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KANDI TECHNOLOGIES, CORP.

Jinhua City Industrial Zone
Jinhua, Zhejiang Province
People’s Republic of China

Post Code 321016

INFORMATION STATEMENT

WE ARE NOT ASKING YOU FOR A PROXY
AND YOU ARE REQUESTED NOT TO SEND US A PROXY.

TO ALL STOCKHOLDERS:

This Information Statement will be mailed on or about February 26, 2010 to the holders of record of the common
stock, par value $0.001 (the “Common Stock”) of Kandi Technologies, Corp. (“we”, “us” or the “Company”) as of the close of
business on February 12, 2010 (the “Record Date”). This Information Statement relates to certain actions taken by the
written consent of Excelvantage Group Limited, the holder (the “Majority Stockholder”) of a majority of the Company's
outstanding Common Stock, dated January 20, 2010 (the “Written Consent”).

The Written Consent authorized and approved a private placement to certain accredited institutional investors (the
“Financing”) of $10 million of senior secured convertible notes together with warrants to purchase an aggregate of
800,000 shares of Common Stock.  The Written Consent constitutes the consent of a majority of the total number of
shares of outstanding Common Stock and is sufficient under the General Corporation Law of the State of Delaware
(the “DGCL”) and the Company's Bylaws to authorize the Financing.  Accordingly, the Financing shall not be submitted
to the Company's other stockholders for a vote.

This Information Statement is being furnished to you to provide you with material information concerning the actions
taken in connection with the Written Consent in accordance with the requirements of the Securities Exchange Act of
1934 and the regulations promulgated thereunder, including Regulation 14C. This Information Statement also
constitutes notice under Section 228 of the DGCL of the actions taken in connection with the Written Consent.

Only one Information Statement is being delivered to two or more security holders who share an address, unless the
Company has received contrary instructions from one or more of the security holders. The Company will promptly
deliver, upon written or oral request, a separate copy of the Information Statement to a security holder at a shared
address to which a single copy of the document was delivered.  If you would like to request additional copies of the
Information Statement, or if in the future you would like to receive multiple copies of information or proxy
statements, or annual reports, or, if you are currently receiving multiple copies of these documents and would, in the
future, like to receive only a single copy, please so instruct the Company, by calling the Company at (86-0579)
82239851, or by writing to us at Jinhua City Industrial Zone, Jinhua, Zhejiang Province, People’s Republic of China,
Post Code 321016, Attn: Hu Xiaoming.

THIS IS NOT A NOTICE OF A MEETING OF STOCKHOLDERS AND NO STOCKHOLDERS MEETING WILL
BE HELD TO CONSIDER ANY MATTER DESCRIBED HEREIN.

Date: February 26, 2010

Hu Xiaoming,
Chief Executive Officer
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Important Notice Regarding the Availability of This Information Statement: In accordance with rules and regulations
adopted by the Securities and Exchange Commission, we are now providing access to this Information Statement over
the Internet. All stockholders of record and beneficial owners will have the ability to access the proxy materials at
http://kanditechnologies.investorroom.com. Access to this Information Statement is free of charge.
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INFORMATION STATEMENT

INTRODUCTION

This Information Statement is being mailed or otherwise furnished to stockholders of the Company in connection with
the prior receipt by the Board of Directors (the “Board”) of authorization and approval of the Financing by the Written
Consent of the Majority Stockholder.  The Board believes it is in the best interests of the Company to approve the
Financing.

WE ARE NOT ASKING YOU FOR A PROXY
AND YOU ARE REQUESTED NOT TO SEND US A PROXY

Meeting Not Required

The Financing was authorized and approved by the Written Consent of the Majority Stockholder. No further vote is
required to approve the Financing.

Furnishing Information

This Information Statement is being furnished to all holders of Common Stock of the Company on or about February
12, 2010.

Interest of Certain Persons in Favor of or in Opposition to the Transaction

No officer or director will receive any direct or indirect benefit from the Financing.

Proposals By Security Holders

No security holders entitled to vote have transmitted any proposals to be acted upon by the Company.

Dissenters’ Rights of Appraisal

Under Delaware law, the Company’s stockholders are not entitled to appraisal rights with respect to the Financing, and
the Company will not independently provide stockholders with any such right.

Voting Securities and Principal Holders Thereof

Our authorized capital consists of 100,000,000 shares of Common Stock and 10,000,000 shares of preferred stock.  As
of the Record Date, the Company had 19,961,000 shares of Common Stock issued and outstanding and no shares of
preferred stock issued or outstanding.

Each holder of Common Stock is entitled to one (1) vote for each share held.  The Financing requires the approval of a
majority of the outstanding shares of Common Stock, and was obtained by the Written Consent of the Majority
Stockholder.

Required Votes

The Financing was approved pursuant to the Written Consent. No further vote is required to approve the Financing.

Edgar Filing: Kandi Technologies Corp - Form DEF 14C

5



Votes Obtained

The following individuals own the number of shares and percentages set forth opposite their names and executed the
Written Consent:

2
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Name of Beneficial Owner

Amount of
Beneficial
Ownership

Percentage of
Class

Excelvantage Group Limited 12,000,000 60.12%
Total 12,000,000 60.12%

Security Ownership of Certain Beneficial Owners and Management

The following table sets forth information regarding the beneficial ownership of our Common Stock as of January 26,
2010 for each person known by us to be the beneficial owner of more than 5% of our outstanding shares of Common
Stock. Unless otherwise indicated, we believe that all persons named in the table have sole voting and investment
power with respect to all shares of Common Stock beneficially owned by them.

Amount and Nature of Beneficial Ownership (1)
Title of
Class Name and Address of Beneficial Owner

Number
of Shares (2)

Percent of
Voting Stock   (3)

Common Excelvantage Group Limited (4) 12,000,000 60.12%
Common Tim Ho Man 12,000,000 60.12%

(1)On January 26, 2010 there were 19,961,000 shares of our Common Stock outstanding. Each person named above
has sole investment and voting power with respect to all shares of the Common Stock shown as beneficially
owned by the person, except as otherwise indicated below.

(2)Under applicable rules promulgated by the U. S. Securities and Exchange Commission pursuant to the Securities
Exchange Act of 1934, as amended, a person is deemed the “beneficial owner” of a security with regard to which the
person, directly or indirectly, has or shares (a) the voting power, which includes the power to vote or direct the
voting of the security, or (b) the investment power, which includes the power to dispose or direct the disposition
of the security, in each case irrespective of the person’s economic interest in the security. Under these SEC rules, a
person is deemed to beneficially own securities which the person has the right to acquire within 60 days through
(x) the exercise of any option or warrant or (y) the conversion of another security.

(3)In determining the percent of our Common Stock owned by a person (a) the numerator is the number of shares of
our Common Stock beneficially owned by the person, including shares the beneficial ownership of which may be
acquired within 60 days upon the exercise of options or warrants or conversion of convertible securities, and (b)
the denominator is the total of (i) the 19,961,000 shares of our Common Stock outstanding on January 26, 2010
and (ii) any shares of our Common Stock which the person has the right to acquire within 60 days upon the
exercise of options or warrants or conversion of convertible securities. Neither the numerator nor the denominator
includes shares which may be issued upon the exercise of any other options or warrants or the conversion of any
other convertible securities.

(4)In connection with the Financing, Excelvantage Group Limited (“Excelvantage”), our majority stockholder, entered
into a Shareholder Pledge Agreement with the investors as of January 21, 2010 in order to induce the investors to
purchase the Notes and Warrants.  Under the terms of the pledge agreement, Excelvantage granted a security
interest in 2,800,000 shares of Common Stock to the investors.  The pledged shares are to be returned to
Excelvantage upon repayment or conversion of the Notes to Common Stock.

As of January 26, 2010, none of our officers or directors was a beneficial owner of our Common Stock.

There are no arrangements, known to the Company, including any pledge by any person, of securities of the
Company, the operation of which may at a subsequent date result in a change in control of the Company.
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THE FINANCING

The Financing, which was consummated on January 21, 2010 (the “Closing Date”), was authorized and approved by the
Written Consent of the Majority Stockholder.  The Financing consists of a private placement of $10 million of senior
secured convertible notes (the “Notes”) and warrants exercisable for an aggregate of 800,000 shares of Common Stock
(the “Warrants”) to Hudson Bay Fund LP, Hudson Bay Overseas Fund, Ltd., and Capital Ventures International (the
“Investors”).

