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China Automotive Systems, Inc., (the "Company") is amending its Annual

Report on Form 10-KSB to include the signature of Schwartz Levitsky Feldman LLP
in its letter to the Company's Board of Directors and Stockholders. This
signature was omitted from the Form 10-KSB of the Company filed on March 31,
2005 due to clerical error. The Company has made no other changes in this
Amendment No. 1.
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PART I
ITEM 1. DESCRIPTION OF BUSINESS.

This Annual Report on Form 10-KSB contains forward-looking statements
within the meaning of Section 27A of the Securities Act of 1933, and Section 21E
of the Securities Exchange Act of 1934. These statements relate to future events
or the Company's future financial performance. The Company has attempted to
identify forward-looking statements by terminology including "anticipates,"
"believes," "expects," "can," "continue," "could," "estimates," "expects,"
"intends," "may," "plans," "potential," "predict," "should" or "will" or the
negative of these terms or other comparable terminology. Such statements are
subject to certain risks and uncertainties, including the matters set forth in
this report or other reports or documents the Company files with the Securities
and Exchange Commission from time to time, which could cause actual results or
outcomes to differ materially from those projected. Although the Company
believes that the expectations reflected in the forward-looking statements are
reasonable, the Company cannot guarantee future results, levels of activity,
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performance or achievements. Undue reliance should not be placed on these
forward-looking statements which speak only as of the date hereof. The Company's
expectations are as of the date this Form 10-KSB is filed, and the Company does
not intend to update any of the forward-looking statements after the date this
Annual Report on Form 10-KSB is filed to confirm these statements to actual
results, unless required by law.

BUSINESS
COMPANY HISTORY

China Automotive Systems, Inc. ("China Automotive" or the "Company") was
incorporated in the State of Delaware on June 29, 1999 under the name
Visions-In-Glass, Inc. and was principally engaged in the business of designing,
marketing and selling custom-designed stained glass, leaded glass artifacts and
leaded glass windows through a Web site. From August 23, 2002, through March,
2003, the Company had no business operations.

Pursuant to a Share Exchange Agreement dated as of March 5, 2003, among
Yarek Bartosz, Guofu Dong ("Dong"), Liping Xie ("Xie"), Qizhou Wu ("Wu"), Yiu
Wong Tse ("Tse"), Hanlin Chen ("Chen" together with Dong, Tse, Wu and Xie, the
"Sellers") and Great Genesis Holding Limited, a corporation organized under the

laws of the Hong Kong Special Administrative Region, China ("Genesis"), the
Company acquired (the "Acquisition") from the Sellers all of the issued and
outstanding equity interests of Genesis (the "Genesis Shares"). As consideration
for the Genesis Shares, the Company issued 20,914,250 shares of common stock to
the Sellers. After the Acquisition, the Company continued the operations of
Genesis. Genesis owns all of the capital stock of Jilong Enterprises Investment
Corp. Ltd., a Hong Kong Company ("Jilong"). Jilong in turn owns interests in
four Sino-joint ventures, which manufacture power steering systems and/or
related products for different segments of the automobile industry in China.
According to the China National Information Center, in 2004 the combined sales
of the Sino-joint ventures ranked second in their industry sector, with a market
share of 13.7%.

Effective March 10, 2003, Hanlin Chen, Guofu Dong, Liping Xie, Qizhou Wu,
and Yiu Wong Tse began serving their terms as members of the Company's Board of
Directors. The newly elected directors appointed Hanlin Chen as the Chief
Executive Officer and Chairman of the Board of Directors, Qizhou Wu as the Chief
Operating Officer and Daming Hu as Chief Financial Officer.

On May 19, 2003, the Company changed its name from Visions-In-Glass, Inc.
to China Automotive Systems, Inc.

On August 1, 2004, the Company divested its non-core business, exchanging 51%
equity of Jingzhou Henglong Fulida Textile Co., Ltd. for 2.5% equity of Jingzhou
Henglong Automotive Parts Co. Limited.

BUSINESS OVERVIEW

Unless the context indicates otherwise, the Company uses the terms "the
Company", "we,", "our" and "us" to refer to both its predecessor, Genesis and
China Automotive collectively on a consolidated basis, but such terms do not
include the Jingzhou Henglong Fulida Textile Co., Ltd. The historical financial
statements for the periods prior to the Acquisition and summaries thereof
appearing in this report are those of Vision and Genesis and represent the
combined financial statements of the Company. The Company is a holding company
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and has no significant business operations or assets other than its interest in
Genesis. Through Genesis, the Company manufactures power steering systems and
other component parts for automobiles. All operations are conducted through four
Sino-foreign joint ventures in China. Set forth below is an organizational
chart.

(100%)

(100%)

(44.5%) 81% 70%
Jinzhou Henglong Shashi Jiulong Power Shenyang Jinbei Henglong
Automotive Parts Co. Ltd. Steering Company Limited Automotive Steering
("Henglong") ("Jiulong") Systems Company Limited ("Shenyang")

Source: Company data, unless the context indicates otherwise.

Jingzhou was formed in February 2003, with 51% owned by Jilong and 49%
owned by Cixi City Fulida Synthetic Fibre Co., Ltd. ("Cixi"). The highest
authority of the joint venture is the Board of Directors, which is comprised of
seven directors, four of which (57%) are appointed by the Company and three of
which (43%) are appointed by Cixi. Pursuant to the Joint Venture Agreement,
unanimous approval of the Board of Directors is required for any decisions
concerning issues such as amendments to the articles of incorporation,
termination or dissolution of the joint wventure, increase or decrease in
registered capital, guaranties, share transfers, mergers and consolidations, and
formation of a subsidiary. As for other operating matters, approval of more than
two-thirds of the members of the Board of Directors (67%) is required. The
Chairman of the Board of Directors is appointed by the Company. The general
manager is appointed by Cixi. Jingzhou's business have been divested since
August 31, 2004.

Zhejiang was formed in 2002, with 51% owned by Great Genesis and 49% owned
by Zhejiang Vie Group ("ZVG"). The highest authority of the joint venture is the
Board of Directors, which is comprised of seven directors, four of which (57%)
are appointed by the Company and three of which (43%) are appointed by ZVG.
Pursuant to the Joint Venture Agreement, unanimous approval of the Board of
Directors is required for any decisions concerning issues such as amendments to
the articles of incorporation, termination or dissolution of the joint venture,
increase or decrease in registered capital, guaranties, share transfers, mergers
and consolidations, and formation of a subsidiary. As for other operating
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matters, approval by more than two-thirds of the members of the Board of
Directors (67%) is required. The Chairman of the Board of Directors is appointed

by ZVG. The general manager is appointed by the Company.

