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share underlying Series A Preferred 3)
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(1) An indeterminate number of additional shares of Common Stock shall be issuable pursuant to Rule 416 to prevent
dilution resulting from stock splits, stock dividends or similar issuance and in such event the number of shares
registered shall automatically be increased to cover the additional shares in accordance with Rule 416 under the
Securities Act.

(2)Estimated solely for purposes of calculating the registration fee in accordance with Rule 457(c) under the
Securities Act of 1933, using the average of the bid and asked prices as reported on the OTC Bulletin Board on
March 14, 2007, a date which was within five (5) days of the initial filing of this registration statement.

3) Previously paid.

The Registrant amends this Registration Statement on such date or dates as may be necessary to delay its
effective date until the registrant shall file a further amendment which specifically states that this Registration
Statement shall thereafter become effective in accordance with Section 8(a) of the Securities Act of 1933 or
until this Registration Statement shall become effective on such date as the Commission, acting pursuant to
said Section 8(a) may determine.
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The information in this prospectus is not complete and may be changed. We may not sell these securities until
the registration statement filed with the Securities and Exchange Commission is effective. This prospectus is
not an offer to sell these securities and is not soliciting an offer to buy these securities in any state where the
offer or sale is not permitted. You should rely only on the information contained in this prospectus.

PRELIMINARY PROSPECTUS SUBJECT TO COMPLETION, DATED JANUARY 31, 2008
PROSPECTUS
Wuhan General Group (China), Inc.
2,903,213 Shares
Common Stock

This prospectus relates to the sale of shares of common stock, par value $0.0001 per share, by the selling stockholders.
See “Selling Stockholders” on page 58 of this prospectus. Wuhan General Group (China), Inc. is not selling any shares
pursuant to this prospectus and will not receive any of the proceeds from the sale of the shares by the selling
stockholders under this prospectus.

The shares of common stock offered by this prospectus represent common stock underlying convertible preferred
stock that we issued in a February 2007 private placement.

The prices at which the selling stockholders may sell the shares of common stock will be determined by the prevailing
market price for the shares or in privately negotiated transactions. Information regarding the selling stockholders and
the times and manner in which they may offer and sell the shares under this prospectus is provided under the “Selling
Stockholders” and “Plan of Distribution” sections in this prospectus.

Our common stock is quoted on the OTC Bulletin Board under the symbol “WUHN.OB.”

Investing in our common stock involves substantial risks. See ‘“Risk Factors’ beginning on page 8 of this
prospectus for a discussion of information that should be considered in connection with an investment in our
common stock.

We may amend or supplement this prospectus from time to time by filing amendments or supplements as required.
You should read the entire prospectus and any amendments or supplements carefully before you make your
investment decision.

Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities or determined if this prospectus is truthful or complete. Any representation to

the contrary is a criminal offense.

The date of this Prospectus is , 2008.
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Until , 2008, all dealers that effect transactions in these securities, whether or not participating in this

offering, may be required to deliver a prospectus. This is in addition to the dealers’ obligation to deliver a prospectus
when acting as underwriters and with respect to their unsold allotments or subscriptions.

Please read this prospectus carefully. It describes our business, our financial condition and results of operations. We
have prepared this prospectus so that you will have the information necessary to make an informed investment
decision.

You should rely only on information contained in this prospectus. We have not authorized any other person to provide
you with different information. This prospectus is not an offer to sell, nor is it seeking an offer to buy, these securities
in any state where the offer or sale is not permitted. The information in this prospectus is complete and accurate as of

the date on the front cover, but the information may have changed since that date.




Edgar Filing: WUHAN GENERAL GROUP (CHINA), INC - Form SB-2/A

PROSPECTUS SUMMARY

The following is a summary that highlights what we believe to be the most important information regarding Wuhan
General Group (China), Inc. and the securities being offered hereby. Because it is a summary, however, it may not
contain all of the information that is important to you. To understand our business and this offering fully, you should
read this entire prospectus and our financial statements and related notes carefully.