Pursuant to that certain Securities Purchase Agreement, dated as of the Closing Date, each Investor purchased a Note
and a Warrant.  As discussed more fully below, the Notes are convertible into shares of the Company’s Common Stock
(as converted, the “Conversion Shares”), and are entitled to earn interest which may be paid in cash or in shares of
Common Stock (the “Interest Shares”).  The Warrants are exercisable into shares of Common Stock (as exercised, the
“Exercise Shares”).  The Conversion Shares, the Interests Shares and the Exercise Shares are all subject to standard
anti-dilution provisions.

The terms of the Financing include a beneficial ownership limitation applicable to the conversion of the Notes and the
exercise of the Warrants, such that no Holder (as defined below) may convert its Notes or exercise its Warrants if,
after such conversion or exercise, the Holder would beneficially own, together with its affiliates, more than 4.99% of
the then issued and outstanding shares of Common Stock.  Each Holder may lower this limitation percentage at any
time or increase this limitation percentage to any other percentage not in excess of 9.99% upon sixty one (61) days’
prior written notice to the Company.

In connection with the Financing, the Company paid commissions to FT Global Capital, Inc., Brean Murray, Carret &
Co. and Canaccord Adams Inc. (the “Placement Agents”), in the aggregate amount of $700,000, including expenses, and
issued the Placement Agents warrants to purchase an aggregate of 80,000 shares of Common Stock at an exercise
price of $6.5625 per share, subject to the same resetting provisions as in the Warrants as described below.   

Registration Requirements

In connection with the Financing, the Company is required to file a Registration Statement on Form S-3 with the
Securities and Exchange Commission (“SEC”) covering the resale of the Conversion Shares, any Interest Shares, and
the Exercise Shares.  No later than sixty (60) days after the Closing Date, the Company shall register for resale, by the
Investors or their permitted assigns (each, a “Holder”), at least the number of shares of Common Stock equal to 130% of
the sum of (i) the maximum number of Conversion Shares issuable upon conversion of the Notes, (ii) the maximum
number of Interest Shares issuable on the Notes, and (iii) the maximum number of Exercise Shares issuable upon
exercise of the Warrants.

The Company has agreed to use its best efforts to have the Registration Statement declared effective within ninety
(90) calendar days after the Closing Date, or one hundred twenty (120) calendar days after the Closing Date in the
event the Registration Statement is subject to a full review by the SEC.  The Company is obliged to amend the
Registration Statement or file a new Registration Statement in the event the number of shares available under any
Registration Statement is insufficient to cover the securities issuable or exercisable under the Financing.

In the event that Form S-3 is not available for the registration of the resale of the securities issuable or exercisable
under the Financing, the Company shall register such securities on another appropriate form reasonably acceptable to
the Investors and shall undertake to register such securities on Form S-3 as soon as such form is available.  At all
times, however, the Company shall maintain the effectiveness of all Registration Statements then in effect until such
time as a Registration Statement on Form S-3 covering the resale of all the securities issuable or exercisable under the
Financing has been declared effective by the SEC.
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The Company will pay liquidated damages of 1.5% of each Holder’s initial investment in the Notes and Warrants sold
in the Financing per month if the Registration Statement is not filed or declared effective within the foregoing time
periods or ceases to be effective prior to the expiration of certain deadlines provided for in the Registration Rights
Agreement, dated as of the Closing Date.  However, no liquidated damages shall be paid (i) with respect to any
securities being registered that we are not permitted to include in the Registration Statement due to the SEC’s
application of Rule 415, or (ii) with respect to any Holder, solely because such Holder is required to be described as
an underwriter under applicable securities laws, and such Holder elects not to have its shares registered.
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Pledge Agreement

In connection with the Financing, the Majority Stockholder entered into a Shareholder Pledge Agreement with the
Investors as of the Closing Date in order to induce the Investors to purchase the Notes and Warrants under the
Financing.  Under the terms of the pledge agreement, the Majority Stockholder agreed to grant to each Investor a
separate, continuing security interest in 2,800,000 shares of Common Stock held by the Majority Stockholder (the
“Pledged Shares”).  The security interest in the Pledged Shares was granted in order to secure prompt payment and due
performance by the Company and the Majority Stockholder of all liabilities, obligations and undertakings owed to the
Investors arising out of, outstanding under, advanced or issued pursuant to the Financing.  At all times, the value of
the Pledged Shares shall equal or exceed the aggregate principal amount outstanding under the Notes, and the
Majority Stockholder shall deliver such additional collateral as is necessary for the value of such Pledged Shares to at
least equal (if not exceed) the aggregate principal amount outstanding under the Notes.  The Pledged Shares are to be
returned to the Majority Stockholder upon repayment or conversion of the Notes to Common Stock.

Use of Proceeds

The consideration received by the Company in exchange for the Financing is $10 million cash.  The Company will
reserve at least $300,000 of the proceeds from the Financing for the payment of a senior officer of the Company.  The
remaining proceeds will be used for working capital purposes.  The proceeds will not be used for the repayment of any
other outstanding indebtedness of the Company or for the redemption or repurchase of any equity securities of the
Company.

Restriction Period

For the period commencing on the Closing Date and ending on the date immediately following the ninety (90) day
trading day anniversary of the effectiveness of the Registration Statement (the “Effective Date”), the Company shall not
offer, sell, grant or otherwise dispose of any of its Common Stock (or the Common Stock of any of its subsidiaries) or
securities exercisable or convertible into shares of Common Stock, debt, preferred stock or other instrument or
security that is, at any time, convertible into or exchangeable or exercisable for shares of Common Stock, or securities
exercisable to convertible into shares of Common Stock (a “Subsequent Placement”).  In addition to the foregoing
restrictions, for a period of one (1) year after the Closing Date, the Investors have a right to participate in any
Subsequent Placement; except that the foregoing restrictions shall not apply to certain issuances of the Company’s
securities, including, without limitation, issuances (i) under an approved equity incentive plan (limited to 15% of the
issued and outstanding shares of Common Stock immediately prior to the Closing Date), and (ii) in connection with
mergers, acquisitions, strategic business partnerships or joint ventures, in each case with non-affiliated third parties.

Description of the Securities Under the Financing

Notes

The Notes issued under the Financing are 2-year senior convertible notes with an aggregate principal amount of $10
million.  The Notes will accrue interest at a rate of 6% per annum beginning on January 21, 2010 (the “Issuance Date”),
which will be paid on January 15, April 15, July 15, and October 15 of each year to the record Holder of each Note on
the Interest Date.  The interest accrued is payable in Interest Shares, although the Company may, at its option and
upon written notice to each Holder of the Notes, make such interest payments in cash or in a combination of cash and
Interest Shares.  If a Note is converted prior to maturity, the Company will pay the Holder an amount equal to the total
interest that would accrue on the Note from the Closing Date through maturity, less any interest payments already
made with respect to the converted Note.
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Conversion and Conversion Price Adjustments

Any Holder of a Note is entitled to convert the Note into fully paid and nonassessable Conversion Shares at any time
by delivery of a notice of conversion to the Company (“Conversion Notice”).  On or before the third trading day after
receipt of the Conversion Notice, the Company shall deliver to the Holder such number of Conversion Shares to
which the Holder is entitled pursuant to the conversion. The number of Conversion Shares the Holder will receive
upon conversion of the Notes shall be determined by dividing the amount of principal being converted plus any
accrued and unpaid interest (“Conversion Amount”) by the conversion price effective at the time of the conversion (the
“Conversion Price”, and such calculation, the “Conversion Rate”).
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The Notes have an initial Conversion Price of $6.25.  The Conversion Price may be reset on the twenty-first (21st)
consecutive trading day following (i) the date on which a Registration Statement registering all the shares of Common
Stock issuable pursuant  to the terms of the Notes and Warrants (the “Registrable Securities”) is declared effective by
the SEC, or (ii) if earlier, each of

• the date the Registrable Securities may first be sold under Rule 144; and

• the date that any of the Registrable Securities are registered in a Registration Statement.

If the Conversion Price is subject to adjustment as set forth above, it shall be reset to the lower of:

• the then-existing Conversion Price; and

•90% of the average of the volume weighted average prices for each of the preceding ten complete consecutive
trading days.

At no time, however, shall the Conversion Price be reset below $2.75 per share as a result of the foregoing adjustment.

The Conversion Price may also subject to adjustment upon any change of control of the Company, any subdivision or
combination of any one or more classes of Common Stock, or any issuance or sale by the Company of any shares of
Common Stock at a price lower than the effective Conversion Price immediately prior to such issuance or sale (a
“Dilutive Issuance”).