Henglong was formed in 1997, with 42% owned by Jilong, 34% owned by Hubei

Wanlong Investment Co., Ltd. ("HBWL"), 12% owned by Jingzhou Jiulong Machinery
and Electronic Manufacturing Co., Ltd. ("JLME"), 7% owned by Jiangling
Tongchuang Machinery Co., Ltd. ("Jiangling") and 5% owned by Shanghai Tianxiang
Automotive Parts Co., Ltd. ("Shanghai").
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The highest authority of the joint venture is the Board of Directors, which is
comprised of seven directors, four of which (57%) are appointed by the Company,
two of which (29%) are appointed by HBWL, and one of which (14%) is appointed by
JLME. Pursuant to the Joint Venture Agreement, unanimous approval of the Board
of Directors is required for any decisions concerning issues such as amendments
to the articles of incorporation, termination or dissolution of the joint
venture, increase or decrease in registered capital, guaranties, share
transfers, mergers and consolidations, and formation of a subsidiary. As for
other operating matters, approval by more than two-thirds of the members of the
Board of Directors (67%) 1is required. Both the Chairman of the Board of
Directors and the general manager are appointed by the Company.

Jiulong was formed in 1993, with 49% owned by Jilong, 20% owned by

Jingzhou Jiulong Machinery and Electronic Manufacturing Co., Ltd. ("JLME"), 21%
owned by Xiamen Joylon Co., Ltd. ("Joylon") and 10% owned by Jingzhou Tianxin
Investment Consulting Co., Ltd. ("Tianxin"). The highest authority of the joint

venture is the Board of Directors, which is comprised of seven directors, four
of which (57%) are appointed by the Company, two of which (29%) are appointed by
JLME, and one of which (14%) is appointed by Joylon. Pursuant to the Joint
Venture Agreement, unanimous approval of the Board of Directors is required for
any decisions concerning issues such as amendments to the articles of
incorporation, termination or dissolution of the joint venture, increase or
decrease in registered capital, guaranties, share transfers, mergers and
consolidations, and formation of a subsidiary. As for other operating matters,
approval by more than two-thirds of the members of the Board of Directors (67%)
is required. The Chairman of the Board of Directors is appointed by the JLME.
The general manager is appointed by the Company.

Shenyang was formed in 2002, with 25% owned by Jilong, 30% owned by

Henglong, 28% owned by Shenyang Jinbei Automotive Industry Co., Ltd. ("JB
Industry"), and 17% owned by Shengyang Automotive Industry Investment
Corporation ("JB Investment"). The highest authority of the joint venture is the

Board of Directors, which is comprised of seven directors, four of which (57%)
are appointed by the Company, two of which (29%) are appointed by JB Industry,
and one of which (14%) is appointed by JB Investment. Pursuant to the Joint
Venture Agreement, unanimous approval of the Board of Directors is required for
any decisions concerning issues such as amendments to the articles of
incorporation, termination or dissolution of the joint venture, increase or
decrease in registered capital, guaranties, share transfers, mergers and
consolidations, and formation of a subsidiary. As for other operating matters,
approval by more than two-thirds of the members of the Board of Directors (67%)
is required. Both the Chairman of the Board of Directors and the general manager
are appointed by the Company.

As a result of the foregoing board structures and the divestiture of
Jingzhou, each of the minority partners of Zhejiang, Jingzhou, Henlong, Jiulong
and Shenyang had the right to approve major operating decisions of their
respective joint ventures because the Company's representatives on the Boards of
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Directors of the joint ventures did not account for the requisite 67% of voting
control required to approve various operating matters, which allowed the
minority partners to participate in the operations of the management of the
respective joint ventures. As such, the Company accounted for its

7

interest in these joint ventures under the equity method before January 1, 2003
pursuant to EITF 96-16.

The minority partners of each of the Jjoint ventures are all private
companies not controlled, directly or indirectly, by any PRC municipal
government or other similar government entity.

Henglong and Jiulong are mainly engaged in the production of rack and
pinion power steering gears and integral ball and nut power steering gears for
cars and light and heavy-duty vehicles. Shenyang and Zhejiang were established
in 2002 for the production of power steering parts and power steering pumps.

The Company has long-term business relations with more than fifty vehicle
manufacturers, among them are FAW Group and Dongfeng Auto Group, two of the five
largest automobile manufacturers in China; Shenyang Brilliance Jinbei Co., Ltd.,
the largest van manufacturers in China; Cherry Automobile Co., Ltd, the largest
state owned car manufacturer in China, and Geely Automobile Co., Ltd., the
largest private owned car manufacturer. In 2004, the Company signed a one-year
sales contract with SAIC GM Wuling Co., one of the Sino-Foreign joint ventures
invested by GM.

The Company currently owns two trademarks on automobile parts and twelve
Chinese patents for power steering technology. The Company is in the process of
integrating new advanced technologies such as electronic chips in power steering
systems into its current production line and is pursuing aggressive strategies
in technology to maintain a competitive edge within the automobile industry. In
2001, the Company signed a Licensing Agreement with Bishop Steering Technology
Ltd, a leader in automotive steering gear technology innovation. In 2003, the
Company signed a Technology Transfer Agreement with Namyang Ind. Co. Ltd., a
leading steering column maker, for the technology necessary for electronic power
steering (EPS) systems.

Responding to the trends of environmental protection, safety, energy
saving and electronicalization, in 2003, the Company established a steering
systems research institute with Tsinghua University, designed to develop the
Electronic Power Steering (EPS) and Electronic Hydraulic Steering System (EHPS).

In January 2005, the Company entered into a ten-year Technology License
Agreement with Korea Delphi Automotive Systems Corporation ("KDAS") to
manufacture KDAS's M150/M200 model automotive steering systems. These systems
will be utilized in GM Daewoo Auto & Technology Company's Matiz wvehicle.

STRATEGIC PLAN

The Company's short to mid-term strategic plan is to focus on both
domestic and international market expansion. To achieve this goal, the Company
will focus on brand recognition, quality control, decreasing costs, research and
development and strategic acquisitions. Set forth below are the Company's goals:
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- Brand Recognition. Under the Henglong and Jiulong brands, the Company
offers four separate series of power steering sets and 307 models of power
steering sets, steering columns, steering oil pumps and steering hoses.

— Quality Control. The Henglong and Jiulong manufacturing facilities
passed the ISO/TS 16949 System Certification process in January 2004, a well
recognized quality control system in auto industry developed by TUVRheindland of
Germany.

