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EXPLANATORY NOTE

The sole purpose of this Amendment No. 2 to theuahiReport on Form 10-K (the "Form X0 for the year ended December 31, 2012,
provide the revised financial statementhe financial statements were revised on April @ 2to reflect a more accurate Accounts Pa)
amounts and to fix some clerical errors. The BedaBheet, Statement of Stockholdé&tquity and the Statement of Cash Flows have alec
revised to reflect this correction. This Amendmbiat 2 to the Form 10-K speaks as of the origiflaig date of the Form 18 does nc

reflect events that may have occurred subsequehetoriginal filing date, and does not modify qdate in any way disclosures made in
original Form 10-K.
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In this Annual Report on Form -K, references to “dollars” and “$” are to the United States dollars and, unless theteod otherwis
requires, YaSheng Group and its consolidated sidrstd are referred to in this report as the “YHGGYaSheng,” the “Company,” “we,”
“our” or “us.” In addition to historical information, this Annual Report on Form 10-K (“Annual RepQrfor YaSheng contains “forward-
looking” statements, including statements regarding the tiraf product lines, optimism regarding the bussesxpanding sales and ot
statements. Words such as expects, anticipatesidst plans, believes, sees, estimates and varsatibsuch words and similar expressions
intended to identify such forwatdeking statements. These statements are not gtesaf future performance and involve certaingiakc
uncertainties that are difficult to predict. Actuasults could vary materially from the descriptioontained herein based on (i) the uncer
global economic environment and the timing andrgjtie of a recovery in the markets we serve, andettient to which adverse econo
conditions continue to affect our sales volume agsllts, including our ability to command premiumces for certain of our principi
products, or increase competitive pressures withindustry, (ii) the impact of governmental iafives in the Peop’s Republic of China
spur economic activity, including the effects gihgficant government monetary or other market imgrtions on inflation, and price contr
(iii) our anticipated cash needs in light of ouquiidity, (iv) the continued ability of our distritars and suppliers to have access to suffi
liquidity to fund their operations, (v) trends anther factors affecting our financial condition tesults of operations from period to peri
including changes in product mix or consumer denfandranded products such as ours, particularlycassumers remain prioganscious i
the current economic environment; anticipated praced expense levels; the impact of crop diseasesrseweather conditions or natu
disasters, on crop quality and yields and on ohiliy to grow; and the availability of sufficiet@bor during peak growing and harvest
seasons, (vi) the impact of foreign currency flatibns, (vii) our plans for expansion of our buesa and cost savings, (viii) our ability
successfully integrate existing operations and &itjons into our operations, and (ix ) the costdanther implications of changes
regulations applicable to our business, includinggntial legislative or regulatory initiatives ité Peoples Republic of China or elsewh
directed at mitigating the effects of climate changnd other risk factors listed in the sectionthé$ Annual Report titled “Risk Factorsinc
elsewhere in this Annual Report.

Each forwarelooking statement should be read in context witlg with an understanding of, the various disclosurencerning our busine
made elsewhere in this Annual Report, as well Bergpublic reports filed by us with the United $&6ecurities and Exchange Commis:
Readers should not place undue reliance on anyduai-looking statement as a prediction of actual reswf developments. All forward-
looking statements in this Annual Report are baseéhformation available to us on the date herewfd we undertake no obligation to upc
or revise any forward-looking statement containethis Annual Report




PART |
ITEM 1 — BUSINESS
Overview

YaSheng Group, a California corporation, is a hajditompany that operates and primarily conductisussness operations in Peogle’
Republic of China (“PRC” or “China"jhrough its eight subsidiaries and operating e#itiAs one of the largest agriculture compani
Northwest China, we are a leading producer of puemspecialty agriculture based products, specmiti developing the agriculture indus
by cultivating, processing, marketing and distribgta variety of food and agiwyproducts. We also operate a small concrete jaBaiyin
City, Gansu Province, China.

Our food and agrdyproducts are processed primarily from premiunciey agriculture products grown in Northwest Chiim si
agricultural product categories: fresh fruits, viagdes, field crops, specialty crops, seeds and.alyg have been producing our award win
premium specialty agriculture products for overy@ars. We harvest our crops through farms thabwiue and from collective farm operatc
Our primary product offering includes over 30 maggyriculture products under 6 product categorigh tie major products including: fie
crops: cotton, corns, barley, wheat, flax, alfalfagetables: onions, potatoes, beet, and peas;dpples, pears, apricots: specialty crops: |
wolfberries, cumin, liquorices; seeds: black mekweds, sunflower seeds, corn seeds, flax seed#rypaggs. We also produce m:
additional fresh fruits and vegetables which sughby local and provincial markets. We generated@pmately 21.5% of our revenues fr
field crop based products, 13.6% from vegetabledasoducts, 35.3% from fruits, 18.1% from spegialtops, 9.3% from seeds, and 1
from poultry products and the residual from otherduction during the year ended December 31, 2012.

We sell our products through an extensive natioewddles and distribution network covering 18 proesand over 115 cities
China. As of December 31, 2012, we have approxiya®18 distributors and 33 direct clients. Ourdurcts are also sold directly to fc
processors as well as processed within our compadythen resold to supermarkets or other distrilsutar further processed into retail fc
products. We also sell many of our fresh produétsin Gansu province as well as nationally to fgavdcessors and distributors, or directl
the supermarkets. Our customers are based primarBhina and include national and internationadiag companies. Our products are
sold as feed for livestock, ingredients for Chingaditional medicines as well as other importagrédients in the food industry.

Quality and safety are of primary importance to Wge have established quality control and foodtgafganagement systems for
stages of our business, including raw material@ogy producing, packaging, storage and transpontaif our products. We currently opel
from our Agriculture Bases and manufacturing féiei located in Gansu province stretching one erttié other, where an abundant supp
land, sunshine, water, natural environmental camt and transportation are available.

Our agriculture base is made up of both modernstra farm and local farming operations with mapges of processing lines. 1
majority of farms use high tech irrigation allowiigr water efficiency, reducing the presence okdats, therefore minimizing the need
heavy pesticides.

Our net sales for the year ended December 31, 2@k2$993 million. Our gross profit for the year edddecember 31, 2012 v
$133.2 million. Earnings per share for the year Bedember 31, 2012 were $0.82 per share.

Our principal executive office is located at 805t&fans Blvd., #228, Redwood City, CA 94063. Ouepblone number at our U
executive office is (650) 363-8345.




ITEM 1 — BUSINESS -continued
Corporate History

YaSheng Group was incorporated and established®4 by Gansu YaSheng Salt Industrial Group, Ltdafi&u YaSheng”)The
Company was approved by the Chinese Ministry of @ente as “China Oversea Investment Enterpri€gnsu YaSheng is our larg
shareholder and owns approximately 78% of our ant§éhg common stock.

In 2004, GanSu YaSheng established YaSheng Groagdess the U.S. public markets and internatioraakets, to implement |
expansion plans, and acquired Nicholas Investmemgany, Inc., a Nevada corporation.

In 2010, we established Yasheng American Trade @omms our subsidiary, with the intention to improsur efficiency an
strengthen our internal controls. The new compaitiymanage our products sales and investment.

In 2010, we established Yasheng Commodity TradlddgZ as our subsidiary, which will help to trade dtg#s and agricultur
commodities.

In 2010, YaSheng Group is listed on the OTCQB &k% registrant and also being dually listed on Ereeitsche Brse Exchang
which will facilitate the Company’s access to glbbapital ma rkets.

In late 2012 and early 2013, we formed three new ssdiaries to further our plans for expansion. Seeorporate structure below for
details.

Corporate Structure

We conduct our operations in China through our tedgierating subsidiaries, and their numerous opgyatbsidiaries in China as describe
further detail below.

1. Gansu Tiaoshan Agricultural-Industrial-Commercial Group Co., Ltd. Founded in 1997, Gansu Tiaoshan Agricultural-stdal-
Commercial Group Co., Ltd (“Gansu Tiaoshan Grouig”Jocated in Jingtai County, Baiyin City, GanswW¥nce. It has over 160th t
(Chinese mu is equal to 1/15 of a hectare or 1énadicre) arable land. Its operating subsidiasedescribed below primarily grow, process
sell products such as cotton, corn, barley, whesigtoes, beet, apple, pear, apricot, medlar,sigeds, black seeds, sunflower seeds, corn
eggs, agricultural and cement. The Tiaoshan Bfauits have won numerous national and provinciahais as well as the Chinese Prestic
Product Award and its potato, apricot, crispy peard Fuji apple have been granted organic foodhkeyGhina Organic Food Developm
Center. The Gansu Tiaoshan Group is certified a& kavel national production base for organic fadl fruits. The Gansu Tiaoshan Grot
recognized by the Ministry of Agriculture as a dersivation farm (a model farm) and quality-trace exkpental enterprises for environment
friendly agricultural products. The Gansu Tiaosanup consists of the following operating entities:

« Gansu Baiyin Agriculture and Reclamation Company— Cement Factory.The factory’s (formerly the sta@wned Tiaoshan Far
Cement Plant) main products include the "Tiglemting Mountain®” brand class 42.5 and class 321éviel ordinary Portland ceme
with an annual capacity of 67,000 tons. The claa$ R level ordinary Portland cement has passedSm®001 quality syste
authentication and has been sold in many Chinaeplaach as Lanzhou, Qinghai, Ningxia, and Inner ddba. Over the years, t
factory has enhanced its technological expertissutfh continuous product development and the inirtidn of advanced equipme
and technologies. Microcomputer technology and matmn control devices have been used on all froftie production model h
been known for the following characteristics: lawdonsumption, high in production, high qualitydaenvironment{riendly. The
factory has in place a complete and thorough qutditing system, a wetlesigned and executed testing procedure, and isrkifar
its stable product quality. The plant has receirehy honors and awards including the "Gansu Previdement Industry Super
Quality Enterprise" title




ITEM 1 — BUSINESS - continued

« Gansu Agriculture & Reclamation Seeding Co. Ltd. was established in June 1998 and is an impleri@ntanit for World Bank'
seeding-commercializing loan project. It is a meusize enterprise that integrates production, pracgsssales, storage, a
scientific research. Gansu Agriculture engage<ctiviies such as crops, flowers and plants, foragess seed, and to a lesser e
related thereto technical consultation and inforamaservice, training, production technology guidanand agricultural chemice
Gansu Agriculture has a quality control departmensales department, a production field, a potasearch institute, and a s
processing factory (with a processing capabilitylf250 tons per year and 5 tons per hour). In 208@&ompany invested 2 milli
Yuan and completed a 500 ton per batch bakingitiacifhe seed product sells nationally to more tham provinces and cities a
exports to Japan. Gansu Agriculturpursues the "quality and credibility first" print@pand puts great emphasis on technology
innovation. In 2002, Gansu Agriculture won an awasdone of the Tof© enterprises in Gansu for seed quality. In 2@&nst
Agriculture passed the ISO90@D0O0 authentication on quality control and the 18@1 authentication on environment governa
Gansu Agriculture's product quality has improvedtowously while becoming more effective and manmginmen-friendly.

« Tiaoshan Jialv Hops Co., Ltd.,was founded in 1982 and for the next 20 years anaimly engaged in the production of hops. F
1989 to 2001, Tiaoshan Jialv Hops Co. revenuegasad due to a rising market and product qualitgmF2002 to 2004, Tiaosh
Jialv Hops Co. started to lose market share antbeues's to other farms in the west due to poor hpmity. In 2006, we began
shift our production from small collective farmslémge scale field industrial cultivatio

« Tiaoshan Kexing Forest & Fruit Co. was established in June, 1998 as part of the Gaiasishan Group, one of Ministry of Agr
culture's first experimental modern enterprisese Tmoshan Kexing Company is primarily a fruit puotion enterprise. Its ma
products are apricots, apples, and pears. The aonies passed the ISO14001 authentica

« Tiaoshan Shuangfeng Agricultural Co. Ltd.is located near the edge of the Tengger desertamdbe easily accessed from Ga
Qinghai, and Ningxia. It is 171 km north of Lanzhand enjoys convenient road/railway transportat@urently the company ow
65,500 mu in land which has adopted advanced diigmtion technology introduced from lIsrael. Itsimaroducts include seedi
corn, seeding wheat, and potatc

« Jingtai Tiaoshan Xinglong Forest & Fruit Co., Ltd., was founded in 1998, and currently has 4,315 nfuuits plantation and 3:
family farm households. The company is a foresit fproduction enterprise that specializes in tlmedpction of highquality
pears. Its primary products include pears, apsieod apples. In 2002, the company developed 168 igh-quality pears and 7°
mu in high-quality apricots. In 2004, it develop@fD.9 mu in highguality pears. Fruit production has improved fraf@00 kg pe
mu in the 1990s to a current level of 3,000 kg daotion rates also improved from 50% to a currenel of 80%.

« Jingtai Tiaoshan Poultry Cultivation Co., Ltd was founded in 1985 and currently owns 8 egg hersé®and 5 nurturing hous
The company is mainly engaged in laying hens rgjdieed processing and sales, domestic animakaidemic service and higiech
development, and grain and oil processing and s@lesre are 2 major varieties, Hailan and Hai&xith produce brown eggs a
known as re-skin eggs

« Jingtai Tiaoshan Yafei Forest & Fruit Co., Ltd. The company is mainly engaged in the processingsaledof fruits. It is one of tt
A level national "organic fruit" production basegtiwapproximately 23, 700 mu in land. Among oth@ngis, our orchards occupy
area of 15,000 mu, including 9,500 mu of pear amtha,100 mu of apple orchard, and 1,600 mu ofcaprorchard, which have
capacity of producing 37,000 tons of various frtery year. We primarily produce “Zaosu Pear”, dAgguan Pear”,Huangjin
Pear”, “Fuji Red Apple”, “Dajie Apricot” and candlefruits with the “Tiaoshanbrand and sell to Gansu, Interior Monglia, Ning
Qinghai, Henan, Shenzhen, Hong Kong, Macau andhiast Asian countries. Yafei has long been recegnas National Grade /
Green Food Production Base”, “National Green Adtime Model Enterprise”, “National NoBnvironmental Damage Agricultul
Product Model Base Farm”, “Gansu Province Agriadtindustrialization Leading Enterprise” andydtional Modern Reclamatic
Model Regiol” since 2004




ITEM 1 — BUSINESS - continued

« Jingtai Tiaoshan Yuanfeng Agricultural Co., Ltd . Founded in 1989, the company currently owns&3./au in land, including 1
332 mu of arable land. It is a mediwsize modern agricultural enterprise that integratexiuction, operation, and sales. It
demonstration (for other farms to learn agro — tewthods) farm known nationally for environméngndly agricultural product
The company has passed the 1ISO14001 environmerdgearent system authentication. Its main produciside corn breedin
processing onion, and sweet corn. The nationalnicg®mod development center has certified manyio§tdi Tiaoshan Yuanfer
Agricultural Co.'s products as "organic foo

Gansu Tiaoshan Agricultural-Industrial-Commerciab@® Co., Ltd.

Registration authority [J Gansu Provincial Industrial and Commercial Admirsison Bureau
The Business License (Provincial Level) was isdme@ansu Provincial administrative Bureau for Indgand Commerce

Legal Domicile: Taiyu Road No. 68, Tiaoshan Towlngtai County, Gansu Province

2. Gansu Xiaheqing Industrial Co., Ltd. Located in the Xiaheqing District, Jiuquan Ci&ansu Corridor, it is north of the Qili
Mountain, in the middle of the Fengle River silte@ation — the proluvial fan, east longitude 98%868', north latitude 3933936', elevatio
1368 meters. With the temperate zone dry climateas long sunny days and big temperature differdretween day and night, and as we
good light and heat conditions. Therefore, it igldwide recognized as the “golden mile” for hoparing.

Its operating entities, as described below, incl@egsheng Rural Firm, Hongjian Rural Firm, BianwRaral Firm, Green Star beer r
materials Company, Lvjia hops company, Maiguan baermaterials Company. Xiaheqing mainly growscesses and sells products suc
cotton, corn, malt, onions, potatoes, sugar begts land corn seeds.

In 1998, Xiaheqing introduced the most advanceg trigation technology from Israel and establishikd 23,200 mu drip irrigation water-
conservation model zone which is the largest ingBam 2001, it introduced the most advanced caffiim pattern from U.K. and establishe
mechanized 2,000-mu net-wall hop garden. With the great Czechoslovakian-made hops picking machioes largescale clearing at
selecting line, the entire net-wall hops garderab@ee mechanized.

The company is a longerm supplier for large Chinese brewers, includirgingtao Beer, Yanjing Beer, Huarun Beer, YingbceBen:
Chongging Beer etc. We have created four “NoifdsChinese hops industry: planting area, unit potidn (also worldwide No.1), quality, a
mechanization which makes us the signature of Gkiheps industry.

“Xiaheqing” hops have been recognized as “GreendFdy China Green Development Center for consecutbvgydars. In 2006, Chine
Ministry of Agriculture granted us the designatioih“National Non-Environmental Damage Agricultuiatoduct Model Base FarmWe are
listed as an exclusive or designated raw mateuigbler by many of our clients.

« Jiuguan Qingsheng Agricultural Trading Co., Ltd . was founded in 1999 as a limited liability compadiuquan Qingshel
Agricultural Trading Co. is located in West Ganswl anainly engages in the cultivation and salesrops. Currently, the compa
owns 10,000 mu in land including 6,980 mu in c@ted land, 500 mu in forest, and 260 mu in frt

« Jiuguan Hongjian Agricultural Trading Co., Ltd. Founded on August 1999, the company is locatediameqing District, Jiuque
City with 18,500 mu in land including 17,500 muasfble land. It is mainly engaged in the developnaed sales of agricultural a
subsidiary products including poultry cultivaticor the sale of eggs. Based on our good credit aoellent services, the company
established lor-term cooperation relationship with many enterpri




ITEM 1 — BUSINESS - continued

« Jiuguan Bianwan Agricultural Trading Co., Ltd ., formerly a stat@perated farm, merged with Xiaheqing farm in 19%d &her
further merged with Yasheng Group in 1997. It hastal land of 65,000 mu, including 2,545 mu oftdesland and 1,465 mu for hc
production. Jiuguan Bianwan is located at the Hulawea of Jiuquan where the transportation is eniant and the local climate
considered suitable for crops breeding and plamairhe company's main products include hops, rsviearley, cotton, safflow
and onions. The company’s hops enjoy great remuaaind are nationally known for worldading quality and high output. T
company has become a lotegm supplier for the Tsingtao Beer Group, the YanpBeer Group and some other beer manufactt
The company takes pride in the implementation ofaaded technology. In 1998, the company introduftech Israel the mo:
advanced drip irrigation equipment and technoldyy introducing some of the beselling variety of hops and having a state ol
art processing facility, the company believes tihatas greatly improved its prestige and competiiess in both domestic ¢
international marke’

« Jiuguan Xiaheging Lvxing Greenstar Hops Co., Ltd. specializes in the cultivation and processing gbhdNith an ideal loci
climate, the company has become the largest hopduption base in Gansu with 18,857 mu in land,uditlg 17,846 mu
cultivation field and an annual output of 550 tofise company uses patterned cultivation and stdimat procedure in managing
hops field. Hops produced here are known for thedy, color, fragrance, purity, moisture, high facracid level, and packaging. T
company has won many awards including the NatiSaea&nce Committee Advanced Technology Awi

« GanSu Xiaheqgin¢-Lujia Hops Co. Ltd. was founded in 2001 and specializes in the prodnaif pellet hops. Pellet hops are usec
beer production. The company owns and operatebtiee most advanced hops pellet production Iméhe nation. The compa
takes pride in its quality hardware/software equépimand advanced testing technology. It is onenefrhost highech enterprise
nationally in the hops cultivation and processiiedgfwith an annual production capacity of 3,000sk

« Jiuguan Maiguan Hops Co., Ltd. specializes in the processing and sales of ngaltarley. Production was first started in 1995
an annual capacity-bgeesign of 10,000 tons. The company enjoys stroogni@ogical expertise and uses the Sa Latin getmiy
box and highefficiency monolayer oven for production. Produats known for their fine quality as the companyodihtly carries ot
the "Industrial Product Quality Responsibility Sdands" with a comprehensive quality control procédk quality indicators hav
achieved the superior grade stipulated by QB-18B6&tandard. In September 2001, the company wos#msu Industrial Enterpri
Quality Assurance Certificate; in November 2001was voted "Quality Confidence Brand" by the ChiQaality Examinatiol
Association; and the company has won many otherdsaand prizes from organizations such as the Chawhnology Supervisic
Information Association and the Gansu Provinciaustrial and Commercial Administration Bure

Registration Authority: Jiuquan Prefectual Admirasve Bureau for Industry and Commerce. The mess license (Prefectual Level) \
issued by Jiuquan Prefectual Administrative Bueaurfdustry and Commerce, Gansu, Province.

Legal Domicile: Aviation Road No. 2, XiaHequinguduan City, Gansu Province

3. Gansu Jinta Yongsheng Agricultural Development Compny . Gansu Jinta Yongsheng Agricultural Developmeam@any i
located in Jinta County, Jiuquan City, Gansu Proejriounded in 1996. Yongsheng mainly grows, pses, and sells products such as cc
onions, apples, pears, apricots, and sunflowersségldas over 1,400 employees and approximate§0D9mu of arable land.

Registration Authority: Jinta County-Level Admitregtive Bureau for Industry and Commerce, GanswiRce

Legal Domicile: ShengDian, Jinta County, Ganswhae

4. Gansu Hongtai Agricultural Technology Co., Ltd. Gansu Hongtai Agricultural Technology Co., Ltsllacated in Gao Tai Cour
Zhangye City, Gansu Province, founded in 1999.ak bver 1,700 employees and approximately 19,90®frarable land. Hongtai mair
grows, processes and sells products such as cotion,barley, onions, potatoes, apples, peargapwolfberry, cumin, and licorice

Registration Authority: Jiuquan Prefectural Admsiniitive Bureau for Industry and Commerce. Thanmss license was issued by Jiuc
Prefectural Administrative Bureau for Industry &ddmmerce, Gansu, Province

Legal Domicile: Aviation Road No. 2, XiaHeqinguduan City, Gansu Province.




ITEM 1 — BUSINESS - continued

5. Gansu Jinta Yuantai Commercial Trading Co., Ltd. Gansu Jinta Yuantai Commercial Trading Co.,iktibcated in Jinta Coun
Jiuquan City, Gansu Province, founded in 199%a# 175 employees. The company mainly grows, pseseand sells products such as bz
The company is also a commercial enterprise thgages in the buying and selling of agricultural anbisidiary products as well as the su
of agricultural production materials. During thesen, the company sends representatives to plackss Jiuguan, Zhangye, and Wuwei ti
up purchasing/sales centers. Annual average pedfdsewer's barley is about 10,080;000 tons; annual purchase of chemical fertiizar
other materials is about 30 tons.

Registration Authority: Jinta Countyevel Administrative Bureau for Industry and CompeerGansu Province. The business license
issued by Jinta County-Level Administrative Burdaulndustry and Commerce, Gansu Province.

Legal Domicile: ShengDiwan Jinta County, GanswiPrze
6. Gansu Jinta Hengsheng Agricultural Development Co.L.td. Gansu Jinta Hengsheng Agricultural Development, Ctd i<
located in Jinta County, JiuQuan City, Gansu Prowiand mainly grows processes and sells producltsasicotton, soybeans, onions, pota

apples, pears, apricot, hops, and black seedaslbver 1,600 employees and approximately 19,106fratable land.

