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February 4, 2008
An Open Letter to the Board of China Yuchai International Limited
Board of Directors

China Yuchai International Limited

16 Raffles Quay #26-00

Hong Leong Building

Singapore 048581

Tel 011.65.6.220.8411

Fax 011.65.6.226.0502

VIA FEDEX, FACSIMILE & EMAIL

To the Members of the Board:

Threshold Capital Corp manages accounts that have been shareholders in China Yuchai International Limited (“CYI”) since November 2005 and cumulatively hold less than 1% of the company’s outstanding shares.  As a long-term shareholder of CYI, I am intrigued by its future prospects as The People’s Republic of China continues to grow its Gross Domestic Product greater than the rest of the globe.  However, at this juncture, once again, I believe shareholders continue to be ignored by current executive management in communicating and updating investors on current business conditions, on the company’s relationship with its chief operating subsidiary, Guangxi Yuchai Machinery Co., and maximizing shareholder value.

Threshold Capital Corp is extremely dissatisfied with the Company’s 6-K filing with the Securities and Exchange Commission dated Tuesday, January 22, 2008 stating “the Company is in the process of evaluating the application of US GAAP regarding certain matters that have come to the attention during the audit of the 2006 consolidated financial statements as they apply to the 2006 consolidated financial statements and potentially to the Company’s 2005 consolidated financial statements.  The Company is currently in discussions with its independent auditors to agree an acceptable timeline to achieve the forgoing and will make the appropriate announcement in due course.”  The Company used this same explanation in a 6-K filing with the Securities and Exchange Commission dated May 15, 2007, “CYI is currently in discussions with its new independent auditors on the application of various accounting policies and standards to CYI’s financial results in accordance with US GAAP.”  This continued delay is beyond comprehension and is UNACCEPTABLE!  I hold executive management and the Singapore appointed Directors personally responsible for these delays.
Once more, Threshold Capital Corp believes the current view and apathetic attitude by executive management and the Singapore controlled Board towards its shareholders is deplorable and it must improve radically.  I urge the Board of China Yuchai International, Limited and its senior executives to embark on the following actions:
1. Immediately establish a specific dated timeline for the release of the (potential) restatements for fiscal 2005 and 2006 fully audited financials.  Also provide shareholders with a definitive date for the full year 2007 record interim financials.
2. Directly issue a public apology to its US shareholders and Chinese stakeholders for these continued delays and blunders.  CYI investors are aware that the Company’s Singapore parent, Hong Leong Asia continues to release its own financials in a timely basis, fully consolidating CYI’s financials into HLA, benefiting HLA shareholders.

3. Provide an explanation to investors how Company executive management expects to rectify the violation of the Company’s Bye-Laws, Section 21; “Not more than 15 months shall elapse between the date of one Annual General Meeting and the date of the next.”  According to Company records, the last Annual General Meeting was held on Friday, September 15, 2006.  In addition, in your letter to Threshold Capital Corp dated July 27, 2007, the Company stated “we will send proxies to our shareholders at least 40 calendar days before the date of the 2007 annual general meeting.”  The Company’s most recent proxy was released on January 22, 2008 and the 2007 Annual General Meeting is to be held on February 14, 2008 – this is only 23 calendar days; please explain your previous fallacious statement.  Last, justify for investors why in the Company’s recent 2007 proxy, Proposal #2, shareholders only have the choice of “For All” and “Withheld For All”; in the Company’s 2006 proxy, shareholders had the choice of “For”, “Against”, and “Abstain.”
4. Without delay, divest its investment in Thakral Corp. and HLG Enterprises.  As the consumer electronic distribution business and the hospitality/hotel management arena has no complimentary interest to that of the diesel engine industry, these investment stakes should be sold and proceeds used to pay down Company credit lines.

5. Institute an immediate cancellation of the “golden/special” share.  The company’s previous Chief Financial Officer, Mr. Philip Ting Sii Tien, was quoted in The Business Times Singapore on October 3, 2006 stating, “long-term fundamentals remain intact” and “at HLA’s major subsidiary – CYI, China’s largest independent manufacturer of diesel engines – previous issues are past and gone.”  At the present time, it is clearly evident that the relationship between the company and Guangxi Yuchai Machinery Co., and its Chairman, Mr. Yan Ping can be classified as excellent and outstanding and hence the “golden/special” share structure is no longer needed.  Hong Leong Asia should be aware that there have been recent legal rulings in the European Union by the European Court of Justice outlawing the “golden/special” share structure.
6. If executive senior management of CYI and its current Board of Directors determine that they cannot file the requisite financials in the next thirty (30) calendar days, then Threshold Capital Corp commands the Board of Directors to consider selling Hong Leong Asia’s entire stake in CYI to a strategic financial partner/institution or put the entire company up for auction.  I would invite any investment bank, private equity firm, private investment partnership, or other sophisticated financial company to contact Threshold Capital Corp with the cooperation of Hong Leong Asia in exploring this “privatizing option.”  The company’s current market capitalization is only US$ 304.8 million, and I emphatically believe several global buyout firms would be very interested in owning a 76.4% interest in Guangxi Yuchai Machinery Company, a subsidiary of Yuchai Group, now a top 25 Industrial and Machinery brand in The People’s Republic of China.
As China Yuchai International Limited has traded on the New York Stock Exchange since December 1994, executive management needs to realize that following U.S. rules and regulations are necessary.  Specifically, management should take note of the two paragraphs included in Section 404 of Sarbanes Oxley regulation which require management to establish internal control structures and procedures for financial reporting, as well as to report on and attest to the effectiveness of these controls in their annual report.  The fact that current CYI management signed the past annual reports, by Sarbanes-Oxley law, you cannot say that you did not know.  This certification states you know and should know.

Threshold Capital Corp believes the occupations of a CEO and CFO have changed dramatically in the past five to seven years.  It has become more difficult and a much different role.  It is not about just reporting the financials and the balance sheet.  A CEO and CFO are obliged to get engaged with the business to assist it to perform at higher levels.  To be a good CEO and CFO you have to understand on a very detailed level the business the company is in, and your finance team has to understand the business.  Can CYI/HLA executive management claim that they fall under these leadership traits?
Threshold Capital Corp considers the above issues paramount to all shareholders of China Yuchai International Limited and these should be addressed immediately.  I believe that the strategic alternatives outlined above offer shareholders the best prospects of maximizing value on their investment; value that cannot be realized by the current course of action of CYI executive management.  CYI executive management’s credibility has been severely damaged by the announcements in 2007.  The reputation of Hong Leong Asia and that of the Kwek family are now irreparably tarnished and I would encourage all parties to come together to discuss options that are beneficial to all shareholders – Hong Leong Asia, the State Holding Company (Coomber/Yulin City Municipal Government), and US based shareholders.
I plan to attend the Company’s Annual General Meeting on February 14, 2008 in Hong Kong and welcome the opportunity for extended discussions with the Board of Directors and the senior management team in regards to the above issues.  I look forward to the pending independent fully audited financials and 2007 results.

Sincerely,

Peter A Delgado II
Principal

Threshold Capital Corp

