the Stock Exchange has from time to time experienced significant price and
volume fluctuations that have affected the market prices for the securities of companies quoted
on the Stock Exchange. As a result, [REDACTED] in our Shares may experience volatility in
the market price of their Shares and a decrease in the value of their Shares regardless of our

operating performance or prospects.

Issuance of new Shares or equity linked securities may cause dilution in shareholding.

We may require additional funds due to changes in business conditions or other future
developments relating to, inter alia, our existing operations or any future expansions. If
additional funds are raised by way of issuance of new Shares or equity linked securities other
than on a pro rata basis to existing shareholders, the percentage of ownership of our existing
Shareholders in our Company, the earnings per Share and the net asset value per Share may be
reduced. In addition, any such new securities may have preferred rights, options or pre-emptive

rights that make them more valuable than or senior to the Shares.

There may be dilution because of the issuance of Shares pursuant to the options granted
under the Share Option Scheme.

Our Company has conditionally adopted the Share Option Scheme, the details of which
are summarized in the section headed “Statutory and General Information — Other Information
— 16. Share Option Scheme” in Appendix IV to this document. The exercise of share options
under the Share Option Scheme will result in an increase in the number of Shares, and may
result in a dilution to the percentage of ownership of the shareholders of our Company, the
earnings per Share and net asset value per Share depending on the exercise price. Any issuance
of new Shares upon exercise of the options granted under the Share Option Scheme will also
lead to a dilution of our earnings per Share and net asset value per Share because the number

of Shares outstanding will be increased as a result of such issuance.

Because the initial [REDACTED] per Share is higher than the net tangible book value per
Share, purchasers of our Shares in the [REDACTED] will experience immediate dilution.

The [REDACTED] of our [REDACTED] is higher than the net tangible book value per
Share immediately prior to the [REDACTED]. Therefore, purchasers of our [REDACTED] in
the [REDACTED] will experience an immediate dilution in pro forma adjusted combined net
tangible asset value of [REDACTED] per Share (assuming an [REDACTED] of
[REDACTED] per [REDACTED], being the mid-point of our [REDACTED] range of
[REDACTED] to [REDACTED] per [REDACTED]) and existing Shareholders will receive
an increase in the pro forma adjusted consolidated net tangible asset value per share of their
shares. If we issue additional Shares in the future, purchasers of our [REDACTED] may

experience further dilution.
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Substantial future sales or the expectation of substantial sales of our Shares in the public
market could cause the price of our Shares to decline.

Sales of substantial amounts of Shares in the public market after the completion of the
[REDACTED], or the perception that these sales could occur, could adversely affect the
market price of our Shares. There will be [REDACTED] Shares outstanding immediately
following the [REDACTED], assuming no exercise of the [REDACTED]. Our Controlling
Shareholders agreed that any Shares held by them will be subject to a lock-up after the
[REDACTED]. Please refer to the paragraph headed “[REDACTED] - [REDACTED]
Arrangements and Expenses” in this document for further details. However, the [REDACTED]
may release these securities from these restrictions at any time and such Shares will be freely
tradable after the expiry of the lock-up period. Shares which are not subject to a lock-up
arrangement represent approximately [REDACTED] of the total issued share capital
immediately following the [REDACTED] (assuming no exercise of the [REDACTED]) and
will be freely tradable immediately following the [REDACTED].

Our Controlling Shareholders have undertaken that any disposal of our Shares held by
them will be subject to constraints for a period longer than that required under the
Listing Rules. However, there is no assurance that such undertaking will not be waived
and such waiver can be granted without recommendations and/or the approval of our
independent Shareholders.

Each of our Controlling Shareholders has further undertaken in favor of our Company on
a voluntary basis that at any time during the period of 12 months from the expiry of the First
Six-Month Period, it or he shall not dispose of, nor enter into any agreement to dispose of or
otherwise create any options, rights, interests or encumbrances in respect of, any of the Shares
or other securities of our Company in respect of which it or he is shown by this document to
be the beneficial owner if, immediately following such disposal or upon the exercise or
enforcement of such options, rights, interests or encumbrances, it or he would cease to be our
controlling shareholder.

Such voluntary undertaking can be waived by approval by our independent non-executive
Directors without the approval of our independent Shareholders. Should the undertaking be
waived, there is no assurance that our Controlling Shareholders will not dispose of their Shares
to such an extent that immediately following such disposal or upon the exercise or enforcement
of such options, rights, interests or encumbrances, the relevant Controlling Shareholder would
cease to be our controlling shareholder. For details of the undertaking, please refer to the
section headed “[REDACTED] — [REDACTED] Arrangements and Expenses — Hong Kong
[REDACTED] Agreement — Lock-up Undertakings under the Hong Kong [REDACTED]
Agreement” in this document.

Future sales of a substantial number of our Shares by our current Shareholders could
negatively impact the market price of our Shares and our ability to raise equity capital in the
future at a time and price that we deem appropriate. While we are not aware of any intentions
of our Controlling Shareholders to dispose of significant amounts of their Shares after the
expiration of the lock-up periods, we are not in a position to give any assurance that they will
not dispose of any Shares they may own now or in the future.
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RISK FACTORS

The interest of our Controlling Shareholders may differ from your interests and they may
exercise their vote to the disadvantage of our minority Shareholders.