Registration Authority: Jinta Countyevel Administrative Bureau for Industry and Comp®erGansu Province. The business license
issued by Jinta County-Level Administrative Burdaulndustry and Commerce, Gansu Province.

Legal Domicile: ShengDiwan Jinta County, GanswiPree.

7. Gansu Jinta Xingsheng Industrial Co., Ltd. Gansu Jinta Xingsheng Industrial Co., Ltd is tedain Jinta County, Jiuguan C
Gansu Province, with over 1,600 employees and appetely 30,000 mu arable land. The company majnbws, processes and sells prod
such as cotton, alfalfa, barley, onions, peas,epmlears, apricot, and black seeds.

Registration Authority: Jinta Count-Level Adminetive Bureau for Industry and Commerce, GansuiRcev
The business license (County level) was issuedrity Count-Level Administrative Bureau for Industngd Commerce, Gansu Province.

Legal Domicile: ShengDiwan Jinta County, GanswiPree.

8. Gansu Yasheng America Trade Co., Ltdsansu Yasheng America Trade Co., Ltd was set wpsambsidiary of Yasheng Group. ~
main responsibilities of this company will be @ rmanage investment funds coming from the Complargugh equity offerings, debt, or ot
financing methods. The funds will be invested imtious subsidiaries and new growth projects fer @ompany; (ii) to manage incom
revenues from foreign sales or import and exposifmsses; (iii) to set up new product developnealgs, and marketing entities with dome
and international administration consolidated itlte company; (iv) to manage outgoing funds from BRC for the purpose of tra
investment, or other types of financial transacion

Registration Authority: Gansu Provincial Indudtréad Commercial Administration Bureau. The busiéProvincial Level) was issued
Gansu Provincial Administrative Bureau for Indusand Commerce.

Legal Domicile: 12/F, East of Yasheng Bldg. 105'@n Road, Chengguan, Lanzhou, Gansu Province.

Three new subsidiaries

Rouge Mountain Mining Group Corp (AZ)

On November 21, 2012, we formed Rouge Mountain Mjrieroup Corp. in Arizona. This subsidiary is apleration stage company forn
to develop mining claims in La Paz County, Arizomad to facilitate future joints ventures with othmining companies in the Unit

States. This new subsidiary has no operations yet.

Registration authority: State of Arizona, File nianbl805099-3
Legal Domicile: 490 Moon Mountain Ave. #111, QuédzAZ 85346
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ITEM 1 — BUSINESS -continued
Lemco Yasheng LLC

We entered into a Letter of Intent dated Novemhe2(l12 with LEMCO Investments Limited, (the BVI atite UK), whereby both parti
expressed an interest in forming a joint ventureexplore opportunities of mutual interest for thevelopment of landise and forest
conservation projects, including industrial agriau, carbon emissions reductions and other forimagments for environmental services
lands primarily in Latin America owned or contralby LEMCO.

On January 25, 2013, the Company formed Lemco Yashé C to facilitate the joint venture once execlt&he company is in its d
diligence phase of the endeavor.

Registration Authority: State of California, entitymber: 201306310223
Legal domicile: 805 Veterans Blvd, #225, Redwooty GTA 94063

Yasheng Greenphil LLC

We entered into an agreement in September 2012 @itkenphil Aguazulture & Hydroponics Holding, Inc (Manila, Philfij;nes) an
Greenphil Aquazulture & Hydroponoics, LLC (California), where glarties expressed an interest in forming a joimture to condu
business development in the Republic of the Philigg This business will include agaalture and hyrdopononics, farming, mining and c
projects.

February 8, 2013 the Company formed Yasheng Grélehpl to facilitate the joint venture once execdtelThe Company is in its d
diligence phase of the endeavor.

Registration Authority: State of California, entitymber: 20304210136
Legal Domicile: 805 Veterans Blvd., #228, Redwoaty CCA 94063

OUR INDUSTRY
Overview of China’s Agriculture Climate

China is the world's most populous country and ohéhe largest producers and consumers of agri@ilfproducts. Over 40%
China's labor force is engaged in agriculture. @Hias only seven percent (7%) of the global arkrd, but feeds onfth (1/5th) of the
world's population. China is among the world's éetgproducers of rice, corn, wheat, soybeans, abigs, tea, and pork. Major némed crop:
include cotton, other fibers, and oilseeds.

Over the past three decades, the PRC agriculteebis has been fundamentally restructured. Agrticalt production and far
household income has grown rapidly, due to a lasdent to agricultural reforms undertaken by theegoment. Beginning in 1978, a serie
institutional reforms significantly transformed allectivized planned agricultural sector into sohieg resembling a capitalist structure.
crucial milestones have been the abolition of tmunal property base, the introduction of the kbotd contract responsibility system, p
and market liberalization, the revision to the Laudministration Law in 1998, and Chirsaadmission to the World Trade Organization (W
in 2001. The farm household correspondingly hasbme an active agent in the marketplace in contwst passive production unit in
planned economy

In addition to the undertaken agricultural reforamsl favorable policies, the Chinese governmeneamsingly allocates more financ
resources to “Villagers, Countryside and AgricudfurThe Chinese government also determined that in 2004ll apportion $150 billiol
dollars into “Villagers, Countryside and Agricul&ir an increase of $20 billion dollars over the presigear, which helps to enhance
construction of agricultural infrastructure wittfacus on water resource facilities, continue invarg livelihood in rural areas, and increas
peasant incomes. Further, Chinese Central Bankfgpdly arranged $1.5 billion more to refinanceriagltural enterprises in the Northw
(including Gansu Province) which were adverselgetd by the drought in 2010, thus supporting trecaltural harvests for next year.
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ITEM 1 — BUSINESS - continued

International food prices in 2012 rose significantThe data collected on international food priseswed that since June 2C
international corn prices rose by 50 percent, wiiiakie risen to a record high. In addition, soybaad wheat prices also rose by abot
percent. Because of serious crop failure in thiddrStates and other major food exporting coustaiee suffering from drought, summer fi
prices in the Northern Hemisphere in 2012 rosechtvliiggered a repeat of food crisis that firstsaran 2008.

The USDA announced on August 8, 2012, that serjoafiected by persistent drought and other natdisdsters, there are 44 r
counties in 12 states had been identified as amdégaster area of natural disasters. As of Augug012, the share of soybean plants the
expected to be harvested in the United States exy 'moor" and "poor" had risen by 39%, which exsetftt magnitude of the disaste
1988. Russia, Ukraine, Kazakhstan and other ngagin-producing countries also saw different degiafedry weather.

The Food and Agriculture Organization of the Unitéations has predicted recently that global foadgs will remain high in 201
Under the current situation of low food storageh#re happens to be poor global harvests, a nemdrof price increases may probably occur.

Food Supply Issues Facing China

Although China has limited arable land, China agdtice produces enough food supply to feed the mpuwith a larg
population. With only seven percent (7%) of therld/s cultivated land, China has to feed one fiftfbth) of the world's population. As
result, China's agriculture is an important issog draws wide attention from its government andwbed.

The agriculture sector has developed rapidly sieferms in the rural areas began in 1978. The ma@furms were: the househ
contract responsibility system, which restoredhi farmers the right to use land, arrange farm wankl to dispose of their output; cance
the state market monopoly of agricultural produetsd of price controls over most of agriculturabaamcillary products; abolishing me
restrictive policies, allowing farmers to develapetsified business and set up township enterpgesess to fire their enthusiasm for product
The reforms emancipated and developed rural produfidrces, promoted the rapid growth of agricudfyparticularly in grain production, &
the optimization of agricultural structure.

In the 1990s, China's agriculture and rural econdatgd unprecedented difficulties and challengas. dvelopment momentt
maintained fairly good, with most products in sugphnd supply and demand basically in balance exeay. According to the United Sta
Department of Agriculture (“USDA”")China leads the world in output of grain, cottoil, pdants, fruit, meat, eggs, aquatic products
vegetables in volume.

Since 2009, prices in agricultural products hagai§icantly risen in China. According to the preiba of Ministry of Agricultural o
China, the uptrend in prices will be irreversibde & long time. There are various reasons foruhtsend in agricultural product prices. First,
supply and demand are structurally imbalancedpoij&a rice, edible oil, soybean and protein feedkat where the demand increases raf
Second, natural disasters are showing aggregatimgis which impact the risks of food production.elto global climate changes, nat
disasters occur more frequently in China. In regesdrs, China annual grain has lost up to 50 billion kilograrigird, the situation ¢
depending on Heaven for harvest has not fundamerdhdnged in China. Chiefly, agricultural infrastture is relatively weak with a pc
capacity to resist natural disasters. Finally, itte¥ease in production cost adversely affects thaparative benefit of food producing. ~
growing cost, including the increase in prices tergy resources, labor force and land, boost tbee@se in food price. Food productio
gradually entering a high-cost era.

According to Food and Agriculture Organization loé tUnited Nations (“FAO”)the global price soaring in basic food has trigdes
new round of food crisis which is primarily duett® surging oil price and recent sharp inclinelwbgl cereal stock and will intensify the t
the supply crisis. According to USDA, it forecasteaord price increase in farm-gate products agdesat food price inflation in 2011.

Growth of China's Agriculture Industry

According to the USDA, China and theited States are among the wosldargest agricultural producers and exportergyataltura
products. Chin& agriculture continues to change as it respondkeaising and increasingly sophisticated demafddomestic and foreic
consumers, adapts smatlale farm structure to global food markets, anmpetes with other sectors for labor, investmenitahmnd scarc
land and water resources.

China agricultural products trade has increased by%3@$92.3 billion dollars in 2009 from $56.4 hilfi dollars in 2005, whic
makes China become the third largest agriculturadypcts trading nation worldwide. The market sharethe United States (“U.S,
Association of Southeast Asia Nations, and SoutleAen is stably rising; The market share in theopaan Union is essentially flat; West A
and Africa are being actively expanded; and masketre in Japan and Korea slightly declines. In phécess, eastern China maintain:

leading role and central China achieves steadyldpirent while northwest China
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ITEM 1 — BUSINESS - continued

(including Gansu Province) rises in excess of terage increase, which leads to a good balancgrioutural product trade and facilita
agricultural industry restructuring and comparatdvantages among different regions.

Furthermore, the Chinese government has establibledidllowing policies to support agricultural imgtry and companies in China:

. Intensifying reforms of agricultural tax, exemptithge agricultural tax and agricultural surtax.

. For those farmers who grow crops, the country iwifplement the policy of giving direct subsidimsthose farmers wt
grow wheat and con

. Imp!ementing the policy of giving direct subsidiesthose farmers who acquire and renew their lamgde agricultural
equipment

. Increasing fine seeds subsidy investment.

. Stabilizing the prices of agricultural means ofgotion.

. Conscientiously implementing the national and pmoidl policies of tax cuts and exemptions angtice control

Providing support to enterprises in terms of tagtinvestment and financinthe use of resources, personnel pol

. Income taxes is exempted for agricultural entegsrisnd institutions (including the enterprisesl institutions such
agriculture, land reclamation, agriculture and alilusbandryfisheries, forestry, water conservancy, meteorolagg
overseas Chinese farms) engagingplanting and breeding industries and initial diémg of agriculture and fore
products.

CORPORATE DEVELOPMENT STRATEGY AND GROWTH

Our strategic plans include the reorganization exgphnsion of our product portfolios and stelammng of our company operations
focus on key business lines that have potentialdiog term growth into domestic and internationarkets. Through the reorganization p
we intend to streamline management and beganuotste the operations and internal controls tatfesy/foundation for global and internatio
expansion. We have enlisted many internationabggpand consultants as well as added key managemitbnwestern and eastern busir
and finance experience. We are also in the pragkesgsplementing an enterprise system to upgraderiial and external communications
internal management controls.

Our growth strategies include the following:

« Hold and grow existing domestic market positionthwvgremium quality products with a focus on custosaisfaction with consiste
availability. Continue the strategic consolidatiamd segmentation of our products with a focus @dypets with high margins a
high potential growth rate

« Continue the transformation from the collective fignfarms to industrial scale farming resulting imore control over the quali
consistency, and yields of our produt

« Expand product line with new byproducts by utilgimodern processed food technology (such as CQaatixin techniques, de
processing, concentrates technology and bio masatéynative fuels) that produces high qualitydurets and environmental friens
products that meet the demands of the domestidraachational markets. Byproducts include fruit arejetable concentrates, fc
extracts, nutritional beverages, edible and bis, alrganic and environmental friendly productszém and fresh vegetables,
packaging

« Strengthen industry research focusing on shiftiregds and demands for strategic cultivation. Mantizxibility and diversificatiol

to efficiently increase or decrease production wtivate new products that are in demand. Contituémplement the long ter
strategy of supplying key core food staples to datinend international marke
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ITEM 1 — BUSINESS - continued

« Continue to implement product quality upgrades ugio high tech agro technology. Continue to acqaimd develop new hybi
strains agro products that improve quality, yieldd overall cultivation methods. Expand cultigatarea by implementing more h
tech irrigation systems and other modern agriceltachniques. Expand seeding and propagatiomaésies to consistently sup
growers and meet the demands by expanding the aoy's agriculture bast

« Expand domestic and international business devedoprand sales departments to open the doors towaskets. Strategic prodi
development to meet the demands of specialized etsarkuch as institutions, organic niche markets, rtail volume outlet
Continue to establish long term relationships amsirfess networks with industrial scale agricultwahtracting to food and bever:
processors and distributors. Strengthen globaldamdestic logistics and distribution networ

« Expand animal husbandry division, agriculture chesi fertilizers, animal feed, and environmentaebdpicts and continue
implement the vision as leading company in sustdéagricultural practice:

« Internal and external acquisitions that bring addsde in technology, management, production cditiabj and open up new mark
and distribution points

« Continue to develop high end environmental produ€srrently, we have the technology and the itiftecture to grow many types
bio mass materials. We have also completed sefeasibility reports and R&D for the developmentbid friendly products such
bio plastics, bio mass molding products, bio fusld others. We already have the technology and/4mow to grow large quantiti
of bio mass materials. We plan to develop more&aljure products from our current product poitidby utilizing current resourc
and investment into processing facilities as th&€€RRtional policy moves towards alternative energye are also seeking outs
cooperation in building large scale alternativergperojects, such as bio plastics, bio fuels, me#) and other:

Merger & Acquisitions Strategy

We are seeking strategic cooperation and acquisitpportunities with companies that own new tecbgp| new distribution netwo
and innovative management with high return. Oneuwflong term objectives is to generate revenuklaild assets and long term distribu
channels outside of China through merger and aitipmis.

We will primarily focus on acquiring companies thatve a direct relationship to our existing bussessand industries. A strict «
diligence process is required and a feasibilitylgtwill be conducted to ensure these acquisitioitisyweld long term benefits and support
global expansion plan.

Industry related distribution companies will begited in all product categories which can expandreach by opening channels .
upgrade the overall logistics systems. Paramet#érbavset to stay in line with the master plarréhation to geographical markets and strai
positioning. Long term client relationships wilkfify the investment in solid quality distributiggstems.

A major focus of our mergers and acquisitions sggtwill be seeking profitable technologically adead companies that h¢
advantages and can be adopted by the Chinese iopsrat/e believe by building from the outsidere expect to achieve our goal in becon
a global leader. Successful and innovative techlyietowill remain a key principle in our policiegdrthe future. Developing these areas wi
essential in maintaining a competitive advantage.

We plan to invest up to and in excess of $100 amilio acquire speculative mining claims whose diation may never be possible
we dont obtain the permits required by law and regulaton/or which may not be capable of being mined imanner that permits the sals
the extracted minerals at a price in excess ottists of extraction and/or processing and tranaport How the mining claims may be tree
for financial reporting purposes will depend on greven reserves of each such set of mining clagmsts of extraction and applicable fed
and state securities and accounting laws. Howekerentire investment will not have a material effen the overall financial strength of
Company in case the investment therein is lostobrecoverable. Any such venture will not causgougiolate any covenant in any borrow
or investment agreements. It will neither restaat extensive operations in China nor our expanaimwhwill not have a material effect on
share value of our shareholdecommon stock. While there are high risks involiredursuing the acquisition and exploitation ohing claim:
and mining operations, there is also the poteftiahigh rewards. We have sought the advice andigelwof recognized professionals invol
in the mining industry to assist us in our evalortof mining prospects brought to us by brokers tandocument and guide us in any mir
venture we might become involved with.
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ITEM 1 — BUSINESS - continued

Yasheng has successfully completed the first shipro€its Angel Star infant formula from the Unit&lates to China. Angel S
infant and toddler formulas are composed of milgréudients sourced from high quality U.S. supplierall of which are under stringe
USDA/FDA inspections. Other key ingredients arersed from US suppliers known to produce the highpstlity/purity ingredients. A
facilities that produce process or package Angad Stoducts conform to USDA and FDA inspection hcehse requirements.

Yasheng group sells its products through an extensationwide sales and distribution network cawgril8 provinces and o\
115cities in China. The company has approximatéBdistributors and 33 direct clients.

“With about 16 million births a year, China is oofethe worlds largest markets for baby food and infant formrggresenting aroul
23 percent of the $41 billion global market, acéogdo a recent study published by Euro monitoernational, a research firm in London.”

We intend to become a global leader by placingtassevenues, and operations in several key gebgadocations that will allow
balance of business. This balance will enable dlsittuate with changing market demands and cammsti and place safeguards and positic
to quickly make strategic decisions on profitabitin a timely basis.

BUSINESS SEGMENTS

Our businesses primarily consist of farming and, atolesser extent, cement manufacturing. Our fagmand food relate
products/premium specialty deep processed food agmnitultural byproducts contain numerous operatiigsions that produce, proce
market and distribute a variety of premium agrierdt products grown in Northwest China. As suclthvthe exception of Gansu Bai
Agriculture and Reclamation Company, all other &libses of the Company are primarily agriculturahterprises. Included in ¢
consolidated financial statements are results fteenCompanys cement manufacturing business operations. Foyeaiess ended December
2012 and 2011, this business contributed revenoieding $6.75 and $6.12 million, respectively, whitepresents less than 1% of t
consolidated sales for either year. The busineksna of this segment has been and is expectedntince to remain relatively constant an
not significant to warrant separate segment rem@rtiSee Item 7. ManagemenDiscussion and Analysis of Financial ConditiorR&sults ¢
Operations.

AGRICULTURAL MARKET

Our primary business segment is premium speciagpdrocessed food and agricultural pseducts. We specialize in cultivati
processing, marketing, and distributing a varietgnpium specialty agriculture product grown in Neré&st China. Our product portfolio
diverse within a broad range of industries. The @any is organized within the eight agricultural gwotion areas and our products are
within eight separate and distinct markets.

A substantial portion of our products are clasdifés “Green Food’and reach PRC and international quality standardeough ou
R&D department, we continue to raise quality arahdards as well as develop new products. We tievability to adapt to industry trer
and market factors with a flexible product portfoliOur diverse product portfolio includes perideaband processed foods sold in volt
repackaged into units, or sold directly to conswgriarlocal markets. We produce main staples fomahifeed, fertilizers, and agineustry
products such as edible oils, or lmonstruction materials. We also grow many fresktsrand produce which we supply the local and proiai
markets.

AGRICULTURAL PRODUCTS

Agricultural products have been and are expecterkenoain our primary product base. We remain a natistrategic commodi
supplier for China but continue to enter into tighhend markets with quality agriculture products.
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ITEM 1 — BUSINESS - continued

Our primary product offering includes over 30 agltiere products under the following six areas.

. Field Crops: Cotton, Corn, Barley, Wheat, Flaxsédthlfa

. Vegetables: Onion, Potato, Beet, Pea

. Fruit: Apple, Pear, Apricot

. Specialty Crops: Hops, Wolfberry, Cumin, Hemp, lagaes Root

. Seeds: Black Melon Seeds, Sunflower Seeds, Card, $¢ax Seed
. Poultry: Eggs

In additional to the major products listed above,also produce many additional fresh fruits ancetagles which supply the local ¢
provincial markets. While these products will remaur main source of revenue, we plan to furtheemiify our product mix and increase
processing volume to meet market demands. We iaflend to establish new deep processing lines foctiirent product mix, which will allc
us to develop high end byproducts with the greajesivth potential, reaching new markets. Furtheamare plan to continue to focus on
higher margin deep processed products in the figncehave begun implementing a strategic plan pamct our product line with byprodu
from our core cultivated agro raw materials suchhaps extract, flavorings, deep potato processimganic fertilizers, animal feeds, eco
friendly pesticides, and bio energy.

We generated approximately 21.5% of our revenuas field crop based products, 13.6% from vegethbked products, 35.3% fri
fruits, 18.1% from specialty crops, 9.3% from seeatisd 1.9% from poultry products and the residuvainf other production during the y
ended December 31, 2012.

Agricultural Production Markets.
The following are the categories of agriculturadgwction markets in which are products are marketed

« Strategic Commoditiesare produced to supply domestic demands. Theseigodre sold directly to a network of local, praial,
and national purchasing houses based on the cuyladdl market price managed by the PRC agriculteq@artment. The products
then resold to processors for use in different stides.

« Institutional Contract Growing is a large part of our business model. Institutiand large food and beverage processors est
long term contracts to grow products that meetptoxessors needs and standards. We work closelypnocessors to establ
demands and assure quality for long term contr

« Consumer Direct Wholesale Marketspurchase our perishable fruit and produce to edhé public. These products are sold dire
as well as through small distribution companies swid on a locally, provincially, and national

« Domestic & Export Food Distribution companies prerrange volume purchase contracts for our freshpaocessed products of -
Company. These products are distributed to highneakets such as Hong Kong, other coastal citied far export. The products
then sold to the public through supermarkets argblat to food processor

« Animal Husbandry division consists primarily of eggs to be sold freend or packaged to wholesale food markets falees
consumers

PRODUCTION
Production Bases

The production of our products is supported by sdaege scale agriculture bases spread out ovasiageographical area within
Northwest of China. Over the past 30 years we haalesformed the family plot style farm into induskragriculture operations wi
infrastructure to support long term growth. R&D puopt has fueled development with new and high fercducts, placing the Company ¢
major strategic player within the industry. Infrasture needs such as water, roads, and powerugmored in coordination with loc
governments.

Each of our wholly-owned subsidiaries is consideardgrobase with several types of properties making uptierations. The sev
agro-bases are made up of fields, orchards, hopdsoizreen houseswith infrastructure, processing and storage arnedgation systems .
water storage, wind breaks, power generation pkamdistransmission lines to feed the algase operations. Each company has standard <
for cultivation equipment and processing harvedemas as well as the necessary capabilities é@kpging and pre-delivery storage.

16




ITEM 1 — BUSINESS - continued

Each agrdsase is made up of both modern industrial farm lagdl farming operations with many types of progegdines. Th
majority of farms use high tech irrigation allowifigr water efficiency, reducing the presence okdats, therefore minimizing the need
heavy pesticides. Our focus on efficiency by applynew high breed strains, high tech growing temes$, modern processing and sto
facilities, supported by modern logistics that nmaize our productsabilities to compete. Our vision has been to estldustainable farr
utilizing agro techniques that are beneficial nolfydo the consumer but also to the environment.

Production Infrastructure

We have made substantial investments in improveldd and building infrastructure such as transgiam routes, high tech irrigatic
green houses, wind shelters, and cold storage. MWeegs the ability to produce high quality seedkstoiofertilizers, bio friendly pest contr
technology, strict quality controls with specificats of our operational processes such as breetiemyesting and grading. We have
established a strong technical management tearaitoand monitor the operations.

