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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report contains certain forward-looking statements within the meaning of Section 27A of the Securities
Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. These include
statements about our expectations, beliefs, intentions or strategies for the future, which we indicate by words or
phrases such as “anticipate,” “expect,” “intend,” “plan,” “will,” “we believe,” “our company believes,” “management beli
similar language. These forward-looking statements are based on our current expectations and are subject to certain
risks, uncertainties and assumptions, including those set forth in the discussion under Item 1, “Business”, Item 1A, “Risk
Factors” and Item 7, “Management's Discussion and Analysis of Financial Condition and Results of Operations.” Our
actual results may differ materially from results anticipated in these forward-looking statements. We base our
forward-looking statements on information currently available to us, and we assume no obligation to update them. In
addition, our historical financial performance is not necessarily indicative of the results that may be expected in the
future and we believe such comparisons cannot be relied upon as indicators of future performance.

9 G 9 ¢ LR N3

Although we believe that the expectations reflected in the forward looking statements are reasonable, we cannot
guarantee future results, levels of activity, performance or achievements. Except as required by applicable law,
including the securities laws of the United States, we do not intend to update any of the forward-looking statements to
conform these statements to actual results.
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PARTI

Item 1. Business.

29 ¢ 99 ¢

Except as otherwise indicated by the context, references in this Annual Report to “we,” “us,” “our,” “Kandi,” or the “Compat
are to the combined businesses of Kandi Technologies, Corp.

Introduction

On June 29, 2007, Stone Mountain Resources, Inc., a Delaware corporation (“Stone Mountain”) executed a share
exchange agreement (the “Exchange Agreement”) with Continental Development Limited, a Hong Kong corporation
(“Continental”) and Excelvantage Group Limited, a British Virgin Islands Company which owned 100% of Continental
(the “Continental Shareholder”). Pursuant to the Exchange Agreement, Stone Mountain issued 12,000,000 shares of its
common stock to the Continental Shareholder, in exchange for 100% of the common stock of Continental. After the
closing of the Exchange Agreement, Stone Mountain had a total of 19,961,000 shares of common stock outstanding,
with the Continental Shareholder owning 60.12% of the total issued and outstanding shares of Stone Mountain’s
common stock, and the remaining shares outstanding were held by those who held shares of Stone Mountain’s
common stock prior to the closing.

As a result of this transaction, Continental became a wholly owned subsidiary of Stone Mountain. Thereafter, the

business of the Company was that of Continental’s wholly owned subsidiary, Zhejiang Kandi Vehicles Co., Ltd. On
August 13, 2007, we changed our name from Stone Mountain Resources, Inc. to Kandi Technologies, Corp.

Stone Mountain was a public shell company prior to the closing of the Exchange Agreement. Stone Mountain was

originally incorporated on March 31, 2004 in the State of Delaware, and operated as a gold exploration company

exploring Nevada mineral properties, before ceasing operations in May 30, 2007.

Business Overview

General

Kandi’s products include off-road vehicles (which includes ATVs, UTVs, and go-karts), motorcycles and mini-cars.

The Years Ended of December 31

2008 2007
Sales Sales
Revenue Costs Revenue Costs
Off-Road Business $39,654,296 $30,263,909 $33,434,662 $26,294,696
Motorcycle Business 3,297 4,227 - -
Mini-Car Business 856,195 651,732 - -
Total $40,513,788 $30,919,868 $33,434,662 $26,294,696
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Off-Road Vehicles

In 2003 Kandi began mass production of go-karts. The Company is now one of the leading manufacturers of go-karts
in the People’s Republic of China (PRC), producing approximately 15% of China’s global exports of this popular
recreational vehicle. Kandi produces a wide range of go-karts, from the 90cc class to the 1,000cc class in cylinder
displacement. Kandi also produces four-wheeled all-terrain vehicles (ATVs) and specialized utility vehicles (UTVs),
which are ATVs special-fitted for agricultural and industrial use.

Motorcycle Products

In late 2008, Kandi began sales of its newest motorcycle, the three-wheeled “TT,” which was designed for enhanced
safety and comfort, while maintaining the convenience and fuel efficiency of a motorcycle.

The Company expects significant growth in the sales of the TT and expects to expand the product line in the near
term.