— Decrease Cost. By improving the Company's production ability and
enhancing equipment management, optimizing the process and products structure,
perfecting the supplier system and cutting production cost, the Company's goal
is to achieve a more competitive profit margin.

— Research and Development. By partnering with Bishop Steering Technology
Limited for the development of advanced steering systems, the Company's
objective is to gain increased market share in China.

— International Expansion. The Company has established contacts with
several international vehicle manufacturers and auto parts modules suppliers and
are in preliminary negotiations regarding future development projects.

— Acquisitions. The Company is exploring opportunities to create long-term
growth through new ventures or acquisitions of other auto component
manufacturers. The Company will seek acquisition targets that fulfill the

following criteria:

- companies that can be easily integrated into product
manufacturing and corporate management;

- companies that have strong joint-venture partners that would
become major customers; and

- companies involved with power steering systems, oil pump or
engine-cooling systems.

CUSTOMERS
The Company's ten largest customers represent 73.1% of the Company's total

sales. The following table sets forth information regarding the Company's ten
largest customers.

List of Major Customers

Percentage of

Name of Customer Total Revenue
Brilliance China Automotive Holdings Limited 19.2%
Beigi Foton Motor Co., Ltd. 16.2%
Dongfeng Auto Group Co., Ltd 10.9%
China FAW Group Corporation 7.2%
CHERY AUTOMOBILE CO., Ltd 4.3%
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Great Wall Motor Company Limited 4.3%
Zhejiang Geely Holding Co., Ltd 3.7%
Shanxi Heavy Auto Co., Ltd 2.8%
Southeast (Fujian) Auto Industry Co., Ltd 2.3%
Hebei Zhongxing Auto Co., Ltd 2.2%

SALES AND MARKETING

The Company's sales and marketing team has 60 sales persons. In addition
to an OEM team and a sales service team established in 2003, the Company
established in 2004 a working group to dedicate itself to international
business. These sales and marketing teams provide a constant interface with the
Company's key customers. They are located in all major vehicle producing regions
to more effectively represent the Company's customers' interests within the
Company's organization, to promote customer programs and to coordinate customer
strategies with the goal of enhancing overall customer service and satisfaction.
The Company's ability to support its customers is further enhanced by its broad
presence in terms of sales offices, manufacturing facilities,
engineering/technical centers and joint ventures.

DISTRIBUTION

The Company's distribution system spreads all over China. The Company has
established sales and service points within certain significant customers to
deal with matters related to such customers timely. The Company also established
distribution warehouses close to major customers to ensure timely delivery. The
Company maintains strict control over inventories. Each of these sales and
service points sends back to the Company through
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E-mail or fax information related to the inventory and customers' needs. The
Company guarantees product delivery in eight hours for those customers who are
located within 200 km from the Company's distribution warehouses, and 24 hours
for customers which are located over 200 km from the Company's distribution
warehouses. Delivery time is a very important competitive factor in terms of
customer decision making, together with quality, pricing and long-term
relationships.

The Company's sales and marketing organization and activities are designed
to create overall awareness and consideration of, and therefore to increase
sales of, the Company's modules systems and components. To achieve that
objective, the Company organized delegations to visit the United States, Korea,
India and Japan and met with potential customers. Through these activities, the
Company has generated potential business interests for a strong base for future
development.

EMPLOYEES AND FACILITIES

The Company currently employs approximately 1,957 persons in its
production facilities of the four joint ventures located at the Jingzhou City of
Hubei Province, Shenyang City of Liaoning Province and Zhuji City of Zhejiang
Province. Jiulong and Henglong in Jingzhou together employ 1,530 persons in
facilities on 137,971 square meters of land. Shenyang has 218 employees, in
production facilities covering an area of 35,000 square meters. Zhejiang has 209
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employees covering an area of 33,000 square meters.

Hubei Province, which is home to Dongfeng, one of the largest auto maker
in China, provides an ample supply of inexpensive but skilled labor to
automotive-related industries. The annual production of Henglong and Jiulong was
420,000 units in 2003 and approximately 450,000 units in 2004. Although the
production process continues to rely heavily on manual labor, the Company has
invested substantially in high-level production machinery to improve capacity
and production quality. Approximately $20 million was spent over the last two
years on professional-grade equipment —-- approximately 80% of which was already
in place and put into use.

RAW MATERIALS

The Company purchases various manufactured components and raw materials
for use in the Company's manufacturing processes. The principal components and
raw materials the Company purchases include castings, electronic parts, molded
plastic parts, finished sub-components, fabricated metal, aluminum and steel.
The most important raw material is steel. The Company enters into purchase
agreements with local suppliers. The annual purchase plans are predetermined at
the beginning of the calendar year but are subject to revision every three
months as a result of customers' orders. A purchase order is made according to
monthly production plans. This protects the Company from building up inventory
when the orders from customers change.
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The Company's three largest suppliers are Wugang Group Wuhan Metallurgy
Equipment Co., Ltd, Shaoxing Sonic Automotive Components Co., Ltd. and Shenyang
Steering Co., Ltd. They account in the aggregate for 12.0% of all components
and raw materials the Company purchases.

All components and raw materials are available from numerous sources. The
Company has not, in recent years, experienced any significant shortages of
manufactured components or raw materials and normally does not carry inventories
of these items in excess of what is reasonably required to meet the Company's
production and shipping schedules.

RESEARCH AND DEVELOPMENT

The Company has spent $1,518,512 and $1,017,031 on research and
development activities for each of 2004 and 2003, all of which were borne by the
Company. The Company has a 10-year consulting and licensing agreement with
Bishop Steering Technology Ltd, one of the leading design firms in power
steering systems. Bishop's technology in power steering systems is currently
used by carmakers such as BMW and Mercedes Benz. Pursuant to the agreement, the
Company has implemented the Bishop steering valve technology into the Henglong
brand R&P power steering gear product. The Company spends approximately
twenty-five to thirty percent of its net sales of new products on research and
development in 2004.

Henglong owns a Hubei Provincial-Level Technical Center, which is approved
by the Hubei Economic Commission. The center has a staff of 110 including 25
senior engineers, 4 foreign experts and 70 engineers primarily focused on
steering system R&D, tests, production process improvement and new material and
production methodology application.

The Company has established a R&D center, Changchun Hualong Auto
Technology Co., Ltd., with 45 employees which is composed of 10 senior
engineers, 3 foreign experts and 25 engineers, all focusing on steering system

10
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R&D, tests, and new material applications.