Each of our agrdrases has a company office where administratianaitions take place. Total office space equals apmately
30,000 mu of land use rights of 70 years with al®futaverage years left. Each afpase administration office has a centralized sydtw
supporting management and employees. Residenceéeudor employees and managers are provided adjdoeoffices, with medice
recreational, & food services. Schools are alsd pathe agrobase supporting employees' families as well asitrgicenters for furth
education. In certain areas, high speed interretsacis also available.

All properties lie in a strategic position withihet Gansu province and include modern national hégylswand railways to all ma
cities. The agro-base properties also consistelfdtations, general commodities stores, and aildetine businesses.

Production Efficiency-High Tech Agriculture

We also seek to increase efficiency by applying héyh breed strains, high tech growing techniquesgern processing and stor
facilities, supported by modern logistics that nmaize our productsabilities to compete. Our vision has been to estdustainable farr
utilizing agro techniques that are beneficial nolfydo the consumer but also to the environment.

We also invested in several new hi-tech indusipiajects including the introduction of the most adeed dripirrigation systern
through a joint venture with Netafim, a global leath advanced drip irrigation systems, and Ganash¥éng Industrial Group. The facility
an annual capacity of 120 million meters, all ofiethis carried out according to Netafim technica&nslards. The facility offers irrigati
systems and related technology that aid in theropdtion of water and fertility of crops, which neases yields while lowering product
costs.

The shift from traditional farming to modern, tieieh precision agriculture is expected to makehaddrgest, high efficiency agricultt
base in China.

Expansion of Production Capacity

We believe that an expansion of capacity is ne¢destisfy increased demand for our products. tteoto increase our product
capacity, we must make capital investment to badditional cultivation bases and processing faedlito satisfy the projected demand of
products.

LOCATION

Our farms are mainly located in Gansu Province imin&. The terrain in Gansu Province is long andavarwith very differer
geomorphologic landforms. The annual average rkiisfa00-300 mm with long hours of sunshine anddsaland.

The irrigation water mainly comes from the Yellow& and the glacial mineral waters of the Qiliaowitains. The soil and clim:
in Gansu Province are very suitable for the grosgfthotatoes, watermelons, tomatoes, barley, hogsashards and other crops. There is
low humidity in the air and large temperature difece between day and night. Such special clincaticlitions not only reduce the occurre
of plant diseases and insect pests, but also isert® sugar density and starch accumulation ifrtiits and crops of various types, resultin
producing high quality products.

As a result of global climate change, expected ®202 an uptrend is expected of temperature andathifrecipitation across t

province shows a consistent increasing trend, whidhuld increase by 0.82% ~ 7.63%, among whichudingn the eastern part of the Ge
Province experiences more obvious increase initation with an increase of 6% ~ 7.63%.
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Temperature in all parts of Gansu Province willhigher. The increased rate of the temperaturadseasing slightly from east
west. Temperature increase range is between Ogf@eeand 0.95 degrees. The temperature increétse western region of Gansu Provinc
slightly higher than that in the other parts. Wéidswe that the special climate change will be mooaducive to the needs of agricull
illumination, temperature, and humidity.

Our operations are located in Gansu Province Nasthwhere the environment is not impacted by inthligtation as much as ott
areas in China. What's more, the country is movmfyrther preserve the land resources to sustaiditions to grow high quality products.

We utilize various irrigation methods, includingigdirrigation, river irrigation, well irrigation, ipe irrigation (tube feeding), a
sprinkler irrigation, etc. The irrigation water dsfor our company cultivated land located in the western part ofiskaProvince is primari
from the snow glacial water of Qilian Mountains.€eTirigation water used by our compasigultivated land located in central and easterts
of Gansu Province is mainly from upper Yellow River

Among other things, 70% of our arable land has stbdrip irrigation with a focus on fruits, corrgtton and hops. The crops adop
the methods of river irrigation, well irrigation @mpipe irrigation (tube feeding) are mainly barl@yd wheat. The crops adopting sprin
irrigation are mainly liquorices and alfalfa.

To conserve water resources and to alleviate tblklgm of water supply shortage, drip irrigation basome an increasingly popt
choice. Modern drip irrigation technology can op#emwater usage while enhancing plant beauty amdtthdt will control both biochemic
and physical indices for crop and flower growth atidws precise adjustment of water, fertilizer aim$ecticide usage. It also moderate:
extreme cooling effects sometimes produced by fliype irrigation. We have introduced the most adeahwaterefficient drip irrigatiot
techniques and equipment from Israel to ensureieffi water use on large-scale intensive agricaltprojects in the fertile but watscarc
Hexi Corridor. The first drip irrigation project idiuquan region was completed in September 1998sandw in successful production. '
have now received government approval for and begastruction of a further 2,667 hectare arable@gilhectare a hop farm both using
irrigation.

Meanwhile, we have built four large reservoirs wathwvater storage capacity of 260,000 cubic metach.eThe crops served by ¢
irrigation generally can get watsepluble liquid fertilizer through the drip irrigati system. These fertilizers mixed directly withigatior
water, fertilizing the crops through the drip iat@pn plastic pipes. This irrigation solution caave water and labor cost while increasinc
utilization of fertilizer.

In the course of cultivation, we make full use oipdrrigation and plastic mulching to plant ourrgltural products. Its roles ¢
hydra and heat preservation which has improvedithieation of fertilizer, reduced costs, and uléitaly increased crop yield and quality.
have dedicated many resources to implementing maafgiculture techniques into the fields.

SALES AND MARKETING

Our products are derived from years of agricul@xperience and over the years these products lrawengo be distributed to hir
end markets all over China, including Hong Kong. Wave established a significant presence in suppltie demand for food products
China with long term contracts and cooperativeti@ighips in meeting quality standards. Historigalle have been able to meet supply n
by establishing agro bases with diverse portfofisdpcts that stretch across many agriculture and fsoduct types. We also work closely
collaborate with local government and have estabtisan effective group of managers to minimize greduction and watch global indus
trends closely. In addition, we have also estabtisktrategic distribution and processing partneds\aho have their own distribution &
processing abilities.

The per unit costs of producing our products atgext to the supply and price volatility of raw raaals, especially fresh fruits a
vegetables which are affected by factors such athee growing condition and pest that are beyomd amntrol. We believe our pricil
remains competitive because of our control overessary resources and low cost labor, high tecktagrie practices as well as long t
relationships with our customers.

Production Development, Marketing, and Sales Coordiation
Our business development, marketing, and sales ieamde up of staff at the local, provincial, deticeand international levels. C
business development team works directly with tidoal buyers and coordinated production. Marketimgl sales teams in different regi

adapt strategies to the regions needs as welltadaoe with customers, business development, @&edtly to production bases. We hi
established customer direct communications witldpetion bases with institutional buyer to ensuraligy control, tracking, and delivery.
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ITEM 1 — BUSINESS -continued
Sales Channel and Distribution Network and Pricing

Our products are sold directly to buyers and disted through food suppliers. We also belong t® s$trategic commoditi
distribution network as a preferred supplier. \&ketpride in the long term relationships it hasielgghed for a consistent flow of product v
continued product satisfaction. A major portiontled Companys business is contract growing for institutionaddoand beverage proces:
and sold directly to processors.

We currently sell our products to both distributaral direct customers across 18 provinces in Ghilading: Gansu, Shanxi, Beijir
Shandong, Liaoning, Guangdong, Tianjin, Shanghaigia, Qinghai, Hebei, Inner Mongolia, Xinjianglid, Hubei, Guizhou, Xizang, al
Hainan. At December 31, 2012, we had approxima2é&l distributors and 33 direct customers in ChiNa. export our products indirec
through the Chinese companies with import and ebguaalification and licenses.

Our distributors sell our products to their variaustomers, including food processors, supermadddswvholesale stores. Since 2(
we have been fully implementing the operation apphoof “contracted management, unified purchasesatef. We begin to grow crops
March and April each year. The harvest seasonf@rethe end of June to midevember. About 70% of our sales are sold actossountr
through the distribution network. At the end o€legear and at the beginning of the second yeaplgwand sale contracts of that year wil
entered into between the retail traders and thsidialnies. In the contracts, purchase volume awdyzts specifications will be determir
generically, but the contracts do not determinepttiee for which the products will ultimately beldoThe price in the distribution contract:
usually determined by the market price of the yehdrvest seasons. In the busy farming seasomastessilt of large farms, we employ ten
thousands of temporary workers in order to endwditmely completion of harvest task.

We typically enter into annual contracts with soofi@ur distributors that are renewed at the begigmif the year. We maintain sta
relationships with our distributors, and many afrthhave been our distributors for more than thesas; No customer or distributor accoul
for more than 10% of our total revenue in fiscary2012.

We set up a trading company in 2010 to managedongivestment and incoming revenues from oversaambsses and as well a
set up a new product development, sales, and niragkentities with domestic and international admstirstion consolidated into the compe
We believe that it will strengthen our sales andketing, particularly the exporting of products.

RESALE SUPPLIERS

During the year ended December 31, 2012, we derdvsdbstantial portion of the materials from whiet produce our products -
resale from many suppliers in Gansu and Northerima&ChDependence upon a limited number of supppeses business risks, which is
reason that we have a diverse choice of vendorsuiooperations. These suppliers make up seed ghfeed, fertilizer, agro business mater
incidental construction materials, and other relatgriculture industry supplies companies.

COMPETITION

Since we are the largest agriculture company inthiNegst China and provide premium quality produotshie market, we believe 1
face little direct competition from Northwest of iBh. Most of our competitors are smaltezed local farms or medium size food proces
companies. Compared to these competitors, we leelievhave more diversified products, higher pradactapacity and greater resource
well as long term strategic relationships with oaéil clients. We are designated as a nationaksgiiasupplier of commodities and suppo
with long term contracts with major institutions.

Finding a competition model is difficult because puoduct portfolio is very diverse across six agltural and food industry marke
Our business model is unique in the way that ouo dgses cultivate, process, and distribute mangwtyral products but also produce m
byproducts. However, we expect more competitiorcdme from overseas as the WTO opens up the maokigtreign competition. Wil
increased international and domestic investmerd medium enterprises, we anticipate that there tmaymore competition from nic
enterprises focusing on high end products.

Some of Chinese major agriculture companies, ssclemoda, continue to diversify their product pmigf focusing on industri¢
related to us. We are also facing competition ftbenfollowing companies:
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ITEM 1 — BUSINESS - continued

« China National Cereals, Oil and Foodstuffs Corporaf{ COFCQ) operates many businesses, among thémodaimporter an
exporter and a bottler for Co&@sla products in mainland China. The company haldsonopoly on mainland China's grain trade
COFCO's interests are diversified to include teiagwedible oils, canned food, confectionery, inligats, livestock and meat, hott
packaging, real estate, and finance. Nine majoisidins and more than 30 subsidiaries offer brandgiding Fortune edible oil
jellied candies, Jojok meat, Great Wall wines, @leria Hotel Group, and Le Conte chocolate. COF€Gtat-owned and under tl
administration of China's Assets Supervision andchiistration Commissior

« China Grains and Oils Group (CGOG) processes diglasegariety of grain and oil products. Its adi® include grain, oil food, ai
feedstuff processing, and domestic and internattidisiribution of various food products. The compaiperates through some
subsidiaries that distribute wheat, corn, rice, antl fat, oilseeds, coarse grain, and beans, arotirey products. CGOG sells
international customers in the US, Europe, Japad, throughout Southeast Asia. The company is stateed and under tl
administration of China's Assets Supervision anchiistration Commissior

Competitive Position

All of our existing operations and manufacturing &rcated in the Northwest of China. We beneéitrfrthe favorable operations ¢
manufacturing environment in the Northwest of Chisizch as lower labor rates and lower raw mateasis for most of our products compe
to other areas in China and the world. Our actes€hinas operational and manufacturing environment adgmstas one of prima
strengths. The economies of scale play an importd@ in our products competitiveness in the maptace. We control vast land and nat
resources that are integrated and utilized in tioelyction of all our products. This is an impottéactor in being competitive in the mark
served. The ongoing addition and implementatiorstate-of-theart production and manufacturing technology, fothbagricultural an
industrial products, provides a buffer betweennas the competition for the majority of our productdtilizing the most current production &
manufacturing technology assures high quality aed effective product.

Our Competitive Advantages
We believe that our success to date and potentidlifure growth can be attributed to a combinatbour strengths, including the following:

o Industry Trend Flexibility . Our ability to adjust our agricultural structuaed improve the quality of agricultural produciss
resulted in the comprehensive development of thiewatural economy. Planting structure has alsanbamntinuously optimized whir
has developed from traditional agriculture to casbps. The production of the cash crops such asmobil, sugar, hemp, frui
vegetables and other crop production have relgtigetess to rapid development. The main agricdlfun@ducts concentrate on -
predominanc-areas is speeding up and the level of quality efatricultural products has been further enhar

« Scale advantage over local competitors The PRC agriculture market currently is highipgmented. We are larger than
domestic competitors when considering the compalaigge diverse product portfolio, vast amounts afd under cultivation
abilities for industrial scale production volum@&sis provides us with many competitive advantagesuding the resources to ens
high quality products and better controls to seauwasistent and reliable supplies to large custem@&ur scale and increas
nationwide market exposure supports developmeatiobrand name

« High Tech Agriculture Abilities . We have the characteristics of advanced levet@dern agricultural technology, a high degre
organization, a large market capacity and yielddgeconomic returns. Our ability to compete isdretive believe, than the traditio
agriculture companies. The application of agriaatiechniques, such as biological husbandry, gealbt modified agriculture ar
water-saving irrigation, has increased agricultural stngite and quality

« Alignment with PRC Agriculture Development Policies. We can ensure sustained and stable growth oEmaayriculture in tr
aspects of capital, technology and manpower, amdspaed up the process of industrialization of modggriculture and export-
oriented operations and can also enhance its mtfenal competitiveness. The development of our @amy can adapt to Chin
development direction of agricultural policy. Basen our own funds each year, the Agricultural Depetent Bank of China c
provide partial supporting fund
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ITEM 1 — BUSINESS - continued

«  Successful Operating Mode. Our operating mode of modern agriculture in Gompany has reached advanced domestic level
aspects of policy arrangements, institutional desipverage, as well as large farms covering sfaaihts and processing enterpri
linking the farming households. We have set up angplified a sound modern agricultural operationtesys which incorporatt
processes to accommodate and maximize efficiensied) as job responsibility, multilevel operatingylti-channel and multievel
responsibility sharinc

« Long Term Established Relationships. Local, provincial and national long term relasbips have been a key advantage fo
company as they have established long roots inhMe&st China. Our ability to take on challengesplament large scale projec
and produce national leading products have broogith respect and confidence by the governmentabéret business leaders
China. We have been honored as one of the topnigaddustrial companies in China, therefore recgjvoreferential policies a
most favored abilities to take on new projects pted by the Central Governme

« Geological Agro Advantages. The climate of Northwest China plays a key roleour competitive advantage. The long day
sunshine, low humidity, temperature difference lesmw day and night, and aerated soil, all contribotéhe production of quali
products of size, flavor, and nutritional value. $flproducts are grown organically and contain ratipieles. These favorable clim
conditions lower cost of production because theaigeesticides or heavy fertilizers in not need&d.additional climate factor is Ic
industrial complex and population in Gansu lowéssimpact of pollutants on the environme

- Extensive Sales and Distribution Network. Our extensive sales and distribution networlovedl us to reach a wide range
customers all over the nation. As of December 81,22we had approximately 218 major regional distobs in 18 provinces. O
distributors sell our products through their owntwak in the region to their various customers,liding food processol
supermarkets and wholesale stores. We have a stathleffective group of distributors who helpedéd our products all over Chin

« Experienced Management Tean. Our management team has extensive operatingierpe and industry knowledge. Chang Sl
Zhou, our Chairman and CEO, has over 30 years pér@nce in the agriculture industry. Our senionagement staff has extens
local industry experience combined with internagioexperience. We believe that our management tearperience and capabilit
have contributed greatly to our significant grouvthihe past year:

« High Tech Irrigation Techniques . Our drip irrigation also allows for the mostieiént water application keeping the costs d¢
Ground and runoff water come from the upper readfékse Yellow River or Qilian Mountain glaciersetfefore lowering the impe
of pollution coming into the water table. Gansuvinge has a direct water source and is not dowastrieom neighboring industri
provinces,

« Significant Barriers for New Competitors . We have spent the past three decades invesgngicant resources to acquire la
build infrastructure, research and developmentaoovgts business. A new competitor would need iuae large tracts of land witk
the same geo agro conditions we have to develosdhee type of diverse product line. The new corygretivould have to de
numerous local and provincial government agenaielscairrent land tenants to secure leases and Bmdghts needed for large sc
operations. If the competitor was able to secueddhd, it would need a substantial amount of timegstment, and resources to b
operations up to our capacity. It would also taket @f time to reach profitable operatiol

CARBON CREDIT GENERATION AND TRADING

Liu Yanhua, a member of China's National Climatea@je Expert Committee, said at the CEC Economigafin in 2011 ar
Analytical Prediction Meeting of Electric Power Beepment held on March 26, 2011 that, in the eyewany developed countries, Chini
likely to become the world's largest carbon maikethe future. It is understood that in 2009, tharket value of the global carbon ma
reached $144 billion and in 2010 it reached $19obi People in the carbon industry estimate tiet global carbon market turnove
expected in 2013 to outnumber oil for the firstdiand that by 2020 the global carbon market wilgto $3.5 trillion. Global carbon trading
2013 is expected to outnumber oil for the firsteim

In tackling climate change, whether the negotiasitnation China is facing or domestic policy pregien, China is facing increasi
pressure to deal with changing climate situatidms.Yanhua stated he expects that the internatiooaimunitywill form carbon market rule
in the future that are similar to the WTO rulesohder to gain the initiative, China needs to istBnthe policy preparation in encouraging
carbon finance market.
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ITEM 1 — BUSINESS - continued

It is understood that China's GDP accounted forof%he world in 2009, but emissions accounted foarenthan 20% of the worlc
total. The people in the carbon industry prediet @Bhina’s total emissions in the future are likelyise from nearly 7 billion tons to10 billion-
12 billion tons.

It is understood that the global carbon market duem was more than $120 billion in 2009, almostado the amount of ¢
trading. Europe has become the world's largeftorabuyer. In 2009, Europe's transaction volunaehied 6.2 billion tons of carbon diox
emissions equivalents, which accounted for 73%eftotal global trading. In 2009, the weighted agerof the prices of carbon trading arc
the world increased by 17% over 2008, rising to.$Xrfom $15.3 per tons of carbon dioxide equivaléfthe weighted average carbon p
increased by 6.6% in 2010, from $17.9 per tonsaoba@n dioxide equivalent in 2009 to $19.1 per tohsarbon dioxide equivalent in 2010
2011 the carbon price dropped to a record lowdoetto having stimulated liquidity, deal activityicreased sharply, so that the market vali
the global carbon market in 2012 increased by 4#tpared to 2010 and the transaction value of Europiaon Carbon Trading System r
to $130.9 billion, an increase of 6% over 2010.

Currently, China is the world's largest seller aflion credits. According to World Bank estimates, €DM projects in China accol
for more than 50% of the world's total demand. oighe third quarter of 2011, China issued over 4@ilion tons of Certified Emissic
Reductions(CERs), which is the biggest seller miernational carbon emissions trading market. Quiyrethe CDM projects in China ¢
mainly for "export". The domestic market in Chisalmost zero.

We entered into a Letter of Intent dated Novemhe2(ll2 with LEMCO Investments Limited, (the BVI atite UK), whereby bo
parties expressed an interest in forming a joimtwes to exploring opportunities of mutual interstthe development of langse and forest
conservation projects, including industrial agriau, carbon emissions reductions and other forinpapments for environmental services
lands owned or controlled by LEMCO in Latin America

Location and operations

We intend to conduct this business through Lemcsh¥éag LLC which we formed in January of 2013 tdlifate the joint ventur
with LEMCO Investments Limited, (the BVI and the JKnce the joint venture is executed. Lemco YaghdrC is still in its due diligenc
phase of the endeavor and has not made a finasideadn how and when it will proceednder the proposed joint venture, Yasheng
provide Lemco Yasheng LLC with strategic agricidfumanagement for sustainable use, forestry coasery new tree plantation, mine
mining, and environmental services including thie sdi carbon credits on the China Environment aath@n Exchange
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ITEM 1 — BUSINESS - continued
INTELLECTUAL PROPERTY

Patents

The following Chinese patents are material to qmtirtg our products and processes. Chinese pdiamésa term of 20 years.

Patents
Title Pat. # Issuec
Granular sodium sulfide production proc 7103152783 .: 1/18/200€
A medicinal recombinant human lysozyi
fusion gene and access to the methods ¢
drug proteir Z1.03100582.¢ 6/1/2005
Foot and mouth disease vaccine by recombi
Protein gene expression in the establishme
Livestock disease foot and mouth disease \
detection antibody technolog Z1.03100579.¢ 6/1/2005
Access to vaccine used in the productiol
Foor-anc-mouth rape chloroplast transgenic ple Z1.01145166.1 7/27/2005
A cloning vector to produce the treatmen
Microbial disease gene vascular endoth¢
Growth facto—2 drugs naked DN Z1.03100580.z2 11/2/200%
Preparation method of natural carot Z195 1 15709.¢ 12/3/199¢
Punching with inla-style fla-type water droppe Z1.2004 2 008512 11/9/200¢%
Bored potent type inlay bonded with a -type water droppe Z1.2004 2 0085126. 11/9/200¢%
Bored with inla-style fla-type water droppe Z1.2004 2 0085125. 11/9/200%
Punchin¢type bond with the powerful fl- type water droppe Z1.2004 2 0085128. 11/9/200%
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ITEM 1 — BUSINESS - continued
Trademarks

We own eight PRC registered trademarks, "YASHENGTAO SHAN", "XIA HE QING", "LV JIA", "XING WEI", “ LIN DAN”",
“JING TAI", “TAI YU” “ JIUAN” “ANGEL STAR”

EMPLOYEES

As of December 31, 2012, we had over 15,000 empky&he majority of employees are based in Chind, approximately
employees or contract employees are based in @&iriéadquarters. Some of our employees in Chimmanambers of a labor union. Amc
all the employees, approximately 73% employeedara workers, 9% employees are salespeople, 5%os@ed are management staff,
13% are technical staff.

For our employees in China, we are required tordmurte a portion of their total salaries to the i@se governmerst’social insuranc
funds, including medical insurance, unemploymesuiance and job injuries insurance, and a housssgstance fund, in accordance \
relevant regulations. We believe that we maingaod relations with our employees as well as oifeentive and training programs
motivate our workers. Our employees are entitledttwement benefits calculated with referencentartsalaries basis upon retirement and
length of service in accordance with a PRC goventm®naged retirement plan. The PRC government isttlireesponsible for the payme
of the benefits to these retired employees. Vée@guired to make contributions to the governnmeataged retirement plan based on ce
percentages of the employees’ monthly salaries.