Immediately after the completion of the [REDACTED] and the [REDACTED] (without
taking into account of the Shares which may be issued upon the exercise of the [REDACTED]
or the Shares which may be issued upon the exercise of any options which may be granted
under the Share Option Scheme), our Controlling Shareholders will own approximately
[REDACTED] of our Shares. As such, our Controlling Shareholders will have substantial
influence over our business, including decisions regarding mergers, consolidations and the sale
of all or substantially all of our assets, election of Directors and other significant corporate
actions. This concentration of ownership may discourage, delay or prevent a change in control
of our Company, which could deprive our shareholders of an opportunity to receive a premium
for their Shares in a sale of our Company or may reduce the market price of our Shares. These
actions may be taken even if they are opposed by our other Shareholders, including those who
purchased Shares in the [REDACTED]. In addition, the interests of our Controlling
Shareholders may differ from the interests of our other Shareholders.

Since there will be a gap of several days between [REDACTED] and trading of our Shares,
holders of our Shares are subject to the risk that the price of our Shares could fall during
the period before trading of our Shares begins.

The [REDACTED] of our [REDACTED] is expected to be determined on the
[REDACTED]. However, our Shares will not commence trading on the Stock Exchange until
they are delivered, which is expected to be six business days after the pricing date. As a result,
[REDACTED] may not be able to sell or deal in our Shares during that period. Accordingly,
holders of our Shares are subject to the risk that the price of our Shares could fall before trading
begins as a result of adverse market conditions or other adverse developments, that could occur

between the time of sale and the time trading begins.
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Prior dividend distributions are not an indication of our future dividends.

For the years ended December 31, 2014, 2015 and 2016 and the six months ended
June 30, 2017, our Group declared and distributed nil, nil, RMB1.5 million and RMB2.4
million, respectively, to our equity holders. Any future dividend declaration and distribution by
our Company will be at the discretion of our Directors and will depend on our future operations
and earnings, capital requirements and surplus, general financial condition, contractual
restrictions and other factors that our Directors deem relevant. Any declaration and payment as
well as the amount of dividends will also be subject to our Articles of Association and PRC
laws, including (where required) the approvals from our shareholders and our Directors. In
addition, our future dividend payments will depend upon the availability of dividends received
from our subsidiary. As a result of the above, we cannot assure you that we will make any
dividend payments on our Shares in the future with reference to our historical dividends. For
further details of the dividends of our Company, please refer to the paragraph headed
“Financial Information — Dividends” in this document.

We have significant discretion as to how we will use the [REDACTED] of the
[REDACTED], and you may not necessarily agree with how we use them.

Our management may spend the [REDACTED] from the [REDACTED] in ways you
may not agree with or that do not yield a favorable return to our Shareholders. We plan to
primarily use the [REDACTED] from the [REDACTED] to (i) optimize our smart
manufacturing process, (ii) purchase production equipment and strengthen our collaboration
with third-party industry partners, (iii) repay our outstanding loans, (iv) establish new
production lines and purchase additional production equipment and machinery, and (v) enhance
our research and development capabilities. Please refer to the paragraph headed “Future Plans
and Use of [REDACTED] - Use of [REDACTED]” in this document for further details.
However, our management will have discretion as to the actual application of our
[REDACTED]. You are entrusting your funds to our management, upon whose judgment you
must depend, for the specific uses we will make of the [REDACTED] from this
[REDACTED].

A waiver has been granted from Compliance with certain requirements of the Listing
Rules by the Stock Exchange. Shareholders will not have the benefit of the Listing Rules
that are so waived. Such waiver could be revoked, exposing us and our Shareholders to
additional legal and compliance obligations.

We have applied for, and the Stock Exchange has granted to us a waiver from strict
compliance with Rule 8.12 of the Listing Rules. Please refer to the paragraph headed “Waiver
from Strict Compliance with the Listing Rules” in this document for further details. There is
no assurance that the Stock Exchange will not revoke the waiver granted or impose certain
conditions on such waiver. If such waiver were to be revoked or to be subject to certain
conditions, we may be subject to additional compliance obligations, incur additional
compliance costs and face uncertainties arising from issues of multi-jurisdictional compliance,
all of which could adversely affect us and our Shareholders.
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We cannot guarantee the accuracy of facts and other statistics with respect to certain
information obtained from the Frost & Sullivan Report contained in this document.

Certain facts and statistics in this document, including but not limited to information and
statistics relating to the PRC automobile, automobile engine and automobile engine spare parts
industries, are based on the Frost & Sullivan Report or are derived from various publicly
available publications, which our Directors believe to be reliable.

We cannot, however, guarantee the quality or reliability of such facts and statistics. We
have no reason to believe that such information is false or misleading or that any fact has been
omitted that would render such information false or misleading. Although we have taken
reasonable care to ensure that the facts and statistics presented are accurately extracted and
reproduced from such publications and the Frost & Sullivan Report, they have not been
independently verified by us, the Sole Sponsor, the [REDACTED], the [REDACTED] or any
other party or their respective directors, advisors or affiliates involved in the [REDACTED]
(excluding Frost & Sullivan in respect of the Frost & Sullivan Report and the information
therein) and no representation is given as to its accuracy. We therefore make no representation
as to the accuracy of such facts and statistics. Due to possibly flawed or ineffective collection
methods or discrepancies between published information, market practice and other problems,
the statistics referred to or contained in this document may not be consistent with other
information complied by other sources. Furthermore, there is no assurance that they are stated
or compiled on same basis or with some degree of accuracy as may be the case elsewhere.
[REDACTED] should not place undue reliance on any facts and statistics derived from public

sources or the Frost & Sullivan Report contained in this document.

Forward-looking statements contained in this document are subject to risks and

uncertainties.

