
CHINA AUTOMOTIVE SYSTEMS INC
Form 10-K
March 26, 2009

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-K

(Mark One)

x ANNUAL REPORT UNDER SECTION 13 OR 15 (d) OF THE SECURITIES EXCHANGE ACT OF 1934.

For the fiscal year ended December 31, 2008

or

¨TRANSITION REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SECURITIES EXCHANGE ACT OF
1934.

For the transition period from ____________ to ____________

Commission File Number 000-33123

CHINA AUTOMOTIVE SYSTEMS, INC.
(Exact name of Registrant as specified in its charter)

Delaware 33-0885775
(State or Other Jurisdiction

of Incorporation or Organization)
(I.R.S. Employer

Identification No.)

No. 1 Henglong Road, Yu Qiao Development Zone
Shashi District, Jing Zhou City Hubei Province, China 434000

(Address of Principal Executive Offices) (Zip Code)

(Registrant’s Telephone Number, Including Area Code)  (86) 716-8329196

Securities registered pursuant to Section 12(b) of the Act:
Common Stock, $0.0001 par value

Securities registered pursuant to Section 12(g) of the Act:
None

Edgar Filing: CHINA AUTOMOTIVE SYSTEMS INC - Form 10-K

1



Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act.  Yes  ¨  No  x

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the Act.
Yes  ¨  No  x

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.  Yes  x   No  ¨

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§ 229.405 of this
chapter) is not contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form
10-K.  x

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company. See definition of “accelerated filer”, “large accelerated filer” and “smaller reporting company”
in Rule 12b-2 of the Exchange Act. (Check one):

Large Accelerated Filer ¨   Accelerated Filer ¨   Non-Accelerated Filer  ¨ Smaller Reporting Company  x

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).  
Yes ¨  No  x

Aggregate market value of voting and non-voting common equity held by non-affiliates of the registrant as of June 30,
2008, based upon the closing price of the common stock as reported on the NASDAQ Stock Market under the symbol
“CAAS” on such date, was approximately $27,945,022.

The Company has 26,983,244 shares of Common Stock outstanding as of February 27, 2009.
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Cautionary Statement

This Annual Report on Form 10-K 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, performance or achievements. Undue reliance should not be placed on these forward-looking
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statements which speak only as of the date hereof. The Company’s expectations are as of the date this Form 10-K 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-K is filed to confirm these statements to actual results, unless required by law.
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PART I

ITEM 1.  DESCRIPTION OF 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.

On or around March 5, 2003, the Company acquired all of the issued and outstanding equity interests of Great Genesis
Holdings Limited, “Genesis”, a corporation organized under the laws of the Hong Kong Special Administrative Region,
China, by issuance of 20,914,250 shares of common stock to certain sellers. After the acquisition, the Company
continued the operations of Genesis. Presently, Genesis owns interests in eight Sino-joint ventures, which manufacture
power steering systems and/or related products for different segments of the automobile industry in China. 

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

Since September 5, 2007, Hanlin Chen, Qizhou Wu, Robert Tung, Haimian Cai, and William E. Thomson began
serving their terms as members of the Company’s Board of Directors. The directors appointed Hanlin Chen as the
chairman of the Board, Qizhou Wu as the Chief Executive Officer of the Board of Directors, and Jie Li as Chief
Financial Officer.

BUSINESS OVERVIEW

Unless the context indicates otherwise, the Company uses the terms “the Company”, “we”, “our” and “us” to refer to Genesis
and China Automotive collectively on a consolidated basis. The Company is a holding company 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 eight Sino-foreign joint ventures in China and a wholly-owned subsidiary in the U.S. set forth below is an
organizational chart as at December 31, 2008.
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“Henglong” “Jiulong” “Shenyang” “Zhejiang” “USAI” “Wuhu” “Jielong” “Hengsheng”

Jiulong was established in 1993 and mainly engaged in the production of integral power steering gear for heavy-duty
vehicles.

Henglong was established in 1997 and mainly engaged in the production of rack and pinion power steering gear for
cars and light duty vehicles.

On March 31, 2008, the Company’s wholly-owned subsidiary, Genesis, and Wiselink Holdings Limited, “Wiselink”,
both controlled by Hanlin Chen and his family, entered into an equity transfer agreement, the “Henglong Agreement”,
pursuant to which Wiselink agreed to transfer and assign its 35.5% equity interest in Henglong, one of the Company’s
currently consolidated subsidiaries, to Genesis for a total consideration of $32,090,000. The Company now holds an
80% equity interest in Jingzhou Henglong.

Under the terms of the Henglong Agreement, Genesis is deemed to be the owner of Jingzhou Henglong commencing
from January 1, 2008. The Henglong acquisition is considered as a business combination of companies under common
control and is being accounted for in a manner of pooling of interests.

Shenyang was established in 2002 and focuses on power steering parts for light duty vehicles.

Zhejiang was established in 2002 to focus on power steering pumps.

USAI was established in 2005 and mainly engaged in the production and sales of sensor modulars.