Rights Under the Notes

Purchase Rights

The Holders of the Notes are entitled to purchase rights in the event the Company grants, issues or sells any options,
convertible securities or rights to purchase stock, warrants, securities or other property pro rata to the record holders of
any class of Common Stock.  Each Holder shall be entitled to acquire such number of additional securities which the
Holder could have acquired if the Holder had held the number of shares of Common Stock acquirable upon complete
conversion of the Note.

Redemption Rights of the Holders

At their option, the Holders of the Notes are entitled to redemption rights on all or any portion of the Notes upon the
occurrence of (a) a change of control of the Company or (b) certain triggering events constituting an event of default,
such as, without limitation:

•failure of the Company to file or maintain a Registration Statement under which the Holders may sell any securities
issuable or exercisable under the Financing;

• suspension from trading of the Common Stock;

• failure by the Company to convert the Notes into Conversion Shares within five days of the conversion date;

• failure by the Company to pay interest or other amounts due on the Notes;

• failure to remove any restrictive legend on the certificates of the Conversion Shares; and
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•suspension from trading or failure of the Common Stock to be listed on a national securities exchange for a period
of five (5) consecutive trading days or for more than an aggregate of ten (10) trading days in any 365-day period).

6

Edgar Filing: Kandi Technologies Corp - Form DEF 14C

14



Redemption Rights of the Company

Any principle amount of the Notes outstanding at maturity will be redeemed by the Company for the Conversion
Amount at such time.  The Company is entitled to redeem, at any time after the six (6) month anniversary of the
Effective Date (or such date that all of the securities issued or issuable under the Financing are eligible for resale), all,
but not less than all, of the Conversion Amount remaining under the Notes if the closing sale price of the Common
Stock listed on the principal market on which the Common Stock is sold exceeds 175% of the Conversion Price for
fifteen (15) consecutive trading days and certain other conditions as set forth in the Notes are met.  The Company is
also entitled to call the Notes for redemption at any time after the six (6) month anniversary of the Effective Date, and
upon delivery of a call redemption notice to the Holders of the Notes, shall pay the Holders an amount of cash equal to
125% of the sum of any Conversion Amount being redeemed plus any accrued and unpaid interest.

Miscellaneous

The Holders of the Notes are not entitled to voting rights in their capacities as such, except as required by law.

Reservation of Shares of Common Stock

Pursuant to the terms of the Financing, the Company shall, with respect to each of the Notes, initially reserve a
number of shares of Common Stock equal to 130% of the entire Conversion Rate with respect to the entire Conversion
Amount of each Note as of the Issuance Date.  Thereafter, the Company shall take all actions necessary to reserve and
keep available out of its authorized and unissued Common Stock such number of shares of Common Stock equal to
130% of the number of shares of Common Stock necessary to effect the conversion of all of the Notes then
outstanding.

Warrants

The Warrants issued under the Financing have a term of three (3) years and are immediately exercisable upon issuance
into an aggregate of 800,000 fully paid and nonassessable Exercise Shares at an exercise price of $6.5625 per share
(the “Exercise Price”).

Exercise and Exercise Price Adjustments

The Holders may exercise the Warrants at any time by delivering to the Company a written notice of exercise and
payment of an amount equal to the effective Exercise Price (as of the date of exercise) multiplied by the number of
Exercise Shares as to which the Warrant is being exercised.  Upon receipt of the notice of exercise and payment, the
Company shall issue and deliver to the Holder such number of Exercise Shares to which the Holder is entitled
pursuant to the exercise.

The Exercise Price may be reset on twenty-first (21st) consecutive trading day following (i) the date on which a
Registration Statement registering all the Registrable Securities is declared effective by the SEC, or (ii) if earlier, each
of

• the date the Registrable Securities may first be sold under Rule 144; and

• the date that any of the Registrable Securities are registered in a Registration Statement.

If the Conversion Price is subject to adjustment as set forth above, it shall be reset to the lower of:
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• the then-existing Exercise Price; and

•110% of the average of the volume weighted average prices for each of the preceding ten (10) complete consecutive
trading days.

At no time, however, shall the Exercise Price be reset below $3.00 per share as a result of the foregoing adjustment.
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The Exercise Price is also subject to adjustment in the event the Company, at any time after the Issuance Date, pays a
stock dividend on, subdivides or combines one or more classes of its then outstanding shares of Common Stock, or
issues or sells any shares of Common Stock pursuant to a Dilutive Issuance.

Simultaneously with any adjustment to the Exercise Price, the number of Exercise Shares that may be purchased upon
exercise of the Warrants shall be increased or decreased proportionally, such that after such adjustment, the aggregate
Exercise Price payable for the adjusted number of Exercise Shares shall be the same as the aggregate Exercise Price in
effect immediately prior to such adjustment of the number of Exercise Shares that may be purchased upon exercise of
the Warrants.

Rights Under the Warrants

Participation Rights

The Holders of the Warrants are entitled to participate in any dividend or other distribution of assets, or rights to
acquire assets, the Company makes to holders of shares of Common Stock, and the Holders are entitled to
participation rights in the event the Company grants, issues or sells any options, convertible securities or rights to
purchase stock, warrants, securities or other property pro rata to the record holders of any class of Common Stock, to
the same extent that each Holder would have participated if such Holder had held the number of Exercise Shares
acquirable upon complete exercise of the Warrants immediately before the date on which record is taken for such a
distribution.

Cashless Exercise

The Holders of the Warrants are entitled to a cashless exercise of the Warrants if, at the time of the exercise of the
Warrants, a Registration Statement is not effective for the resale by the Holder of all of the Exercise Shares.

Miscellaneous

The Holders of the Warrants, solely in their capacities as such, are not entitled to vote or receive dividends or be
deemed the holder of any share capital of the Company, and Holders do not have any rights of a stockholder of the
Company, including any right to vote, give or withhold consent to any corporate action, receive notice of meetings,
receive dividends or subscription rights or otherwise prior to the exercise of the Warrants.

Reservation of Shares of Common Stock

Pursuant to the terms of the Financing, the Company shall at all times keep reserved for issuance under the Warrants
such number of shares of Common Stock as shall be necessary to satisfy the Company’s obligations to issue Exercise
Shares thereunder.  If at any time the Company does not have a sufficient number of authorized and unreserved shares
of Common Stock to satisfy its obligations under the Warrants, the Company shall take all action necessary to
increase the number of authorized shares of Common Stock to a sufficient amount.

Common Stock

Holders of shares of Common Stock are entitled to share, on a ratable basis, such dividends as may be declared by the
Board out of funds legally available therefor. Upon liquidation, dissolution or winding up of the Company, after
payment to creditors, the Company’s assets will be divided pro rata on a per share basis among the holders of the
Common Stock.
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Each share of Common Stock entitles the holders thereof to one vote. Holders of Common Stock do not have
cumulative voting rights, which means that the holders of more than 50% of the shares voting for the election of
directors can elect all of the directors if they choose to do so, and, in such event, the holders of the remaining shares
will not be able to elect any directors. The Bylaws of the Company require that only a majority of our issued and
outstanding shares need be represented to constitute a quorum and to transact business at a stockholders' meeting. Our
Common Stock has no preemptive, subscription or conversion rights and is not redeemable by the Company.
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of:
Kandi Technologies Corp. and Subsidiaries

We have audited the accompanying consolidated balance sheets of Kandi Technologies Corp. and subsidiaries (the
“Company”) as of December 31, 2008 and 2007, and the related consolidated statements of income and comprehensive
income, changes in shareholders’ equity and cash flows for the years then ended. These consolidated financial
statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits in accordance with standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the
consolidated financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the consolidated financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

We were not engaged to examine management’s assertion about the effectiveness of the Company’s internal control
over financial reporting as of December 31, 2008 included in the Company’s Item 9A “Controls and procedures” in the
Annual Report on Form 10-K and, accordingly, we do not express an opinion thereon.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Kandi Technologies Corp. and subsidiaries as of December 31, 2008 and 2007 and
the consolidated results of their operations and their cash flows for the years then ended in conformity with accounting
policies generally accepted in the United States of America.

/s/ Weinberg & Company, P.A.
Weinberg & Company, P.A.
Boca Raton, Florida
March 6, 2009
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KANDI TECHNOLOGIES, CORP.

AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

ASSETS

December 31, December 31,
2008 2007

CURRENT ASSETS
Cash and cash equivalents $ 141,380 $ 1,149,140
Restricted cash 12,550,685 1,367,222
Accounts receivable, net of allowance for doubtful accounts of $7,123 and $3,701 as
of December 31, 2008 and December 31, 2007, respectively 7,715,081 11,401,367
Inventories 3,207,571 3,293,529
Notes receivable 13,235,961 47,853
Other receivables 289,315 416,454
Prepayments and prepaid expenses 60,017 17,774
Due from employees 19,805 9,932
Discontinued operation - 15,000,567
Total Current Assets 37,219,815 32,703,838

LONG-TERM ASSETS
Plant and equipment, net 20,832,549 10,427,176
Land use rights, net 9,368,403 385,539
Construction in progress 1,913,456 1,321,832
Deposit for acquisition - 12,270,859
Deferred taxes 265,243 108,495
Discontinued operation - 506,526
Total Long-Term Assets 32,379,651 25,020,427

TOTAL ASSETS $ 69,599,466 $ 57,724,265

See notes to consolidated financial statements
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KANDI TECHNOLOGIES, CORP.

AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

LIABILITIES AND STOCKHOLDERS’ EQUITY

December 31, December 31,
2008 2007

CURRENT LIABILITIES
Accounts payable $ 9,371,105 $ 6,333,057
Other payables and accrued expenses 1,151,245 378,675
Short-term bank loans 26,115,375 20,869,862
Customer deposits 676,548 483,320
Notes payable 13,081,026 1,476,600
Due to employees 10,502 310
Due to related party 623,767 -
Deferred taxes 139,500 -
Discontinued operation - 15,138,249
Total Current Liabilities 51,169,068 44,680,073

LONG-TERM LIABILITIES
Discontinued operation - 2,651
Total Long-Term Liabilities - 2,651

TOTAL LIABILITIES 51,169,068 44,682,724

COMMITMENTS AND CONTINGENCIES

STOCKHOLDERS’ EQUITY
Common stock, $0.001 par value; 100,000,000 shares authorized; 19,961,000 and
19,961,000 shares issued and outstanding at December 31, 2008 and December 31,
2007, respectively 19,961 19,961
Additional paid-in capital 7,138,105 7,138,105
Retained earnings (the restricted portion is $534,040 and $0 at December 31, 2008
and December 31, 2007, respectively) 10,047,198 5,125,120
Accumulated other comprehensive income 1,225,134 758,355
TOTAL STOCKHOLDERS’ EQUITY 18,430,398 13,041,541
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY $ 69,599,466 $ 57,724,265

See notes to consolidated financial statements
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KANDI TECHNOLOGIES, CORP.

AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME

FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

2008 2007
REVENUES, NET $ 40,513,788 $ 33,434,662

COST OF GOODS SOLD 30,919,868 26,244,696

GROSS PROFIT 9,593,920 7,189,966

Research and development 839,989 108,399
Selling and marketing 477,413 730,609
General and administrative 1,836,394 936,224
INCOME FROM CONTINUING OPERATIONS 6,440,124 5,414,734

Interest expense, net (2,017,323) (1,115,132)
Government grants 64,595 -
Forfeiture of customer deposits 6,186 505,207
Forgiveness of debt 10,049 161,834
Other, net 100,331 143
INCOME FROM CONTINUING OPERATIONS BEFORE INCOME TAXES 4,603,962 4,966,786

INCOME TAX (EXPENSE) BENEFIT (9,605) 391,760

INCOME FROM CONTINUING OPERATIONS 4,594,357 5,358,546

DISCONTINUED OPERATION

Loss from discontinued operation (33,398) (329,450)
Gain from disposition of discontinued operation 361,119 -

NET GAIN (LOSS) FROM DISCONTINUED OPERATION 327,721 (329,450)

NET INCOME 4,922,078 5,029,096

OTHER COMPREHENSIVE INCOME

Foreign currency translation 466,779 443,810

See notes to consolidated financial statements
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KANDI TECHNOLOGIES, CORP.

 AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME

FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

2008 2007

COMPREHENSIVE INCOME $ 5,388,857 $ 5,472,906

WEIGHTED AVERAGE SHARES OUTSTANDING BASIC AND DILUTED 19,961,000 16,056,838

INCOME PER SHARE FROM CONTINUING OPERATIONS, BASIC AND
DILUTED $ 0.23 $ 0.33

INCOME (LOSS) PER SHARE FROM NET GAIN (LOSS) FROM
DISCONTINUED OPERATION, BASIC AND DILUTED $ 0.02 $ (0.02)

NET INCOME PER SHARE, BASIC AND DILUTED $ 0.25 $ 0.31

See notes to consolidated financial statements
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KANDI TECHNOLOGIES, CORP.

AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

Common Stock Additional Paid- Retained

Accumulated 
Other 

Comprehensive
Shares Par Value in Capital Earnings Income Total

BALANCE AT
JANUARY 1, 2007 12,000,000 $ 12,000 $ 7,154,193 $ 96,024 $ 392,463 $ 7,654,680

Recapitalization 7,961,000 7,961 (16,088) - - (8,127)

Foreign currency
translation gain - - - - 662,403 662,403

Income tax expense
related to other
comprehensive income - - - - (296,511) (296,511)

Net income - - - 5,029,096 - 5,029,096

BALANCE AT
DECEMBER 31, 2007 19,961,000 $ 19,961 $ 7,138,105 $ 5,125,120 $ 758,355 $ 13,041,541

Foreign currency
translation gain - - - - 466,779 466,779

Net income - - - 4,922,078 - 4,922,078

BALANCE AT
DECEMBER 31, 2008 19,961,000 $ 19,961 $ 7,138,105 $ 10,047,198 $ 1,225,134 $ 18,430,398

See notes to consolidated financial statements
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KANDI TECHNOLOGIES, CORP.

AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOW

FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

2008 2007
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 4,922,078 $ 5,029,096
Net (gain) loss from discontinued operation (327,721) 329,450
Income from continuing operations 4,594,357 5,358,546
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 1,976,369 1,321,382
Provision for doubtful accounts 5,308 3,701
Loss on disposal of fixed assets - 35,049
Deferred taxes 9,605 (391,760)
Forgiveness of debt (10,049) (161,834)
Forfeiture of customer deposits (6,186) (505,207)

Changes in operating assets and liabilities, net of effects of acquisition:
(Increase) Decrease In:
Accounts receivable 3,680,979 (4,615,544)
Inventories 85,959 2,169,649
Other receivables 127,137 241,555
Due to employees 320 174,598
Prepayments and prepaid expenses (42,243) 266,056

Increase (Decrease) In:
Accounts payable 3,048,097 522,919
Other payables and accrued liabilities 772,570 116,359
Customer deposits 199,412 478,249
Net cash provided by operating activities from continuing operations 14,441,635 5,013,718
Net cash provided by operating activities from discontinued operation 706,030 2,813,423
Net cash provided by operating activities 15,147,665 7,827,141

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of plant and equipment (482,581) (2,821,010)
Addition to construction in progress (8,427,605) (1,334,438)
Reverse merger with SMOU, net of cash acquired - 373
Purchase of a subsidiary, net of cash acquired (44,129) -
Issuance of notes receivable (19,284,461) (5,638,027)
Proceeds from disposal of fixed assets 121,443 -
Repayments of notes receivable 6,096,353 5,937,746
Deposit for acquisition - (12,270,859)
Net cash used in investing activities from continuing operations (22,020,980) (16,126,215)
Net cash provided by investing activities frm discontinued operation - 88,746
Net cash used in investing activities (22,020,980) (16,037,469)
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See notes to consolidated financial statements
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KANDI TECHNOLOGIES, CORP.

AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOW

FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

2008 2007
CASH FLOWS FROM FINANCING ACTIVITIES:
Restricted cash (11,183,462) (1,367,222)
Proceeds from short-term bank loans 37,099,213 26,902,520
Repayments of short-term bank loans (31,853,701) (15,631,588)
Proceeds from notes payable 13,063,385 1,476,600
Repayments of notes payable (1,458,959) (117,057)
Repayments of advances to related parties 623,767 17,288
Net cash provided by financing activities from continuing operations 6,290,243 11,280,541
Net cash used in financing activities from discontinued operation - (2,935,797)
Net cash provided by financing activities 6,290,243 8,344,744

NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS (583,072) 134,416
Effect of exchange rate changes on cash (424,688) 649,157
Cash and cash equivalents at beginning of year 1,149,140 365,567
CASH AND CASH EQUIVALENTS AT END OF YEAR $ 141,380 $ 1,149,140

SUPPLEMENTARY CASH FLOW INFORMATION
Income taxes paid $ - $ -
Interest paid $ 2,204,006 $ 1,007,597

SUPPLEMENTAL NON-CASH DISCLOSURES:

1.During the year ended December 31, 2008 and 2007, $7,835,980 and $319,763 were transferred from construction
in progress to plant and equipment, respectively.