This document contains certain statements and information that are forward-looking and
uses forward-looking terminology such as “anticipate”, “believe”, “could”, “going forward”,
“intend”, “plan”, “project”, “seek”, “expect”, “may”, “ought to”, “should”, “would” or “will”
and similar expressions. You are cautioned that reliance on any forward-looking statement
involves risks and uncertainties and that any or all of those assumptions could prove to be
inaccurate and, as a result, the forward-looking statements based on those assumptions could
also be incorrect. In light of these and other risks and uncertainties, the inclusion of
forward-looking statements in this document should not be regarded as representations or
warranties by us that our plans and objectives will be achieved and these forward-looking
statements should be considered in light of various important factors, including those set forth
in this section. Subject to the requirements of the Listing Rules, we do not intend to update or
otherwise revise the forward-looking statements in this document to the public, whether as a
result of new information, future events or otherwise. Accordingly, you should not place undue
reliance on any forward-looking information. All forward-looking statements in this document

are qualified by reference to this cautionary statement.
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You may face difficulties in protecting your interests under the laws of the Cayman
Islands.

Our corporate affairs are governed by, among other things, our Memorandum and Articles
and the Companies Law and common law of the Cayman Islands. The rights of Shareholders
to take action against our Directors, actions by minority shareholders and the fiduciary
responsibilities of our Directors to us under Cayman Islands law are to a large extent governed
by the common law of the Cayman Islands. The common law of the Cayman Islands is derived
in part from comparatively limited judicial precedent in the Cayman Islands as well as that
from English common law, which has persuasive, but not binding, authority on a court in the
Cayman Islands. The laws of the Cayman Islands relating to the protection of the interests of

minority shareholders differ in some respects from those in other jurisdictions.

You should read the entire document carefully, and we strongly caution you not to place
any reliance on any information contained in press articles or other media regarding us
or the [REDACTED].

There may be, subsequent to the date of this document but prior to the completion of the
[REDACTED], press and media coverage regarding us and the [REDACTED], which
contained, among other things, certain financial information, projections, valuations and other
forward-looking information about us and the [REDACTED]. We have not authorized the
disclosure of any such information in the press or other media and do not accept responsibility
for the accuracy or completeness of such press articles or other media coverage. We make no
representation as to the appropriateness, accuracy, completeness or reliability of any of the
projections, valuations or other forward-looking information about us. To the extent such
statements are inconsistent with, or conflict with, the information contained in this document,
we disclaim responsibility for them. Accordingly, [REDACTED] are cautioned to make their
[REDACTED] decisions on the basis of the information contained in this document only and

should not rely on any other information.

You should rely solely upon the information contained in this document, the
[REDACTED] and any formal announcements made by us in Hong Kong in making your
[REDACTED] decision regarding our Shares. We do not accept any responsibility for the
accuracy or completeness of any information reported by the press or other media, nor the
fairness or appropriateness of any forecasts, views or opinions expressed by the press or other
media regarding our Shares, the [REDACTED] or us. We make no representation as to the
appropriateness, accuracy, completeness or reliability of any such data or publication.
Accordingly, [REDACTED] should not rely on any such information, reports or publications
in making their decisions as to whether to [REDACTED] in our [REDACTED]. By applying
to purchase our Shares in the [REDACTED], you will be deemed to have agreed that you will
not rely on any information other than that contained in this document and the [REDACTED].
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In preparation for the [REDACTED], we have sought the following waiver from strict
compliance with the relevant provisions of the Listing Rules:

MANAGEMENT PRESENCE

Rule 8.12 of the Listing Rules requires that a new applicant applying for a primary listing
on the Stock Exchange must have a sufficient management presence in Hong Kong. This
normally means that at least two of its executive directors must be ordinarily resident in Hong
Kong. Our principal business operations are currently based and conducted in the PRC. As our
executive Directors play very important roles in our Company’s business operations, it is in our
best interests for them to be based in or near the places where our Group has significant
operations. As such, we do not and, for the foreseeable future, will not have a sufficient
management presence in Hong Kong for the purposes of satisfying the requirements under Rule
8.12 of the Listing Rules.

Accordingly, we have applied to the Stock Exchange for, and the Stock Exchange has
granted us, a waiver from strict compliance with Rule 8.12 of the Listing Rules subject to the

following conditions:

(a) we have appointed two authorized representatives pursuant to Rule 3.05 of the
Listing Rules who will act as our principal communication channel with the Stock
Exchange and will ensure that they comply with the Listing Rules at all times. The
two authorized representatives appointed are Mr. LZ Meng and Mr. Wong Ka Wai,
who are one of our executive Directors, chairman and chief executive officer, and
the company secretary of our Company, respectively. Each of the authorized
representatives has confirmed that he will be available to meet with the Stock
Exchange in Hong Kong within a reasonable period of time frame upon request of
the Stock Exchange, if required. They will be readily contactable by telephone,
facsimile or email and are authorized to communicate on our behalf with the Stock

Exchange;

(b) our authorized representatives have means to contact all our Directors promptly at
all times as and when the Stock Exchange wishes to contact the members of our
Board for any matters. To enhance communication between the Company and the
Stock Exchange, our authorized representatives and our Directors, we have
implemented a policy whereby (i) each Director will have to provide his office
phone number, mobile phone number, facsimile number and email address to the
authorized representatives; and in the event that a Director expects to travel and be
out of office, he will have to provide the phone number of the place of his
accommodation or other means of communication to the authorized representatives;
and (ii) each Director will provide their mobile phone number, office phone number,
facsimile number and email address to the Stock Exchange. We will inform the
Stock Exchange promptly if there is any change in our authorized representative or
contact details for any of them;
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(c)