We provide the following benefits for our employée<hina:

. Employee Welfare Fund. An amount equal to 14% of payroll is set asidethy Companyfor standard employe
benefits.
. Open Policy Pension. We pay to national and community insurance agantamount equato 20% of payroll. Thi

insurance continues to cover the employee subsetuegtiremen

. Unemployment Insurance. We pay to the national employment administrattities anamount equal to 1%
payroll. Any dismissed employee thereby receavepecified amount (Family-support funds for a designated peri

. Housing Surplus Reserve. We pay to the national housing fund administegntities anamount equal to 10%
payroll for deposit into the employees' future hingsllowance account

RESEARCH AND DEVELOPMENT

Our research and development of new products mgrilly conducted through Yasheng Academy of Scigrael Yasheng Resea
Institute of Agricultural Technology, as well asvegal pilot and testing and training programs witlour operations. Yasheng Academ
Sciences and Yasheng Research Institute of Agui@ilfTechnology are quagbvernmental entities that assist in the developnoériooc
products promote the development of the regionh¥ag Academy of Sciences and Yasheng Researctutasif Agricultural Technology a
funded approximately 80% by the Company and therzal by the Chinese government.

We have also established outside research andogevent capabilities through cooperation with theeinational Hops Associatic
Mexico’s wheat and grain development departmentyelsas other industry associations, to continte@uvgh with highedge technologies. \
also work directly with food processors to devepopducts that meet the technical and quality demafdood and beverage producers, sut
the Company’s cooperation with Pepsi and KFC tcettgyva hybrid potato strains or hops pellets fdaromal brewery Tsingtao Beer.

Through our association with Gansu Yasheng, we baea able to gain strategic advantages througba¢idn and research. Yash
Group Science Academy undertakes intense reseatghthie agriculture industry which is eventuallyedswithin our operations. This |
allowed us to make great advances in many sectarsraCompany. This institute works closely witletNational Institutes in coordination
advancement of China's agriculture industry. Theer@e Academy has five departments: Applied Agticel Technology, Biology, Trans-
Genetic, Chinese Medicine Research, Informatiorhelogy, and New Biology Material Research.
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ITEM 1 — BUSINESS -continued
QUALITY CONTROL ASSURANCE
Food Quality, Safety, and Management Controls Quaty Control

Food quality, safety, and management controls Apimary importance to us. We have establisheaityucontrol and food safe
management systems for all stages of our busimedsding raw material sourcing, producing, packagistorage and transportation of
products.

Most of our products have been certified "greerdfdoy national standards. Standards of quality saiety of agricultural produc
include the whole process of agricultural produttibhey are standards of agricultural productseti&s, as well as the environmental stanc
of manufacturing location, production and procegsechnical specifications, product classificatieafety and hygiene, packing, storage
transit. We have been implementing and practicifige” Food Safety Law of the People’s Republic ofn@liiand incorporating internatior
standards and procedures to meet the quality adtidafety requirements of many markets.

Ourproducts have strict quality assurance measuresxXample, our hops, beer barley, cotton, potaanesother products go throt
intense inspection and testing by the “PRC Natigpadlity Inspection Bureau”Our hops and beer barley have to meet strict stdadal
national beer manufacturers who have special hogsarley quality standards, such as acid contehdy and purity. Our potatoes are ma
used for producing starch and mashed potatoeshigthdemands on the starch content and utilizeaicestrains designated by our custon
such as KFC, Pepsi, and McDonalds.

Tracking Systems

We have implemented different levels of trackingdach industry and product. These systems allovpmducts to be traced bacl
the agro base and farm plot of origin and can besgd check by our reports from our production gameent and technical support team.
allows for quick and efficient identification of@lsource of the problem and allow for quick coimtbr measures to ensure safety.

Standardized Cultivation

Assuring food safety and quality controls is deemndn a system of standardized cultivation thatmaduce consistent product:
size and flavor that are safe to consume. We impigrmuality control measures to ensure that thrahghproduction process from star
finish that our management, technicians and latwareffollow these guidelines.

Seeds, Clones, and Sprouts

Seeds, clones, and sprouts from inception arediestd trialed to ensure consistent traits in growserformance, size, appearal
flavor, and nutrition. At this stage of cultivatidhe companies technical and production manageteant intend to be actively involved
assuring the standards are met.

Bio Friendly and Organic Fertilizers

Fertilizers are very important and we take all noees to utilized organic fertilizers. The companternally produces organic fertiliz
materials within the compang/’sustainable operations concept. The fertilizessduare friendly to the environment and nontoxionvate
systems. Our efforts are to reduce the effectsvef éarmed land on fertile soil and create a medfamenhanced water saving technique
well as adding additional nutrients. The qualitysofl is vital and this approach achieves that gbhais approach also allows for a higher qu.
product with more nutrients, flavor, and appearance

Pest and Disease Controls

The production management and technical manageteant regularly inspects at each operations potept@blems for pest
disease. We have established a specific pest apdg management system to focus on this vitabparsuccessful harvest and delivery ta
clients. We utilize the following techniques to rimiize and control any pest or disease issues.

« Physical inspection is done utilizing many methedsh as antpest nets, light and other traps, sticky boardd, @her techniques
minimize where pests and disease can flou
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ITEM 1 — BUSINESS - continued

» Biological methods are also implemented utilizirefumal predators to the other harmful pest, asswnagl organism to fight off tt
ongoing problematic issue. The company also uslinatural methods such as planting other plant$ twexhe main crops th
naturally ward off pests such as, herbs, spiceshamp.

« We practice responsible crop management that niasnta healthy and sustainable atmosphere for oitiv&iion operations. Th
reduces the risk of pest and disease by providiegoptimal conditions for our production to be hyard withstand threats from pi
and disease. This is where implementation of cotgtion and utilizing quality seeds, spouts, angplants come into effe

Bio Friendly Pesticides

We utilize many methods of to reach an optimalieation atmosphere to avoid using pesticides. dMg utilize pesticides only wh
needed as a last choice. We reduce the needxior gesticides and in many cases our cultivaticecfices do not use them at all. We -
every measure necessary to avoid products andnthimement. We develop other bio friendly pestasdhat it utilizes in its own operatic
and plans to develop retail products for the Agusibess pesticides supplies industry. The polidyifzethe company is to avoid any ust
pesticides that would harm the quality of the pridsoil, water system, or human work force. Thea®n of the geographic location of
production bases is also important. Part of ouatio selection criteria for our operations is @b that is dry and in an area that lesson
possibilities of attacks.

Harvesting

Harvesting becomes one of the most important stagesltivation. We also employ strict harvestimghniques to ensure prod
safety and quality. An entire crop can be lostamedged because of bad harvest management. Weaapghis stage with care by directir
combination of resources to assure success byirgeatchecks and balances. The production managemam, technicians, and harvest i
force work in close coordination to properly chodke optimal time to begin harvesting and the deadlfor completion. The producti
managers organize and arrange for timely and secansportation to the first stage processing aféds process is also documented
recorded with the other stages of cultivation.

Processing

We have a diverse product portfolio requiring mayyyes of processing after production. Many techegjare undertaken and e
product has a separate team to oversee this proPessessing facilities are equipped with cleaniagrting, packaging, and requi
temperature storage be it dry or cold and the sabesketing, and production management team warkety to ensure quick delivery. .
facilities follow PRC, ISO, and HACCP, processimdgpackaging standards and are monitored and mdrag®ur production team a
related departments.

Storage and Distribution

Our diverse product portfolio requires little stgeaaccept for short term storage. We have alsableshed cold and dry store
facilities for products that have those demands.fédilities are regularly inspected and follow PR@d ISO standards for cleanlin
organization, and safe working environment. Qualiptrol measures implemented by the productiontackinical management team conti
all the way until the product is delivered to thestomer desired location. These procedures aradedadn reports and filed for upj
management

Responsible Crop Planning and Rotation

Each agrdsase is established to create a diverse productbra balanced system within the staple needslo$irial agriculture. O1
product supports the growth of the other in coation with other factors.

On an average, each base has four (4) to five ri&@juyst focuses and a balance of supporting prodbetsare rotated to sustai
healthy soil base. Utilizing horticulture grazingncalso add value by operating responsibly. Bytssiing the management team determine
lands ability to handle the needs of the prospectirop. One of our advantages is vast amountsnaf éd the ability to rotate and cre
alternative plots while other soils rehabilitatedrpwing alfalfa or something similar.
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ITEM 1 — BUSINESS - continued
SEASONALITY

Affected by seasonal agricultural production, ousibess is also seasonal. Our harvest seasonsoanettie end of June to mid-
November. In the harvest seasons of crops, asii cdsompetition, the prices of various agricudtproducts demand a competitive low pi
we will store our products, such as fruits, urit# second yeas’Spring Festival waiting for the supply and demtambe appropriately adjust
so that prices of agricultural products can, imfuse adjusted to an ideal price. The seasortakeampact on our farming products
minimized by these practices.

As a result of seasonal sales price fluctuatioreshawe historically realized a greater portion of net sales and of our gross pi
during certain quarters of the year. The salesepoif our agricultural products item fluctuatesotighout the year due to the supply of
demand for that particular item, as well as theipdg and availability of other agricultural itermsany of which are seasonal in nature.

REGULATORY ISSUES AND POLICIES

Since substantially all of operations are base€lina, we are regulated by all levels of governmeasftthe People's Republic of Chi
including central government, provincial governmeanid local governments. We are generally suliecitate, local laws and regulati
relating to the business, environment, health,safety. Specifically, we are subject to the folilogy

The Company Law of the Peo’s Republic of Chini

Labor Law of the Peof’s Republic of Chini

Insurance Law of the Peo['s Republic of Chin

The Food Safety Law of the Ped’s Republic of Chini

Patent Law of the Peof's Republic of Chini

Law of the Peopl's Republic of China on the Prevention and ContfaVater Pollution
Law of the Peopl's Republic of China on Scientific and Technologledgres:
Energy Conservation Law of the People's RepubliCliha

Regulations Relating to Busines

Our operations are conducted through our subsediavhich are subject to the laws of PeapRépublic of China. The practical ef
of the People's Republic of China's legal systemoon business operations in China can be viewerh ftwo separate but intertwin
considerations. First, as a matter of substantawe tthe Foreign Invested Enterprise laws providmificant protection from governme
interference. In addition, these laws guaranteduthenjoyment of the benefits of corporate ag&hnd contracts to Foreign Invested Enter
participants. These laws, however, do impose stdsdeoncerning corporate formation and governamtéch are not qualitatively differe
from the general corporation laws of the seveiatkst Similarly, the accounting laws and regulaiohthe People's Republic of China man
accounting practices which are not consistent Wit8., Generally Accepted Accounting Principles. @8 accounting laws require thai
annual "statutory audit" be performed in accordanith People's Republic of China's accounting séadsl and that the books of accour
Foreign Invested Enterprises are maintained inrdecwe with Chinese accounting laws. Article 14haf People's Republic of China Whe
Foreign-Owned Enterprise Law requires a Wholly kpréOwned Enterprise to submit certain periodic fisogborts and statements
designate financial and tax authorities at the oskusiness license revocation. Second, whileetifercement of substantive rights may ap
less clear than United States procedures, Foreigsted Enterprises and Wholly Forei@mned Enterprises are Chinese registered comp
which enjoy the same status as other Chinese eegistcompanies in business-business dispute resolution. Generally, thechasi 0
Association provide that all business disputesgiairig to Foreign Invested Enterprises are to Iselved by the Arbitration Institute of t
Stockholm Chamber of Commerce in Stockholm, Swedpplying Chinese substantive law. Any award reeddy this arbitration tribunal
by the express terms of the respective ArticlesAs$ociation, enforceable in accordance with the it&éh Nations' Convention on t
Recognition and Enforcement of Foreign Arbitral Ads (1958)." Therefore, as a practical matter,caitfih no assurances can be given
Chinese legal infrastructure, while different ineogtion from its United States counterpart, shadtipresent any significant impediment to
operation of Foreign Invested Enterprises.

Regulations Relating to Crop Seed and Agricultt
The crop seed business is a highly regulated ingirstthe PRC. In July 2000, the Seed Law was ewhtd foster the use of s¢
resources; to control the selection, production aed of seeds and to regulate related businesstapes; to protect the legal rights

producers, business operators and users of seegdmrmote seed quality; to drive the industrialmatprocesses of seeds and to accelera
development of the planting and forestry industries
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ITEM 1 — BUSINESS -continued

Under the Seed Law, major crop seeds and treetiesriare subject to examination and approval ageaxcqndition of thei
popularization. An applicant may apply directly fastamination and approval at either the nationgdrowincial level. Committees compose
professional experts have been established selyalatethe State Councd’ agriculture and forestry administrative departtaesnd th
provincial governments for the examination and apal of crop and tree varieties. Major crop seedeties that are verified and approvec
the State Councd committee and the National Crop Variety Examoratand Approval Committee may be marketed and iloigac
nationwide. Varieties that received provincial ap@ are only permitted to be marketed and distedwvithin the approved province.

For seed production, a permissibased system is currently in practice pursuanhéAdministrative Regulation on Permissiot
Production and Operation of Crop Seeds, which waged on February 26, 2001 and revised on Jul$d4.2A company engaged in
production of seeds must obtain a production lieemgich is issued at either the provincial orltheal level, entitling the licensee to engag
seed production in the permitted area. The levassfing authority required for a production licensaries based on the types of seeds
produced. The production license also specifiestyhes of seeds the license holder may producegeographic region where seeds ca
produced and the term of the production license.seed distribution, a company must obtain a distion license in order to distribute se
in permitted areas. Generally, a distribution I®emay be issued at the county level or above.edl sempany must obtain a distribul
license from the provincial government to distrébbuatajor crop seeds in that province, and a dididhdicense from the national governm
for national distribution.

Supervision of Agricultural Products Quality and $ety

On March 10, 2005, the Ministry of Agriculture igslthe Administrative Measures for the Supervisind Spot Check of Agricultui
Seed Quality, which became effective on May 1, 2@0f%l which permit the governmentidministrations of agriculture at the county lewn
above to organize relevant seed administrationsaed quality inspection institutions to sample msgect agricultural seeds that are prod
and sold. A seed production and operation comphaly does not meet inspection standards must rapgliseeds that have been sold. !
companies may not conduct sales until they meeeirtion standards. A legal representative of tieel ®®@mpany must circulate information
the inspection to all employees, and the compangt metermine why the seeds failed to meet inspeaiandards and implement correc
measures. Such measures include improving quatitytral processes, submission of rectification répa@nd submitting to subsequ
examinations by the administration of agricultuderr seeds have not been recalled in any inspedbiptise government authorities thus far.

Regulations Relating to Lani

There is no private ownership of land in China. lalhd in the PRC is either statesmed or collectively owned, depending on
location of the land. All land in the urban are&s @ity or town is statewned, and all land in the rural areas of a cityosyn and all rural lar
are, unless otherwise specified by law, collectiv@lvned. The state has the right to reclaim landdoordance with law if required for -
benefit of the public. Although all land in the PRE€ owned by the state or by collectives, privatdividuals and businesses and @
organizations are permitted to hold, lease andldpvand for which they are granted land use rightsand use rights can be obtained fron
government for a period up to 70 years, and ariedllp renewable. Land use rights can be transfieaggon approval by the land administra
authorities of the Chinese State Land AdministraBureau upon payment of the required land trarfefer We have received the neces
land use right certificates for our operating fisieit as further described in Item 2 —Properties.

Regulations Relating to Foreign Currency

In addition, we are also subject to PRGbreign currency regulations. The PRC governnierst control over Renminbi reser
through, among other things, direct regulationha tonversion of Renminbi into other foreign cudien. Although foreign currencies wh
are required for current account transactions @bdught freely at authorized PRC banks, the prppecedural requirements prescribec
PRC law must be met. At the same time, PRC compaaie also required to sell their foreign exchasamings to authorized PRC banks
the purchase of foreign currencies for capital antdransactions still requires prior approvalted PRC government.

Costs and Effects of Compliance with Environmental aws and Regulations

We do not face any significant government regutatioconnection with the production of our produdttée do not require any spe«
government permits to produce our products othem those permits that are required of all corponatin China.

Although we utilize many methods to reach an optioudtivation atmosphere to avoid using pesticidhs, use and disposal of sc
chemicals and pesticides are inherent aspectsrgiroduction operations. These activities and o#isprects of production are subject to vai
environmental laws and regulations in the PegpRépublic of China. We are not a party to argpdiie or legal proceeding relating
environmental matters where we believe that tHe associated with the dispute or legal proceedingld/be material. We regularly moni
and review our operations, procedures, and polildescompliance with these laws and regulations. Wa¥e made substantial cag
investments in our facilities to ensure compliamgth environmental and regulatory laws. We belig¢hrat our operations are in substai
compliance with the laws and regulations and thetet are no violations that would have a mateffateon us. Therefore, we do not anticiy
that there will be any substantial costs assocaitithe compliance of environmental laws and fatjons.

28




ITEM 1A — RISK FACTORS
RISK FACTORS

Investment in our common stock involves risk. sfamuld carefully consider the risks we describeWwdbefore deciding to invest. 1
market price of our common stock could decline uany of these risks, in which case you could &dker part of your investment. The
factors may also cause actual results to differemiatly from the results contemplated by the fortvdooking statements in Managen’s
Discussion and Analysis. You should pay particatéention to the fact that we are a holding compavith substantial operations in Chi
and are subject to legal and regulatory environrsehtat in many respects differ from that of thetbhiStates. Agricultural products acca
for a large portion of the Compa’s revenues. Agriculture operations are subjeatanations in supply and demand, weather, diseag®)l
costs and product liability. Our business, finadaiondition or results of operations could be afézl materially and adversely by any of
risks discussed below and any others not foresgéis discussion contains forwaldeking statements. The list or risks below is intgnder
to be all inclusive. A complete listing of rislsskieyond the scope of this document. Howeverstiong including our shareholders, sha
carefully consider, among other factors, the follogwrisk factors set forth below.

RISKS RELATED TO OUR BUSINESS

Our agricultural assets are concentrated in one piace in China and crop disease, severe weathetural disasters and other conditio
affecting the environment, including the effects ofimate change, could result in substantial lossssd weaken our financial condition.

Our agricultural operations are concentrated ind@ddrovince. This area is subject to occasionabge of drought. Crops requ
water in different quantities at different timesridg the growth cycle. The limited water resourteny given point can adversely img
production. Although we have deployed drip irrigatsystems for its crops, the uncontrollable weattonditions may affect our agricultt
productions.

Crop disease, severe weather conditions, suchoadsf] droughts, windstorms and hurricanes, andralatlisasters, may advers
affect our supply of one or more product, reducesales volumes, increase our unit production costzrevent or impair our ability to st
products as planned. Since a significant portionwfcosts are fixed and contracted in advanceci ®@perating year, volume declines dt
production interruptions or other factors couldute@ increases in unit production costs, whicluldoresult in substantial losses and wei
our financial condition. We may experience cropedie, insect infestation, severe weather and atiherse environmental conditions ft
time to time. Severe weather conditions may oedth higher frequency or may be less predictabléhanfuture due to the effects of clim
change.

An occurrence of such an event might result in nedteisruptions to our operations, to the operaiof our customers or suppli¢
resulting in a decline in the agriculture industifhere can be no assurance that our facilitiesrodyzts will not be affected by any si
occurrence in the future, which occurrence may teaabverse conditions to our operations and firzmesults.

Prices of agricultural products are subject to sug@and demand, a market condition of which is nateglictable.

Because our agricultural products are commoditi@sare not able to predict with certainty what ericwill receive for its product:
Additionally, the growth cycle of such productsrnmany instances dictates when such products mustdrketed to achieve the maxim
profitability. Excessive supplies tend to causeese price competition and lower prices throughbetindustry affected. Conversely, short:
may drive the prices higher. Shortages often refsath adverse growing conditions which can reduoe availability of the agricultur
products affected. Since multiple variables cdacafsupply and demand, we cannot accurately predicontrol from year to year what pric
either favorable or unfavorable, it will receiverfn the market.

In addition, general public perceptions regardimg quality, safety or health risks associated wéhicular food products could redi
demand and prices for some of our products. Textent that consumer preferences evolve away fnmdyets that we produce for healtt
other reasons, and we are unable to modify ourymtsdr to develop products that satisfy new corsuneferences, there will be a decre
demand for our products. However, even if markitgsrare unfavorable, some of our agricultural potsl which are ready to be, or have b
harvested must be brought to market promptly. Aekese in the selling price received for our proslakte to the factors described above c
have a material adverse effect on our businessitses operations and financial condition.
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ITEM 1A — RISK FACTORS - continued
We could realize losses and suffer liquidity proivie due to declines in sales prices for our agricu products.

Sales prices for agricultural products are diffi¢alpredict. It is possible that sales pricesdor products will decline in the future, ¢
sales prices for other agricultural products magp alecline. In recent years, there has been irioge@snsolidation among food retaile
wholesalers and distributors. A significant portimour costs is fixed, so that fluctuations in g#aes prices have an immediate impact ol
profitability. Our profitability is also affectedytour production costs, which may increase duattois beyond our control.

We do not have long term commitments from our stuipm, and increases in commodity or raw product tosould adversely affect o
operating results.

We may experience shortages of supplies and inserdtecause we do not have lotggm agreements with our suppliers. M
factors may affect the cost and supply of our potgiuincluding external conditions, commodity marRactuations, currency fluctuatior
changes in governmental laws and regulations, agui@l programs, severe and prolonged weatheritond and natural disasters. Incree
costs for such commodity or raw product costs nteesely affect our operating results in the future

Due to fluctuations in the supply of and demand four products, our results of operations are subfjéa seasonal variability.

Our earnings may be affected by seasonal factdngshwmay cause the sale price of our productsuctdlte throughout the ye
including:

. the seasonality of our supplies and consumer demand
. the ability to process products during criticalvest periods; and
. the timing and effects of ripening and perishafilit

We are subject to the risk of product contaminatiand product liability claims.

The sales of our products may involve the riskrgéiiy to consumers. Such injuries may result frampering by unauthoriz
personnel, product contamination or spoilage, uiclg the presence of foreign objects, substantesnicals, or residues introduced during
growing, packing, storage, handling or transpastaphases. While we are subject to governmentakiton and regulations and believe
facilities comply in all material respects with alpplicable laws and regulations, including intép@duct safety policies, we cannot be :
that consumption of our products will not causesalthielated illness in the future or that we will n@ $ubject to claims or lawsuits relatin
such matters. Even if a product liability claimuissuccessful, the negative publicity surrounding assertion that our products caused ill
or injury could adversely affect our reputationiwiéixisting and potential customers and our brarabenWe do not maintain product liabi
insurance.

We may not be successful in the implementation off mew technologies and new products, and our nevogucts may be not wide
accepted.

Our new technologies such as our drip irrigatioatessn for precision agriculture or the introductid@sting and promotion of n¢
agricultural varieties, must be able to adapt tala@onditions. On the one hand, there existdahere risk due to not being suitable for
local environment and market conditions; on theepthand, there are risks of loss of competitiveaatiges due to the rising of produc
similar products enterprises and other enterpthsatsfollow to produce the similar products.

We are a holding company whose subsidiaries areegicertain degree of independency and our failu ibtegrate our subsidiaries mi
adversely affect our financial condition.

According to the specific characteristics of agitiotal production in China, we have given our sdizsly companies and their farm
certain degree of independency in decigimaking. On one hand, this independency incredmesdnse of ownership at all levels, on the
hand it has also increased the difficulty of théegmation of operation and management, which haslterl in increased difficulty
management integration. In the event we are nettalsuccessfully manage our subsidiaries thisreglult in operating difficulties and hav
negative impact on our business.
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ITEM 1A — RISK FACTORS - continued
Our success depends on the same level servicearaganior executives, the loss of which could diptwur operations.

Our ability to maintain our competitive positiondependent to a large degree on the services cfesuior management team. We |
not be able to retain our existing senior managémersonnel or attract additional qualified semuwanagement personnel. We have <
employment agreements with our senior executived@ss of services or our senior executive cousdutit our operations.