In addition, the Company has partnered with Tsinghua University to
establish a steering system research center, called Tsinghua Henglong Automobile
Steering Research Institute for the purpose of R&D and experimentation for
Electronic-controlled Power Steering (EPS).

COMPETITION

The automotive components industry is extremely competitive. Criteria for
the Company's customers include quality, price/cost competitiveness, system and
product performance, reliability and timeliness of delivery, new product and
technology development capability, excellence and flexibility in operations,
degree of global and local presence, effectiveness of customer service and
overall management capability. The power steering system market is fragmented in
China, and the Company has seven major competitors. Of these competitors, two
are Sino-foreign joint ventures while the other five are state-owned. The total
output of the eight top-tier suppliers amounted to approximately 2.4 million
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units with the Company providing approximately 450,000 of these units. Like many
competitive industries, there is downward pressure on selling prices. In 2004,
the selling price of the Company's principal products was reduced by an average
of 6% by the end of the fourth quarter, as compared to the end of 2003.

The Company's major competitors, including Shanghai ZF and FKS, are
component suppliers to specific automobile manufacturers. Shanghai ZF is the
joint venture of SAIC and ZF Germany, has 20% of the market share and is an
exclusive supplier to SAIC-Volkswagen and SAIC-GM. First Auto FKS, a joint
venture between First Auto Group and Japan's Koyo Company, is the third largest
in the market with an approximately 12% market share. Its main customers are
FAW-Volkswagen Company.

While the Chinese government limits foreign ownership of auto assemblers
to 50%, there is no analogous limitation in the automotive components industry.
Thus opportunities exist for foreign component suppliers to set up factories in
China. These overseas competitors employ technology that may be more advanced
and may have already maintained a long-term relationship with the global
automobile assemblers, but they are generally not yet as competitive as the
Company is in China in terms of production cost and flexibility in meeting
client requirements.

THE CHINESE AUTOMOBILE INDUSTRY

According to the latest statistics from China Association of Automobile
Manufacturers (CAAM), in 2004, the output and sales volume of domestic made
vehicles both broke 5 million units for the first time, with 5,070,050 and
5,071,100 units respectively, with an increase of 14.1% and 15.5% compared with
the same period of last year. However, the increase level was 20 percentage
lower than that of the past two years.

CAAM indicated that, although the growth has dropped by 20% from that of
2003, a 15% growth on the base of more than 4 million production and sales
volume of 2003 showed that China's entire automotive industry had developed
smoothly, even if it experienced the drop aforementioned.

Since China has become a member of the World Trade Organization, the
national automotive production and sales amount have increased more than 30%
year by year. In 2002, the production and sales amounts were 3,250,000 and
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3,248,000 units with an increase of 38% and 37.1% respectively. In 2003, the
production and sales amounts were 4,443,700 and 4,390,800 units with an increase
of 35.2% and 34.2% respectively.

Among all types of national vehicles, the decline in growth of cars is the
biggest. In 2004, the aggregate production of cars was 2,316,300 units, while
the percentage of increase fell from 83.3% of 2003 to 12.0%; and the sales were
2,326,500 units, while the percentage fell from 75.3% of 2003 to 15.2%. They
dropped by about 60-70%.

CAAM believes the main reasons leading to this situation are as follows:
First, the private car consumption was reduced greatly from the past two years;
secondly, the
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finance, fuel price, parking, road conditions and some other factors related to
car consumption also influenced consumers' enthusiasm; third, the macroeconomic
adjustment policies of the Chinese government delayed the public car
consumption; and finally, wide ranged continuous price cutting made consumers
waiting longer for more cost cutting.

The Company expects that in 2005, China's automobile market will develop
steadily.

Dr. Shusong Ba, the vice head of the Finance Division, Development and
Research Center of China's State Council, believes that in 2005, the
macroeconomic adjustment and control measures will still be carried out, but
will be improved. He estimated that GDP would increase by 8.5%, a little bit
lower than 9.3% of 2004. He also indicated that in the long run the Chinese
automobile market will grow at a reasonable pace, rather than in an exploded
way .

Xiaoyu Zhang, the vice chairmen of China Mechanical Industry League,
believes that the Chinese automobile market is adaptive to the macroeconomic
adjustment. He believes that the adjustment and control measures will not cause
a negative growth of the market, but will slow it down. He also believes that
the Chinese automobile market will maintain a normal growth in the long period.

Changming Xiu, the head of the Division of Economic Consulting, China
State Information Center, made a projection for the automobile market in 2005:
the total sales volume of domestic vehicles would reach up to 5.64 million
units, with a 12% increase compared with that of last year, among which, the
total sales volume for cars would be 2.64 million units, with an increase of 16%
compared with last year.

CHINESE ECONOMY

Management believes that the most important factor to understanding the
Chinese automobile industry is the country's rapid economic growth. The strong
demand in the auto sector has been, and will continue to be, underpinned by the
desire of residents to improve their living standards, given significant
increase in income levels. According to Asian Development Bank Key Indicators
2004, GDP growth averaged 9% between 1983 and 2003 per year. Per capita GDP
increased from $585 in 1995 to $854 in 2000 and $1,093 in 2003. At present,
China ranks as the world's sixth-largest economy, behind the US, Japan, Germany,
the United Kingdom and France. Despite the Asian financial crisis during
1998-1999, the Chinese economy has been fairly insulated from the fallout. Based
on an accommodative fiscal policy that bolstered domestic demand and
consumption, GDP growth averaged 7.6% between 1998 and 2002. In addition, China
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has successfully maintained a low rate of inflation.

Even though the macroeconomic adjustments and controls were implemented in
2004, the data from the China Statistics Bureau showed a 9.5% GDP growth in
2004. The Chinese economy has shown a strong momentum.
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HIGHWAY DEVELOPMENT

Management believes that the continuing development of the highway system
will have a significant positive impact on the manufacture and sale of private
automobiles.

According to the latest statistics from China Highway Network, in 2004,
the Chinese government invested RMB 500 billion on highway development, an
increase of 21.2% from 2003, and almost twice that of 2000. The statistics from
the Ministry of Traffic show that 46,000 kilometer highway and 4,400 kilometer
expressway were developed in 2004, reaching a total highway and expressway of
1,856,000 kilometers and 34,200 kilometers, respectively.

The China State Council has approved the "National Expressway
Network Plan" in principle. In 2005, road expansion will continue with a focus
on national expressway network. The Ministry of Traffic will devote efforts in
making high level network-building plans to accelerate construction of China's
big channel to reach a total expressway of 35,000 kilometers and highway of
1,900,000 kilometers.