(d)

(e)

()

each Director who is not ordinarily resident in Hong Kong has confirmed that he
possesses or can apply for valid travel documents to visit Hong Kong and can meet

the Stock Exchange in Hong Kong within a reasonable period when required;

we have, in compliance with Rule 3A.19 of the Listing Rules, engaged Guotai Junan
Capital Limited as our compliance advisor, who will have access at all times to our
Company’s authorized representatives, Directors and other officers. The compliance
advisor will advise on on-going compliance requirements and other issues arising
under the Listing Rules and other applicable laws and regulations in Hong Kong
after Listing and, where the authorized representatives of our Company are
unavailable, act as an additional channel of communication between our Company
and the Stock Exchange at least for the period commencing from the [REDACTED]
and ending on the date that our Company publishes its first full financial year results
pursuant to Rule 13.46 of the Listing Rules. We will inform the Stock Exchange

promptly for any change of our Company’s compliance advisor;

meetings between the Stock Exchange and our Directors could be arranged through
the authorized representatives or our compliance advisor, or directly with our
Directors within a reasonable time frame. We will inform the Stock Exchange
promptly in respect of any change in the authorized representatives and our

compliance advisor; and

we shall also appoint other professional advisors (including legal advisors as to
Hong Kong law) after the [REDACTED] to assist our Company in advising on
matters relating to the application of the Listing Rules and other applicable Hong
Kong laws and regulations, and dealing with any questions which may be raised by
the Stock Exchange and to ensure that there will be an efficient channel of

communication with the Stock Exchange.
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INFORMATION ABOUT THIS DOCUMENT AND THE [REDACTED]

[REDACTED]
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[REDACTED]
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INFORMATION ABOUT THIS DOCUMENT AND THE [REDACTED]

[REDACTED]
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[REDACTED]
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DIRECTORS AND PARTIES INVOLVED IN THE [REDACTED]

DIRECTOR

Name

Address

Nationality

Executive Directors

Mr. Meng Lianzhou (% J#])

Mr. Liu Zhanwen (¥ 57%%)

Mr. Zhang Yuexuan (5 BE#E)

Mr. Liu Enwang (2]20E)

Room 801

Unit 2, Block 2
Ruifeng Garden
Changjiang Xi Road
Changjiang Avenue
Shenzhou City
Hebei Province
PRC

Room 701

Unit 2, Block 2
Ruifeng Garden
Yongping Avenue
Shenzhou City
Hebei Province
PRC

Room 802

Unit 3, Block 2
Ruifeng Garden
Changjiang Xi Road
Changjiang Avenue
Shenzhou City
Hebei Province
PRC

Room 501

Unit 2, Block 2
Ruifeng Garden
Yongping Avenue
Shenzhou City
Hebei Province
PRC
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DIRECTORS AND PARTIES INVOLVED IN THE [REDACTED]

Name

Address Nationality

Independent non-executive Directors

Mr. Ren Kegiang (fF5Ci#)

Mr. Yu Chun Kau (4#REK)

Mr. Wei Anli (BR% 11)

Room 1822, Block B Chinese
Jia Bao Run Jin Zuo

Xinzhou Ninth Avenue

Futian District

Shenzhen

Guangdong Province

PRC

Flat E, 43/F, Block 4
L Hiver Les Saisons
28 Tai On Street

Sai Wan Ho

Hong Kong

Hong Kong

Room 101, Building 1 Chinese
Yi Qu

Jinhua Park

Daxing District

Beijing, PRC

Please refer to the section headed “Directors and Senior Management” in this document

for further details.
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DIRECTORS AND PARTIES INVOLVED IN THE [REDACTED]

PARTIES INVOLVED IN THE [REDACTED]

Sole Sponsor Guotai Junan Capital Limited
28/F, Low Block
Grand Millennium Plaza
181 Queen’s Road Central
Hong Kong

[REDACTED] and [REDACTED]  [REDACTED]

[REDACTED]

Legal advisors to our Company As to Hong Kong law:
Chiu & Partners
40/F, Jardine House
1 Connaught Place
Central
Hong Kong

As to PRC law:

Jingtian & Gongcheng

34/F, Tower 3, China Central Place
77 Jianguo Road

Chaoyang District

Beijing

PRC

As to Cayman Islands law:
Conyers Dill & Pearman
Cricket Square, Hutchins Drive
P.O. Box 2681

Grand Cayman KY1-1111
Cayman Islands

—70 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION
MUST BE READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

DIRECTORS AND PARTIES INVOLVED IN THE [REDACTED]

Legal advisors to the Sole Sponsor  As ro Hong Kong law:
and the [REDACTED] Luk & Partners

In Association with Morgan, Lewis & Bockius
Unit 2001, Level 20
One International Finance Centre
1 Harbour View Street
Central
Hong Kong

As to PRC law:

Commerce & Finance Law Offices
6/F, NCI Tower

A12 Jianguomenwai Avenue

Beijing

PRC

Reporting accountants KPMG
8th Floor
Prince’s Building
10 Chater Road
Central
Hong Kong

Property valuer Colliers International (Hong Kong) Limited
Suite 5701 Central Plaza
18 Harbour Road
Wanchai
Hong Kong

Industry consultant Frost & Sullivan (Beijing) Inc.,
Shanghai Branch Co.
1018, Tower B
500 Yunjin Road
Shanghai, 200232
PRC

[REDACTED]