Our acquisition and expansion strategy may not heeessful.

Our growth strategy is based in part on growthugtoacquisitions or expansion, which poses a nurabgsks. We have evaluati
and expect to continue to evaluate, a wide arragoténtial strategic transactions and relationshijs third parties. From time to time,
may engage in discussions regarding potential aitiis or joint ventures. We may not be successfutientifying appropriate acquisiti
candidates, consummating acquisitions on satigfatéoms or integrating any newly acquired or exgethbusiness with our current operati
We may issue common stock, incur long-term or stesrh indebtedness, spend cash or use a combinatitmese for all or part of tl
consideration paid in future acquisitions or to @&xgp our operations. The execution of our acquisigmd expansion strategy may el
repositioning or similar actions that in turn reguiis to record impairments, restructuring androtharges. Any such charges would reduct
earnings. An unsuccessful material strategic &etisn or relationship could result in operatin€fidilties and may have a negative finan
impact on our business.

We cannot assure you that our acquisition growthradegy will be successful, resulting in our failuréo meet growth and reven
expectations.

In addition to our internal growth strategy, we @also explored the possibility of growing throwgghategic acquisitions. We inte
to pursue opportunities to acquire businessesdarPdoples Republic of China that are complementary or eelam product lines and busin
structure to us. We may not be able to locateblgtacquisition candidates at prices that we densappropriate or to finance acquisition:
terms that are satisfactory to us. If we do idgrgn appropriate acquisition candidate, we mayhsoable to negotiate successfully the tern
an acquisition, or, if the acquisition occurs, grete the acquired business into our existing l@ssin Acquisitions of businesses or ¢
material operations may require debt financing adittonal equity financing, resulting in leverage dilution of ownership. Integration
acquired business operations could disrupt ournessi by diverting management away from dagdg- operations. The difficulties
integration may be increased by the necessity ofdipating geographically dispersed organizatidntegrating personnel with dispar
business backgrounds and combining different caeozultures.

We also may not be able to maintain key employeesustomers of an acquired business or realize effistencies or synergies
other benefits we anticipated when selecting owjuisition candidates. In addition, we may needdoord writedowns from futur
impairments of intangible assets, which could redoar future reported earnings. At times, acqoisitandidates may have liabilities
adverse operating issues that we fail to discolesugh due diligence prior to the acquisition. alddition to the above, acquisitions in
People’s Republic of China, including state ownadiesses, will be required to comply with the lakthe Peoples Republic of China, to tl
extent applicable. There can be no assurance thagaen proposed acquisition will be able to complith People$ Republic of Chin
requirements, rules and/or regulations, or thatwile successfully obtain governmental approvalstthee necessary to consummate :
acquisitions, to the extent required. If our asgign strategy is unsuccessful, we will not growr operations and revenues at the rate th,
anticipate.

We have no business experience in mining venturdsarbon credit trading and generation and we losg/ our entire investments
those new business ventures that we plan to urkeeirie2013.

We may have difficulty managing our growth.

We have been experiencing significant growth ingbepe of our operations and the number of our @yegls. This growth has pla
significant demands on our management as well agimancial and operational resources. It haswilidrequire that we continue to deve
and improve our operational, financial and othéerimal controls. The main challenge associated auithgrowth has been, and we believe
continue to be, our ability to recruit and integrakilled sales, manufacturing and management peeto Our inability to scale our busin
appropriately or otherwise adapt to growth wouldsgaour business, financial condition and restltgerations to suffer.

Our business may be adversely affected by cond#imnthe financial markets and economic conditiogenerally.

These conditions make it difficult for us to acdeta forecast and plan future business requirememtd could cause us to slow
reduce our business activities. Furthermore, duchalenging economic times, we may face issuasiggitimely access to financing or cag
infusion, which could result in an impairment ofr @lility to continue our business activities. ot predict the timing, strength or dura
of any economic slowdown or subsequent economvery, worldwide, in China, or in our industrieheke and other economic factors ¢
have a material adverse effect on our financialdit@n and operating results. In addition, furttragative market developments may a
consumer confidence levels and may cause adveswgeh in payment patterns, lessened demand fgroducts and services, and incre:
default rates among our customers. A worseninghebe conditions would likely exacerbate the adveféects of these difficult mark
conditions on us and others in our industry.
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ITEM 1A — RISK FACTORS - continued
Agriculture risks.

As an agriculturestock company, which benefits from State prefeatrgolicies for agriculture and food, if the currgmeferentie
policies enjoyed are modified or cancelled, ouriess and profitability will be adversely affectdd.recent years, as raw materials prices
international, national and private capitals arevimg into the agricultural processing industry otaggescale to compete for resources,
purchase price of rice and other crops have rislich has resulted in rising costs of agricultymadducts processing enterprises and decr
profits.

Macroeconomic policy
Our development may be subject to multi-objectiskgies such as national fiscal, monetary, investinaad price policies etc.,

Natural Disasters

Agricultural production is vulnerable to the forralile natural conditions such as wind damage, audgh sind drought, etc., with ci
yields prone to volatility

Market competition and rising costs risk

The agricultural market competition has become nimtense, and the prices of agricultural productisaterials such as machine
fertilizers, pesticides etc. which are necessanafpicultural production are increasing rapidijhigh has caused a certain pressure to ours
may not succeed in addressing these risks by inepnewt to agricultural product varieties and adj@stts to improve the yield and quality.
Financial risks .

Our future investment scale of the reconstructiomxpansion projects is very large, which will pasia challenge to our financ
management ability. We may be successful in takin active interest in and study the nationalrfai@ policies and industry guidan
actively carrying out a variety of financing acties, while taking efforts on strengthening intémmanagement and improving the enterprise
profitability.

The funds required for the future development stegies and funding sources may not be raised.

As our processing enterprises purchase and stadanfie number of raw materials every year, theadel for funds is large. We nr
not raise the funds required for the future develept strategies in the capital markets using tmebdoation of avariety of financial methot
such as issuing medium-term notes, financial prtsdacd normal loan.

Risks Related to Assets and Operations in the Pe@x Republic of China.

Substantially all of our assets and our operatioase located outside of the United Stata significant number of sales are generated out:
of the United States subjecting us to risks asstaibwith doing business in the People’s RepublidGifina

Our operations in China subject us to the laws ragdlations of the PeopkRepublic of China. In addition, we are subjectisés
inherent in international business activities, urdthg:

. changes in overseas economic conditi

. fluctuations in currency exchange ral

. potentially weaker intellectual property protecsg

. changing and conflicting local laws and other ratpy requirements
. trade agreemen,

32




ITEM 1A — RISK FACTORS - continued

. political and economic instabilit

. war, acts of terrorism or other hostilitie

. potentially adverse tax consequences

. Difficulties in staffing and managing foreign optoas.

Limitations on Chinese economic market reforms mdigcourage foreign investment in Chinese busines:

The value of investments in Chinese businessesidmladversely affected by political, economic andial uncertainties in Chir
The economic reforms in China in recent years eganded by China's central government as a wayttoduce economic market forces |
China. Given the overriding desire of the centalarnment leadership to maintain stability in Chémaid rapid social and economic change
the country, the economic market reforms of regears could be slowed, or even reversed.

Any material change in policy by the Chinese goverent could adversely affect investments in our mess operations

As a developing nation, China's economy is moratielthan that of developed Western industrialnecoies. It differs significant
from that of the U.S. or a Western European couimrguch respects as structure, level of developnaapital reinvestment, legal recou
resource allocation and seléfficiency. Only in recent years has the Chinesmemy moved from what had been a command econloraygl
the 1970s to one that during the 1990s encouraglestamtial private economic activity. In 1993, tBenstitution of China was amendec
reinforce such economic reforms. The trends ofl®@0s indicate that future policies of the PRC goreent will emphasize greater utilizat
of market forces. For example, on March 14, 200damendment to the PRC Constitution was ratifiegrttect private property, althou
private business will officially remain subordindtestate-owned companies, which are the maingtyed®RC economy.

Although the PRC government owns the majority afductive assets in China, during the past severatsythe government t
implemented economic reform measures that emphasizentralization and encourage private econoniwitgc Because these econot
reform measures may be inconsistent or ineffectualare unable to assure that:

« We will be able to capitalize on economic reforms;

« The PRC government will continue its pursuit of mamic reform policies;

« The economic policies, even if pursued, will becassful;

« Economic policies will not be significantly alteré&@m time to time; and

« Business operations in China will not become suhjethe risk of nationalization.

« Since 1979, the PRC government has reformed itsoggiz systems.
Because many reforms are unprecedented or expdeamémey are expected to be refined and impro@ttier political, economic al
social factors, such as political changes, chamyéise rates of economic growth, unemployment d@afion, or in the disparities in g
capita wealth between regions within China, coeladl to further readjustment of the reform measurbg refining and readjustme
process may negatively affect our operati

Over the last few years, China's economy has exgidta high growth rate. Recently, there have bedinations thatates of inflatiol
have increased. In response, the PRC governmaarithedas taken measures to curb this excessixglgrsive economy. These measures
included revaluations of the Chinese currency, Benminbi (RMB), restrictions on the availability afomestic credit, and limit
recentralization of the approval process for puselsaof some foreign products. These austerity measlone may not succeed in slov
down the economy's excessive expansion or comtflation, and may result in severe dislocationghima PRC economy. The PRC governn
may adopt additional measures to further combédtioh, including the establishment of freezesastraints on certain projects of our markets
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ITEM 1A — RISK FACTORS - continued

Actions by the central government of China coulgeha significant adverse effect on economic coodgiin the country as a wh
and on the economic prospects for our PRC opematiGhanges in policy could result in impositionrestrictions on currency conversi
imports or the source of supplies, as well as reawslaffecting joint ventures and foreigmmed enterprises doing business in China. Alth
China has been pursuing economic reforms, evertis 88 a change in leadership or social disruptibas may occur upon the propo
privatization of certain statewned industries could significantly affect the gawnent's ability to continue with its reform. Acdimgly, ther
can be no assurance that the reforms to Chinafsostio system will continue or that we will not bévarsely affected by changes in Chi
political, economic, and social conditions and hgrges in policies of the PRC government, sucthaeges in laws and regulations, meas
which may be introduced to control inflation, cheagn the rate or method of taxation, impositionadfiitional restrictions on currer
conversion and remittance abroad, and reductidariff protection and other import restrictions.

To date, reforms to China's economic system haveadeersely impacted our operations and are notatrd to adversely imp:
operations in the foreseeable future. However, amnot assure you that, under some circumstancesggydernment's pursuit of econol
reforms will not be restrained or curtailed.

Uncertainties with respect to the People of Repaldf China legal system could limit the legal prote®ns available to you and us.

We conduct substantially all of ourstmess through our operating subsidiaries in theples Republic of China. Our operat
subsidiaries are generally subject to laws and latigns applicable to foreign investments in Charad, in particular, laws applicable
foreigninvested enterprises. The legal system is basetritten statutes, and prior court decisions maxgibed for reference but have limit
precedential value. Since 1979, a series of newlEsoRepublic of China laws and regulations have artly enhanced the protectic
afforded to various forms of foreign investmentsGhina. However, since the PeogldRepublic of China legal system continues to g
evolve, the interpretations of many laws, regula&i@nd rules are not always uniform and enforcemémhese laws, regulations and rt
involve uncertainties, which may limit legal prateas available to you and us. In addition, anigdition in China may be protracted and re
in substantial costs and diversion of resourcesnaaaagement attention.

As a result, it could be difficultrfowvestors to affect service of process in thetéthiStates or to enforce a judgment obtained i
United States against our Chinese operations dreldiaries.

Chinese legal and judicial system may negativelyant foreign investors.

In 1982, the National People's Cesgramended the Constitution of China to authdoEgn investment and guarantee the "la
rights and interests" of foreign investors in ChiHawever, China's system of laws is not yet comensive. The legal and judicial system
China are still under development, and enforceméixisting laws is inconsistent. Many judges inin@hlack the depth of legal training ¢
experience that would be expected of a judge incaendeveloped country. Because the Chinese jugliégarelatively inexperienced
enforcing the laws that exist, anticipation of gidl decisionmaking is more uncertain than would be expecteal imore developed country
may be impossible to obtain swift and equitableoszgment of laws that do exist, or to obtain erdarent of the judgment of one court t
court of another jurisdiction. China's legal systisnbased on written statutes; a decision by odggudoes not set a legal precedent tt
required to be followed by judges in other casesddition, the interpretation of PRC laws may tstuifreflect domestic political changes. -
promulgation of new laws, changes to existing lams the presmption of local regulations by national laws malyvexsely affect foreic
investors. However, the trend of legislation over last 20 years has significantly enhanced thiegiion of foreign investment and allowed
more control by foreign parties of their investngeim PRC enterprises. We cannot assure that a ehantgadership, social or politic
disruption, or unforeseen circumstances affectinin&s political, economic or social life will naffect the Chinese government's abilit
continue to support and pursue these reforms. 8wttift could have a material adverse effect onboiginess and prospects.

Restrictions under Peop’'s Republic of China law on our People’Republic of China subsidiaries ability to makevitlends and othe
distributions could materially and adversely affegtr ability to grow, make investments or acquisitis that could benefit our business, ¢
dividends to you, and otherwise fund and conduct tusinesses.

Substantially all of our revenues are earned byRemple’s Republic of China subsidiaries. HoweWwaoples Republic of Chin
regulations restricts the ability of our Peopl&epublic of China subsidiaries to make divideadd other payments to their offshore pe
company. People’s Republic of China legal restriitdi permit payments of dividend by our PeapREpublic of China subsidiaries only ou
their accumulated after-tax profits, if any, deterad in accordance with PeomeRepublic of China accounting standards and réguok
People’s Republic of China laws and regulationsvakkach of our subsidiaries to allocate at lea% b0 our annual aftetax profits determine
in accordance with PeopteRepublic of China GAAP to a statutory generaéres fund until the amounts in said fund reache%® % ou
registered capital. Payment to ttatutory general reserve fund is at our discretiéstiocations to these statutory reserve fundsaay be use
for specific purposes and are not transferablestim the form of loans, advances or cash dividends.
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ITEM 1A — RISK FACTORS - continued

Any limitations on the ability oup Peoples Republic of China subsidiaries to transfer futasis could materially and advers
limit our ability to grow, make investments or aggtions that could be beneficial to our busingsay dividends and otherwise fund .
conduct our business.

Our results of operations may be adversely impadwgdcurrency fluctuations.

Substantially of our operations are in China. gngficant portion of our revenue is in currencigbes than United States dolle
primarily in Remebi (RMB). Because our financiahteiments are reported in United States dollarsfuations in RMB against the Unil
States dollar may cause us to recognize foreigreoay translation gains and losses, which may btenmahto our operations and impact
reported financial condition and results of openadi

Our Accounting Personnel have limited experiendd WiS GAAP

Our accounting personnel have been predominatelgagddd and trained in PRC GAAP which is differaoinf International GAA
and US GAAP. This lack of experience and traintogld cause possible confusion in the applicatibv® GAAP, weaknesses in inter
control, and cause delays in the financial stateémpegparation process.

Lack of PCAOB Auditor Oversight Risk and Conce

As a public company, we are required by the Sargb@xley law to be audited by a PCAOB registered audiOur auditor is bas
in China and has registered with the PCAOB. Onehef requirements of this registration is to bepétied on a periodic basis by
PCAOB. These inspections include reviewing ofdbtial audit work papers prepared by our auditenwell as a review of the quality coni
procedures of our auditor. The SEC and the PCA@Beadeavoring to arrive at a mutual understandmgo auditor inspections with -
Chinese Government. The Chinese Government upnawi has not allowed the PCAOB inspectors to neviee work papers of our auditor.

Regular inspection by the PCAOB of public companditors was one of the cornerstones of the Sarb@mésy law. The lack ¢
inspections is contrary to US law and deprivescilreent and future shareholders of any and all fitsrtbat would be derived by this import
oversight of auditors. This lack of oversight @hé added expense associated with the inspectisospats any US based audit firm i
distinct disadvantage when competing with a Chirpeseed audit firm for work in China.

Risks Relating to our Common Stock
There is a limited public trading market for our comon stock.

Our Common Stock presently trades on the Pink OTatkits, Inc. (“Pink Sheets”) under the symbol “YHG®/e cannot assure y(
however, that such market will continue or that yaill be able to liquidate your shares at the piyo& paid or otherwise. We also car
assure you that any other market will be estabtishehe future. The price of our common stock rhayhighly volatile and your liquidity m.
be adversely affected in the future.

Our common stock is thinly traded, so you may beabte to sell at or near ask prices or at all if ymeed to sell your shares to raise mo
or otherwise desire to liquidate your shares.

The price of our common stock may be affected hiynded trading volume and may fluctuate signifidlgnThere has been a limit
public market for our common stock and we cannstigsyou that an active trading market for ourlsteidl develop or if developed, will
maintained. The absence of an active trading mariat adversely affect our stockholders' abilitysel our common stock in short tii
periods, or possibly at all. In addition, we canassure you that you will be able to sell sharesashmon stock that you have purche
without incurring a loss. The market price of ownmenon stock may not necessarily bear any relatipngh our book value, assets,
operating results, financial condition or any otkstablished criteria of value, and may not becaitilve of the market price for the comn
stock in the future. In addition, the market prfoe our common stock may be volatile depending arumber of factors, including busin
performance, industry dynamics, and news announcenoe changes in general economic conditions.

We are controlled by our principal shareholders.

As of December 31, 2011, approximately 78% of dwares of outstanding common stock were held by Ga@sheng. We expe
our principal shareholder to continue to use iterigst in our common stock to direct our managemnersignificantly influence the election
our entire board of directors, to determine thehmétand timing of the payment of dividends alsoitiih by debt covenants, to detern
substantially all other matters requiring sharebpldpproval and to contreis. The concentration of our beneficial ownershigyrhave th
effect of delaying, deterring or preventing a chegcontrol, may discourage bids for the commalkstat a premium over their market pi
and may otherwise adversely affect the market pridhe common stock. In addition, Gansu Yasheny affect certain corporate transacti
such as a merger without seeking the other shatetrsopproval.
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ITEM 1A — RISK FACTORS - continued

Our stock may be governed by the “penny stock ryleghich impose additional requirements on brokeedlers who make transactions in
our stock.

SEC rules require a brokeealer to provide certain information to purchasgfrsecurities traded at less than $5.00, whichna
traded on a national securities exchange. Sincea@mmon stock is not currently traded on an exgbaour common stock is considere
“penny stock,” and trading in our common stockubject to the requirements of Rules 15g-1 throusdrd under the Securities Exchange
of 1934 (the “Penny Stock Rules”). The Penny Stedkes require a broketealer to deliver a standardized risk disclosureudtent prepare
by the SEC that provides information about penoglst and the nature and level of risks in the pestiogk market. The brokeealer mus
also give bid and offer quotations and broker aaldsperson compensation information to the prospettvestor orally or in writing before
with the confirmation of the transaction. In aduit the Penny Stock Rules require a braotkealer to make a special written determination
the penny stock is a suitable investment for threlpaser and receive the purchaseviitten agreement to the transaction beforerséaetion il
a penny stock. These requirements may severely tha liquidity of securities in the secondary kelrbecause few brokelealers may t
likely to undertake these compliance activitiehiefiefore, the disclosure requirements under they&tock Rules may have the effec
reducing trading activity in our common stock, whinay make it more difficult for investors to sieir shares

We have not and do not anticipate paying any divide on our common stock; because of this the valomtof our securities could be
adversely affected in the market.

We have paid no dividends on our common stock te dad it is not anticipated that any dividendd Wwé paid to holders of o
common stock in the foreseeable future. While aviddnd policy will be based on the operating résaind capital needs of the business,
anticipated that any earnings will be retainedinarice our future expansion and for the impleméntadf our business plan. As an investc
stockholder, you should take note of the fact thé&ick of a dividend can further affect the mankatue of our stock, and could significar
affect the value of any investment in our Company.

As a U.S. public company we are subject to the $&urities laws, including Sarban-Oxley Act of 2002, and we have and may continu
incur significant costs and utilize our resources tomply with such laws.

As a U.S. public company we have incurred a sulistammount of accounting, legal, and additionapexses to comply with t
reporting requirements under the U.S. securitias|a&Dur management and the former owners of thenésses we acquired were genel
unfamiliar with the requirements of the United 8tasecurities laws. A failure to adequately redponapplicable securities laws could lea
investigations by the SEC and other regulatory @itibs that could be costly divert managementendéibn and disrupt our business.
current management and other personnel are devadidigional time to these new compliance requirdsmerhese regulations have incre:
our legal and financial compliance costs and haaeemadministrative cost more expensive. We willticore to incur significant costs a
result of operating as a public company, and ouragament will be required to devote substantiagtimmeet these compliance requirements

In addition, the Sarbar@sgley Act requires, among other things, that wentzan effective internal controls for financial mefing
and disclosure controls and procedures. In padicwe must perform system and process evaluatinddesting of our internal controls o
financial reporting to allow management to reparttbe effectiveness of our internal controls ovearcial reporting, as required by Sec
404 of the Sarbanes Oxley Act. Our testing may akdeficiencies in our internal controls over fica reporting that are deemed to
material weaknesses. Compliance with Section 404 neguire that we incur substantial accounting egpe and expend signific
management efforts. If we are not able to complthwhe requirements of Section 404 in a timely nganor if our accountants later iden
deficiencies in our internal controls over finandai@porting that are deemed to be material wealaspghe market price of our stock cc
decline and we could be subject to sanctions arstigations by the SEC or other applicable regtyadathorities.

We may issue shares of our capital stock or delousities to complete a transaction, which would rezk the equity interest of our
stockholders or subject our company to risks upcefallt.

We may issue our securities to acquire companiessets. If we issue additional shares of our comstock, the equity interest
our existing stockholders may be reduced signitigaand the market price of our common stock magrdase. If we issue debt securitie
part of a transaction and we are unable to genstdfieient operating revenues to pay the princgrabunt and accrued interest on that deh
may be forced to sell all or a significant portiohour assets to satisfy our debt service obligatiainless we are able to refinance or neg:
an extension of our payment obligation. Even ifave able to meet our debt service obligationdhag become due, the holders of that
may accelerate payment if we fail to comply withdéor are unable to obtain waivers of, covenards tquire us to maintain certain finan
ratios or reserves or satisfy certain other finahestrictions. In addition, financial and otlm®venants in the agreements we may enter it
secure debt financing may restrict our ability btaon additional financing and our flexibility irperating our businss.
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ITEM 1B — UNRESOLVED STAFF COMMENTS

The Company received a letter from the SEC datededer 15, 2012 stating that the SEC had compiggeatview of our 1K
filings for the years ended December 31, 2010 &@1id 2 This letter was uploaded to the SEC webasitkis included herein by reference.
ITEM 2 — PROPERTIES

The following is a description of our significanoperties.
United States

Our principal executive office in California is lated at 850 Veterans Blvd., #228, Redwood Cityjf@ala 94063. We lease
office space of 3,000 square feet on an annuas laési cost of $6,500 per month.

Peopl¢ s Republic of Chine

There is no private ownership of land in China. lathd ownership is held by the government of thepRes Republic of China, i
agencies and collectives. Land use rights can beraa from the government for a period up to 7@rgeand are typically renewable. Land
rights can be transferred upon approval by the &ddinistrative authorities of the Chinese Stated_Administration Bureau upon paymen
the required land transfer fee.