Mini-Car Products

Kandi began sales of its gas-powered Super-mini car (“CoCo”) in August 2008. The first generation of CoCo was
designed for local neighborhood driving, with a 250cc single cylinder, 4-stroke water-cooled engine with a top speed
of 25 mph, achieving 60 mpg. In 2009, the Company will launch the electric CoCo, a stylish mini-car which will run
on electrical power. The electric CoCo is designed to achieve a top speed of 25mph, and will have a driving range of
80 miles on a single full charge. The Company expects to sell 50% of the electric CoCo it produces in China, with the
rest exported to markets in North America.

The following table shows the breakdown of Kandi’s revenues from its customers by geographical markets based on
the location of the customer during the fiscal years ended December 31, 2008 and 2007:

The Years Ended of December 31

2008 2007
Sales Revenue Units Percentage Sales Revenue Units Percentage
North America $ 7,292,482 9,010 18% $ 23,889,263 33,446 72%
Europe - - - 6,264,492 8,246 19%
Chinal 32,816,168 40,545 81% 2,783,342 3,665 8%
Other Regions 405,138 501 1% 497,565 458 1%
Total $ 40,513,788 50,056 100% $ 33,434,662 45,815 100%

1 Products were sold to a third party distributor based in China, however, the Company believes these products were
ultimately exported out of China.

Sales and Distribution
Kandi’s sales are made through third-party distributors, which distribute Kandi’s products to local wholesalers and

retail dealers. Worldwide, Kandi sells its products through six main independent distributors for off-road vehicles.

S
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Components and Parts, Raw Materials and Sources of Supply

Kandi manufactures the frames of its vehicles and assembles the vehicles in its factory in Jinhua, China. Other

components and parts, such as engines, shock absorbers, electrical equipment and tires, are purchased from numerous

suppliers. The principal raw materials used by Kandi are steel plate, aluminum, special steels, steel tubes, paints, and

plastics, which are purchased from several suppliers. The most important raw material purchased is steel plate.There

were six suppliers who accounted for more than 5% of the Company’s purchases of major components and parts and
principal raw materials during the fiscal year ended December 31, 2008. Kandi does not have and does not anticipate

having any difficulty in obtaining its required materials from suppliers and considers its contracts and business

relations with the suppliers to be satisfactory.

Seasonality

Kandi’s motorcycle and off-road vehicle businesses have historically experienced some seasonality. However, this
seasonality has not generally been material to our financial results.

Competitive Strengths

The global small vehicle markets are highly competitive. Competition in such markets is based upon a number of
factors, including price, quality, reliability, styling, product features and warranties. As a relatively new entrant into
the market, many of our competitors are more diversified and have financial and marketing resources that are
substantially greater than those of Kandi.

Employees

As of December 31, 2008, Kandi had a total of 562 employees. None of our employees are represented by any
collective bargaining agreements.

Environmental and Safety Regulation
Emissions

The United States Environmental Protection Agency (“EPA”) and the California Air Resources Board (“CARB”) have
adopted emissions regulations applicable to Kandi’s products. CARB has emissions regulations for ATVs and off-road
vehicles which the Company already meets. In October 2002, the EPA established new corporate average emission
standards effective for model years 2006 through 2012 for non-road recreational vehicles, including ATVs and
off-road vehicles.

Kandi’s motorcycles are also subject to EPA and CARB emission standards. Kandi believes that its motorcycles have
always complied with these standards. The CARB regulations required additional motorcycle emission reductions in
model year 2008 which the Company met. The EPA adopted the CARB emission limits in a January 2004 rulemaking
that allows an additional two model years to meet these new CARB emission requirements on a nationwide basis.

Kandi’s products are also subject to international laws and regulations related to emissions in places where it sells its
products outside the United States. Europe currently regulates emissions from certain of the Company’s ATV-based
products, motorcycles, and mini-cars and the Company meets these requirements. Canada’s emission regulations for
motorcycles are similar to those in the U.S. In December 2006 Canada proposed a new regulation that would
essentially adopt the U.S. emission standards for ATVs and off-road vehicles. These regulations are expected to
become effective in 2009.
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Kandi believes that its off-road vehicles, motorcycles and mini-cars have always complied with applicable emission
standards and related regulations in the United States and internationally. Kandi is unable to predict the ultimate
impact of the adopted or proposed regulations on Kandi and its business.