Compliance advisor Guotai Junan Capital Limited
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CORPORATE INFORMATION

Registered office Cricket Square, Hutchins Drive
P.O. Box 2681
Grand Cayman KY1-1111
Cayman Islands

Headquarter and principal place of Middle of East Taishan Road
business in PRC Shenzhou
Hebei Province
PRC

Principal place of business in Hong Kong Room 09-10, 41st Floor
China Resources Building
26 Harbour Road
Wan Chai
Hong Kong

Company’s website www.hbsgt.com

(information contained in this website does

not form part of this document)

Company secretary Mr. Wong Ka Wai (E/llE) (ACCA)
Room 505E, 5/F
Ha Lung Building
25-29 Ko Shing Street
Sheung Wan
Hong Kong

Authorized representatives Mr. Meng Lianzhou (% J#])
(for the purpose of the Listing Rules) Room 801
Unit 2, Block 2
Ruifeng Garden
Changjiang Xi Road
Changjiang Avenue
Shenzhou City
Hebei Province
PRC

Mr. Wong Ka Wai (i)
Room 505E, 5/F

Ha Lung Building

25-29 Ko Shing Street
Sheung Wan

Hong Kong
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Authorized representatives
(for the purpose of the
Companies Ordinance)

Audit committee

Remuneration committee

Nomination committee

Principal [REDACTED] and
transfer office

Hong Kong [REDACTED]

Principal bankers

Mr. Wong Ka Wai (FflE)
Room 505E, 5/F

Ha Lung Building

25-29 Ko Shing Street
Sheung Wan

Hong Kong

Mr. Yu Chun Kau (RYRER) (Chairman)
Mr. Ren Kegiang (F 5 i)
Mr. Wei Anli (8% J7)

Mr. Ren Kegiang (fE5Ci8) (Chairman)
Mr. Meng Lianzhou (% &)
Mr. Yu Chun Kau (4#RFK)

Mr. Wei Anli (8% J]) (Chairman)
Mr. Meng Lianzhou (&% J#))
Mr. Yu Chun Kau (4¥REK)

[REDACTED]

[REDACTED]

China Construction Bank Shenzhou Branch
No. 51, Changjiang West Road,

Shenzhou City, Hebei Province,

PRC

Industrial and Commercial Bank of China
Shenzhou Branch

No. 96 Yongping Avenue

Shenzhou City, Hebei Province

PRC
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INDUSTRY OVERVIEW

This section contains certain information, statistics and data which are derived
Jrom official government publications and industry sources as well as a commissioned
report from Frost & Sullivan, an Independent Third Party (the “Frost & Sullivan
Report”). The information from official government publications and the Frost &
Sullivan Report may not be consistent with information available from other sources
within or outside China and Hong Kong. We believe that the sources of the information
in this section are appropriate sources for such information and have taken reasonable
care in extracting and reproducing such information. We have no reason to believe that
such information is false or misleading or that any part has been omitted that would
render such information false or misleading. The information has not been
independently verified by us, the Sole Sponsor, the [REDACTED], the [REDACTED],
the [REDACTED], the [REDACTED] or any other party involved in the
[REDACTED)] (excluding Frost & Sullivan in respect of the Frost & Sullivan Report
and the information therein) and no representation is given as to its accuracy.

SOURCES OF INFORMATION

We commissioned Frost & Sullivan, an independent market research consulting firm
which is principally engaged in the provision of market research consultancy services, to
conduct a detailed analysis of the automobile, automobile engine and automobile engine spare
part markets in China.

During the preparation of the Frost & Sullivan Report, Frost & Sullivan performed both
primary and secondary research, and obtained knowledge, statistics, information and industry
insights on the industry trends of the automobile, automobile engine and automobile engine
spare part markets in China. Primary research involved interviewing key industry experts and
leading industry participants. Secondary research involved analyzing data from various
publicly available data sources, such as the National Bureau of Statistics of China and industry
associations.

The Frost & Sullivan Report was compiled based on the following assumptions:

. the social, economic and political environments in the relevant markets being
examined will remain stable during the forecast period from 2017 to 2021;

. the economy in the relevant markets is likely to maintain steady growth during the
forecast period from 2017 to 2021; and

. market drivers such as supportive policy of government, continuously growing sales
and production volume of passenger vehicles are likely to continue to affect the
cylinder block and cylinder head markets in China over the forecast period from
2017 to 2021.

Frost & Sullivan is an independent consulting firm, which was founded in 1961 in New
York. It offers industry research and market strategies and provides growth consulting and
corporate training. It has over 40 offices worldwide with over 2,000 industry consultants,
market research analysts and economists. We are contracted to pay a fee of RMB550,000 to
Frost & Sullivan in connection with the preparation of the Frost & Sullivan Report. We have
extracted certain information from the Frost & Sullivan Report in this section, as well as in the
sections headed “Summary”, “Risk Factors”, “Business”, “Financial Information” and
elsewhere in this document to provide our [REDACTED] with a more comprehensive
presentation of the industry in which we operate.

Our Directors, having made reasonable inquiries, confirm that since the date of the Frost
& Sullivan Report and up to the Latest Practicable Date, there had been no adverse change in
the market information which may qualify, contradict, or have an impact on the information in
this section of this document.
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ECONOMIC GROWTH OF CHINA

Growth in the automobile spare part industry in China in which we operate is largely
affected by performance of the automobile and automobile engine markets which are
themselves affected by performance of the Chinese economy.