2.On June 24, 2008, the Company acquired 100% interest of Zhejiang Kandi Special Vehicles Co., Ltd. ("KSV") for
$12,314,988 in cash and KSV became a 100% owned subsidiary of the Company. The following represents the
assets purchased and liabilities assumed at the acquisition date:

Plant and equipment, net $ 3,200,615
Land use rights, net 9,114,373
Total assets purchased 12,314,988

Total liabilities assumed -

Total net assets $ 12,314,988

Share percentage 100%

Net assets acquired $ 12,314,988

Total consideration paid (including the deposit of $12,270,859 paid in 2007) $ 12,314,988
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KANDI TECHNOLOGIES, CORP.
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

NOTE 1 – ORGANIZATION AND PRINCIPAL ACTIVITIES

Stone Mountain Resources, Inc. (“Stone Mountain”) was incorporated under the laws of the State of Delaware on March
31, 2004. On June 29, 2007, Stone Mountain Resources, Inc. changed its name to Kandi Technologies, Corp. (the
“Company”).

On June 29, 2007, pursuant to the share exchange agreement between Stone Mountain Resources, Inc., Continental
Development Limited, (“Continental”) and Excelvantage (Continental’s sole shareholder), Stone Mountain issued
12,000,000 shares of its common stock to Excelvantage, in exchange for 100% of the common stock of Continental.
As a result of the share exchange, Continental became a wholly-owned subsidiary of Stone Mountain. The Company
conducts its operations through its wholly owned subsidiary, Zhejiang Kandi Vehicles Co. Ltd., a People’s Republic of
China (“PRC”) company.

The Company closed on its acquisition of 100% shares of KSV on June 24, 2008 after which KSV became a
wholly-owned subsidiary of the Company. The acquisition was accounted for as purchase in accordance with
Statements of Financial Accounting Standards (“SFAS”) No. 141 “Business Combinations”.  The consolidated statements
of income include the result of operations of KSV from the acquisition date through December 31, 2008.

On May 9, 2008, the Company sold Zhejiang Yongkang Top Import & Export Co., Ltd. (“Dingji”), a subsidiary, to
certain individuals. In accordance with SFAS 144, “Accounting for the Impairment or Disposal of Long−Lived Assets,”
the results of operations of Dingji as of May 9, 2008 are removed from the detailed financial statement line items to
the “discontinued operation” of the Company’s financial statements.

The primary operations of the Company and its subsidiaries are the design, development, manufacturing, and
commercializing of all-terrain vehicles, go-karts, and specialized automobile related products for the PRC and global
export markets. Sales are made to dealers in Asia, North America, Europe and Australia.

NOTE 2 – LIQUIDITY

While the Company had net income of $4,922,078 and cash flows from operations of $15,147,665 for the year ended
of December 31, 2008, the Company also had a working capital deficit of $13,949,253 at December 31, 2008, which
was principally due to the Company using the cash proceeds borrowed from short-term loans to invest in fixed assets
and land use rights. The Company has a credit line of $21,322,693 from commercial banks, of which $10,504,509 was
used at December 31, 2008. Subsequent to December 31, 2008, the Company collected approximately $10 million of
its notes receivable. The Company expects to collect the remaining notes receivable by June 30, 2009 according to
written agreements.

NOTE 3 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) Principles of Consolidation

The consolidated financial statements include the accounts of the Company and the following subsidiaries:

(i) Continental Development Ltd., (“Continental”) (100% subsidiary of the Company)
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(ii) Zhejiang Kandi Vehicles Co. Ltd., (“Kandi”) (100% subsidiary of Continental)
(iii)Zhejiang Yongkong Top Import and Export Co. Ltd., (“Dingji”) (100% subsidiary of Kandi) As of May 9, 2008,

Dingji was sold and is presented in the financial statements as a discontinued operation. Also see Note 14.
(iv) Kandi Special Vehicle Co. Ltd., (“KSV”) (100% subsidiary of the Company)

Intercompany accounts and transactions have been eliminated in consolidation.
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KANDI TECHNOLOGIES, CORP.
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

NOTE 3 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT.)

(b) Concentrations

The Company’s major customers for the years ended December 31, 2008 and 2007, accounted for the following
percentages of total sales and accounts receivable as follows:

Sales Accounts Receivable
Major Customers 2008 2007 December 31, 2008 December 31, 2007
Company A 75% - 52% -
Company B 7% 18% 1% 40%
Company C 6% 15% 8% 19%
Company D - 14% - 11%
Company E 2% 8% 9% 8%
Company F 1% 5% 1% 7%

The Company’s major suppliers for the years ended December 31, 2008 and 2007, accounted for the following
percentage of total purchases and accounts payable as follows:

Purchases Accounts Payable
Major Suppliers 2008 2007 December 31, 2008 December 31, 2007
Company G 79% 2% 9% 7%
Company H 2% 2% 4% 6%
Company I 4% 2% 4% 5%
Company J 4% 4% 4% 5%
Company K 1% 1% 3% 4%

(c) Economic and Political Risks

The Company’s operations are conducted in the PRC. Accordingly, the Company’s business, financial condition and
results of operations may be influenced by the political, economic and legal environments in the PRC, and by the
general state of the PRC economy.

The Company’s operations in the PRC are subject to special considerations and significant risks not typically
associated with companies in North America and Western Europe. These include risks associated with the political,
economic and legal environment and foreign currency exchange, among other things. The Company’s results may be
adversely affected by changes in the political and social conditions in the PRC, and by changes in governmental
policies with respect to laws and regulations, anti-inflationary measures, currency conversion, remittances abroad, and
rates and methods of taxation, among other things.

(d) Use of Estimates

The preparation of the financial statements in conformity with generally accepted accounting principles in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets
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and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting periods. Management makes these estimates using the best
information available at the time the estimates are made, actual results could differ materially from those estimates.

(e) Fair Value of Financial Instruments

The Company’s financial instruments include cash and cash equivalents, restricted cash, accounts receivable, notes
receivable, due from related parties, prepayments and prepaid expenses, other receivables, due from employees,
accounts payable, due to employees, other payables and accrued liabilities, notes payable, short-term bank loans, and
customer deposits. Management has estimated that the carrying amount approximates fair value due to their
short-term nature.

F-10

Edgar Filing: Kandi Technologies Corp - Form DEF 14C

33



KANDI TECHNOLOGIES, CORP.
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

NOTE 3 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT.)

(f) Cash and Cash Equivalents

For financial reporting purposes, the Company considers all highly liquid investments purchased with original
maturity of three months or less to be cash equivalents.

Restricted cash at December 31, 2008 and 2007 represents time deposits on account to secure short-term bank loans
and notes payable. Also see Note 9 and Note 10.

(g) Inventories

Inventories are stated at the lower of cost or net realizable value (market value). The cost of raw materials is
determined on the basis of weighted average. The cost of finished goods is determined on the weighted average basis
and comprises direct materials, direct labor and an appropriate proportion of overhead.

Net realizable value is based on estimated selling prices less any further costs expected to be incurred for completion
and selling expense.

(h) Accounts Receivable

Accounts receivable are recognized and carried at original invoice amount less allowance for any uncollectible
amounts. An estimate for doubtful accounts is made when collection of the full amount is no longer probable. At
December 31, 2008 and 2007, the Company has an allowance for doubtful accounts of $7,123 and $3,701,
respectively.

(i) Prepayments

Prepayments represent cash paid in advance to suppliers for raw materials purchases.

(j) Plant and Equipment

Plant and equipment are carried at cost less accumulated depreciation and amortization. Depreciation is provided over
their estimated useful lives, using the straight-line method. Leasehold improvements are amortized over the life of the
asset or the term of the lease, whichever is shorter.  Estimated useful lives are as follows:

Buildings   30 years
Machinery 10 years
Motor vehicles 5 years
Office equipment 5 years
Moulds 5 years

The cost and related accumulated depreciation of assets sold or otherwise retired are eliminated from the accounts and
any gain or loss is included in the statement of income. The cost of maintenance and repairs is charged to expense as
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incurred, whereas significant renewals and betterments are capitalized. Also see Note 8.