DOING BUSINESS IN CHINA
THE CHINESE LEGAL SYSTEM

The practical effect of the People's Republic of China legal system on the
Company's business operations in China can be viewed from two separate but
intertwined considerations. First, as a matter of substantive law, the Foreign
Invested Enterprise laws provide significant protection from government
interference. In addition, these laws guarantee the full enjoyment of the
benefits of corporate articles and contracts to Foreign Invested Enterprise
participants. These laws, however, do impose standards concerning corporate
formation and governance, which are not qualitatively different from the general
corporation laws of the several provinces. Similarly, the People's Republic of
China accounting laws mandate accounting practices, which are not consistent
with US Generally Accepted Accounting Principles. The Chinese accounting laws
require that an annual "statutory audit" be performed in accordance with the
People's Republic of China accounting standards and that the books of account of
Foreign Invested Enterprises be maintained in accordance with Chinese accounting
laws. Article 14 of the People's Republic of China Wholly Foreign-Owned
Enterprise Law requires a Wholly Foreign-Owned Enterprise to submit certain
periodic fiscal reports and statements to designated financial and tax
authorities, at the risk of business license revocation.

Second, while the enforcement of substantive rights may appear less clear
than United States procedures, the Foreign Invested Enterprises and Wholly
Foreign-Owned Enterprises are Chinese registered companies which enjoy the same
status as other Chinese registered companies in business-to-business dispute
resolution. Because the terms of the respective Articles of Association provide
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that all business disputes pertaining to Foreign Invested Enterprises are to be
resolved by the Arbitration Institute of the Stockholm Chamber of Commerce in
Stockholm, Sweden applying Chinese substantive law, the Chinese minority partner
in the Company's joint venture companies will not assume a privileged position
regarding such disputes. Any award rendered by this arbitration tribunal is, by
the express terms of the respective Articles of Association, enforceable in
accordance with the "United Nations Convention on the Recognition and
Enforcement of Foreign Arbitral Awards (1958)." Therefore, as a practical
matter, although no assurances can be given, the Chinese legal infrastructure,
while different in operation from its United States counterpart, should not
present any significant impediment to the operation of Foreign Invested
Enterprises.

Because the Chinese government treats the automobile parts supply industry
as an encouraged industry, it is not necessary for the Company's Sino-foreign
joint ventures to obtain any Chinese government approval for production or
distribution of their principal products or services. Except as disclosed in
this Report, the Company is not aware of any probable governmental regulations
on the automobile business and its sino-foreign joint ventures are in compliance
with Chinese environmental laws.

ECONOMIC REFORM ISSUES

Although the Chinese government owns the majority of productive assets in
China, in the past several years the government has implemented economic reform
measures that emphasize decentralization and encourage private economic
activity. Because these economic reform measures may be inconsistent or
ineffectual, there are no assurances that:

The Company will be able to capitalize on economic reforms;

- The Chinese government will continue its pursuit of economic reform
policies;

- The economic policies, even if pursued, will be successful;

- Economic policies will not be significantly altered from time to
time; and

- Business operations in China will not become subject to the risk of
nationalization.
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Negative impact upon economic reform policies or nationalization could
result in a total investment loss in the Company's common stock.

Since 1979, the Chinese government has reformed its economic systems.
Because many reforms are unprecedented or experimental, they are expected to be
refined and improved. Other political, economic and social factors, such as
political changes, changes in the rates of economic growth, unemployment or
inflation, or in the disparities in per capita wealth between regions within
China, could lead to further readjustment of the reform measures. This refining
and readjustment process may negatively affect the Company's operations.

Over the last few years, China's economy has registered a high growth
rate. Recently, there have been indications that rates of inflation have
increased. In response, the Chinese government recently has taken measures to
curb this excessively expansive economy. These measures have included
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devaluations of the Chinese currency, the renminbi, restrictions on the
availability of domestic credit, reducing the purchasing capability of certain
of its customers, and limited re-centralization of the approval process for
purchases of some foreign products. These austerity measures alone may not
succeed in slowing down the economy's excessive expansion or control inflation,
and may result in severe dislocations in the Chinese economy. The Chinese
government may adopt additional measures to further combat inflation, including
the establishment of freezes or restraints on certain projects or markets.

To date reforms to China's economic system have not adversely impacted the
Company's operations and are not expected to adversely impact operations in the
foreseeable future; however, there can be no assurance that the reforms to
China's economic system will continue or that the Company will not be adversely
affected by changes in China's political, economic, and social conditions and by
changes in policies of the Chinese government, such as changes in laws and
regulations, measures which may be introduced to control inflation, changes in
the rate or method of taxation, imposition of additional restrictions on
currency conversion and remittance abroad, and reduction in tariff protection
and other import restrictions.

ITEM 2. DESCRIPTION OF PROPERTY.

The Company's headquarters are located at No. 1 Henglong Road, Yu Qiao
Development Zone Shashi District, Jing Zhou City Hubei Province. Set forth below
are the manufacturing facilities operated by each of the joint ventures. The
Company has long-term rights (fifty years) to use the land and the Company owns
all of the land improvements on the land.
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TOTAL AREA BUILDING ORIGINAL COST OF

FACILITY PRODUCT (M2) AREA (M2) EQUIPMENT
Henglong Automotive Parts 307,830 12,490 S 10,653,640
18,820 19,214 -
Jiulong Power Steering 98,441 17,401 8,071,390
Shenyang Automotive Steering 35,354 11,413 2,023,988
Zhejiang Steering Pumps 27,756 7,262 3,299,415

The Company is not involved in investments in (i) real estate or interests
in real estate, (ii) real estate mortgages, and (iii) securities of or interests
in persons primarily engaged in real estate activities, as all of its land
rights are used for production purposes.

ITEM 3. LEGAL PROCEEDINGS.
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The Company is not a party to any pending or to the best of the Company's
knowledge, any threatened legal proceedings. No director, officer or affiliate
of the Company, or owner of record of more than five percent (5%) of the
securities of the Company, or any associate of any such director, officer or
security holder is a party adverse to the Company or has a material interest
adverse to the Company in reference to pending litigation.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

During the fiscal year 2004, there were no matters submitted to the
stockholders for approval.