China’s Nominal GDP Growth

China’s economy has been growing rapidly in recent years. According to the National
Bureau of Statistics of China, China’s nominal GDP grew from RMB48.4 trillion in 2011 to
RMB74.4 trillion in 2016, representing a CAGR of 9.0%. According to the Frost & Sullivan
Report, China’s nominal GDP will further grow to RMB108.8 trillion by 2021, representing a
CAGR of approximately 7.9% from 2016. In the meanwhile, China’ nominal GDP per capita
also increased from RMB36,018 in 2011 to RMB53,980 in 2016, representing a CAGR of
8.4%. The chart below illustrates the historical and projected growth of China’s nominal GDP
and nominal GDP per capita from 2011 to 2021.
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Increasing Urbanization and Disposable Income of Urban Household

The rapid economic growth has accelerated the urbanization process in China. China’s
urbanization rate grew from 51.3% in 2011 to 57.3% in 2016, and is expected to reach 64.0%
by 2021, according to the Frost & Sullivan Report. In addition, rising GDP per capita has
driven strong growth in per capital disposable income for Chinese residents. The annual per
capita disposable income of urban households in China increased from RMB21,810 in 2011 to
RMB33,616 in 2016, representing a CAGR of 9.0%, and is expected to grow to RMB48,883
by 2021, representing a CAGR of 7.8% from 2016, according to the Frost & Sullivan Report.
The chart below illustrates the historical and projected per capita annual disposable income of
urban households in China from 2011 to 2021.
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CHINA’S AUTOMOBILE INDUSTRY
Overview of China’s Automobile Industry

The automobile industry in China has exhibited strong growth in recent years amid
China’s rapid economic growth, continuing urbanization and increasing levels of household
consumption. According to the National Bureau of Statistics of China, in 2016, the automobile
manufacturing industry ranked third among the major industry sectors in China in terms of
revenue generated from industrial enterprises whose principal business is automobile
manufacturing.

Passenger and Commercial Vehicle Market in China
Market Segmentation

There is no uniform standard used to classify the segments of China’s passenger and
commercial vehicle market. Frost & Sullivan divides China’s passenger and commercial
vehicle market into three segments based primarily on product origin, namely, domestic vehicle
brands, joint venture vehicle brands and imported foreign vehicle brands. The substantial
majority of the market for passenger and commercial vehicles in China was represented by
vehicles produced domestically in China, and almost equally divided between joint venture
vehicle brands (with a market share of approximately 48.3%) and purely domestic vehicle
brands (with a market share of approximately 48.0%) in terms of sales volume in 2016.
Imported foreign vehicle brands ranked third and accounted for only approximately 3.7% of the
total market in 2016.

Sales Volume of Passenger and Commercial Vehicles in China, 2016

Imported Foreign
Vehicle Brands

Million

Domestic
14.0 Vehicle
Joint Venture 48.0% Brands
Vehicle Brands

Source: China Association of Automobile Manufacturers, Frost & Sullivan
Sales of Domestically-Produced Passenger and Commercial Vehicles in China

According to the Frost & Sullivan Report, sales volume of domestically-produced
passenger and commercial vehicles in China, including both domestic and joint venture vehicle
brands, increased from 18.5 million in 2011 to 28.1 million in 2016, representing a CAGR of
8.7%. Frost & Sullivan expects that sales volume of such vehicles in China will continue to
increase to 39.3 million by 2021, representing a CAGR of 6.9% from 2016. This growth was
primarily driven by sales of passenger vehicles which increased at a CAGR of 11.0% from
2011 to 2016 while sales of commercial vehicles decreased and which are expected to grow at
a CAGR of 1.6% from 2016 to 2021, more than four times as fast as the commercial vehicle
sales over the same period, according to the Frost & Sullivan Report. The chart below
illustrates the historical and projected sales volume of domestically-produced passenger and
commercial vehicles in China from 2011 to 2021.
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Major Manufacturers of Passenger and Commercial Vehicles in China

The passenger and commercial vehicle market in China is fairly concentrated with a
limited number of major players accounting for the majority of the overall market. In 2016, the
top 10 manufacturers of passenger and commercial vehicles in China accounted for 86.5% of
total sales volume of domestically-produced passenger and commercial vehicles in China,
according to the Frost & Sullivan Report. The chart below illustrates the market share of the
top 10 manufacturers of passenger and commercial vehicles in China in terms of sales volume
in 2016.
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Industrial Vehicle Market in China

Industrial vehicles are designed and used to transport materials over variable paths with

no restrictions on the area covered. Sales volume of industrial vehicle in China has experienced

moderate fluctuations in recent years, and grew from 313,847 units in 2011 to 370,067 units
in 2016, representing a CAGR of 3.4%, according to the Frost & Sullivan Report. The chart
below illustrates the historical sales volume of industrial vehicles in China from 2011 to 2016.
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Market Drivers of China’s Automobile Industry

The development of China’s automobile industry is primarily driven by the following

factors:

Relatively low automobile penetration rate: The automobile penetration rate
(defined as the number of vehicles per 1,000 people in the population) in China has
exceeded 140 automobiles per 1,000 people for the first time at the end of 2016.
While this figure is comparable with the global average of 165 automobile per 1,000
people, it is much lower than corresponding ratios in more developed markets, such
as the United Sates and major European countries, which generally amounts to
approximately 500-600 automobiles per 1,000 people. Such tremendous penetration
gap shows a much greater growth potential of China’s automobile market.

Urbanization: The urbanization rate in China increased from 51.3% in 2011 to
57.3% in 2016, which led to increases in infrastructure investment, consumer
spending, and demand for vehicles and vehicle-related products in China. It is
expected that the urbanization rate will maintain moderate growth, reaching 64.0%
by 2021 as a result of the stable growth of China’s economy and the continued
promotion of urbanization, according to the Frost & Sullivan Report.