We own 2,600 square meters of office building in B89, East Binghe Road, Lanzhou City, Gansu Poevi,670 square meters
commercial building in Jiuguan City, Gansu Province

Our eight operating subsidiaries have over 2504a096s of land, with land use rights for 70 ye@tss includes 55,000 acres are bt
used for cultivation of crops and has been in 0885 years. The land use rights are renewableeatitd of the each period. This land is sf
out from one end of Gansu Province to the othemiwithe eight companies.

Gansu Tiaoshan Group Co., Ltd., as subsidiary, dwe®¥2 square meters of office building in YitiaashTown, Jingtai County, Gar
Province, 87,342 square meters of area for proolu@nd processing, 60,000 acres of land includels as distillery, woolen jumper facto
cement factory, preserved fruit factory, honeydagtchicken farm, orchard, plantation and rancid eultivates.

Gansu Xiaheqing Industrial Group Co., Ltd., as #lias/, owns 3,670 square meters of large departst@ne in Jiuquan City, Gar
Province, 50,000 acres of land includes malt piogsfactory and hops processing factory, and\atis.

In the US, we own 81 acres in thetBeun California Logistics Airport land at U.S. Higay 395 and California 58 at Krar
Junction, California.

We have stakedn additional 48 placer mining claims covering @66€es in La Paz County, Arizona near the Plomosariton load and plac
claims the company optioned in 2011. The Plomosaindi District is characterized by linear mountaamges separated by alluviditied
basins.
ITEM 3 — LEGAL PROCEEDINGS

During the normal course of business, we or ousigiidries may be engaged in legal proceedings. Cldrapany does not believe t

such legal proceedings, if any, will have a matexitverse effect financially or on its operations.

ITEM 4 — REMOVED AND RESERVED
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PART Il

ITEM 5 — MARKET FOR REGISTRANT'S COMMON EQUITY, REL ATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Market Information
Our common stock is quoted for trading on the OTC@BC Markets Inc.) under the symbol “YHGGThe following table shov

the range of the high and low bid for our commatktas reported by OTCQB for each quarterly pewdtin the two most recent fiscal ye
is set forth below:

Bid Prices
High Low
2012
Quarter ended December 31, 2(  $ 0.70 $ 0.33
Quarter ended September 30, 20 $ 0.58 $ 0.35
Quarter ended June 30, 2C $ 0.70 $ 0.40
Quarter ended March 31, 20 $ 0.90 $ 0.50
2011
Quarter ended December 31, 2(  $ 1.50 $ 0.55
Quarter ended September 30, 21 $ 1.67 $ 124
Quarter ended June 30, 2C $ 1.94 $ 1.25
Quarter ended March 31, 20 $ 2.74 $ 1.50

Bid quotations represent interdealer prices withadjustment for retail markup, markdown and/or cassions and may n
necessarily represent actual transactions.

Our common stock also trades on Deutsches& under the symbol "YSF.DE". Investors shouldare of the fact Deutscheiie it
subject to the high Europe-wide transparency staisdand strict provisions for investor protectionElU-regulated markets.

Stockholders

As of December 31, 2012, the number of stockholdérecord was approximately 345, not including dfezial owners whose sha
are held by banks, brokers and other nominees.

Dividends

We have not paid any dividends on our common stank, we do not anticipate paying any dividendshin foreseeable future. C
Board of Directors intends to follow a policy oftaaing earnings, if any, to finance our growtheTdeclaration and payment of dividend
the future will be determined by our Board of Di@s in light of conditions then existing, includiour earnings, financial condition, cag
requirements and other factors.
Securities Authorized for Issuance under Equity Comensation Plans

Our board of directors has approved a 2006 Equitgntive Plan (the “Equity Incentive Plan"Yhe purpose of the Equity Invent
Plan is to provide an incentive to attract andinetéirectors, officers, consultants, advisors antpeyees whose services are consid
valuable, to encourage a sense of proprietorshi tanstimulate an active interest of such persan®ur development and financi
success. Since the Equity Incentive Plan was niewerally adopted by the shareholders, the Equittehtive Plan expired on its terms.
awards were ever issued under the Equity InceRtima. We plan to prepare a new equity incentive fda future approval.
Recent Sales of Unregistered Securities

None.

Purchases of Equity Securities by the Issuer and Afiated Purchasers

None.
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ITEM 6 — SELECTED FINANCIAL DATA

Not Applicable

ITEM 7 — MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FI NANCIAL CONDITION AND RESULTS OF OPERATIONS

The following managemestdiscussion and analysis should be read in cotipmavith our financial statements and the notesr¢to and th
other financial information appearing elsewheretliris report. In addition to historical informationhe following discussion contains cert
forward-looking information. See “Special Note Regardingrnikard Looking Statementsdbove for certain information concerning th
forward looking statements. Our financial statenseare prepared in U.S. dollars and in accordancthwd.S. GAAP

Overview

Yasheng Group (YHGG) is a holding company that afgsr eight subsidiaries comprised of twenty opegagintities making up
group of leading producers of premium specialtycdiure products in China.

We specialize in developing, processing, marketany] distributing a variety of food products pramab primarily from premiu
specialty agriculture products grown in Northwes$tifad from six primary agricultural types: Field @sy Vegetables, Fruits, Special Crt
Seeds and Poultry. We have been producing our prarspecialty Agriculture products for over 30 yeamnsl with some of our entities for o
40 years, to become the largest most well estadisigriculture company in Northwest China.

Our best selling products are derived from yearsgriculture experience and over the years thesdupts have become wid
distributed to high end markets all over Chinajuding Hong Kong, with growing demand internatidpalVe have established a signific
presence in supplying the demand for food prodinctShina with long term contracts and cooperateiationships through our high qua
standards. We also have established strategidhditm and processing partners as well as our @istnibution and processing capabilities.

Our product offerings are comprised of over 30 @dtire products within six primary product typ&ome of our major produt
include Field Crops: cotton, corns, barley, whdlatx, alfalfa; Vegetables: onions, potatoes, baei] peas; Fruit: apples, pears, aprit
Specialty Crops: hops, wolfberries, cumin, liguesrSeeds: black melon seeds, sunflower seedsseens, flax seeds, hemp seeds; Po
eggs. We also produce many additional fresh fauits vegetables which we supply to local and praaimoarkets.

We generated approximately 21.5% of our revenuas field crop based products, 13.6% from vegethbked products, 35.3% fr
fruits, 18.1% from specialty crops, 9.3% from seeatsd 1.9% from poultry products and the residuainf other production during the y
ended December 31, 2012.

The following discussion of our operating performage is based upon the 2012 and 2011 financial statemts and the agriculture
industry within the PRC.

Growth of China's agriculture industry.China is currently the world’ largest agricultural economy and a leading ingyoan(
exporter of agricultural products. Chisaagricultural sector continues to change as paerds to the rising and increasingly sophistic
demands of domestic and foreign consumers, adayh-scale farm structure to global food markets, anmdpetes with other sectors for lak
investment capital, and scarce land and water reesuWe believe agriculture product consumptioiChina will continue to grow due
increased affordability of agriculture processeadpicts in concert with Ching’ economic growth and increased health and we
consciousness. We expect these factors to contmukive industry growth, especially in our primamarkets. Such growth will not or
increase the overall market size for processedyatsdbut will also greatly benefit companies saslours that are well positioned to sell
these markets.

PRC Government Policy Promoting the Developmentteé Agriculture Industry.In the PRC central government’s eleventh fixa
guideline, the central government emphasized iterdegnation to solve the problems of farmers, baostlern agriculture and increase r
affluence. After the onset of the economic crisidate 2008, the PRC Ministry of Agriculture, or MQalso stated its objective to prom
agriculture commercialization. We believe that dwsiness model is structured within the framewofkhese MOA initiatives and thk
government policies will continue to have a positimpact on the sale of our products.

High-tech Agriculture. We own the land use rights to over 100,000 acrefamiiland that are cultivated using the latestrddie
technologies to produce a wide variety of agriqaltproducts. In addition we have invested in salveew hitech industrial projects includi
the introduction of the most advanced and expandig-irrigation system, through a joint venture with Afgn a global manufactur
advanced drip irrigation systems and GanSu Yashahggtrial Group. The facility has an annual cagpaof 120 million meters, all of which
carried out according to Netafim technical standafithe facility offers irrigation systems and rethtechnology that aid in the optimizatior
water and fertility of crops, which increases yglhile lowering production costs.
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ITEM 7 — MANAGEMENT'’S DISCUSSION AND ANALYSIS OF FI NANCIAL CONDITION AND RESULTS OF OPERATIONS -
continued

Apart from farming, we operate processing plané groduce super grade malt and granulated holesga volume which we supg
for leading brewers in China with long term suppbntracts, including Tsingtao Beer, Yanjing Beed Zhujiang Beer.

The shift from traditional farming to modern, tieieh precision agriculture is expected to makehaddrgest, high efficiency agricultt
base in China.

Product Offering and Pricing.Agriculture products have been and are expectedn@in our primary product base. We are a nat
strategic commodity supplier for China and contitaeexpand into high end markets with quality agjtiore products. Our product prici
remains competitive principally because of our \@siount of resources, available low cost laborhhigch agriculture practices, and i
standing relationships with our customers. In titeire we plan to continue to focus on higher madgap processed products and have t
implementing a strategic plan to expand our prodinet with byproducts from our core cultivated agro raw matsrigich as hops extre
flavorings, deep potato processing, organic fedis, animal feeds, eddendly pesticides, and bio energy. The gross imnardor ou
agriculture products for the years ended DecembgP@12 and 2011 were approximately 13% and 12r8%pectively.

Fluctuations in Raw Material Supply and Pricesthe per unit cost of producing our products is eabjo the supply and pri
volatility of raw materials, especially agricultupeoducts which are affected by factors such asheeagrowing condition and pest that
beyond our control. Historically, we have been ableneet our agriculture supply needs by building grocessing facilities in close proxin
to orchards and by collaborating with local goveemtnand establishing an effective group of supplircreases in the price of inputs wc
negatively impact our gross margins if we are ¢ & offset such price increases through increaseur selling prices or changes in prou
mix.

Seasonality and the growing seasofs with an agricultural operation we experiencesseality in our business. The harvest se
for our agriculture products are generally from sdidy to midNovember every year, exclusive of a smaller amafiqgroduct grown durin
the winter in greenhouses.

Reduction in income taxedVe are exempted from income taxes for our agricaltproducts.

Expansion of our production capacityExpansion of our capacity is needed to satisfydased demand for our products. In ord
increase production in a meaningful way capitakstment will be needed to build additional capatityatisfy the projected demand of
products.

Cement manufacturing business segmehrtcluded in our consolidated financial statememésrasults from the Comparsytemer
manufacturing business operations. For the yeadsckeecember 31, 2012 and 2011, this businessilzotetd revenues totaling $6.75 &
$6.12 million respectivelyhich represents less than 1% of total consolidatdes for either year. The business volumes sfgbgment ha
been and are expected to continue to remain relgtoonstant and are not significant to warranasafe segment reporting.

Effects of inflation. Inflation and changing prices have not had a mateffect on our business and we do not expectitiflation ol
changing prices will materially affect our businésshe foreseeable future. However, our manageméhtlosely monitor price changes
agriculture products and continually maintain effifex cost control in operations.

Results of Operations

Year Ended Year Ended
December 31, 201, December 31, 201

Dollars % of Sales Dollars % of Sales

(000's) (000's)
Net Sales $ 993,10z 100.(% $ 949,131 100.(%
Costs of Goods Sol 859,91¢ 86.5¢ 827,52¢ 87.1¢
Gross profit 133,18¢ 13.41 121,60¢ 12.81
Sales and marketing expen: 1,944 0.2 1,77% 0.2
General and administrative expen 4,599 0.4€ 4,212 0.4
Interest expens 1,11C 0.11 2.171 0.23
Other income 886 0.09 688 0.07
Net income $ 126,417 12.72 $ 114,137 12.0z
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ITEM 7 — MANAGEMENT'’S DISCUSSION AND ANALYSIS OF FI NANCIAL CONDITION AND RESULTS OF OPERATIONS -
continued

The functional currency of our operations is then@ee RMB which is being reported in US Dollars fioancial statement reporti
purposes. The results of operations reported iriable above are based on an avemghange rate of 6.31 RMB to $1 US for the yearee
December 31, 2012 and an average exchange raté®R®&/B to $1 US for the year ended December 31120

Net SalesWe generate sales from our farm and side line mtsdiNet sales for the year ended December 31, R@t@ased $44 million

4.6%to $993 million as compared to $949 million fbe year ended December 31, 2011. The increanetisales was attributable to hig
yields and a better product mix coupled with beftecing on agricultural products. We also contidue benefit from expanded distribut
channels. Agricultural pricing factors during theay included frequent extreme weather and climattability. At both the beginning and

end of 2012, most of the northern regions expeadroold weather with snow, affecting vegetable bsty and increasing prices.

Cost of Goods Soldur cost of goods sold consists primarily of thets@f raw materials, labor, and overhead. Cosals for the year enc
December 31, 2012 increased by $32.4 million, 81%, to $859.918 million from $827.5 million forettyear ended December 31, 2011.
to managemers’ continued heightened focus on cost control esedcthroughout production and the increase in mrogitices, costs grew le
than sales. The Gansu Provincial Development aridrReCommission reported that in 2012 the majosoea for increased agricultural ce
were: transportation and diesel costs continued& fertilizer prices rose by more than 15% dyitiine year, the costs for consumables su
pesticides, seeds, agricultural film increased,labdr costs continued to rise.

Gross Profit and Gross MarginOur gross profit for the year ended December 3122fcreased $11.57 million or 9.53% to $133.2iom
from $121.61million for the year ended December Z111. The margin improvement was a result of beiteduction and higher prodi
pricing. The increase in product price contribusaghificantly to the gross profit progress.

Sales and Marketing ExpenseOur sales and marketing expenses for the year ebéedmber 31, 2012 remained almost level wit
increase of $0.2 million as compared to the priearyended December 31, 2011 due principally to gements continued emphasis on ¢
control.

General and Administrative Expenses.

Our general and administrative expenses for the geded December 31, 2012 increabgdb0.39 million as compared to the p
year ended December 31, 2011, due principally toagament's continued heightened focus on contgotiosts

Interest Expenses and Other Incom©ur interest expense was reduced to $1.1 milliord ather income increase $0.2 million
respectively for the year ended December 31, 2011.

Accounts receivable, nefThe Accounts Receivable, net ending balance was8801065 U.S. dollars, at the beginning of the yieavas
$80,435,935 U.S. dollars, giving an increase o2%. This increase is mainly due to the risinggsiof the current period and the results o
conversion of exchange rate movement.

Inventories: The Inventory ending balance was $227,294,252 cosdp® $140,493,163 for the year ended Decembe2@®l1. This gives ¢
increase of 61.8% which was mainly due to risingqs, the result of the conversion exchange raié,the increases in chemical fertiliz:
pesticides , seed reserves and food prices couttittugse, increasing inventory will increase rewes. Furthermore, the rise in prices, ca
by increased product costs, also resulting in esed inventory costs.

Property, plant and equipment, ne The ending balance of property, plant and equigmeas $785,135,358; the beginning balance
$762,293,032. This increase of 3.0% was due m#nthe result of the changes in the exchange rate
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ITEM 7 — MANAGEMENT'’S DISCUSSION AND ANALYSIS OF FI NANCIAL CONDITION AND RESULTS OF OPERATIONS -
continued

Construction in progress: Construction in progress has an ending balan§¥ @88,107 and the beginning balance of $7,296,941s was a
increase of 2.6%. The increase was due to thedsed investment in projects.

Accounts payable and accrued expensThe accounts payable ending balance was $25,058,592
Liquidity and Capital Resources

Cash generated from operation is our primary soofceperating liquidity and we believe that intdipagenerated cash flows ¢
sufficient to support day-tday business operations. Our working capital mamage team actively monitors the efficiency of oatamce she
under various macroeconomic and competitive scesafihese scenarios quantify risks to the finansiatements and provide a basis
actions necessary to ensure adequate liquidityy Hotnestically and internationally, to support @equisition and investment strategy,
other corporate needs. We utilize external camitalrces, such as long-term notes and structureshding arrangements, and shiems
borrowing, to supplement our internally generatearses of liquidity as necessary.

The following table provides information about awet cash flows for the financial statement peripassented in this report (amot
in thousands of U.S. Dollars).

Year Ended December 31,

2012 2011
Net castprovidedby operating activitie $ 23,70: $ 86,02(
Net cash used in investing activiti (11,127 (77,639
Net cash used in financing activiti (13,209 (9,939
Cash and cash equivalents at beginning of the ¢b 10,71« 10,117
Cash and cash equivalents at end of pe 10,98( 10,71«

Net cash provided by operating activities was $23ufllion for fiscal year 2012 as compared to $8®ilion for fiscal year 2011. N
cash provided by operating activities was highetnduthe current year in relation to the prior ypancipally because of increases in net ¢
and reductions in the amount of account receivatigstanding. Net cash used in investing activitias $11.12 million for fiscal year 2012
compared to $77.64 million in fiscal year 2011. Tiherease was attributed #ssets purchase. Net cash used in financing aesiwita
$13,203million for calendar year 2012 compared \$@&94 million for calendar year 2011. The increases attributed to less debt repayn
during the current year as compared to the preweas.

We believe that our cash on hand and cash flows fsperations, together with anticipated additioredgh resources, will meet
expected capital expenditure and working capitatfie next 12 months. In addition, we may, in tiiife, require additional cash resources
to changed business conditions, implementationuofstrategy to expand our production capacity beotnvestments or acquisitions we r
decide to pursue. If our own financial resourcesiasufficient to satisfy our capital requirementg, may seek to sell additional equity or «
securities or obtain additional credit facilitid$he sale of additional equity securities could heisudilution to our stockholders. The incurre
of indebtedness would result in increased debticebligations and could require us to agree terajing and financial covenants that wc
restrict our operations. Financing may not be abdd in amounts or on terms acceptable to us, alatny failure by us to raise additiol
funds on terms favorable to us, or at all, coutditliour ability to expand our business operatiams e@ould harm our overall business prospects

Key Performance Metrics ©ur cash conversion cycle for fiscal year endedeldmer 31, 2012 deteriorated from the fiscal yedee
December 31, 2011. Our business model allows usaiatain an efficient cash conversion cycle, whiiompares favorably with that of oth
in our industry.

Fiscal Year Ende:

2012 2011 2010
Days of sales outstanding( 33 35 32
Days of supply in inventory(l 45 37 35
Days in accounts payable( 22 31 36
Cash conversion cyc 56 41 31
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€) Days of sales outstanding ("DSQ") calculates therage collection period of our receivables. DS®ased on the ending net tre
receivables and the most recent yearly revenueeémh period. DSO also includes the effect of prodosts related to custon
shipments not yet recognized as revenue that assifled in other current assets. DSO is calculdigchdding accounts receivat
net of allowance for doubtful accounts, and custosipments in transit and dividing that sum byrage net revenue per day
the current year (360 days

(b) Days of supply in inventory ("DSI") measures therage number of days from procurement to sale ofpoaduct. DSI is based
ending inventory and most recent quarterly cossalés for each period. DSl is calculated by dividinventory by average cost
goods sold per day for the current year (360 dz

(c) Days in accounts payable ("DPO") calculates therage number of days our payables remain outstantigfore payment. DPO
based on ending accounts payable and most recemtegly cost of sales for each period. DPO is cédted by dividing accoun
payable by average cost of goods sold per dayn®ctrrent year (360 days

The DSO decreased 2 days, the DSI increased 8 dengsthe DPO decreased 9 days in 2011, compared010, this main due to 1
price of materials and finished goods rise up gkeat 2010, and we purchase our materials mainlyhia first half year, and harvest ¢
sell most of our products in the second half. \pa@ated the contracts with our vendors and custorimetse second half year, so the p
of materials and products were flat in the firsttheear. And these make the DSI increased greaityie DPO decreased greatly.

The main work of the board of directors within theyear is as follows:

€) Set up the Company's strategy oriemtaof "Taking modernization of agriculture as ttieection, professional company group
profit center, relying on the resources superigstyengthening and expanding special advantageudtgral products". The company will gi
a full play to its advantages in resources, brepkime regional boundaries, implementation of aseetémization and restructuring, &
industrial management, strive to develop qualiyhkefficiency agriculture. Integrate the processingditas of those products and industi
with characteristic superiority, strong market catipveness, high economic efficiency and markeirshreaching a certain scale, such as
seed potatoes etc., Reform of internal managenysi#ra and shift operation mechanism so that théuymtoquality and yield will be improve
which enhances the competitiveness of our advaateg@dustries in the market.

(b) Utilize a variety of financing mettotb ensure smooth operations of our funds, wharh effectively connect our capital chain

unify our cash flow. Take on a way of a combioatof normal long-term loans and shtatm loans which ensures that the continued ado
funds is spent effectively. In particular, in 20&1l,the audited statements have appeared inlthgdiwith the SEC, which has made us a pi
company fully reporting with the SEC, which has iope& up new markets for our capitalization operatiod product sales, simultaneous
has also injected new vitality for our development.

(c) Embrace our goals and policy, adjust actual results to these goals and policiesdsly promote the progress of our subsidie
construction projects, make full use of the cerdwrad local government's policies to strengthencatjtire and benefit farmers, and combit
with own industry development requirements, bydpproval by the first meeting of our third proviséh board of directors, implement the t
cattle breeding project, expand the farming projantl purchase of mining project, investment otdthnology R & D projects, among wh
the investment of the conversion of desolated taratable land has been completed.

(d) strengthen the management, implemrmaw rules and regulation when necessary and apptepigradually standardizing ¢
operation. First, in strict accordance with thevysimns of "Company Law of the People's RepublicGifina“ and "Securities Law of tl
People's Republic of China", based on the origamal according to our new development requirememd,further improve our managernr
systems, standardize our operations to enhancallity to control. Secondly, strengthen the compamperating management. By refir
and improving the management objectives respoitgibite will endeavor to successfully complete af annual business objectives.

From the macroeconomic situation, the developménhe world economy is entering an adjustment aadsformation period, tl
impact of the financial crisis will continue to beite a long time, the change of domestic and matigsnal economic situation will bring gree
fluctuations to agricultural products' productigrpcessing, import and export, consumption etc. Wheertainties of the policies such
domestic inflation expectation, credit squeeze,ciwhiill also exert a measure of influence over operations. Simultaneously, agriculture
the foundation of the national economy, the agtizal production enterprises are still the key aheaState strongly supports, and the St
changes and guidance to agricultural policies nhsy @xert direct and uncertain influence over querations.
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Look into the future development trend of the compay
(A) The main strengths and opportunities that veefacing in our future development:

(a) Agriculture is a basic industry to which thaiiese Central Government gives long-term key aidl. levels of the people’ governmet
recently have published a number of supportingcatjtire policies, which has provided a good oppatiufor our development.

(b) We are an Agricultural Industrial Leading Bmptése by ways of publishing policies such as iestrsubsidies, tax preferences, etc
encouraging the development of leading agricultemaerprises, the State leads agriculture to dpvelothe direction of going to sce
industrialization and modernization.

(c) China attaches great importance to applicatfomatersaving irrigation technology in agriculture, and fleat reason, it will also vigorous
support the development of water-saving irrigatimtustry in respect to industrial policy and furglin

(d) We are rich in land resource. In recent yegarsugh the measures of transformation of plantiage, application of drip irrigati
technology, implementation of regional and largalscrop cultivation and introduction of new vagst and the use of largeale agricultur:
operations and intensive management, we has erdhdinedevel of agricultural industrialization, whitas displayed the industry patter
taking hops, beer barley and potato as its leagifoducts.