Unless the context requires otherwise, the words “Company,” “Registrant,” “we,” “us,” “our” and similar terms ref
General Group (China), Inc. and its wholly owned subsidiaries, Universe Faith Group, Ltd. (“UFG”), Wuhan Blower
Co., Ltd. (“Wuhan Blower”) and Wuhan Generating Equipment Co., Ltd. (“Wuhan Generating”).

Wuhan General Group (China), Inc.

We are a holding company whose primary business operations are conducted through our wholly owned subsidiary
UFG, which has no operations of its own and only serves to hold our Chinese operating subsidiaries, Wuhan Blower
and Wuhan Generating. Wuhan Blower is a manufacturer of industrial blowers that are principally components of
steam-driven electrical power generation plants. Through our Wuhan Generating subsidiary, we also manufacture
industrial steam and water turbines, also principally for use in electrical power generation plants. Wuhan Blower and
Wuhan Generating conduct all of their operations in the People’s Republic of China, which we refer to in this
prospectus as PRC or China. Prior to our acquisition of UFG in February 2007, we were a publicly held shell
company with no operations other than efforts to identify suitable parties for a merger transaction.

Our Corporate History

Wuhan General Group (China), Inc. was incorporated on July 19, 1988 under the laws of the State of Colorado as
Riverside Capital, Inc. Riverside Capital engaged in various business endeavors, and on March 18, 1992, acquired
100% of the outstanding shares of United National Film Corporation. At that time, we changed our name to United
National Film Corporation. We were not successful in the film business and in June 2001, we suspended all business
activities and became a “reporting shell corporation.” In October 2006, we changed our state of incorporation from
Colorado to Nevada.

On February 7, 2007, we completed a share exchange transaction, in which we issued to Fame Good International
Limited (“Fame”), as the sole stockholder of UFG, 17,912,446 newly issued shares of our common stock in exchange
for all of the issued and outstanding capital stock of UFG held by Fame. As a result, UFG became our wholly owned
subsidiary, Fame became our controlling stockholder and the management team of Wuhan Blower replaced our prior
management team. Prior to the share exchange transaction, we had no relationship with Fame, UFG, Wuhan Blower
or Wuhan Generating. On March 13, 2007, the Company changed its name from “United National Film Corporation”
to “Wuhan General Group (China), Inc.”

UFG was incorporated in the British Virgin Islands in August 2006. Until the share exchange transaction, UFG was a
wholly owned subsidiary of Fame, also a BVI company and now our controlling stockholder. Our President and
Chief Executive Officer, Mr. Xu Jie, acquired control of Fame, and Fame acquired control of UFG, in late August
2006. Neither Fame nor UFG had any active business operations until UFG acquired Wuhan Blower in September
2006.

er to Wi
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Wuhan Blower was founded in 1958 as the Wuhan Blower Company, a State-Owned Enterprise (“SOE”) in the
People’s Republic of China and became one of the largest manufacturers of industrial blowers in central and
southwest China. In 2004, Mr. Xu purchased the company with the intention of making changes to its management
structure, employee utilization, plant location and general operations which would transform it from a traditional
Chinese SOE into a modern, efficient operating company. Mr. Xu relocated the company to the Eastlake New
Technology Development Zone in Wuhan, with much improved access to railroads, waterways and roads necessary
for the transportation of its products, and constructed a new headquarters, research and development, and
manufacturing facility at this location. Principally as a result of these actions, combined with more efficient use of
personnel, Wuhan Blower has experienced significant increases in revenues and net income over the last two years.

On January 9, 2007, Wuhan Blower completed its acquisition of Wuhan Generating, a manufacturer of water and
steam turbines, which is a complementary business to that of Wuhan Blower.

We are located in Wuhan, the capital of China’s Hubei Province. Hubei is centrally located and is a key player in the
Chinese automotive, metallurgy, machinery, power generation, textiles and high-tech industries. Wuhan is one of the
major university cities in the country, providing a highly educated workforce to the surrounding industries.