PART II
ITEM 5. MARKET FOR COMPANY'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS.
(a) MARKET PRICES OF COMMON STOCK
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The Company's common stock is traded on the Over-The-Counter Bulletin
Board under the symbol "CAAS.OB" since March 2003, and listed and traded on
NASDAQ Small Cap market since August 24, 2004 under the symbol "CAAS". The high
and low bid intra-day prices of the common stock were reported on the OTCBB and
NASDAQ for the time periods indicated on the table below. Accordingly, the table
below contains the high and low bid closing prices of the common stock as
reported on the OTCBB and NASDAQ for the time periods indicated.

For Fiscal Years Ended December 31, 2004 and 2003:

Price Range

2004 2003
High Low High Low
First Quarter $ 18.45 $ 8.05 $ 0.10 $ 0.01
Second Quarter 9.65 3.70 4.50 2.90
Third Quarter 6.47 3.25 4.85 3.82
Fourth Quarter $ 18.09 $ 3.50 $ 18.50 $ 4.80

The above quotations reflect inter-dealer prices, without retail mark-up,
mark-down or commission, and may not represent actual transactions.

(b) STOCKHOLDERS

The Company's common shares are issued in registered form. Securities
Transfer Corporation in Frisco, Texas is the registrar and transfer agent for
the Company's common stock. As of December 31, 2004, there were 22,574,542
shares of the Company's common stock outstanding and the Company had
approximately 50 stockholders of record.

(c) DIVIDENDS

The Company has never declared or paid any cash dividends on its common
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stock and it does not anticipate paying any cash dividends in the foreseeable
future. The Company currently intends to retain future earnings, if any, to
finance operations and the expansion of its business. Any future determination
to pay cash dividends will be at the discretion of the board of directors and
will be based upon the Company's financial condition, operating results, capital
requirements, plans for expansion, restrictions imposed by any financing
arrangements and any other factors that the board of directors deems relevant.

(d) SALES OF UNREGISTERED SECURITIES

In December, 2003 the Company issued 509,856 shares to investors upon the
exercise of warrants that were issued in March, 2003. The warrants were
exercised on a cashless
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basis. The shares were issued pursuant to an exemption from the registration
requirements under Section 4(2) of the Securities Act of 1933, as amended.

On July 21, 2004, the Company issued options to purchase 7,500 shares of
common stock to each of its three independent directors. Such share options vest
immediately upon grant and are exercisable at $4.50 per share over a period of
two years.

ITEM 6. MANAGEMENT'S DISCUSSION AND ANALYSIS OR PLAN OF OPERATION

The following is management's discussion and analysis of certain
significant factors which have affected the Company's financial position and
operating results during the periods included in the accompanying consolidated
financial statements, as well as information relating to the plans of its
current management. This report includes forward-looking statements. These
statements relate to future events or the Company's future financial
performance. The Company has attempted to identify forward-looking statements by

terminology including "anticipates," "believes," "expects," "can," "continue,"
"could," "estimates," "expects," "intends," "may," "plans," "potential,"
"predict," "should" or "will" or the negative of these terms or other comparable

terminology. Such statements are subject to certain risks and uncertainties,
including the matters set forth in this report or other reports or documents the
Company files with the Securities and Exchange Commission from time to time,
which could cause actual results or outcomes to differ materially from those
projected. Although the Company believes that the expectations reflected in the
forward-looking statements are reasonable, the Company cannot guarantee future
results, levels of activity, performance or achievements. Undue reliance should
not be placed on these forward-looking statements which speak only as of the
date hereof. The Company undertakes no obligation to update these
forward-looking statements. The Company's expectations are as of the date this
Form 10-KSB is filed, and the Company does not intend to update any of the
forward-looking statements after the date this Annual Report on Form 10-KSB is
filed to confirm these statements to actual results, unless required by law.

The following discussion and analysis should be read in conjunction with
the Company's consolidated financial statements and the related notes thereto
and other financial information contained elsewhere in this Form 10-KSB.

GENERAL OVERVIEW:
Effective March 5, 2003, Visions-In-Glass, Inc., a United States public
company incorporated in the State of Delaware ("Visions"), entered into a Share

Exchange Agreement to acquire 100% of the shareholder interest in Great Genesis
Holding Limited, a company incorporated on January 3, 2003 under The Companies
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Ordinance of Hong Kong as a limited liability company ("Great Genesis"), as a
result of which Great Genesis became a wholly-owned subsidiary of Visions. At
the closing, the old directors and officers of Visions resigned, and new
directors and officers were appointed. Visions subsequently changed its name to
China

20

Automotive Systems, Inc.

China Automotive Systems, Inc., including, when the context so requires,
its subsidiaries and the subsidiaries' interests in the Sino-foreign joint
ventures described below, is referred to herein as the "Company". The Company,
through its Sino-foreign joint ventures described below, 1is primarily engaged in
the manufacture and sale of automotive systems and components in the People's
Republic of China (the "PRC" or "China") as described below.

Ji Long Enterprise Investment Limited was incorporated on October 8, 1992
under The Companies Ordinance of Hong Kong as a limited liability company ("Ji
Long") .Ji Long is an investment holding company. Effective March 4, 2003, all of
the shareholders of Ji Long exchanged their 100% shareholder interest for a 100%
shareholder interest in Great Genesis, as a result of which Ji Long became a
wholly-owned subsidiary of Great Genesis.

In exchange for the acquisition of 100% of the shareholder interest in
Great Genesis, the shareholders of Great Genesis were issued 20,914,250 shares
of common stock of Visions. In addition, the shareholders of Great Genesis paid
$250,000 and $70,000 to the former officer, director and controlling shareholder
of Visions for the cancellation of 17,424,750 shares of common stock in 2003 and
2004, respectively, for a total amount of $320,000.

The acquisition of Great Genesis by the Company was accounted for as a
recapitalization of Great Genesis, pursuant to which the accounting basis of
Great Genesis continued unchanged subsequent to the transaction date.
Accordingly, the pre-transaction financial statements of Great Genesis are the
historical financial statements of the Company.

Ji Long owns the following aggregate net interests in four Sino-foreign

joint ventures organized in the PRC as of December 31, 2004 (Jingzhou was sold
in August, 2004):

Percentage Interest

Name of Entity 2004 2003
Jingzhou Henglong Automotive Parts
Co. Limited ("Henglong") 44.5% 42.0%

Shashi Jiulong Power Steering Co.
Limited ("Jiulong") 81.0% 81.0%

Shenyang Jinbei Henglong Automotive
Steering System Co. Limited ("Shenyang") 70.0% 55.0%

Zhejiang Henglong & Vie Pump-Manu Co.