F-11

Edgar Filing: Kandi Technologies Corp - Form DEF 14C

35



KANDI TECHNOLOGIES, CORP.
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

NOTE 3 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT.)

(k) Construction in Progress

Construction in progress represents direct costs of construction or the acquisition cost of buildings or machinery and
design fees. Capitalization of these costs ceases and the construction in progress is transferred to plant and equipment
when substantially all the activities necessary to prepare the assets for their intended use are completed. No
depreciation is provided until the assets are completed and ready for their intended use.

 (l) Land Use Rights

According to the laws of China, land in the PRC is owned by the Government and cannot be sold to an individual or a
company.  However, the government grants the user a “land use right” to use the land.   The land use rights granted to
the Company are being amortized using the straight-line method over the lease term of fifty years.

(m) Impairment of Long-Term Assets

Long-term assets of the Company are reviewed annually as to whether their carrying value has become impaired,
pursuant to the guidelines established in SFAS No. 144. The Company considers assets to be impaired if the carrying
value exceeds the future projected cash flows from the related operations.  The Company also re-evaluates the periods
of amortization to determine whether subsequent events and circumstances warrant revised estimates of useful lives.
There were no impairments in 2008 and 2007.

(n) Revenue Recognition

Revenue represents the invoiced value of goods sold, recognized upon the shipment of goods to customers. Revenue is
recognized when all of the following criteria are met:

◊ Persuasive evidence of an arrangement exists,
◊ Delivery has occurred or services have been rendered,

◊ The seller's price to the buyer is fixed or determinable, and
◊ Collectibility is reasonably assured.

The majority of the Company’s revenue results from sales contracts with distributors and revenue are recorded upon
the shipment of goods. Management conducts credit background checks for new customers as a means to reduce the
subjectivity of assuring collectibility.

(o) Government Grants

Grants received from the PRC Government for assisting in the Company’s technical research and development efforts
are netted against the relevant research and development costs incurred when the proceeds are received or collectible.

During 2008 and 2007, $64,595 and $0 was received from the PRC Government as a reward for the Company’s
contribution to the local economy.

Edgar Filing: Kandi Technologies Corp - Form DEF 14C

36



F-12

Edgar Filing: Kandi Technologies Corp - Form DEF 14C

37



KANDI TECHNOLOGIES, CORP.
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

NOTE 3 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT.)

(p) Research and Development

Expenditures relating to the development of new products and processes, including significant improvements to
existing products are expensed as incurred.  Research and development expenses were $839,989 and $108,399 for the
years ended December 31, 2008 and 2007, respectively.

(q) Retirement Benefits

Retirement benefits in the form of contributions under defined contribution retirement plans to the relevant authorities
are charged as expenses as incurred. The retirement benefits expense for 2008 and 2007 are $69,990 and $79,628
respectively and are included in general and administrative expenses.

(r) Taxes

Deferred tax assets and liabilities are recognized for the future tax consequence attributable to differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax bases. Deferred tax
assets and liabilities are measured using enacted tax rates expected to be applied to taxable income in the years in
which those temporary differences are expected to reverse. The effect on deferred tax assets and liabilities of a change
in tax rates is recognized in the statement of income in the period that includes the enactment date. A valuation
allowance is provided for deferred tax assets if it is more likely than not these items will either expire before the
Company is able to realize their benefits, or that future deductibility is uncertain.

(s) Foreign Currency Translation

The accompanying consolidated financial statements are presented in United States dollars. The functional currency of
the Company is the Renminbi (RMB). Capital accounts of the consolidated financial statements are translated into
United States dollars from RMB at their historical exchange rates when the capital transactions occurred.

Assets and liabilities are translated at the exchange rates as of balance sheet date. Income and expenditures are
translated at the average exchange rate of the year.

2008 2007
Year end RMB: US$ exchange rate 6.8542 7.3141
Average yearly RMB:  US$ exchange rate 7.0842 7.5614

(t) Comprehensive Income

Comprehensive income is defined to include all changes in equity except those resulting from investments by owners
and distributions to owners. Among other disclosures, all items that are required to be recognized under current
accounting standards as components of comprehensive income are required to be reported in a financial statement that
is presented with the same prominence as other financial statements. Comprehensive income includes net income and
the foreign currency translation gain, net of tax.
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(u) Segments

The Company operates in one business segment: the development, manufacturing, and commercialization of
all-terrain vehicles, go-karts, and special automobile related products. Also see Note 15.
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KANDI TECHNOLOGIES, CORP.
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

 NOTE 3 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT.)

(v)      Stock-Based Compensation

The Company’s stock-based compensation is recorded in accordance with Statement of Financial Accounting
Standards (“SFAS”) No. 123R.

The Company estimates fair value of restricted stock based on the number of shares granted and the quoted price of
the Company’s Common Stock on the date of grant. The fair value of stock options is estimated using the
Black-Scholes model. The Company’s expected volatility assumption is based on the historical volatility of Company’s
stock. The expected life assumption is primarily based on historical exercise patterns and post-vesting termination
behavior. The risk-free interest rate for the expected term of the option is based on the U.S. treasury yield curve in
effect at the time of grant. There were no estimated forfeitures as the current options outstanding were only issued to
founders and senior management of the Company. SFAS No. 123R requires forfeitures to be estimated at the time of
grant and revised in subsequent periods, if necessary, if actual forfeitures differ from those estimates.

(w)     Earnings Per Share

Basic earnings per share is computed by dividing income available to common shareholders by the weighted-average
number of common shares outstanding during the period. Diluted earnings per share is computed similar to basic
earnings per share except that the denominator is increased to include the number of additional common shares that
would have been outstanding if the potential common shares had been issued and if the additional common shares
were dilutive. There were no potentially dilutive securities for 2008 and 2007.

(x)      Recent Accounting Pronouncements

In December 2007, the FASB issued SFAS No. 141 (R), Business Combinations. SFAS No. 141 (R) requires an
acquirer to measure the identifiable assets acquired, the liabilities assumed, and any non-controlling interest in the
acquire at their fair values on the acquisition date, with goodwill being the excess value over the net identifiable assets
acquired. The calculation of earnings per share will continue to be based on income amounts attributable to the parent.
SFAS No.141 (R) is effective for financial statements issued for fiscal years beginning after December 15, 2008.
Early adoption is prohibited. SFAS 141(R) will significantly affect the accounting for future business combinations
and we will determine the accounting as new combinations are determined.

In December 2007, the FASB issued SFAS No. 160, Noncontrolling Interests in Consolidated Financial Statements.
This Statement establishes accounting and reporting standards that require the ownership interests in subsidiaries’
non-parent owners be clearly presented in the equity section of the balance sheet; requires the amount of consolidated
net income attributable to the parent and to the noncontrolling interest be clearly identified and presented on the face
of the consolidated statement of income; requires that changes in a parent’s ownership interest while the parent retains
its controlling financial interest in its subsidiary be accounted for consistently; requires that when a subsidiary is
deconsolidated, any retained noncontrolling equity investment in the former subsidiary be initially measured at fair
value and the gain or loss on the deconsolidation of the subsidiary be measured using the fair value of any
noncontrolling equity; requires that entities provide disclosures that clearly identify the interests of the parent and the
interests of the noncontrolling owners. This Statement is effective as of the beginning of an entity’s first fiscal year that
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begins after December 15, 2008. The Company has not determined the impact, if any, SFAS No. 160 will have on its
financial statements.

In March 2008, the FASB issued SFAS No. 161, "Disclosures about Derivative Instruments and Hedging Activities"
("SFAS No. 161"), which amends SFAS No.133 and expands disclosures to include information about the fair value
of derivatives, related credit risks and a company's strategies and objectives for using derivatives. SFAS No. 161 is
effective for fiscal periods beginning on or after November 15, 2008. The Company is currently in the process of
assessing the impact that SFAS No. 161 will have on the disclosures in its financial statements.
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KANDI TECHNOLOGIES, CORP.
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

NOTE 4 – INVENTORIES

Inventories are summarized as follows:

December 31,
2008

December 31,
2007

Raw materials $ 988,426 $ 1,534,448
Work-in-progress 1,980,413 1,402,073
Finished goods 238,732 357,008
Total inventories $ 3,207,571 $ 3,293,529

NOTE 5 – NOTES RECEIVABLE

Notes receivable consist of the following:

December 31,
2008

December 31,
2007

Notes receivable from unrelated companies:
Due March 31, 2009, interest at 7.2% per annum (subsequently settled on its due
date) $ 3,928,997 $ -
Due April 29, 2009, interest at 7.2% per annum 729,480 -
Due June 30, 2009, interest at 5.31% per annum 8,147,091 -
Notes receivable from unrelated companies 12,805,568 -

Bank acceptance notes:
Due January 5, 2009 (subsequently settled on its due date) 430,393 47,853
Bank acceptance notes 430,393 -
Notes receivable $ 13,235,961 $ 47,853

Notes receivable from unrelated companies are unsecured.