(e) As a national agricultural industrializatioraééng enterprise, our products such as hops andblagley have a strong brand advantage
quality of hops has a higher visibility in the imational beer brewing industry, and products sagfiruit and vegetable have repeatedly
gold and silver awards in Product Exposition of fitvener Ministry of Forestry.

(f) We are actively exploring the development afaeral industry and anticipate that in the futthie mineral industry will become a n
profit growth center.

(g) As a multinational company, we are faced wifipartunities and challenges, our targets from ag-tenm point of view are to expl
overseas markets, strengthen international exclsamu cooperation. As an overseas listed compamyave endeavored to obtain the un
resources superiority, modern leading-edge lagde agriculture, and industrial development athges, advantages of modern manage
systems, and established comprehensive directidruaderstanding of objective environmemd development situations that we are fa
We are in an important strategic opportune perit tve hope will lead to our developing our potantiWe will face more opportuniti
competition will be more intenssituation will be more complex, and there will beanchallenges. We must actively seek policies supg
national and higher authority, possibly strugglingur goal of becoming a leader in the constructibthe modern large-scale agriculture.

2012 board meetings

Board of Directors discussed the company's accogintiolicy, changes in accounting estimates, sicgifi accounting errc
correction, significant supplemental informationissions and performance announcement in advandeAacountability measures on sc
responsible persons and Results of Transaction.

During the reporting period, there are no majomgjes in accounting policies and accounting estispaignificant accounting errc
correction significant supplemental information egidns and performance announcement in advance.

The daily work of the board of directors: 1. boan@etings and resolutions, 2.implementation of Gandssembly resolution
shareholders

Our development strategy

We will strive to grasp the important developmenategy for the current period, with the help of tiolicies to strengthen agricult
and benefit farmers, build up a modern large-saadeistrial system of agriculture that is interagtiwith each other with higkfficiently
integrated and highlighting the core competenci¥ge will compete in the building of China's magmonomic area of modern agriculture
efficient ecological economic zone. We will use osources to attempt to gain agricultural resesiguperiority, aiming at building a la
base, cultivating and supporting large project$ fanming a big industry, will seizing the opporitynof industry development and investm:
strengthening market research development effatjusting agricultural planting structure, develapiall resources, improving
comprehensive utilization efficiency of land resmyrestablishing a high standard modern agricultagistics system, enhancing the ove
efficiency of the industry, achieving our long teptan and the overall strategy of building the pnoe's highguality modern agricultur
enterprise group. We will continue to strive taka us become one of the listed companies in dggrialiindustry in western China with m
comprehensive competitiveness and a western mafpioultural construction industry leader. We valso seek to make full use of
advantages, highlighting the advantages of greedymts in Gansu Province, expand existing and durginocessing of agricultural produ
which we believe will make us an influential domesand international high-tech agricultural denmtostion base and green (organic
products production base. Through the modern gedeg of agricultural products, continuously embrgdorward scientific and technologi
innovation, actively exploring a variety of busises, extending the industrial chain, enhancingtatus of listed companies and achieving
sustainable development of our subsidiaries, wievewe will create a good return for our sharebrsc
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Key continued construction plans
A. Cogeneration of 600,000 tons / year methanol pject
Through the comprehensive utilization of a JISC@venter, blast-furnace gas, cokeen gas and natural gas resources , we will
a large methanol plant in Jiayuguan City, GanswiRog, which is part of the implementation of tlmnstruction of circular economy and eco
city, but implementation of our decision of beiransistent with the national energy structure adjestt and develop-the-west strategy.
According to the Recommendation Memo of Jiayuguamigipal Development and Reform Commission andstiygply capacity «
Metallurgy exhaust gas and raw materials naturalajalUQUAN IRON AND STEEL CO., LTD, we determinéuhat the methanol generat
of the project is 2015 tons / day, and the homdagdacity is 600,000 tons / year. If the actualac#ty becomes 84 tons / hour with an an
total operating time at 7200 hours, then the agiugjected production is 604,000 tons / year.

The total investment of the project is expectetadb234 million, of which $213 million is investnten fixed assets, working capi
of $10 million and construction period interest®iil million.

After completion of the project, the annual saleime is expected to be $130 million, and annuadgaid and extra charges shi
total $18 million with an annual average net incoofi€s 30 million. The investment profit rate ofetlproject is projected to be 12.02%,
profit and tax rate is projected to be 20.45% tthal project payback period is expected to be ydits (including construction period).
B. The comprehensive exploitation project of 400D acres of pasture
Construction Contents:
(a) 400,000 acres of derelict land recovery, dgwelent and consolidation, which will be based onefficient and economic grass,

effectively increase in vegetation and rate of ldtug, achieving grazing capacity/acre of 2 catlesheep. The main construction content
repair and match 160 motor-pumped wells and sydteatly construct sprinkling irrigation and gragstems.

(b) Construct winter brooders for cattle and sheéth an area 0800,000 square meters and 640,000 square metpectiegly, and comple
a full range of facilities in the winter broodets$vestock inventories are projected to be 688,08l and 240,000 sheep.

(c) Implement the construction of 400,000 acrepasture by sealing the grassland
(d) Construct a cattle and sheep breeding center
(e) Introduce 320,000 fine breeds of cattle and @@ sheep; purchase 80,000 beef cattle for fatpeni
(f) Construct 8 cattle and sheep slaughtering petidn lines, respectively (medium and small prothrctine).
Through the comprehensive development of 400,088saaf pasture, shape the scale of amount of dekstn hand of 368,000 bt
cattle and 240,000 mutton sheep, we believe weaaliieve an annual production capacity of 92,008 wf beef and 10,080 tons of mui

sheep. The total investment of the project is $8®Hon, of which $153 million is investment in #d assets and working capital of $
million. After completion of the project, which gldl realize sales income of $321 million with anlredditional net earnings of $73 million?
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C. The further processing project of line of potatgproducts

Based on the analysis of the potato industry maakdtthe development trend at home and abroaghata¢o industry will become t
21st century's most promising and most competitidestry.

The project consists of five componentsi(aeed potato system construction; (b) construaifgoroduction bases of dedicated high
quality merchandise potato; (c) the constructiomdfistry group of potato further processing; @ tonstruction of market circulation syst
and (e) new products research and developmentarxdruction of a quality assurance system.

The total investment of the project is $80 milli@md after the project is completed, the annuaitiadél sales revenue is projecte:
be $107.5 million, and the new additional net inedmprojected to be $25.8 million.

2011 Key Business Working Plans

(a) Continue to focus on our subsidiaries productind operation through smooth implementation lotha production and operation plan:
enhance our economic efficiency.

(b) Make full use of a listed company platformcse capital operation and financing and continuebwudgeting for our normal operation i
further development of economies of scale.

(c) Enhance project and industrial systems managerhaghlighting the leading industry growth. Sdekexploit the valuable opportunity tl
China's Great Western Development Strategy is iagternew historical stage and the policy oppotiutiiat the central government is stror
supporting Gansu Province's economic work and mcgk. We plan on using the project constructiercatalyst, highlighting leading indus
growth, and actively promoting modern agricultumnstruction, renovating and completing the indastsiystem, and promoting a virtut
circle of the production and operation.

(d) Strengthen financial management to furthenddadize the operations of the branch offices amolsigiaries. We will seek furth
standardize the management of the branch officdssabsidiaries in the areas of a listed comparngisdard operation, internal control i
financial management and enhance training to ingptbe company's control and competitiveness.
(e) Encourage team spirit and make efforts to fastausiness culture and climate of democraticdestdp and employee trust.
() Enter into China's milk powder market by imfiog high-quality infant formula from the U.S.
(g) Enter into mining business in the United States
Off-Balance Sheet Arrangements

As of December 31, 2012 and for theehyears then ended, we were not party to transactobligations or relationships that cc
be considered offialance sheet arrangements and we do not havelaffide sheet arrangements that have or are redgdikaly to have
current or future effect on our financial conditi@manges in financial condition, revenues or expsnresults of operations, liquidity or caj
expenditures or capital resources that is materiah investor in our securities.

Critical Accounting Policies and Estimates

Our significant accounting policies are summariaedNote 1 to the Consolidated Financial Statemente additional discussi
below addresses our more significant judgments.

Impairment of lon-lived assetsLong-lived assets, except goodwill and indefidited intangible assets are reviewed for impairmeher
circumstances indicate the carrying value of artasgmy not be recoverable. Recoverability of asgetse held and used is measured
comparison of the carrying amount of the assefsittre net cash flows estimated by our managentebetgenerated by such assets. If
assets are considered to be impaired, the impairtodre recognized is the amount by which the gagramount of the assets exceeds the
value of the assets. Assets to be disposed oflbyasarecorded as held for sale at the lower of/tay value or estimated net realizable value.
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All land in the PRC is owned by the PRC governmé&hi government in the PRC, according to the rele?RC law, may sell tl
right to use the land for a specific period of tifius, all of our land purchases in the PRC ansidered to be leasehold land and are sta
cost less accumulated amortization and any recednimpairment loss.

Property, plant and equipment, niProperty, plant and equipment are recorded at aodtare depreciated on a straifjhé basis over tt
estimated useful lives of the assets. Maintenamzk rapairs are expensed as incurred. The prin@ptimated useful lives generally ¢
buildings — 20 years; leasehold improvement — J&rgjemachinery - 10 years; furniture, fixtures aifiite equipment -5 years; motor vehic
— 5 years. During the idle period of the plant, @emtion is treated as currgmriod charges, which is charged directly to gdnera
administrative expense.

New Accounting Standards

See Note 1 to the Consolidated Financial Statenfentaformation regarding other new accountinghgirds that could affect us.

ITEM 7A — QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Disclosures about Market Risk.

We may be exposed to changes in financial markeditons in the normal course of business. Marisit generally represents
risk that losses may occur as a result of movemienisterest rates and equity prices. We curredtlynot use financial instruments in
normal course of business that are subject to @wimgfinancial market conditions.

Currency Fluctuations and Foreign Currency Risk.

All of our operations are conducted in the PeapRepublic of China and all of our sales and pwebkaare conducted within
People’s Republic of China in RMB, which is theicifil currency of the Peopke’Republic of China. The effect of the fluctuatiaf exchanc
rates is considered minimal to our business.

All of our revenues and expenses are denominat&MB. However, we use US dollars for financialsging purposes. Conversi
of RMB into foreign exchange currencies is reguldtg the People's Bank of China through a unifledting exchange rate system. Exch:
rate fluctuations may adversely affect the valneUS dollar terms, of our net assets and incomaeltfrom our operations in the Peogle’
Republic of China.
| nterest Rate Risk.

We have interest rate risk related to short terte wostomarily entered into in our business; howewe do not believe this inter
rate risk is significant.

Credit Risk.

We have not experienced significant credit riskiasst of our customers are lotgym customers with superior payment records.
receivables are monitored regularly by our credihagers who actively review, in conjunction witimise management, the credit status of
customers to increase reserves, as required, tdtfl accounts as our business continues its esipan

ITEM 8 — FINANCIAL STATEMENTS AND SUPPLEMENTARY DAT A

The Financial Statements that constitute Item 8radleded at the end of this report beginning ogePi-1.

ITEM 9 — CHANGES IN AND DISAGREEMENTS WITH ACCOUNTA NTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

None.
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ITEM 9A (T). CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

As of the end of the period covered by this repeg,conducted an evaluation, under the supervisimhwith the participation of o
management, including Chief Executive Officer anth&pal Accounting Officer, of the effectivenes$ the design and operation of 1
disclosure controls and procedures, as such temhefised in Rules 13a-15(e) and 158(e) under the Securities Exchange Act of 193
amended (“Exchange Act™)o ensure that information required to be discldsgthe company in the reports filed or submittgdib under th
Exchange Act is (1) recorded, processed, summainedreported within the time periods specifiedtie SEC rules and forms, and
accumulated and communicated to our managementiding our Chief Executive Officer and Principal dounting Officer, or perso
performing similar functions, to allow timely deigas regarding required disclosure.

In our last annual report for fiscal year 2011, seacluded our disclosure controls and procedures wet effective because we
not timely file our periodic reports. However, omdust 13, 2010 we completed filing our past dudoglér reports. Whas more, the compa
took active actions to remedy its disclosure cdstamd procedures, including but without limitatitn allocate more management and finau
personnel with U.S. GAAP experience and outsidarfaial counsels as well as supporting staff, tonta& and reinforce our internal contt
and procedures. We monitor the disclosure contmtsprocedures through our internal se§essments program. As a result, our reports
been filed on a timely basis after we finishednhfiliour past due reportBased on our evaluation, our Chief Executive Offiaad Principe
Accounting Officer concluded that as of DecemberZ1 2, our disclosure controls and procedures wffeetive

Management’'s Annual Report on Internal Control overFinancial Reporting.
History

In 2004 GanSu Yasheng Salt Industrial Group estabtl Yasheng Group, a California Corporation tgare for a listing on a U.
public exchange, access international marketsjrapément the company’s expansion plans.

On July 16, 2004, the Company entered into an aggaeto acquire Nicholas Investment Company, armsesguently assumed
reporting requirements under the Exchange Act.

Subsequent to the acquisition and pursuant to RRte3(a) of the General Rules and Regulations of theu®ées and Exchani
Commission, we elected to become the successarissiNicholas Investment Company, Inc., for rejpgripurposes under the Securities
Exchange Act of 1934, and elected to report unaeiBxchange Act effective July 16, 2004.

Due to a lack of the PCAOB registered auditor, ept&8mber 6, 2006, we filed Form 15-12g, requirgdRhbles 12g-4, 12h-3 and 15d-
6 of the General Rules and Regulations under toaries Exchange Act of 1934. As of August 131Q@ur filings have been current.
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ITEM 9A (T). CONTROLS AND PROCEDURES - continued
Internal Control over Financial Reporting

Our management is responsible for establishing raathtaining adequate internal control over finahcéporting, as such term
defined in Rules 1345(f) and 15d(f) of the Exchange Act. Under theesujsion and with the participation of our managaméacluding ou
Chief Executive Officer and our Chief Financial io#r we conducted an evaluation of the effectiverafsour internal control over financ
reporting based on the criteria established inrivatieControl -Integrated Framework issued by the Committee oSpiang Organizations
the Tread way Commission (COSQO). Based on thdtiatian, our management concluded that our intezoatrol over financial reporting w
not effective as of December 31, 2012.

As a Smaller Reporting Company, tleenany is exempt from Section 404(b) of the Sarb&hdey Act of 2002 which requires t
independent auditor of a public company to issueatiastation report on the Compasiyinternal control over financial reporting
management’s assessment of those controls undgorsd04(a).

Inherent Limitations on Effectiveness of Controls

Our management, including our Chief Executive @ffiand Chief Financial Officer, do not expect that internal control ovi
financial reporting will prevent all errors and d&thuds. A control system, no matter how well cinee and operated, can provide ¢
reasonable, not absolute, assurance that the mejgedf the control system are met. Further, th@gieof a control system must reflect the
that there are resource constraints and the beméfetontrols must be considered relative to tbests. Because of the inherent limitations i
control systems, no evaluation of controls can ji®wabsolute assurances that all control issuesirsmtdnces of fraud, if any, within ¢
Company have been detected. These inherent liorigtinclude the realities that judgments in deoisiaking can be faulty, and tl
breakdowns can occur because of a simple errorigiake. Additionally, controls can be circumventsdthe individual acts of some persc
by collusion of two or more people or by managenoerride of the controls. The design of any systéroontrols also is based in part u
certain assumptions about the likelihood of futewents, and there can be no assurance that amndesiisucceed in achieving its stated g
under all potential future conditions; over timentrols may become inadequate because of changesditions, or the degree of complia
with policies or procedures may deteriorate. Beeaafghe inherent limitations in a cosffective control system, misstatements due toren
fraud may occur and not be detected.

The Hongxin CPA, an independent ttegésl public accounting firm, has audited the cbdated financial statements of Yash
Group for the fiscal year ended December 31, 2@iZccordance with the auditing standards genematlyepted in the United States
America and with accounting principles generallgeqated in the United States of America, and as gfattteir audit, has issued their rep
hereinafter, on the effectiveness of our intermaitml over financial reporting.
Changes in Internal Control over Financial Reportirg

Since the first quarter of our 2010 fiscal year, vegan to implement the remedial measures descabede; including but witho
limitations to: hiring financial professionals ardpporting staff in both U.S. and China; intensifyithe interaction and cooperation betw
our U.S. and China offices; launching special ewdo training sessions with a focus on internal mdntenhancing the design &
documentation of our internal control policies gmndcedures to ensure appropriate controls ovefilamcing reporting.

Excepted as described above, there were no chamges internal control over financial reportingrihg our fiscal year of 2012 tt
have materially affected, or are reasonably likelynaterially affect, our internal control overdimcial reporting.
ITEM 9B. — OTHER INFORMATION

Not Applicable
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PART III
ITEM 10 — DIRECTORS, EXECUTIVE OFFICERS AND CORPORA TE GOVERNANCE
Directors, Executive Officers and Significant Emplgees

The following table sets forth the names and adgesiocurrent directors and executive officers, phi@cipal offices and positions w
us held by each person and the date such persambeaur director or executive officer. There wasarrangement or understanding betv
any executive officer or director and any othersparpursuant to which any person was elected ageautive officer or director. There are
family relationships between any of our directersecutive officers, director nominees or significamployees.

None of our directors or executive officers wasolwed in a legal proceeding during the past terry@ehich are material to
evaluation of the ability or integrity of any ditec, person nominated to become a director or dkecofficer of the Company and requirec
be disclosed under Item 401(f) of Regulation SH«cept as otherwise disclosed in the section “Biphres”below, none of our curre
directors have held any directorship in any pubbmpany or any investment company under the Invastr@ompany Act of 1940 (nami
such company) during the past five years.

Date
Name Age Position Held Appointed/Elected
Zhou Chang Sher 71 Chairman and Chief Executive Offic 1998
Wu Mei Ping 42 President/Directo 2003
Wang Deng Ft 56 Director 1998
Zhuang Hai Yur 43 Director and Chief Financial Office 2004
Wang Xitian 57 Director 2007
He Shurong 56 Director 2007
Wei Lefu 64 Director 2007
Yang Shengnit 53 Director 2008
Wei Tingwu 46 Director 201C
Yang Baoquai 46 Director 201C
Zhang Xinmin 43 Director 201C
Liu Darong 46 Director 201C
Wang Anxue 58 Director 201C

Biographies

Mr. Zhou Changsheng.Founder and Chairman of Yasheng Group, Mr. Zhoddethe overall operation and management o
Company. He is also a standing council member t#rivational Hops Grower Association and holds matier positions in industrial a
agricultural trade associations. From May 1987 tayM997, Mr. Zhou served as Chairman of Gansu Yagalt Industry (Group) Co., L
Subsequently, he served as Chairman of the Boa@&ho$u Yasheng Industrial (Group) Co., Ltd. fromel@997 to May 2006. Mr. Zhou ho
a Ph.D. in Business Administration. Mr. Zhou, a iBerfcconomist, have over 4@kar experience in several fields: agriculture,ncicals
biotechnology, management, and finance.

Wu Mei Ping. Ms. Wu is President of YaSheng Group and sits @nBbard of Directors. She is also holds an honoRip ir
Architecture and a master of Business Administratids. Wu practiced architecture for many years dedigned dozens of significi
buildings throughout Northwestern China. She imeromplished and published artist. Ms. Wu worksYfaSheng Group for over eight ye
and has been an active business leader in therbayoé California for nine years. She has accuradlaxtensive experience in operation
management. Ms. Wu is also Honorary Principal & Bbad Fine Art Research Institution.
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Mr. Zhuang Haiyun. Mr. Zhuang has served as both the Chief Financfit® and Director of the Company since March 2
Between February 2005 and May 2006, Mr. Zhuang twa<Chief Financial Officer of Gansu Salt Indust@Goup. From December 2003
March 2007, he served as the Chief Financial OffafeYasheng Group. Mr. Zhuang was the General Antant of Gansu Salt Industi
Group from June 1998 to November 2003. Mr. Zhuamigsha bachelor degree in Accounting. Mr. Zhuan§eaior Accountant, has over 15.
year experience in business administration andchéieaf agriculture industr

Mr. Wang Dengfu.Mr. Wang became the Director of the Company in 2688m June 2000 to May 2008, he served as a Diracit
subsequently Chairman of Gansu Yasheng IndustrialsCo., Ltd. From June 1997 to May 2000, Mr. Weauag the Deputy General Mana
and later General Manager of Gansu Yasheng Salstridl Group Co., Ltd. Between May 1987 and Ma®2,9Mr. Wang was a Director a
subsequently Chairman of Gansu Jinsheng Indu€oal Ltd. Mr. Wang holds a MBA degree. Mr. Wangsenior Economist, has more tl
30-year experience in business management andc@rafragriculture and chemicals industry.

Mr. Wang Xitian. Mr. Wang became a Director of the Company in M&687. From March 2006 to August 2009, he was Sagret
Party Committee of Gansu Yasheng Industrial (Gradp), Ltd. From May 1992 to May 2008, Mr. Wang sehas Managing Director
Gansu Agricultural Reclamation Zhangye Farm. Mr.ng/aolds a Bachelor degree in Business Adminisinatdie has over 2§ear experienc
in operation and management of agriculture industiy is recognized as an innovative leader in toamsng the industry.

Mr. Wei Lefu. Mr. Wei became a Director of the Company since M&007. From June 1990 to May 2007, he was Offiredibr o
Gansu Yasheng Salt Industrial Co., Ltd. From 1993001, he served as both Deputy General ManagkeChaief Financial Officer of Gan
Agricultural Reclamation Shopping Center. From Mat®85 to May 1990, Mr. Wei served as Office Dioeatf the Financial Department
Gansu Yasheng Shengdi Bay Farm. With a degree aouding, Mr. Wei has more than $@ar experience in management and finan
agriculture industry.

Ms. He ShurongMs. He became a Director of the Company and Chairaroof Audit Committee in March 2007. From April(0tc
February 2007, Ms. He served as Chief Officer ofddization Department of Gansu Yasheng Salt InduGtoup Ltd. From July 1985
2003, she served as a teacher and subsequentlgrS€tief of Studies of University of Gansu Radi@a elevision at Yasheng. Ms. He hc
a master degree. Ms. He, an Administration Engiress more than 25-year experience in administrafioance and business.

Mr. Yang ShengniuMr. Yang became a director of the Company in M&888. He has been a Director and subsequently i@aaio
Gansu Yasheng Salt Industry Co., Ltd. since Jur@82Brom May 1995 to May 2008, Mr. Yang was Offichief of Gansu Reclamati
Industrial Co., Ltd. Mr. Yang holds a Bachelor degrand has more than £Bar experience in agriculture, business admiristraanc
management.

Mr. Wei Tingwu. Mr. Wei has served as General Manager and Engiedrechnical Director for Lanzhou Jiaoda Engineg
Consulting Co., Ltd. since March 2009, where he tnarseen the development and construction of nkame projects throughout Chii
Previously, from 1997 to 2009, Mr. Wei was Techhibaector with Jiuquan City Project Constructionspection Center. He is a Sel
Engineer. Mr. Wei has over 3@ar experience in engineering supervision and aidirative management. Mr. Wei is currently a mendf
the Audit Committee.