21

18



Edgar Filing: CHINA AUTOMOTIVE SYSTEMS INC - Form 10KSB/A

Limited ("Zhejiang") 51.0% 51.0%

Jingzhou Henglong Fulida Textile Co.,Ltd.
("Jingzhou") - 51.0%

As of December 31, 2003, the Company owned 55% equity interest of
Shenyang. On April 8, 2004, the board of directors approved an increase in
Shenyang's registered capital and total capital from $5,421,687 (RMB45,000,000)
to $8,132,530 (RMB67,500,000), the Chinese investor was changed from Shenyang
Jinbei Automotive Industry Co., Ltd. to Shenyang Jinbei Automotive Company
Limited. The shareholder transfer and capital increase, together with the newly
signed Joint Venture Agreement and Articles of Association, have been approved
by the applicable PRC authorities. Accordingly, Shenyang's registered capital is
now $8,132,530 (RMB67,500,000), including $5,692,771 (RMB47,250,000) from the
Company, constituting 70% of the total registered capital, and $2,439,759
(RMB20,250,000) from Shenyang Jinbei Automotive Company Limited, constituting
30% of the total registered capital. The increase in capital of $2,710,843
(RMB22,500,000) has been injected into Shenyang.

Jingzhou was formed in February, 2003 to produce environmental textiles
and raw materials, and was owned 51% by Ji Long and 49% by Cixi City Fulida
Synthetic Fibre Co., Ltd. Effective September 1, 2004, in order to concentrate
on its main products, namely steering and automotive parts, the Company disposed
of its 51% interest in Jingzhou by entering into an equity exchange agreement
(the "Exchange Agreement") with Hubei Wanlong Investment Co., Ltd ("Hubei
Wanlong"), controlled by Mr. Hanlin Chen, the Company's Chairman. Pursuant to
the Exchange Agreement, the 51% equity interest in Jingzhou owned by Ji Long was
exchanged for 2.5% of Hubei Wanlong's equity interest in Henglong based on their
respective fair market values as determined by an independent appraisal firm.
The difference between the fair value and the book value resulting from the
disposition of the joint venture interest in Jingzhou was debited to additional
paid-in capital. With respect to consideration paid by the Company in excess of
its Chairman's basis for his investment, such excess has been charged to
additional paid-in capital as a distribution to the Chairman, resulting in the
acquired 2.5% equity interests in Henglong being recorded by the Company at the
Chairman's original cost basis. The Company paid approximately $90,000 to Hubei
Wanlong in conjunction with this transaction.

The divested non-core business of Jingzhou has been treated as a
discontinued operation under SFAS No. 144. Jingzhou's results of operation and
related charges have been reclassified as discontinued operations in the
Company's consolidated statements of operations. The Company's prior financial
statements have been restated to reflect the discontinued operation of Jingzhou.
See accompanying notes to the Company's consolidated financial statements.

Henglong and Jiulong are mainly engaged in the production of rack and
pinion power steering gears and integral ball and nut power steering gears for
cars, light and heavy-duty vehicles. Shenyang and Zhejiang were established in
2002 and focus on power steering parts and power steering pumps. The Company has
long-term business relations with more

22
than fifty vehicle manufacturers, including two of the largest automobile
manufacturers in China, FAW Group, with 1,007,471 in annual sales volume, and

Dongfeng Auto Group, with 523,309 of annual sales volume in 2004. The Company
also has long-term business relations with the largest van manufacturer in
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China, Shenyang Brilliance Jinbei Co., Ltd, which has approximately 99,572 in
annual sales volume, and also has long-term business relations with two other
smaller car manufacturers, Cherry Automobile Co., Ltd and Geely Automobile Co.,
Ltd.

CRITICAL ACCOUNTING POLICIES:

The Company prepares its consolidated financial statements in accordance
with accounting principles generally accepted in the United States of America.
The preparation of these financial statements requires the use of estimates and
assumptions that affect the reported amounts of assets and liabilities and the
disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amount of revenues and expenses during the reporting
period. Management periodically evaluates the estimates and judgments made.
Management bases its estimates and judgments on historical experience and on
various factors that are believed to be reasonable under the circumstances.
Actual results may differ from these estimates as a result of different
assumptions or conditions.

Minority shareholders' interest refers to the percentage of the owner's
equity of a subsidiary owned by those investors other than the parent company.
Minority shareholders' interest in the consolidated financial statements means
the percentage of the Company's net assets owned by shareholders of the
Company's Sino-foreign joint ventures other than the Company, according to their
respective investment ratios.

The following critical accounting policies affect the more significant
judgments and estimates used in the preparation of the Company's consolidated
financial statements.

REVENUES :

The Company recognizes revenue when the significant risks and rewards of
ownership have been transferred to the customer pursuant to PRC law, including
factors such as when persuasive evidence of an arrangement exists, delivery has
occurred, the sales price is fixed or determinable, sales and value added tax
laws have been complied with, and collectibility is probable. The Company
recognizes product sales generally at the time the product is shipped.
Concurrent with the recognition of revenue, the Company reduces revenue for
estimated product returns. Shipping and handling costs are included in cost of
goods sold. Revenue is presented net of any sales tax and value added tax.

ACCOUNTS RECEIVABLE:
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In order to determine the value of the Company's accounts receivable, the
Company records a provision for doubtful accounts to cover estimated credit
losses. Management reviews and adjusts this allowance periodically based on
historical experience and its evaluation of the collectibility of outstanding
accounts receivable. The Company evaluates the credit risk of its customers
utilizing historical data and estimates of future performance.

INVENTORIES:

Inventories are stated at the lower of cost or net realizable value. Cost
is calculated on the moving-average basis and includes all costs to acquire and
other costs incurred in bring the inventories to their present location and
condition. The Company evaluates the net realizable value of its inventories on
a regular basis and records a provision for loss to reduce the computed
moving-average cost if it exceeds the net realizable value.
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INCOME TAXES:

The Company records a tax provision to reflect the expected tax payable on
taxable income for the period, using tax rates enacted or substantially enacted
at the balance sheet date, and any adjustment to tax payable in respect of
previous periods.

IMPAIRMENT OF LONG-LIVED ASSETS:

The Company's long-lived assets consist of property and equipment and
certain intangible assets. In assessing the impairment of such assets, the
Company periodically makes assumptions regarding the estimated future cash flows
and other factors to determine the fair value of the respective assets. If these
estimates or the related assumptions indicate that the carrying amount may not
be recoverable, the Company records impairment charges for these assets at such
time.