NOTE 6 – DUE TO/FROM RELATED PARTIES

(I)       Due To Related Party

2008 2007
ELIL (a) $ 623,767 $ -
Total due to related party $ 623,767 $ -

(II)     Due To Employees

2008 2007
Current $ 10,502 $ 310
Total due to employees (b) $ 10,502 $ 310
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(III)    Due From Employees

2008 2007
Current $ 19,805 $ 9,932
Total due from employees (c) $ 19,805 $ 9,932
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KANDI TECHNOLOGIES, CORP.
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

NOTE 6 – DUE TO/FROM RELATED PARTIES (CONT.)

(a) Ever Lotts Investment Limited (“ELIL”), is owned by a shareholder of the Company.

(b) Total amounts due to employees are interest-free, unsecured and have no fixed repayment term.

(c)Total amounts due from employees are interest-free, unsecured and have no fixed repayment term. The Company
provides these advances for business-related purposes only, including for the purchases of raw materials and
business-related travel in the ordinary course of business.

NOTE 7 – LAND USE RIGHTS

Land use rights consist of the following:

December 31,
2008

December 31,
2007

Cost of land use rights $ 9,575,316 $ 460,943
Less: Accumulated amortization (206,913) (75,404)
Land use rights, net $ 9,368,403 $ 385,539

As of December 31, 2008 and 2007, the net book value of land use rights pledged as collateral for bank loans was
$374,454 and $385,539, respectively. Also see Note 9.

As of December 31, 2008 and 2007, the net book value of land use rights pledged as collateral for bank loans
borrowed by Zhejiang Mengdeli Electronic Co., Ltd (“ZMEC”), an unrelated party of the Company, was $8,993,949 and
$0, respectively. Also see Notes 9 and 12.

On June 24, 2008, the Company acquired a land use right, which expires on December 31, 2053, with a net book
value of $9,114,373 in the acquisition of KSV. Also see Note 13.

Amortization expense for the years ended December 31, 2008 and 2007 was $131,509 and $10,386, respectively.

Amortization expense for the next five years and thereafter is as follows:

2009 $ 135,921
2010 135,921
2011 135,921
2012 135,921
2013 135,921
Thereafter 8,688,798
Total $ 9,368,403
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KANDI TECHNOLOGIES, CORP.
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

NOTE 8 – PLANT AND EQUIPMENT

Plant and equipment consist of the following:

December 31,
2008

December 31,
2007

At cost:
Buildings $ 8,139,972 $ 3,911,944
Machinery and equipment 9,150,387 8,572,451
Office equipment 107,574 93,840
Transportation 166,203 254,885
Moulds 9,590,519 1,742,124

27,154,655 14,575,244
Less : Accumulated depreciation
Buildings (664,872) (428,834)
Machinery and equipment (4,677,133) (3,520,084)
Office equipment (85,826) (64,427)
Transportation (67,049) (43,764)
Moulds (827,226) (90,959)

(6,322,106) (4,148,068)
Plant and equipment, net $ 20,832,549 $ 10,427,176

As of December 31, 2008 and 2007, the net book value of plant and equipment pledged as collateral for bank loans
was $1,404,236 and $1,652,616, respectively. Also see Note 9.

On June 24, 2008, the Company acquired plant and equipment with a fair value of $3,200,615 in the acquisition of
KSV. Also see Note 13. Depreciation expense for the years ended December 31, 2008 and 2007 was $1,844,860 and
$1,310,996, respectively.

Application for ownership certificates of two buildings with a net book value of $3,415,369 is in process. The
Company’s legal counsel has confirmed the ownership of the two buildings by the Company. Currently the application
for the certificate of the buildings is expected to be completed in 2009.

NOTE 9 – SHORT TERM BANK LOANS

Short term bank loans consist of the following:

December
31,
2008

December 31,
2007

Loans from ICBC-Exploration Zone Branch

$ - $ 546,889
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Monthly interest only payments at 7.29% per annum, due November 24, 2008,
secured by the assets owned by the Company. Also see Notes 7 and 8. (subsequently
repaid on its due date)

Monthly interest only payments at 6.57% per annum, due April 10, 2008, secured by
the assets owned by the Company. Also see Notes 7 and 8. (subsequently repaid on
its due date) - 683,611

Monthly interest only payments at 6.57% per annum, due June 5, 2008, secured by
the assets owned by the Company. Also see Notes 7 and 8. (subsequently repaid on
its due date) - 683,611

F-17

Edgar Filing: Kandi Technologies Corp - Form DEF 14C

47



KANDI TECHNOLOGIES, CORP.
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

NOTE 9 – SHORT TERM BANK LOANS (CONT.)

Monthly interest only payments at 7.29% per annum, due September 5, 2008, secured by
the assets owned by the Company. Also see Notes 7 and 8. (subsequently repaid on its
due date) - 410,167

Monthly interest only payments at 7.29% per annum, due September 5, 2008, secured by
the assets owned by the Company. Also see Notes 7 and 8. (subsequently repaid on its
due date) - 369,150

Monthly interest only payments at 7.29% per annum, due October 16, 2008, secured by
the assets owned by the Company. Also see Notes 7 and 8. (subsequently repaid on its
due date) - 929,711

Monthly interest only payments at 7.29% per annum, due October 23, 2008, secured by
the assets owned by the Company. Also see Notes 7 and 8. (subsequently repaid on its
due date) - 478,528

Monthly interest only payments at 6.21% per annum, due March 18, 2009. Collateralized
by a time deposit. (subsequently repaid on its due date) 656,532 -

Monthly interest only payments at 6.21% per annum, due March 23, 2009. Collateralized
by a time deposit. (subsequently repaid on its due date) 656,532 -

Monthly interest only payments at 7.84% per annum, due April 7, 2009, secured by the
assets owned by the Company. Also see Notes 7 and 8. 729,480 -

Monthly interest only payments at 7.47% per annum, due June 4, 2009, secured by the
assets owned by the Company. Also see Notes 7 and 8. 729,480 -

Monthly interest only payments at 7.47% per annum, due August 4, 2009, secured by the
assets owned by the Company. Also see Notes 7 and 8. 437,688 -

Monthly interest only payments at 7.47% per annum, due September 2, 2009, secured by
the assets owned by the Company. Also see Notes 7 and 8. 393,919 -

Monthly interest only payments at 6.93% per annum, due October 8, 2009, secured by the
assets owned by the Company. Also see Notes 7 and 8. 437,688 -

Monthly interest only payments at 6.93% per annum, due October 14, 2009, secured by
the assets owned by the Company. Also see Notes 7 and 8. 554,405 -

Monthly interest only payments at 6.93% per annum, due October 22, 2009, secured by
the assets owned by the Company. Also see Notes 7 and 8. 510,636 -
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Monthly interest only payments at 5.58% per annum, due December 4, 2009, secured by
the assets owned by the Company. Also see Notes 7 and 8. 583,584 -

Loans from Commercial Bank-Jiangnan Branch

Monthly interest only payments at 7.58 % per annum, due January 10, 2008, secured by
the assets owned by the Company. Also see Note 7 (subsequently repaid on its due date). - 2,734,444

Monthly interest only payments at 7.67% per annum, due May 10, 2008, secured by the
assets owned by the Company. Also see Note 7 (subsequently repaid on its due date). - 1,367,222

Monthly interest only payments at 8.22% per annum, due May 9, 2009, secured by the
assets owned by the Company. Also see Note 8. 1,458,959 -
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KANDI TECHNOLOGIES, CORP.
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

NOTE 9 – SHORT TERM BANK LOANS (CONT.)