In 2008, Genesis and Shanghai Hongxi Investment Inc., “Hongxi”, the other shareholder of USAI, agreed to increase
USAI’s capital to $2,600,000 from $1,800,000. The increased capital was wholly funded by Genesis. Therefore, the
capital contributed by Genesis in USAI increased to $2,166,900 from $1,366,900, accounting for 83.34% of the total
capital; while the capital contributed by Hongxi remained unchanged, accounting for 16.66% of the total capital.

Wuhu was established in 2006 and mainly engaged in the production and sales of automobile steering systems.

Jielong was established in 2006 and mainly engaged in the production and sales of electric power steering gears, “EPS”.

On March 7, 2007, Genesis established a wholly-owned subsidiary, Jingzhou Hengsheng Automotive System Co.,
Ltd, “Hengsheng”, to engage in production and sales of automotive steering systems. The registered capital of
Hengsheng is $10,000,000.
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The Company has business relations with more than sixty vehicle manufacturers, including FAW Group and
Dongfeng Auto Group, two of the five largest automobile manufacturers in China; Shenyang Brilliance Jinbei Co.,
Ltd., the largest minivan manufacturer in China; Cherry Automobile Co., Ltd, the largest state owned car
manufacturer in China, and Zhejiang Geely Automobile Co., Ltd., the largest private owned car manufacturer. In 2007
and 2008, the Company has supplied power steering pumps and power steering gears for the Sino-Foreign joint
ventures established by General Motors (GM) and Volkswagen.

The Company currently owns two trademarks covering automobile parts and twelve Chinese patents covering 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 Ten-Year Licensing
Agreement with Bishop Steering Technology Limited, a leader in automotive steering gear technology innovation
which offers advanced technology for steering valves within the contract period. In 2003, the Company signed a
Technology Transfer Agreement with Nanyang Ind. Co. Ltd., a leading steering column maker, for the technology
necessary for electronic power steering (EPS) systems. In addition, the Company established with Tsinghua
University a steering systems research institute designed to develop Electronic Power Steering (EPS) and Electronic
Hydraulic Steering Systems (EHPS).

STRATEGIC PLAN

The Company’s short to medium term strategic plan is to focus on both domestic and international market expansion.
To achieve this goal and higher profitability, the Company focuses on brand recognition, quality control, decreasing
costs, research and development and strategic acquisitions. Set forth below are the Company’s programs:

- Brand Recognition. Under the Henglong and Jiulong brands, the Company offers four separate series of power
steering sets and 310 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 in
January 2004, a well-recognized quality control system in the 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, Nanyang Ind. Co. Ltd. and
Tsinghua University for the development of advanced steering systems, the Company’s objective is to gain increased
market share in China.

- International Expansion. The Company has entered into agreements with several international vehicle manufacturers
and auto parts modules suppliers and carried on 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
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- companies involved with power steering systems, oil pump or engine-cooling systems.

CUSTOMERS

The Company’s ten largest customers represent 78.6% of the Company’s total sales for the year ended December 31,
2008. The following table sets forth information regarding the Company’s ten largest customers.

     Name of Major Customers
Percentage of Total

Revenue in 2008
Chery Automobile Co., Ltd 15.1%
Brilliance China Automotive Holdings Limited 12.0%
Xi’an BYD Electric Car Co., Ltd 11.4%
Beiqi Foton Motor Co., Ltd. 10.7%
Zhejiang Geely Holding Co., Ltd 9.7%
China FAW Group Corporation 6.5%
Dongfeng Auto Group Co., Ltd 5.6%
Shanxi Heavy Auto Co., Ltd 2.9%
Great Wall Motor Company Limited 2.5%
Huainan Haonaite Machinery Co., Ltd. 2.2%
Total 78.6%

The Company primarily sells its products to the above-mentioned customers; it also has excellent relationships with
them, including as their first-ranking supplier and developer for new product development for new models. While the
Company intends to continue to focus on retaining and winning this business, it cannot ensure that it will succeed in
doing so. It is difficult to keep these contracts as a result of severe price competition and customers’ diversification of
their supply base. The Company’s business would be materially and adversely affected if it loses one or more of these
major customers.

SALES AND MARKETING

The Company’s sales and marketing team has 102 sales persons, which are divided into an original equipment
manufacturing, “OEM”, team, a sales service team and a working group dedicated 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 their programs and to coordinate their strategies with the goal of enhancing overall 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 technology centers and joint ventures.

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 modular 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 as a strong base
for future development.
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DISTRIBUTION

The Company’s distribution system covers all of China. The Company has established sales and service offices with
certain significant customers to deal with matters related to such customers in a timely fashion. The Company also
established distribution warehouses close to major customers to ensure timely deliveries. The Company maintains
strict control over inventories. Each of these sales and service offices sends back to the Company through e-mail or
fax information related to the inventory and customers’ needs. The Company guarantees product delivery in 8 hours
for those customers who are located within 200 km from the Company’s distribution warehouses, and 24 hours for
customers who are located outside of 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.

EMPLOYEES AND FACILITIES
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