Recent Events
Private Placement

On February 7, 2007, we completed a private placement transaction in which we issued to nine institutional investors
an aggregate of 10,287,554 shares of our newly created Series A Convertible Preferred Stock at a price of $2.33 per
share for gross proceeds of $23,970,000. The Preferred Stock is convertible into shares of our common stock on a
1-for-1 basis. The holders of our Preferred Stock are not required to pay a conversion price or any other consideration
upon a conversion of Preferred Stock into common stock. The Preferred Stock is entitled to a dividend equal to 5%
per annum, payable quarterly. We must pay any unpaid dividends on our Preferred Stock before paying dividends on
our common stock.

Except with respect to specified transactions that may affect the Preferred Stock and except as otherwise required by
Nevada law, the Preferred Stock has no voting rights. In the event that the registration statement of which this
prospectus forms a part is declared effective and the trading price of our common stock achieves certain levels, the
outstanding shares of our Preferred Stock will automatically be converted into shares of our common stock over a
two year period following the effective date of the registration statement. In the event of our liquidation, the holders
of Preferred Stock shall be entitled to receive, out of our assets available for distribution to stockholders, an amount
equal to $2.33 per share plus any accrued and unpaid dividends before any payment can be made to the holders of
our common stock.

The shares of common stock offered by this prospectus represent shares of common stock underlying preferred stock
we issued to investors in the February 2007 private placement. Based on the average of the bid and asked prices of
our common stock on January 30, 2008 as reported on the OTC Bulletin Board, the common stock offered by this
prospectus has an aggregate market value of approximately $38.47 million.

In the private placement, we also issued three series of common stock purchase warrants - Series A, B, and J - which
entitle the holders to purchase an aggregate of 21,145,922 shares of our common stock on the terms set forth below.

The investors in the February 2007 private placement received “60% warrant coverage” on their investment. As a
result, we issued to the investors, on a pro rata basis, Series A warrants to purchase an aggregate of 6,172,531 shares
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of common stock. The Series A Warrants have an exercise price of $2.57 per share and expire on February 7, 2012.
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In addition, each of the private placement investors who invested at least $2,000,000 also is entitled to purchase
shares of our common stock on the same terms as such investor’s initial purchase. To represent this right, we issued
Series J Warrants to these investors to purchase an aggregate of 9,358,370 shares of common stock. The Series J
Warrants have an exercise price of $2.33 per share and expire on November 7, 2008.

Investors receiving Series J Warrants also received “60% warrant coverage” on this additional investment, if made. W
therefore issued Series B Warrants to these investors to purchase an aggregate of 5,615,021 shares of common stock.
The Series B Warrants can only be exercised upon and to the extent that the Series J Warrants are exercised. The
Series B Warrants have an exercise price of $2.57 and expire on February 7, 2012.

As partial consideration for services rendered by 15t BridgeHouse Securities, LLC, the placement agent for the
February 2007 private placement, we agreed to issue warrants to purchase common stock to 15t BridgeHouse in an
amount equal to 10% of all shares of Preferred Stock sold in the private placement, plus 10% of any shares of
common stock issued pursuant to the Series A, B and J Warrants issued in the private placement. This right is
represented by Series C, AA, BB and JJ warrants issued to 1st BridgeHouse. The Series C, AA, BB and JJ Warrants
relate to the Series A Preferred Stock, Series A Warrants, Series B Warrants and Series ] Warrants, respectively. The
exercise prices of the Series C, AA, BB and JJ Warrants are $2.57, $2.83, $2.83 and $2.57, respectively. These
exercise prices are 110% of the purchase price that investors paid or will pay for the related security. 15t BridgeHouse
can purchase 1,028,755, up to 617,253, up to 561,502 and up to 935,837 shares of common stock pursuant to the
Series C, AA, BB and JJ Warrants, respectively. The Series C, AA, BB and JJ Warrants expire on February 7, 2017.

The offering price of the preferred stock in the February 2007 private placement and the exercise price for each series
of warrants discussed above were determined through negotiations between the Company and the private placement
investors. These prices were not determined by reference to any market price of the Company’s securities.

Agreements in connection with Private Placement

In connection with the February 2007 private placement, we entered into the following agreements: securities escrow
agreement, registration rights agreement, lock-up agreement and escrow agreement. A summary of each of these
agreements is provided below.