Use regulation

State and federal laws and regulations have been promulgated or are under consideration relating to the use or manner
of use of Kandi’s products. Some states and localities have adopted, or are considering the adoption of, legislation and
local ordinances which restrict the use of ATVs and off-road vehicles to specified hours and locations. The federal
government also has restricted the use of ATVs and off-road vehicles in some national parks and federal lands. In
several instances this restriction has been a ban on the recreational use of these vehicles. Kandi is unable to predict the
outcome of such actions or the possible effect on its business. Kandi believes that its business would be no more
adversely affected than those of its competitors by the adoption of any pending laws or regulations.

Product Safety and Regulation
Safety Regulation

The federal government and individual states have promulgated or are considering promulgating laws and regulations
relating to the use and safety of Kandi’s products. The federal government is the primary regulator of product safety.
The Consumer Product Safety Commission (“CPSC”) has federal oversight over product safety issues related to ATVs
and off-road vehicles. The National Highway Transportation Safety Administration (“NHTSA”) has federal oversight
over product safety issues related to on-road motorcycles.

In August 2008, the Consumer Product Safety Improvement Act (the “Act”) was passed. The Act includes a provision
that requires all manufacturers and distributors who import into or distribute ATVs in the United States to comply
with the ANSI/SVIA safety standards which were previously voluntary. The Act also requires the same manufacturers
and distributors to have ATV action plans filed with the CPSC that are substantially similar to the voluntary action
plans that were previously in effect. Kandi currently complies with the ANSI/SVIA standard.

Kandi’s motorcycles are subject to federal vehicle safety standards administered by NHTSA. Kandi’s motorcycles are
also subject to various state vehicle safety standards. Kandi believes that its motorcycles have always complied with
safety standards relevant to motorcycles.

Kandi’s products are also subject to international standards related to safety in places where it sells its products outside
the United States. Kandi believes that its motorcycles and mini-cars have always complied with applicable safety

standards in the United States and internationally.

-4 -
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Principal Executive Offices

Our principal executive office is located in the Jinhua City Industrial Zone in Jinhua, Zhejiang Province, PRC, 321016
and our telephone number (86-579) 8§3906856.

Item 1A. Risk Factors.

You should carefully consider the risks described below together with all of the other information included in this
report before making an investment decision with regard to our securities. The statements contained in or
incorporated into this annual report on Form 10-K that are not historic facts are forward-looking statements that are
subject to risks and uncertainties that could cause actual results to differ materially from those set forth in or implied
by forward-looking statements. If any of the following risks actually occur, our business, financial condition or
results of operations could be harmed. In that case, the trading price of our common stock could decline, and you may
lose all or part of your investment.

Risks Relating to Our Overall Business Operations

Our limited operating history may not serve as an adequate basis to judge our future prospects and results of
operations.

We have a limited operating history because we have only been in operation since 2003. This limited operating
history, and the unpredictability of the machinery production industry, makes it difficult for investors to evaluate our
businesses and predict future operating results. An investor in our securities must consider the risks, uncertainties and
difficulties frequently encountered by companies in new and rapidly evolving markets. The risks and difficulties we
face include challenges in accurate financial planning as a result of limited historical data and the uncertainties
resulting from having had a relatively limited time period in which to implement and evaluate our business strategies
as compared to older companies with longer operating histories.

We may not be able to comply with all applicable government regulations.

We are subject to extensive governmental regulation by the central, regional and local authorities in the PRC, where
our business operations take place. We believe that we are currently in substantial compliance with all laws and
governmental regulations and that we have all material permits and licenses required for our operations. Nevertheless,
we cannot assure investors that we will continue to be in substantial compliance with current laws and regulations, or
that we will be able to comply with any future laws and regulations. To the extent that new regulations are adopted,
we will be required to conform our activities in order to comply with such regulations. Failure to comply with
applicable laws and regulations could subject us to civil remedies, including fines, injunctions, recalls or seizures, as
well as potential criminal sanctions, which could have a material adverse effect on its business, operations and
finances.

10
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Compliance with environmental regulations can be expensive, and noncompliance with these regulations may result in
adverse publicity and potentially significant monetary damages and fines.