FOREIGN CURRENCIES:

The Company maintains its books and records in Renminbi ("RMB"), the
currency of the PRC, its functional currency. Translation of amounts into United
States dollars ("$") has been made at the rate of RMB8.30 to $1.00. Foreign
currency transactions in RMB are reflected using the temporal method. Under this
method, all monetary items are translated into the functional currency at the
rate of exchange prevailing at the balance sheet date. Non-monetary items are
translated at historical rates. Income and expenses are translated at the rate
in effect on the transaction dates. Transaction gains and losses, if any, are
included in the determination of net income (loss) for the period.

OFF-BALANCE SHEET ARRANGEMENTS
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The Company does not have any off-balance sheet arrangements.
RESULTS OF OPERATIONS:

During early 2003, the Directors of the Company and the other joint
ventures in the Company's Sino-foreign joint ventures executed "Act in Concert"
agreements, accordingly, the Company has accounted for the above joint ventures
on a consolidated basis since January 1, 2003 because the Company has exercised
sufficient control over their management and operations.

The below condensed statements of continued operations of the Company's
Sino-foreign joint ventures for the years ended December 31, 2003 and 2004
exclude corporate general and administrative expense of $1,108,481, stock-based
compensation of $1,300,000, and non-operating income of $105,151 in 2003; and
also exclude the corporate general and administrative expense of $823,852,
depreciation and amortization of $78,500, stock-based compensation of $55,125,
financial expenses $(4,620), and non-operating loss of $12,806 in 2004.

The results of operations and related charges generated during January to
August 2004 and February to December 2003 of Jingzhou have been classified as a
discontinued operation. Therefore, the analysis and discussions below have

excluded Jingzhou's information in 2004 and 2003.
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For the years ended December 31, 2004 and 2003, the condensed statements of
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operations of the Company's Sino-foreign joint ventures were as follows:

Proportionate ownership
interest at end of year

Net sales
Cost of goods sold

Gross profit
Selling expenses
General and

administrative expenses

R & D expenses
Depreciation
and amortization

Income (loss) from
operations

Finance costs

Other income
(expense), net

Income (loss) before

income taxes
Income taxes

Proportionate ownership
interest at end of year

Net sales
Cost of goods sold

Gross profit
Selling expenses
General and

administrative expenses

R & D expenses
Depreciation
and amortization

Income (loss) from
operations

Finance costs

Other income
(expense), net

Income (loss) before

income taxes

$

Henglong
2004 2003
44 .5%
29,029,209 $ 33,929,9
20,614,311 21,242,7
8,414,898 12,687,2
1,658,537 1,434,7
2,990,779 2,724,4
1,363,644 809,9
372,491 757, 2
2,029,447 6,960, 9
374,067 209,1
866, 935 228,5
2,522,315 6,980, 3
(51,395) 77,4
Zhejiang
2004 2003
51% 51

$ 4,259,791
2,482,645

1,777,146
230,828

318,660
434

1,152,627
(9,460)

1,182,207

$ 1,678,018
1,215,407

462,611
121,046

359,116
5,490

161,290

1,081

(136,109

46
07

39
15

73
14

19

18
46

87

59
85

)

Jiulong

$ 26,932,386

(14,725, 750)
(14,773,127)

$ 18,660,367

$(13,816,897)
(13,481,838)

(335,059)
(1,249)

(333,810)

17,196,990 9,695,034
9,735,396 8,965,333
1,423,586 1,078,316
1,725,512 2,764,807

154,434 201,627
238,409 263,925
6,193,455 4,656,658
366,350 126,025
710,101 139,989
6,537,206 4,670,622
669,795 973,455
Elimination
2004 2003
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Income taxes —— —— —— —— 618,
26
Net income (loss) 2,573,710 6,202,874 5,867,411 3,697,167 2,359,
Minority interest 1,523,326 3,597,666 1,230,314 1,006,117 849,
Equity in income
(loss) of joint ventures $ 1,050,384 $ 2,605,208 $ 4,637,097 $ 2,691,050 $ 1,510,
Net income (loss) 1,182,207 (136,109) 53,785 (333,810) 12,037,
Minority interest 579,652 (66,693) —— —— 4,182,
Equity in income
(loss) of joint ventures S 602,555 S (69,416) S 53,785 S (333,810) s 7,854,
27
NET SALES FROM CONTINUED OPERATIONS.
The increase in net sales of the Company is summarized as follows:
2004 2003 Inc
Quantity Quantity
Item (sets) Amount ($) Quantity (sets) Amount ($) (sets) Amoun
Steering Gears 442,962 44,746,849 417,000 44,556,450 25,962 19
Steering accessories - 9,179,204 - 7,390,573 - 1,78
Steering pumps 94,881 4,259,792 34,172 1,677,845 60,709 2,58
Total - 58,185,845 - 53,624,868 - 4,56

For the year ended December 31,

2004,

net sales were $58,185,845, as

compared to $53,624,868 for the year ended December 31,

$4,560,977 or 8.5%.

result of several factors.

1. The steady increase of sales of steering gears,
principal products in 2004.
macroeconomic adjustment and control measures.

During 2004,

thus cooled down the light-duty vehicle and car market,

supported by consumer credit.
vehicle and car makers,

disadvantaged situation,

2003,

an increase of
The increase in net sales in 2004 as compared to 2003 was a

one of the Company's
the Chinese government implemented

Banks tightened consumer credit,

as they were partly

Under such

As one of the parts suppliers to light-duty
the Company's sales of steering gears for light-duty
vehicles and cars also suffered by dropping 12% in 2004.

the management made adjustments, shifted the Company's

priorities to truck related products and established a special team to develop

the truck market.

In 2004,

the Company expanded business with several heavy-duty
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vehicle customers. Among them are Dongfeng Auto Group and Shanxi Heavy Auto Co.,
whose contribution of sales rose from less than 1% to 10.9% and 2.8%,
respectively. As a result of the expansion in the truck market, sales of
steering gears maintained steady growth, and contributed in aggregate 76.9% of
the Company's consolidated net sales in 2004.

2. Sustained expansion of production and sales of Zhejiang. During 2004,
Zhejiang generated net sales of $4,259,791, an increase of $2,581,773 or 153.9%
as compared with $1,678,018 of 2003. During 2004, Zhejiang contributed a major
part in the increase of the Company's consolidated net sales, i.e.: 56.6%.

3. Increase in sales of steering accessories. The sales of steering
accessories were affected by tight money policy as well. In 2004, sales of
accessories to light-duty and cars customers dropped by 10%, as compared with
2003. The Company strengthened its retail network team to respond to this
unfavorable situation. The number of agents of the Company's products was
increased from twelve in 2003 to twenty in 2004, and