The Company and Fame, the Company's controlling stockholder, entered into a securities escrow agreement with the
private placement investors in which Fame agreed to certain “make good” provisions. Fame deposited into escrow a
total of 9,000,000 shares of our common stock. If we do not achieve certain 2007 or 2008 performance thresholds,
some or all of the escrowed shares will be delivered pro rata to the private placement investors, with the amount
distributed dependent upon the amount by which we fail to achieve the performance thresholds. If we meet or exceed
both performance thresholds, the escrowed shares will be returned to Fame. The foregoing is only a summary of the
“make good” arrangements and is qualified by the exact terms of the securities escrow agreement which was filed as
Exhibit 10.4 to our Form 8-K filed on February 13, 2007.

]
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In the registration rights agreement, we agreed to register under the Securities Act of 1933 the common stock
underlying the preferred stock and warrants issued to investors. The registration statement of which this prospectus
forms a part was filed pursuant to this registration rights agreement. In the event that the Securities and Exchange
Commission does not permit us to register in the initial registration statement all of the common stock we agreed to
register, the registration rights agreement requires us to use our best efforts to file subsequent registration statements
to register any shares of common stock that were not registered in the initial registration statement. Since the
registration statement of which this prospectus forms a part was not declared effective by July 7, 2007, we may be
required to pay liquidated damages to the private placement investors. The foregoing is only a summary of the
registration rights agreement and is qualified by the exact terms of the agreement which was filed as Exhibit 10.2 to
our Form 8-K filed on February 13, 2007.

Also in connection with the private placement, we entered into a lock-up agreement with Fame. Under the terms of
the lock-up agreement, Fame agreed not to sell any shares of our common stock until 36 months after the registration
statement of which this prospectus forms a part is declared effective.

We also entered into an escrow agreement that required us to deposit $750,000 in an escrow account to cover fees
and expenses in connection with investor relations, public relations or securities law compliance, including related
legal fees. The escrow will terminate upon the earlier of (i) the disbursement of all escrow funds and (ii) February 7,
2010.

10
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Change of Fiscal Year and Independent Auditor

The share exchange transaction that we completed in February 2007 is being accounted for as a reverse acquisition
because Fame - the sole stockholder of UFG prior to the share exchange - owned a majority of our common stock
immediately following the share exchange. Thus, for accounting purposes, UFG is treated as the acquiring entity. To
reflect this accounting treatment, on March 5, 2007, our Board of Directors changed the Company’s fiscal year end
from June 30 to December 31 (the fiscal year end of UFG and Wuhan Blower).

On March 5, 2007, our Board of Directors elected to continue the existing relationship of our subsidiary UFG with
Samuel H. Wong & Co. LLP, Certified Public Accountants (“Wong”), and appointed Wong as the Company’s
independent auditor. In conjunction with the engagement of Wong, our Board of Directors dismissed S.W. Hatfield,
CPA as our independent auditor.

Our executive offices are located at Canglongdao Science Park, Wuhan East Lake Hi-Tech Development Zone,
Wuhan, Hubei 430200 People’s Republic of China. Our telephone number is (86) 27-5970-0069. Our internet address
is www.whblower.com.

11
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Common Stock Outstanding Prior to the
Offering

Common Stock being offered by Selling
Stockholders

Use of Proceeds

OTCBB Symbol

Risk Factors

The Offering

19,712,446 shares

2,903,213 shares

We will not receive any proceeds from the
sale of the common stock by the selling
stockholders. See “Use of Proceeds.”

WUHN.OB

The securities offered by this prospectus are
speculative and involve a high degree of risk
and investors should not purchase the
securities unless they can afford the loss of
their entire investment. See “Risk Factors”
beginning on page 8.

6
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SUMMARY FINANCIAL INFORMATION

The following is a summary of financial information for Wuhan General Group (China), Inc. for the nine months
ended September 30, 2007 and 2006 and the years ended December 31, 2006 and 2005. The following summary
financial information should be read in conjunction with “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” and the consolidated financial statements, related notes, and other financial
information included herein. This information is only a summary. It does not necessarily represent or indicate what the

financial position and results of operations of our company will be in the future.