We use, generate and discharge toxic, volatile and otherwise hazardous chemicals and wastes in our research and
development and manufacturing activities, and our business operations generate noise, waste water, and gaseous and
other industrial wastes. We are therefore required to comply with all national and local regulations regarding
protection of the environment. We are in compliance with current environmental protection requirements and have all
necessary environmental permits to conduct our business. However, if more stringent regulations are adopted in the
future, the costs of compliance with these new regulations could be substantial. Additionally, if we fail to comply with
present or future environmental regulations, we may be required to pay substantial fines, suspend production or cease
operations. Any failure by us to control the use of, or to restrict adequately the discharge of, hazardous substances
could subject us to potentially significant monetary damages and fines or suspensions in our business operations.
Certain laws, ordinances and regulations could limit our ability to develop, use, or sell our products.

We rely on third party distributors to sell and service a significant portion of our products.

The majority of the Company's revenues results from sales contracts with distributors. These third party distributors
may terminate their relationships with us, or fail to commit the necessary resources to sell or service our products to
the level of our expectations. If current or future third party dealers or distributors do not perform adequately, or if we
fail to maintain our existing relationships with them or fail to recruit and retain distributors in particular markets or
geographic areas, our revenues may be adversely affected and our operating results could suffer.

Our business depends substantially on the continuing efforts of our executive officers, and our business may be
severely disrupted if we lose their services.

Our future success depends substantially on the continued services of our executive officers, especially our CEO and
President, Mr. Hu Xiaoming. We do not maintain key man life insurance on any of our executive officers. If any of
our executive officers are unable or unwilling to continue in their present positions, we may not be able to replace
them readily, if at all. Therefore, our business may be severely disrupted, and we may incur additional expenses to
recruit and retain new officers. In addition, if any of our executives joins a competitor or forms a competing
company, we may lose some of our customers.

We may be subject to product liability claims, recalls or warranty claims, which could be expensive, damage our
reputation and result in a diversion of management resources.

The Company may be subject to lawsuits resulting from injuries associated with the use of the vehicles that it sells.
The Company may incur losses relating to these claims or the defense of these claims. There is a risk that claims or
liabilities will exceed our insurance coverage. In addition, the Company may be unable to retain adequate liability
insurance in the future.

The Company may also be required to participate in recalls involving our vehicles if any prove to be defective, or we
may voluntarily initiate a recall or make payments related to such claims as a result of various industry or business
practices or the need to maintain good customer relationships. Such a recall would result in a diversion of resources.
While we do maintain product liability insurance, we cannot assure you that it will be sufficient to cover all product
liability claims, that such claims will not exceed our insurance coverage limits or that such insurance will continue to
be available on commercially reasonable terms, if at all. Any product liability claim brought against us could have a
material adverse effect on our results of operations.

-6 -
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Risks Relating to Our Vehicle Machinery Production Operations
We may be subject to significant potential liabilities as a result of defects in production and product liability.

Through our machinery production operations, we may be subject to production defect and product liability arising in
the ordinary course of business. These claims are common to the machinery production industry and can be costly.

With respect to certain general liability exposures, including manufacturing defect and product liability, interpretation
of underlying current and future trends, assessment of claims and the related liability and reserve estimation process is
highly subjective due to the complex nature of these exposures, with each exposure exhibiting unique circumstances.
Furthermore, once claims are asserted for construction defects, it is difficult to determine the extent to which the
assertion of these claims will expand geographically. We may not have sufficient funds available to cover any liability
for damages, the cost of repairs, and/or the expense of litigation surrounding such claims, and future claims may arise
out of events or circumstances not covered by insurance and not subject to effective indemnification agreements with
our subcontractors.

The vehicle machinery industry is highly competitive and we are subject to risks relating to competition that may
adversely affect our performance.

The vehicle machinery industry is highly competitive, and our continued success depends upon our ability to compete
effectively in markets that contain numerous competitors, some of which have significantly greater financial,
marketing and other resources than we have. Competition may reduce fee structures, potentially causing us to lower
our fees or prices, which may adversely impact our profits. New or existing competition that uses a business model
that is different from our business model may put pressure on us to change our model so that we can remain
competitive.

Our business is subject to the risk of supplier concentrations.