Monthly interest only payments at 8.22% per annum, due January 10, 2009, Guaranteed
by Yongkang Tangxian Colour Metal Die-casting Company and pledge by Jingdezhen
De'er Industrial Investment Co., Ltd. (subsequently repaid on its due date). 2,917,919 -

Loans from ICBC-Jinhua Branch

Monthly interest only payments at 6.88% per annum, due January 18, 2008. Guaranteed
by Export Credit Insurance (subsequently repaid on its due date). - 189,753

Monthly interest only payments at 6.58% per annum, due February 1, 2008. Guaranteed
by Export Credit Insurance (subsequently repaid on its due date). - 948,766

Monthly interest only payments at 6.88% per annum, due March 3, 2008.  Guaranteed by
Export Credit Insurance (subsequently repaid on its due date). - 858,883

Monthly interest only payments at 7.88% per annum, due March 21, 2008. Guaranteed by
Export Credit Insurance (subsequently repaid on its due date). - 1,098,571

Loans from Huaxia Bank

Monthly interest only payments at 8.22% per annum, due December 24, 2008.
Guaranteed by Yongkang Tangxian Colour Metal Die-casting Company (subsequently
repaid on its due date). - 2,734,444

Monthly interest only payments at 7.92% per annum, due September 12, 2009. Pledged
by constructions in progress of Kandi Special Vehicles Co., Ltd, Jiangxi De'er Industrial
Investment Co., Ltd.  Guaranteed by Zhejiang Kandi Metal Manufacturing Company and
Kandi Investment Group Co. 2,480,231 -

Loans from China Every-bright Bank

Monthly interest only payments at 7.18% per annum, due August 9, 2008. Guaranteed by
Nanlong Group Co., Ltd and Zhejiang Mengdeli Electric Company (subsequently repaid
on its due date). - 4,101,668

Monthly interest only payments at 7.23% per annum, due February 5, 2009. Pledged
office building of Mr.Hu Xiaoming and Ms Ling Yueping. Guaranteed by Nanlong Group
Co., Ltd and Mr.Hu (subsequently repaid on its due date). 4,376,878 -

Loans from Shanghai Pudong Development Bank

- 2,734,444
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Monthly interest only payments at 6.33% per annum, due February 14, 2008. Guaranteed
by Nanlong Group Co., Ltd and Zhejiang Mengdeli Electric Company (subsequently
repaid on its due date).

Monthly interest only payments at 6.72% per annum, due April 8, 2009. Collateralized by
a time deposit. 1,313,064 -

Monthly interest only payments at 6.72% per annum, due April 9, 2009. Collateralized by
a time deposit. 1,313,064 -

Monthly interest only payments at 7.28% per annum, due May 21, 2009, Guaranteed by
Nanlong Group Co., Ltd. and Mr. Hu Xiaoming. 2,917,918 -

Loans from China Every-growing Bank

Monthly interest only payments at 7.62% per annum, due October 23, 2009. Guaranteed
by Zhejiang Shuguang Industrial Co., Ltd, Zhejiang Mengdeli Electric Company and
Mr.Hu Xiaoming. 2,917,918 -
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KANDI TECHNOLOGIES, CORP.
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

NOTE 9 – SHORT TERM BANK LOANS (CONT.)

Loans from China Communication Bank-Jinhua Branch

Monthly interest only payments at 8.96% per annum, due February 18, 2009.
Guaranteed by Zhejiang Shuguang Industrial Co., Ltd. and Mr. Hu Xiaoming.
(subsequently repaid on its due date) 729,480 -

Total $ 26,115,375 $ 20,869,862

Interest expense for short-term bank loans for 2008 and 2007 was $2,140,519 and $1,103,489, respectively.

As of December 31, 2008, the Company’s aggregated amount of short-term bank loans that are guaranteed by third
parties is $16,340,344, among which $2,917,918 is guaranteed by Zhejiang Mengdeli Electric Company whose bank
loans of $6,245,820 are also guaranteed by the Company. Also see Notes 7 and 12.

NOTE 10 – NOTES PAYABLE

Notes payable consist of the following:

December 31,
2008

December 31,
2007

Bank acceptance notes:
Due September 18, 2008 (subsequently settled on its due date) $ - $ 683,611
Due April 17, 2008 (subsequently settled on its due date) - 683,611
Due November 8, 2008 (subsequently settled on its due date) - 109,378
Due January 18, 2009 (subsequently settled on its due date) 1,458,959 -
Due January 31, 2009 (subsequently settled on its due date) 875,378 -
Due March 17, 2009 (subsequently settled on its due date) 1,458,959 -
Due March 17, 2009 (subsequently settled on its due date) 4,376,878 -
Due March 18, 2009 (subsequently settled on its due date) 729,480 -
Due March 23, 2009 (subsequently settled on its due date) 1,458,959 -
Due June 12, 2009 1,458,959 -
Due June 23, 2009 437,688 -
Subtotal $ 12,255,260 $ 1,476,600

Notes payable to unrelated companies:
Due December 31, 2009 $ 825,766 $ -
Subtotal 825,766 -
Total $ 13,081,026 $ 1,476,600

All the bank acceptance notes are subject to bank charges of 0.005% of the principal as commission on each loan
transaction. Bank charges for notes payable were $20,384 and $11,074 in 2008 and 2007, respectively.
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Restricted cash of $8,170,173 is held as collateral for the following notes payable at December 31, 2008:

Due January 18, 2009 (subsequently settled on its due date) $ 1,458,959
Due January 30, 2009 (subsequently settled on its due date) 875,376
Due March 17, 2008 (subsequently settled on its due date) 729,480
Due March 17, 2008 (subsequently settled on its due date) 2,188,439
Due March 18, 2009 (subsequently settled on its due date) 729,480
Due March 23, 2009 (subsequently settled on its due date) 729,480
Due June 12, 2009 1,458,959
Total $ 8,170,173
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KANDI TECHNOLOGIES, CORP.
AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

NOTE 11 - INCOME TAXES

(a)        Corporation Income Tax (“CIT”)

On March 16, 2007, the National People’s Congress of China approved the Corporate Income Tax Law of the People’s
Republic of China (the “new CIT law”), which went into effective on January 1, 2008. In accordance with the relevant
tax laws and regulations of PRC, the applicable corporate income tax rate is 25%.

Prior to January 1, 2008, the CIT rate applicable to Kandi was 33%. Kandi’s first profitable tax year for income tax
purpose as a foreign-invested company was 2007. As a foreign-invested company, the income tax rate of Kandi is
entitled to a 50% tax holiday based on 33% for the years from 2009 through 2011. During the transition period, the
above tax concession granted to Kandi prior to the new CIT law will be grandfathered according to the interpretations
of the new CIT law.

KSV is a subsidiary of the Company and its applicable corporate income tax rate is 25%.

Effective January 1, 2007, the Company adopted Financial Accounting Standards Board (“FASB”) Interpretation No.
48, Accounting for Uncertainty in Income Taxes ("FIN 48"), an interpretation of FASB statement No. 109,
Accounting for Income Taxes. The interpretation addresses the determination of whether tax benefits claimed or
expected to be claimed on a tax return should be recorded in the financial statements.

Under FIN 48, we may recognize the tax benefit from an uncertain tax position only if it is more likely than not that
the tax position will be sustained on examination by the taxing authorities, based on the technical merits of the
position. The tax benefits recognized in the financial statements from such a position should be measured based on the
largest benefit that has a greater than fifty percent likelihood of being realized upon ultimate settlement. FIN 48 also
provides guidance on de-recognition, classification, interest and penalties on income taxes, accounting in interim
periods and requires increased disclosures. As of December 31, 2008, the Company does not have a liability for
unrecognized tax benefits. The Company files income tax returns in the U.S. federal jurisdiction and various states.
The Company is subject to U.S. federal or state income tax examinations by tax authorities for years after 2005.
During the periods open to examination, the Company has net operating loss (“NOLs”) carry forwards for U.S. federal
and state tax purposes that have attributes from closed periods. Since these NOLs carry forwards may be utilized in
future periods, they remain subject to examination. The Company also files certain tax returns in China. As of
December 31, 2008 the Company was not aware of any pending income tax examinations by China tax
authorities. The Company's policy is to record interest and penalties on uncertain tax provisions as income tax
expense. As of December 31, 2008, the Company has no accrued interest or penalties related to uncertain tax
positions. The Company has not recorded a provision for U.S federal income tax for the year ended December 31,
2008 due to the net operating loss carry forward in the United States. Net operating loss carry forwards in the United
Stated as of December 31, 2008 was $1,070,885 and will expire in the following years:

NOLs
Expiration
Year

$
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