The February 2007 share exchange transaction has been accounted for as a recapitalization of UFG in which the

Company (the legal acquirer) is considered the accounting acquiree and UFG (the legal acquiree) is considered the
accounting acquirer. As a result of this transaction, the Company is deemed to be a continuation of the business of
UFG. Accordingly, the summary financial information with respect to the period prior to February 2007 is that of the

accounting acquirer (UFG).

SUMMARY INCOME
STATEMENT DATA

Gross profit
Operating expenses
Operating income
Income tax

Net income

SUMMARY BALANCE
SHEET DATA

Current assets

Total assets

Current liabilities
Total liabilities
Stockholders’ equity

September 30,

2007

19,831,567
5,447,565
14,384,001

12,590,960

As of
September
30,
2007

65,829,608
96,404,193
44,444.202
44,444.202
51,959,991

For the Nine Months Ended
September 30,
2006

5,053,405 $
1,793,950
3,259,455

2,899,404

For the Year Ended
December 31, December 31,
2006 2005
8,038,164 4,301,519
4,312,420 1,771,818
3,725,744 2,529,702
3,202,269 2,371,760
December December
31, 31,
2006 2005
31,016,135 15,848,575
50,418,321 28,453,863
31,474,192 19,515,079
31,474,192 19,515,079
18,944,129 8,938,785

13
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RISK FACTORS

Any investment in our common stock involves a high degree of risk. Investors should carefully consider the risks
described below and all of the information contained in this prospectus. Our business, financial condition or results of
operations could be materially adversely affected by these risks if any of them actually occurs. The trading price of
our shares could decline due to any of these risks, and an investor may lose all or part of his or her investment. Some
of these factors have affected our financial condition and operating results in the past or are currently affecting the
Company. This prospectus also contains forward-looking statements that involve risks and uncertainties. The
Company’s actual results could differ materially from those anticipated in such forward-looking statements as a result
of certain factors, including the risks faced by the Company described below and elsewhere in this prospectus.

RISK FACTORS RELATED TO OUR BUSINESS

Our steam and water turbine business is a critical component of our growth and overall business strategy, yet
our turbine facility is not operational and we have little experience manufacturing turbines.

In late 2005, Wuhan Blower reached an understanding with many of the former management members of Wuhan
Turbine Works, a business owned by China Chang Jiang Energy Corporation, whereby it would establish a new
business utilizing their management and technology to manufacture small to mid-size steam and water turbines. Since
that time, Wuhan Blower has begun production of a limited number of turbines in its existing manufacturing

facilities and in shared facilities. In March 2006, Wuhan Blower broke ground on a new turbine manufacturing
facility. The construction of the new turbine manufacturing facility has been completed; however, it will take
approximately three additional months before all the customized equipment is installed in the facility. We plan

to expand production of turbines from this facility once the installation is complete. We anticipate that the
manufacture of turbines will become a critical component of our business. However, we have limited experience
manufacturing turbines.

Because we have had a limited operating history in the turbine manufacturing business, it is difficult to forecast
accurately our future revenues and expenses related to this segment. Additionally, our turbine operations will continue
to be subject to risks inherent in the establishment of a new business, including, among other things, efficiently
deploying our capital, developing our product and service offerings, developing and implementing our marketing
campaigns and strategies and developing awareness and acceptance of our products. Our ability to generate future
revenues from these operations will be dependent on a number of factors, many of which are beyond our control. To
be successful, we must, among other things, complete the construction of our new manufacturing facility, integrate the
former managers of Wuhan Turbine Works and establish market recognition in this business. This will require us to
expend significant resources, including capital and management time and there can be no assurance that this aspect of
our business will be successful.

14
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Wuhan Blower was privatized in 2004, so it has a limited history of operations as a non-state-owned enterprise. We may not
realize the benefits of privatization as quickly as we anticipate or at the level that we expect.