We depend on a limited number of suppliers for the sourcing of major components and parts and principal raw
materials. As a result of this concentration in our supply chain, our business and operations would be negatively
affected if any of our key suppliers were to experience significant disruption affecting the price, quality, availability or
timely delivery of their products. The partial or complete loss of one of these suppliers, or a significant adverse change
in our relationship with any of these suppliers, could result in lost revenue, added costs and distribution delays that
could harm our business and customer relationships. In addition, concentration in our supply chain can exacerbate our
exposure to risks associated with the termination by key suppliers of our distribution agreements or any adverse
change in the terms of such agreements, which could have a negative impact on our revenues and profitability.

General economic conditions may negatively impact our results.

The consumption of entertainment products such as go-karts and mini-cars is dependant on continued economic
growth, and the duration, pace and full extent of the current economic environment remains unclear. Moderate or
severe economic downturns or adverse conditions may negatively affect our operations. These conditions may be
widespread or isolated to one or more geographic regions. A tightening of the labor markets in one or more
geographic regions may result in fewer qualified applicants for job openings in our facilities. Higher wages, related
labor costs and other increasing cost trends may negatively impact our results as wages and related labor costs.

-7-
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Risks Related to Doing Business in China
Change in political and economic conditions may affect our business operations and profitability.

Since our business operations are primarily located in China, our business operations and financial position are
subject, to a significant degree, to the economic, political and legal developments in China.

China's government started implementing its economic reform policy in 1978, which enabled China’s economy to
gradually transform from a "planned economy" to a "socialist market economy." In 1993, the concept of the socialist

market economy was introduced into the Constitution of China, and the country has since experienced accelerated

development of a market economy. A noteworthy recent phenomenon is that non-state owned enterprises, such as

private enterprises, play an increasingly important role in the Chinese economy and the degree of direct control by the

PRC government over the economy is gradually declining.

While the Chinese government has not halted its economic reform policy since 1978, any significant adverse changes
in the social, political and economic conditions of China may fundamentally impact China’s economic reform policies,
and thus the Company's operations and profits may be adversely affected.

Change in tax laws and regulations in China may affect our business operations.

Various tax reform policies have been implemented in the PRC in recent years. Businesses are still awaiting guidance
from the government in interpreting certain PRC tax policies. Moreover, there can be no assurance that the existing
tax laws and regulations will not be revised or amended in the future.

Uncertainties with respect to the Chinese legal system could have a material adverse effect on us and may restrict the
level of legal protections to foreign investors.

China's legal system is based on statutory law. Unlike the common law system, statutory law is based primarily on
written statutes. Previous court decisions may be cited as persuasive authority but do not have a binding effect. Since
1979, the PRC government has been promulgating and amending the laws and regulations regarding economic
matters, such as corporate organization and governance, foreign investment, commerce, taxation and trade. However,
since these laws and regulations are relatively new, and the PRC legal system continues to rapidly evolve, the
interpretation of many laws, regulations and rules is not always uniform and enforcement of these laws, regulations
and rules involves uncertainties, which may limit legal protections available to us.

_8-
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In addition, any litigation in China may be protracted and may result in substantial costs and diversion of resources
and management attention. The legal system in the China cannot provide the investors with the same level of
protection as in the U.S. The Company is governed by the law and regulations generally applicable to local enterprises
in China. Many of these laws and regulations were recently introduced and remain experimental in nature and subject
to changes and refinements. Interpretation, implementation and enforcement of the existing laws and regulations can
be uncertain and unpredictable and therefore may restrict the legal protections of foreign investors.

Changes in Currency Conversion Policies in China may have an material adverse effect on us.

Renminbi (“RMB”) is not a freely exchangeable currency. Since 1998, the State Administration of Foreign Exchange of
China has promulgated a series of circulars and rules in order to enhance verification of foreign exchange payments
under a Chinese entity’s current account items, and has imposed strict requirements on borrowing and repayments of
foreign exchange debts from and to foreign creditors under the capital account items and on the creation of foreign
security in favor of foreign creditors.

This may complicate foreign exchange payments to foreign creditors under the current account items and thus will
affect the ability to borrow under international commercial loans, the creation of foreign security, and the borrowing
of RMB under guarantees in foreign currencies. Furthermore, the value of RMB may become subject to supply and
demand, which could be largely impacted by international economic and political environments. Any fluctuations in
the exchange rate of RMB could have an adverse effect on the operational and financial