Increased investment in transportation infrastructure: The enormous investment
in the construction of transportation infrastructure has fueled demand for
automobiles in China in the past few years. From 2011 to 2015, China had invested
a cumulative amount of RMB13.4 trillion in transportation infrastructure, more than
1.6 times as much as the amount invested in the previous five-year period. Going
forward, Chinese government is expected to continue to invest substantially in
transportation infrastructure, which in turn could drive growth in China’s
automobile industry, according to the Frost & Sullivan Report.

Strong government support: The Chinese government has recently implemented a
series of policies to support the development of the domestic automobile industry,
in particular the master plan of “Made in China (2025)”, which set out the
government’s objectives in upgrading the Chinese automobile industry.
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CHINA’S AUTOMOBILE ENGINE INDUSTRY
Overview of China’s Automobile Engine Industry

Not surprisingly, the rapid growth of China’s automobile industry has facilitated growth
in the automobile engine market. According to the Frost & Sullivan Report, production volume
of automobile engines in China increased from 17.9 million in 2011 to 27.2 million in 2016,
representing a CAGR of 8.7%. Such production volume is expected to further increase to 38.2
million by 2021, representing a CAGR of 7.0% from 2016, according to the Frost & Sullivan
Report. The chart below illustrates the historical and projected production volume of
automobile engines in China from 2011 to 2021.
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Source: China Association of Automobile Manufacturers, Frost & Sullivan estimates
Development of Emission Standards for Automobile Engines in China

In recent years, there has been a general increase in public awareness of air pollution
issues in China. Vehicles, as a major air pollution contributor, produce significant amounts of
nitrogen oxides, carbon monoxide and other hazardous smog-forming emissions that cause
long-term damage to air quality. While China’s vehicle emission control program history dates
to the early 1980s, the modern nationwide control program began in the late 1990s. Subsequent
to the successful elimination of leaded gasoline in 2000, China began implementing
progressively stringent tailpipe emission standards for light-duty vehicles following the
European precedent.

China’s vehicle emission standards are set by the Ministry of Environmental Protection
of the PRC (the “MEP”). After years of development, China’s current nationwide light-duty
emission standard is China V (equivalent to the Euro V standard), which was first implemented
in Beijing in 2009. Effective January 1, 2017, all light petrol vehicles and heavy diesel vehicles
used for public transportation, environmental sanitation and postal services nationwide are
required to meet the China V standard.

In December 2016, the MEP released the implementation rules of the China VI emission
standards. This standard applies to light-duty vehicles powered primarily by gasoline or diesel.
The China VI standard will take effect on July 1, 2020. Unlike the previous emission standards
adopted in China, which closely follow the European standards, the China VI standard
combines best practices from both European and U.S. regulatory requirements in addition to
creating its own.
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CHINA’S AUTOMOBILE ENGINE SPARE PART INDUSTRY
China’s Cylinder Block Market

A cylinder block is a main structure of the automobile engine in which combustion of fuel
takes place. It provides space for the required number of cylinders along with the associated
surrounding structures, including coolant passages, intake and exhaust passages and
crankcases. As a central component of an automobile engine, defect acceptance levels for
cylinder blocks need to be very low as it directly affects the engine performance, life and other
important indicators.

The cylinder block market in China has experienced steady growth in the past few years.
According to the Frost & Sullivan Report, sales volume of cylinder blocks in China increased
from 18.4 million in 2011 to 28.2 million in 2016, representing a CAGR of 8.9%, and is
expected to reach 39.8 million by 2021, representing a CAGR of 7.1% from 2016. The chart
below illustrates the historical and projected sales volume of cylinder blocks in China from
2011 to 2021.
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Competitive Landscape of China’s Cylinder Block Market

Production of cylinder blocks in China has historically been split between internal
production by manufacturers of automobiles and automobile engines and external outsourcing
to specialized producers of automobile engine spare parts. According to the Frost & Sullivan
Report, in 2016, approximately 54.7% of the cylinder blocks produced in China derived from
automobile manufacturers or automobile engine producers. A number of such companies
established separate subsidiaries to produce their cylinder blocks, cylinder heads and other key
engine spare parts. The remaining 45.3% of the cylinder blocks were produced by specialized
cylinder block manufacturers. Among the cylinder blocks produced by such specialized
cylinder block manufacturers in 2016, approximately 39.3% were produced by Chinese
domestic companies, and the remaining 60.7% were produced by Sino-foreign joint ventures
and foreign-funded enterprises.

Competitive Landscape of Competitive Landscape of Specialized
Cylinder Block Market in China, 2016 Cylinder Block Manufacturing Market in China, 2016

Automobile manufacturers
and automobile engine
producers
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or wholly foreign-owned
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Source: Frost & Sullivan
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According to the Frost & Sullivan Report, in 2016, the top 10 specialized cylinder block
manufacturers in China in terms of sales volume accounted for 45.7% of the market. Our Group
ranked fourth with a 3.0% share of the overall market. The chart below illustrates the market
share of the top 10 specialized cylinder block manufacturers in China in 2016.
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China’s Cylinder Head Market

A cylinder head is a major component of the engine which sits on top of the cylinder block
and provides space for passages that feed air and fuel into a cylinder and allow the exhaust to
escape. A cylinder head has to withstand high pressure and high temperatures while retaining
its shape and form to seal the cylinder block via the head gasket.