Wuhan Blower was originally founded in 1958 as the Wuhan Blower Company. In 2004, Mr. Xu Jie purchased the
company and implemented steps to transform it from a traditional Chinese state-owned enterprise into a modern,
efficient company. Thus, we only have a very limited history of operations as a non-state-owned enterprise. We
cannot assure you that we will be successful in achieving the benefits we expect from our privatization, such as
increased management flexibility in implementing measures to improve our cost structure, the efficient operation of
our business and the expansion into new businesses in a timely manner or at all. Factors that may cause the actual
benefits we may derive from privatization to deviate from our expectations include:

inexperience of management in transforming and then operating a non-state-owned enterprise;

-unanticipated adverse developments in our attempt to achieve efficient management of our workforce and operation
of our business;

changes in regulations affecting us following our privatization; and

-the speed with which we are able to implement more efficient management systems, and the resulting levels of cost
savings.

Our management and auditors have identified material weaknesses in our internal control over financial
reporting and disclosure controls and procedures that, if not properly remediated, could result in material
misstatements in our financial statements in future periods.

In conjunction with the preparation of the Form 10-QSB for the quarter ended September 30, 2007, our management
carried out an evaluation of the effectiveness of the design and operation of our disclosure controls and procedures as
of the end of that quarter. Based upon this evaluation, our CEO and CFO concluded that our disclosure controls and
procedures contained significant deficiencies and material weaknesses.

The deficiencies and weaknesses in our disclosure controls and procedures result from weaknesses in our internal
controls over financial reporting. In connection with the audit of our financial statements as of and for the year ended
December 31, 2006, our independent auditors identified and communicated the following significant deficiencies and
material weaknesses with respect to our internal controls over financial reporting: (i) our board of directors and Audit
Committee have not yet taken an active role in the oversight of our policies and procedures, (ii) our accounting staff is
relatively new and inexperienced, (iii) our internal audit team is understaffed, (iv) we do not have an organization
level information system, (v) there is a lack of integration and automation for data entry in our accounting software,
(vi) we do not maintain hard copy printouts of accounting documents in a central location, (vii) our accounting
software requires additional customizations, (viii) we do not have safeguards that are sufficient to ensure the security
and integrity of our computer programs and data files and (ix) our accounting staff does not maintain organized
accounting records.

In order to address these material weaknesses, we have implemented or intend to implement the following remediation
initiatives: we are scheduling more frequent meetings with our Audit Committee, accounting staff and outside
auditors; we have hired additional accounting and financial reporting staff; we intend to continue to enhance the
training provided to our internal audit staff; we are developing policies and procedures designed to increase the
security and integrity of our computer programs and data files; and we are developing policies and procedures
regarding the organization and maintenance of accounting records. For more detailed information regarding our
disclosure controls and procedures and our internal controls over financial reporting, see Part I, Item 3 Controls and
Procedures in our most recently filed Form 10-QSB.

15
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If we are unable to improve our financial and management controls, and hire additional accounting and finance staff
experienced in addressing complex accounting matters applicable to public companies, in each case in a timely and
effective manner, our ability to comply with the accounting and financial reporting requirements and other rules that
apply to public companies would be impaired.

If the remedial policies and procedures we implement are insufficient to address the identified material weaknesses, or
if additional significant deficiencies or material weaknesses in our internal controls are discovered in the future, we
may fail to meet our future reporting obligations, our financial statements may contain material misstatements and our
operating results may be adversely affected. Any such failure could also adversely affect the results of the periodic
management evaluations and annual auditor attestation reports regarding the effectiveness of our internal control over
financial reporting, which will be required once the rules under Section 404 of the Sarbanes-Oxley Act of 2002
become applicable to us.

We must implement additional and expensive procedures and controls in order to grow our business and organization and to satisfy
reporting requirements, which will increase our costs and require additional management resources.

As a public reporting company, we are required to comply with the Sarbanes-Oxley Act and the related rules and
regulations of the Securities and Exchange Commission (“SEC”), including the requirements that we maintain
disclosure controls and procedures and adequate internal control over financial reporting. Upon approval for listing as
a public company on NASDAQ, we will also be required to comply with marketplace rules and the heightened
corporate governance standards of NASDAQ. Compliance with the Sarbanes-Oxley Act and other SEC and NASDAQ
requirements will increase our costs and require additional management resources. We recently have begun upgrading
our procedures and controls and will need to continue to implement additional procedures and controls as we grow our
business and organization and to satisfy new reporting requirements. If we are unable to complete the required
assessment as to the adequacy of our internal control over financial reporting, as required by Section 404 of the
Sarbanes-Oxley Act, or if we fail to maintain internal control over financial reporting, our ability to produce timely,
accurate and reliable periodic financial statements could be impaired.

Our substantial indebtedness could adversely affect our results of operations and financial condition and
prevent us from fulfilling our financial obligations.

We have incurred substantial debt to finance our growth. As of September 30, 2007, we had approximately $24.83
million of outstanding bank loans and notes. The majority of this debt matured in the fourth quarter of 2007. We either
repaid or refinanced this existing debt. This indebtedness could have important consequences to us, such as:

- limiting our ability to obtain additional financing to fund growth, working capital, capital expenditures, debt service
requirements or other cash requirements;
- limiting our operational flexibility due to the covenants contained in our debt agreements;
- limiting our ability to invest operating cash flow in our business due to debt service requirements;
- limiting our ability to compete with companies that are not as highly leveraged and that may be better positioned to
withstand economic downturns; and
- increasing our vulnerability to fluctuations in market interest rates.

Our ability to meet our expenses and debt service obligations will depend on our future performance, which will be
affected by financial, business, economic and other factors, including potential changes in customer preferences, the
success of product and marketing innovation and pressure from competitors. If we do not have enough money to pay
our debt service obligations, we may be required to raise additional equity capital, sell assets or borrow more money.
We may not be able, at any given time, to raise additional equity capital, sell assets or borrow more money on terms
acceptable to us or at all.
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In addition, the majority of our debt matures in less than one year. In the past, we have refinanced our debt prior to
maturity. However there can be no assurance that we will be able to refinance our debt on favorable terms.

Default in payment by one or more customers that have large account receivable balances could adversely
impact our results of operations and financial condition.

A significant portion of our working capital consists of accounts receivable from customers. As of September 30,
2007, we had an aggregate amount of $31.4 million in accounts receivables. If customers responsible for a significant
amount of accounts receivable were to become insolvent or otherwise unable or unwilling to make timely payments,
our business, results of operation, financial condition or liquidity could be adversely affected. A significant amount of
customer defaults would be most likely to occur in an economic or industry downturn. Such an event could result in
longer payment cycles, increased collection costs and defaults in excess of management’s expectations.

We rely on third-party relationships to augment our research and development capabilities. If we fail to
establish new, or maintain existing, collaborative arrangements, or if our partners do not perform, we may be
unable to research and develop new products and make technological advancements.

Although we maintain our own research and development facilities, we also rely on collaborative arrangements with
third-parties to research and develop new products and make technological advancements. For example, we have
relationships with the Science and Technology University of Central China, Jiaotong University and the Acoustic
Institute of the China Science Academy that allow us to stay abreast of the latest developments in the fields of fluid
dynamics, material sciences and acoustics. We would be harmed by the loss of such relationships. In addition, we
license technological information, and receive related technical assistance, from Mitsubishi Heavy Industries, Ltd. in
connection with the majority of axial flow fans that we produce. If we fail to retain our rights under the license
agreement, we would not be able to produce axial flow fans using the technical information provided by Mitsubishi.
Additional collaborations may be necessary in the future. If we fail to enter into additional collaborative arrangements
or fail to maintain our existing collaborative arrangements, we may not be able to compete successfully with other
companies that achieve technological advancements.

Our dependence on collaborative arrangements with third-parties subjects us to a number of risks, including, among
others:

collaborative arrangements may not be on terms favorable to us;

-disagreements with partners may result in delays in research and development, termination of our collaboration
agreements or time consuming and expensive legal action;

-we cannot control the amount and timing of resources that our partners devote to our research and development and
our partners may not allocate sufficient funds or resources to our projects, or may not perform their obligations as

expected;

-partners may choose to research and develop, independently or with other companies, alternative products or
technological advancements, including products or advancements that would compete with ours;

-agreements with partners may expire or be terminated without renewal, or partners may breach collaboration
agreements with us;

business combinations or significant changes in a partner’s business strategy might adversely affect that
partner’s willingness or ability to complete its o