The cylinder head market in China has witnessed steady growth in recent years.
According to the Frost & Sullivan Report, sales volume of cylinder heads in China increased
from 19.0 million in 2011 to 29.2 million in 2016, representing a CAGR of 9.0%, and is
expected to reach 41.5 million by 2021, representing a CAGR of 7.3% from 2016. The chart
below illustrates the historical and projected sales volume of cylinder heads in China from
2011 to 2021.
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Competitive Landscape of China’s Cylinder Head Market

Similar to China’s cylinder block market, production of cylinder heads in China has been
split almost equally between internal production by automobile manufacturers and automobile
engine producers and external outsourcing to specialized automobile engine spare part
producers. According to the Frost & Sullivan Report, among the cylinder heads produced by
specialized automobile engine spare part producers in 2016, approximately 40% derived from
Chinese domestic companies, and the remaining 60% derived from Sino-foreign joint ventures
or wholly foreign-owned enterprises. According to the Frost & Sullivan Report, in 2016, the
top 20 specialized cylinder head manufacturers in China in terms of sales volume accounted
for 74.9% of the market. Our Group ranked 16th among specialized cylinder head
manufacturers in China with a 0.8% share of the overall market.

Raw Materials of Cylinder Blocks and Cylinder Heads

Raw material cost is one of the major costs for the production of automobile engine spare
parts. Steel scrap, aluminum ingots and crude iron are among the most common raw materials
used for the production of cylinder blocks and cylinder heads. The prices of steel scrap,
aluminum ingots and crude iron have generally decreased in the past three years, primarily due
to the overcapacity of such raw materials. The following charts illustrate the prices of steel
scrap, aluminum ingot and crude iron from 2013 to 2016, respectively.
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There was a slight decline in the prices of rough cast cylinder blocks and cylinder heads
in the past few years. The following charts illustrate the prices of rough cast cylinder blocks
and rough cast cylinder heads from 2013 to June 2017, respectively.
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Flexible Manufacturing in China’s Automobile Engine Spare Part Industry

Flexible manufacturing is a technological adaptation of production lines and processes
that enables rapid product switches with minimum operating costs. According to the Frost &
Sullivan Report, China’s automobile engine spare part industry is still at an early stage of
implementing flexible manufacturing given a majority of Chinese engine spare part
manufacturers are still using the traditional rigid production lines and processes.

According to the Frost & Sullivan Report, a flexible production line has the following
core advantages:

. Production efficiency: A flexible production line enables mixed-model production
to manufacture a variety of distinct product models on the same production line,
which effectively improves the production utilization rate.

. High degree of automation: A flexible production line can achieve automated
operations as it typically involves automated modular components to respond to
different production needs.

. Cost efficiency: A flexible production line is highly adjustable and can be modified
in multiple ways without the need of introducing new production lines, resulting in
significant reduction of operating costs.

Developmental Trends of China’s Automobile Engine Spare Part Industry

According to the Frost & Sullivan Report, future developmental trends of China’s
automobile engine spare part industry include the following:

. Growing demand for aluminum alloy spare parts: Automobile and engine
producers will demand lighter weight cylinder blocks in order to increase fuel
efficiency (a 10% reduction in vehicle weight can result in an approximately 6%-8%
improvement in fuel economy) and reduce emissions, which will result in aluminum
alloy cylinder blocks becoming the mainstream cylinder blocks used for car engines.
This trend has already begun in more developed markets. For example, the average
amount of aluminum in the spare parts of an vehicle that weighs approximately 1.6
tons was approximately 100kg in 2011 (US: 115kg; EU: 105kg; Japan: 92kg), and
this amount grew to approximately 150kg in 2016 (US: 160kg; EU: 150kg; Japan:
135kg). China has been quickly catching up with these developed markets at a fast
pace in the past few years. The average amount of aluminum in the spare parts of
the same type of vehicles in China increased from approximately 65kg per vehicle
in 2011 to approximately 100kg per vehicle in 2016, representing a CAGR of
approximately 9.0%. Frost & Sullivan expects a wider use of aluminum in the
automobile-related industries and an increasing demand for aluminum alloy
automobile engine spare parts in China in the future.

. Closer cooperation between upstream and downstream market players: In recent
years, automobile manufacturers and automobile engine spare part producers have
changed the ways they collaborate from a traditional model of “processing
according to the supplied samples” to data sharing and interactive development
among themselves. According to the Frost & Sullivan Report, this is expected to
reduce the development period and increase the development success rates of new
products, thereby creating greater growth opportunities for both upstream and
downstream market players in the automotive and related industries.
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. Development of new energy vehicles: In June 2012, the PRC State Council issued
the “Notice on Issuing the Planning for the Development of the Energy-Saving and
New Energy Automotive Industry (2012-2020) (i E[1 5 i 58 B 5e I < 5 e 25 5%
JEFIHI(2012-20204F) Y %HN) to leapfrog the current automotive technologies and
support the development of the domestic energy-saving and new energy vehicle
industry. Accordingly, automobile engine spare part manufacturers are also expected
to put more resources into the research and development of spare parts used in new
energy vehicles, according to the Frost & Sullivan Report.

. Outsourcing of engine spare part and component production: In recent years, there
has been an increasing trend of automobile manufacturers in China seeking to
outsource the manufacture (including casting and mechanical casting processes) of
engine spare parts and components to specialized external producers. By
outsourcing, vehicle manufacturers are able to focus more on product design and
research and development of their core technologies.

Entry Barriers to China’s Automobile Engine Spare Part I