Mr. Yang Baoquan. Mr. Yang was the Chief Technology Officer for thiequan Botanical Garden from 2001 to 2010. Fro®711@
1999, Mr. Yang served as an engineer and subsdgugechnical Director for the Jiuquan City ForesByreau. Mr. Yang received
Bachelors Degree from Gansu Agriculture University, majgrin Forestry and Ecological Protection. Mr. Yasgai Senior Engineer. He |
over 20-years’experience in the fields of ecological protectiomd aadministrative management. He is currently bGtmirman of th
Compensation Committee and a member of Corporatei@ance and Nominating Committee.

Mr. Zhang Xinmin. Mr. Zhang is a licensed attorney and certified ljgpuccountant in China. For the past five years Eftang ha
worked at the Jiuguan Yangguan Law Firm as a satiorney and simultaneously with the Jiuquan Hbegg Accounting Firm as a certif
public accountant. Mr. Zhang has acted as coumsalmerous substantial corporate transactionssaegpert in the area of internal control
financial audit. Mr. Zhang has been practicing fawover 12 years and holds a L.L.B degree. Mr.nthis currently an independent directa
the Board. He also serves as both Chairman of thiit £&ommittee and a member of Corporate GovernandeNominating Committee.
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ITEM 10 — DIRECTORS, EXECUTIVE OFFICERS AND CORPORA TE GOVERNANCE - continued

Mr. Liu Darong. Mr. Liu has served as Chairman and legal repraseatwith Akesai County Granite Stone Material téag from
1995 to present,. During this period, Mr. Liu taakeading role in stone material program with memge projects, including Mo Gao Grottc
Dunhuang. From 1988 to 1994, Mr. Liu was Vice Majith Gansu Qingshui County. Mr. Liu has over twepéar experience in project ¢
administrative management. Mr. Liu is currently independent director of the Board. He also sergebath Chairman of the Corpor
Governance and Nominating Committee and a membiired€ompensation Committee.

Mr. Wang Anxue Mr. Wang has served as a Senior Engineer witlStihou Municipal Water Affairs Bureau in Chinanr@00(
to 2010, in charge of water resources engineernimgey and design. During the period, he won a Sa&derize in Science and Technoli
Progress at Gansu Province level. Previously, fi®&®6 to 2000, Mr. Wang served as the Corp Secrétaryiuquan Dayu Co., Ltd., a lisi
company in China. Mr. Wang is a Senior Engineer.hidiels a Bachelor's Degree in Engineering. Mr. Whag over 25 yeargxperience i
survey and administrative management. Mr. Wangeatiy is an independent director. He also serveso#is a member of the Compensa
Committee and a member of the Audit Committee.

Code of Ethics
We have a written code of conduct that applieslit@faour employees, including our directors, Chaén of the Board and Ch

Executive Officer, and Chief Financial Officer. O@ode of Conduct is distributed to all employees,available on our website
www.yashenggroup.comselect the “Investor Relations” link and then tBerporate Governance” link.

A copy of our Code of Conduct may also be obtaiméthout charge, upon written request to:
Investor Relations, Yasheng Group, 805 Veterandé¥aud Suite 228 Redwood City California 94063

Any amendment to our Code of Conduct and any waip@ticable to our executive officers or senioafigial officers will be poste
on our website within the time period required by SEC.

Audit Committee and Audit Committee Financial Expett
Our Board of Directors has established an auditroidtee composed entirely of independent directwith the financial literac

knowledge and experience to provide appropriatersiyiet. Our Audit Committee Charter is available tire Company website ¢
www.yashenggroup.comselect the “Investor Relations” link and then t@®rporate Governance” link.

The Board of Directors has determined that Mr. Zhdmmin, Chairman of our Audit Committee, satisfite criteria adopted by S
to serve as “audit committee financial experfBiie Board of Directors has determined that Wei Wingand Wang Anxue, constituting
members of our Audit Committee, are independermictiirs with in the requirements of the Exchange Act

None of the Company’s directors serves on the aaitmittee of more than three public companies.
Compensation Committee

Our Board of Directors has established a compemsathmmittee comprised entirely of independentatiines. Mr. Yang Baoquan
been appointed as Chairman of our Compensation Gib@ensince September 24, 2010. Our Compensationn@itee Charter is available

the Company’s website at www.yashenggroup.eaalect the “Investor Relations” link and then tlmrporate Governancdink and is als
available in print to any shareholder who requastspy.

Our Compensation Committee is composed entirelpagpendent directors who are “outside directéos’purpose of Section 162(
of the Internal Revenue Code and “non-employeecttirs for purposes of Section 16 of the Exchange Ac

None of the Company’s directors serves on the cosgteon committee of more than three public comgeni
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ITEM 10 — DIRECTORS, EXECUTIVE OFFICERS AND CORPORA TE GOVERNANCE - continued
Governance Committee and Nominations to the Boardfdirectors
Our Board of Directors has established a governammremittee comprised of independent directors wfite financial literacy

knowledge and experience to provide appropriatesiyiet. Our Governance Committee Charter is avkslaim the Companyg’ website ¢
www.yashenggroup.comselect the “Investor Relations” link and then tB®rporate Governance” link.

The Board of Directors has determined that Mr. Darong, Chairman of our Governance Committee, feagishe criteria adopted
SEC to serve on this committee. The Board of Dinechas determined that Yang Baoquan and Zhang iKjreanstituting all members of ¢
Governance Committee, are independent directotstivit requirements of the Exchange Act.

None of the Company’s directors serves on the cdateendf more than three public companies.

There are no material changes t@tbeedures by which security holders may recomnmemadinees to our Board of Directors.

ITEM 11 — EXECUTIVE COMPENSATION
Summary Compensation

All of our executive officers and directors who aiso our employees receive the employee bendfitdoded under “Employees”
under Item 1-Business.

The following table sets forth information regagliall forms of compensation earned by the namedudixe officers during the fisc
years ended December 31, 2012 and December 31, @&pectively

Name and Principal Stock Option All Other
Position Year Salary Bonus Awards Awards Compensation Total

Zhou Changsheng,

CEO 2012 $ 30,00C $ -0- % -0- $ -0- $ 15,00C(2) $ 45,00C
2011 $ 30,00C $ -0- % -0- % -0- $ 15,00C(2) $ 45,00C

Wu Meiping,

Presiden 2012 $ 120,00¢(1) $ -0- % -0- $ -0- $ -0- $  120,00C
2011 $ 120,00C(1) $ -0- $ -0- % -0- $ -0- $  120,00C

Zhuang Haiyun,

CFO 2012 $ 20,00C $ 10,00C $ -0- % -0- $ -0- $ 30,00C
2011 $ 20,00Cc $ 10,00C $ -0- % -0- $ -0- $ 30,00C

(1) Ms. Wu was entitled to $120,000 per annumdnly received $65,000 during 2012 and 2011.
(2) Mr. Zhou receives certain housing, travel antb allowances in the aggregate amount of appiateiiyn$11,000 per year.

Outstanding Equity Awards at Fiscal Year End

None of our named executive officers held any ungged stock options at December 31, 2012. Asexfdinber 31, 2012, there w
no outstanding stock awards.

Director Compensation Table

Our directors do not receive cash compensatiortHeir services. Our directors received no comp@msaluring the year end
December 31, 2012 for serving as directors.

Employment Agreements
We have employment agreements with our officersmployees who also serve as directors. MessrsVafqg, D. Wang, Wei al

Yang and Ms. He each received approximately $12@0year paid by Gansu Yasheng for serving aseowyloyees or employees of
subsidiaries.
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ITEM 12 — SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The following table sets forth information regamglithe beneficial ownership of our common stock fa@ecember 31, 2012, on wh
date there were 155,097,355 shares of common &sukd and outstanding. The information in thidetggvovides the ownership informat
for:

a. each person known by us to be the beneficial owherore than 5% of our common stor
b. each of our director:

C. each of our executive officers; a

d. Our executive officers, directors and director no@eis as a grou

Beneficial ownership is determined according to ithles of the Securities and Exchange Commissieneficial ownership mea
that a person has or shares voting or investmentepof a security and includes any securities geason has the right to acquire within
days after the measurement date, such as pursuaptiobns, warrants or convertible notes. Excepdtherwise indicated, we believe that ¢
of the beneficial owners of our common stock lisbetdow, based on information each of them has gteams, has sole investment and va
power with respect to such beneficial owseshares, except where community property or sintélas may apply. Investment and vol
power with respect to such beneficial owner’s shaggcept where community property or similar lamgsy apply.

Common Stock Beneficially Ownec

Shares
Underlying
Convertible
Total Securities
Name and Address of Beneficial Owner Outstanding (1) Total Percent (2)

Directors and Named Executive Officers(
Zhou Chang Sheng (; 121,842,73 0 121,842,73 78.6%
Wu Mei Ping (4) 11,100,00 0 11,100,00 7. 2%
Fu Wang Den( n/e 0 n/e n/e%
Hai Yun Zhuanc n/e 0 n/e n/e%
Wang Xitian n/e 0 n/e n/e%
Wei Lefu n/e 0 n/e n/e%
He Shuronc¢ n/e 0 n/e n/e%
Yang Shengnit n/e 0 n/e n/e%
Directors and executive officers as a group per 132,942,73 0 132,942,73 85.8%
5% or more Beneficial Owner
Gansu Yasheng Salt Chemical Industrial Group, Bjc 121,842,73 0 121,842,73 78.€%
Gansu Tiaoshan Agriculture Industrial Commerce @rdud (5) 8,000,001 0 8,000,00C 5.1%

(1) Based on 155,097,355 shares of our common stoskamaling as of Dec. 31, 201

(2) Unless otherwise indicated, the business addoé each of our directors and executive offise¥asheng Mansion, 105 Qari Road
Lanzhou, Gansu, Chin

(3) Represents 121,842,733 shares owned by Gansu ¥psBalh Chemical Industrial Group for which Mr. Zh@erves as leg
representative and has voting cont

(4) The address for this beneficial owner is 805 Vetelalvd., Suite 228, Redwood City, California 930

(5) Represents 8,000,000 shares owned by Gansu Tiadghemulture Industrial Commerce Group, Ltd whichr.NMluo Sheng Jing serv
as legal representative and has voting cor

Change in Control

We are unaware of any contract, or other arrangenreprovision of our Articles of Incorporation,etoperation of which may at ¢
subsequent date result in a change in control oCompany.
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ITEM 13 — CERTAIN RELATIONSHIPS AND RELATED TRANSAC TIONS, AND DIRECTOR INDEPENDENCE
Related Transactions

During the past two years, we have not been ingbimeany transaction in which we were a participantl the amount involv:
exceeded $120,000, and in which any related péradror will have a direct or indirect material irgst.

Parent

Gansu Yasheng is our parent company and controts/ its ownership of approximately 78% of our vgtisecurities. Many of tl
directors of Gansu Yasheng also serve as our diecMessrs. X. Wang, D. Wang, L. Wei and S. Yand Ms. He each received $12,000
by Gansu Yasheng per year for serving as our ereplogr employees of our subsidiaries.

Director Independence

In making independence determinations, the Boafdi@ctors observes all criteria for independerstaldished by the SEC and ot
governing laws and regulations. The Board has deted that to be considered independent, a direnty not have any direct or indir
material relationships with the Company. In makindetermination of whether a material relationghifsts, the Board considers all rele
facts and circumstances, including but not limitedhe directors commercial, industrial, banking, consulting, legacounting, charitable a
familial relationships.

Consistent with these considerations, the Boardréndswed all relationships and material transastibetween the Company and
members of the Board and their respective affitiatempanies and has affirmatively determined thatrionmanagement directors below
independent:

Zhang Xinmin, Liu Darong, Wei Tingwu, Zhang Baoqusang Anxue

None of the non-management directors conductedrangactions or had any relationships with us 1220

None of the non-management directors receiveseegwyffom us other than those received in his ocaeacity as a director.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES.
Independent Audit Fees

Audit Fees. Our auditors for the years ended December 312 20d 2011 were Gansu Hongxin, Certified PublicdAmtants Cc
Ltd., Lanzhou, China. The aggregate fees paidfferannual audit of financial statements includedur Annual Report for the year en
December 31, 2012 and the review of our quarteprts for such year amounted to approximately RME50,000. The aggregate fees
for the annual audit of financial statements ineldidh our Annual Report for the year ended DecerBtheP011 and the review of our quart
reports for such year, amounted to approximatelyBRi,200,000.

Audit Related Fees. For the years ended December 31, 2012 and Decedihe011, we paid $0 and $0, respectively, to st
Hongxin for other audit related fees.

Tax Fees. For the years ended December 31, 2012 and Dexe3iihb2011, we paid $0 and $0, respectively, tos@dlongxin for ta
related fees.

All Other Fees. For the years ended December 31, 2012 and Dece3hb2011, we paid $0 and $0, respectively, togtatongxit
for all other fees.
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ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES. - continued

Pre-Approval Policies and Procedures

The above-mentioned fees are set forth as follovtabular form:

2011

2012
RMB
Audit Fees $1,250,00(
Audit Related Fee $ -0-
Tax Fees $ -0-
All Other Fees $ -0-

RMB
$1,200,00(

$ 0-
$ 0-
$ 0-

There have been no non-audit services providedibyndependent accountant for the year ended Deeegih 2011.

All audit and nonaudit services performed by our auditors must beraged in advance by our audit committee and ouar&dc
ensure that such services to not impair the ausdlitedependence from us. Our Board has approvexldlt and noraudit services provided
the independent auditors for the fiscal year eridecember 31, 2012.

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(@)

@E)

@)

Financial Statemen

Report of Independent Registered Public Accourfing

Consolidated Balance Shee

Consolidated Statements of Operatic

Consolidated Statement of Stockhol¢ Equity

Consolidated Statement of Cash Flows

Consolidated Statement of Comprehensive L

Notes to Consolidated Financial Statemen

Schedules .

F-7

All schedules have been omitted because they areenaired, not applicable, or the information theywise set forth in the
consolidated financial statements or the notesthe

Exhibits .

The information required by this Item is set foiththe section of this Annual Report entitled "EX3HT INDEX" and is
incorporated herein by referen:
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SIGNATURES

In accordance with Section 13 or 15(d) of the &8es Exchange Act of 1934, as amended (the “EmgbaAct”’) the Registral
caused this report to be signed on its behalf byutidersigned, thereunto duly authorized.

YASHENG GROUP

Dated: April 11, 2013 By: /s/ Zhou Chang Sher

Zhou Chang Sheni
Chief Executive Officer (Principal Executive
Officer)

Dated: April 11, 2013 By: /s/ Zhuang Hai Yui

Zhuang Hai Yur
Chief Financial Officer and Direct
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In accordance with the Exchange Act, this repod haen signed by the following persons on behalthef registrant and in t
capacities and on the dates indicated.

Dated: April 11, 2013 By : /s/ Wang Deng F

Wang Deng Fi
Director

Dated: April 11, 2013 By: /s/ Mei Ping Wu
Mei Ping Wu
Director

Dated: April 11, 2013 By: /s/ Wang Xitian
Wang Xitian
Director

Dated: April 11, 2013 By: /s/ He Shuron¢

He Shurong
Director

Dated: April 11, 2013 By: /s/Wei Lefu
Wei Lefu
Director

Dated: April 11, 2013 By: /s/Yang Shengni
Yang Shengnit
Director

Dated: April 11, 2013 By: /s/ Wei TingwL
Wei Tingwu
Director

Dated: April 11, 2013 By: /s/ Yang Baoqua

Yang Baoquai
Director

Dated: April 11, 2013 By: /s/ Zhang Zinmir
Zhang Xinmin
Director

Dated: April 11, 2013 By: /s/ Liu Daronc

Liu Darong
Director

Dated: April 11, 2013 By: /s/ Wang Anxut

Wang Anxue
Director
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EXHIBIT INDEX

Exhibit No.  Description

2.1 Agreement and Plan of Acquisition By and Betwalicolas Investment Company, Inc, and Yasheng&Gdated June 13,
2004 (1)

3.1 Articles of Incorporation of YaSheng Group

3.2 Amended and Restated Bylaws of YaSheng Group d&&aptbmber 24, 2010 (

31.1 Certifications of the Chief Executive Officer undgection 302 of the Sarbar-Oxley Act.*
31.2 Certifications of the Chief Financial Officer und@ection 302 of the Sarbar-Oxley Act.*
32.1 Certifications of the Chief Executive Officer undgection 906 of the Sarbar-Oxley Act.*
32.2 Certifications of the Chief Financial Officer undeection 906 of the Sarbar-Oxley Act.*
99.1 Charter of the Audit Committee (4

31.2 Charter of the Compensation Committee

32.1 Charter of the Corporate Governance and Nomin&ioigmittee (4

* Filed herewith

(1) Incorporated by reference to Form 8-K filedhwiihe SEC on June 18, 2004
(2) Incorporated by reference to Form 8-K filedhwiihe SEC on July 16, 2004

(3) Incorporated by reference to Form 8-K filedhwiihe SEC on October 18, 2010
(4) Incorporated by reference to Form 8-K filedhwiihe SEC on October 14, 2010
(4) Incorporated by reference to Form 8-K filedhwiihe SEC on October 14, 2010
(4) Incorporated by reference to Form 8-K filedhwiihe SEC on October 14, 2010
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>
('QD BRAESHTIESERAS

IHongxin Certificd Public Accountants o0,

Report of Independent Registered Public Accountindrirm

To the Board of Directors and Stockholders of Yagh@&roup:

We have audited the accompanying consolidated balaheets of Yasheng Group and its subsidiaries“@ompany”)as of December 3
2012, 2011 and 2010, and the related consolidastensents of operations, stockholderguity, and cash flows for the years then endedst
financial statements are the responsibility of @empanys management. Our responsibility is to express ginian on these financi
statements based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamioUnited States). Those stand.
require that we plan and perform the audit to ebta@asonable assurance about whether the finaptaggments are free of mate
misstatement. An audit includes examining, on aldasis, evidence supporting the amounts and diss in the financial statements. An a
also includes assessing the accounting princied and significant estimates made by managenentelhas evaluating the overall finan
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, such consolidated financial statetagresent fairly, in all material respects, thmatficial position of Yasheng Group anc
subsidiaries as of December 31, 2012, 2011 and,28d) the results of their operations and theih démws for the years then ended
conformity with accounting principles generally apted in the United States of America.

The financial statements were revised on April@,2 Note 19 of the Notes to the Financial Statgmexplains in more detail the revision.
Gansu Hongxin Certified Public Accountants Co.,.Ltd
Lanzhou, China

February 27, 2013
Revised April 8, 2013
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YASHENG GROUP

CONSOLIDATED BALANCE SHEETS

Year Ended December 3

2012 2011 2010
ASSETS
Current asset:
Cash and cash equivalel 10,980,38 10,714,39 10,116,75
Accounts receivable, n 91,880,06 80,435,93 76,240,58
Inventories 227,294,25 140,493,16 103,588,88
Prepaid and other current ass 3,962,85! 4,276,75 4,538,05!
Total current asse 334,117,55 235,920,24 194,484,28
Equity and other investmer 204,38( 203,88( 193,97:
Property, plant and equipment, | 785,135,35 762,293,03 675,942,30
Construction in progres 7,488,10 7,296,94. 6,664,77.
Intangible assets, net 1,033,037,84 1,051,789,82 985,004,89
Total assets 2,159,983,24 2,057,503,92 1,862,290,22
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable and accrued expei 25,058,59 41,030,87 44,593,43
Short term loan 9,545,78 13,014,01 15,099,58
VAT Tax payable 828,51 962,00! 988,42¢
Current portion of long term de 4,930,82 6,400,31! 7,518,86!
Other current liabilities 726,77. 779,44¢ 801,14(
Total current liabilities 41,090,48 62,186,66 69,001,45
Long term deb - 2,283,84! 2,441,36
Long term payable 28,124,43 33,970,09 37,359,98
Total liabilities 69,214,922 98,440,60 108,802,80
Stockholder equity:
Common stock, US$1.00 par val
800,000,000 shares authoriz
155,097,355 shares issued and outstan 155,097,35 155,097,35 155,097,35
Accumulated other comprehensive inca 388,404,93 383,117,15 291,678,38
Retained earnings 1,547,266,03 1,420,848,81 1,306,711,68
Total stockholder equity 2,090,768,32 1,959,063,32 1,753,487,42
Total liabilities & stockholders' equity 2,159,983,24 2,057,503,92 1,862,290,22

The accompanying notes are an integral part ottheasolidated financial statemer
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YASHENG GROUP
CONSOLIDATED STATEMENTS OF OPERATIONS

Year Ended December 3

2012 2011 2010

Net sales 993,102,74 949,131,43 849,454,26
Cost of goods sold 859,918,07 827,526,28 743,600,85
Gross profit 133,184,66 121,605,15 105,853,41
Operating expense
Sales and marketir 1,944,35. 1,773,271 1,490,93
General and administrative 4,598,55 4,211,65 5,289,01.

Total operating expens 6,542,91 5,984,86! 6,779,94
Operating profi 126,641,75 115,620,28 99,073,46
Interest expens 1,110,34 2,171,00. 2,354,17
Other income (expens(] 885,80 687,85: 726,62.
Income before income tax exper 126,417,22 114,137,13 97,445,91
Income tax expens
Net income 126,417,22 114,137,13 97,445,91
Basic earnings per she 0.82 0.74 0.6
Weighted average number of shs 155,097,35 155,097,35 155,097,35

The accompanying notes are an integral part oktheasolidated financial statemer
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YASHENG GROUP

CONSOLIDATED STATEMENTS OF STOCKHOLDERS " EQUITY

Balance as of December 31, 2(
Net income
Foreign currency translation

Balance as of December 31, 2(
Net income
Foreign currency translation

Balance as of December 31, 2(
Net income
Foreign currency translation

Balance as of December 31, 2012

Accumulated

Other
Common Retained Comprehensive

Stock Earnings Income Total
155,097,35 1,209,265,77 240,383,63 1,604,746,75
97,445,91 97,445,91
51,294,75 51,294,75
155,097,35 1,306,711,68 291,678,38 1,753,487,42
114,137,13 114,137,13
91,438,76 91,438,76
155,097,35 1,420,848,81 383,117,15 1,959,063,32
126,417,22 126,417,22
5,287,78| 5,287,78
155,097,35 1,547,266,03 388,404,93 2,090,768,32

The accompanying notes are an integral part oktheasolidated financial statemer
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YASHENG GROUP

CONSOLIDATED STATEMENTS OF CASH FLOWS

Operating activities
Net income

Adjustments to reconcile net income to net caskigen by operating activitie:

Depreciation and amortizatir
Allowance for doubtful accoun
Changes in assets and liabiliti
Accounts receivab
Inventories
Prepaid and other current as:
Accounts payabl
Tax payable
Accrued expenses and other current liabilities

Net cash provided by operating activities

Investing activities
Purchase of asst¢
Investments

Net cash used in investing activitie

Cash flows from financing activitie
Issuance of common sta
Dividens paic
Payment on land lea
Increase (decrease) in debt

Net cash provided by financing activities
Effect of exchange rate change on cash and casvadents
Net increase (decrease) in cash and cashatents

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

Supplemental disclosure
Cash paid for intere
Cash paid for income tax

Year Ended December 3

2012 2011 2010
126,417,22 114,137,13 97,445,91
10,928,61 9,284,71 9,035,96
590,70 15,83¢ 147,80
(11,837,75) (301,58)) (2,814,19)
(86,456,86) (31,613,77) (25,918,67)
324,38 493,07( 280,23
(16,060,98) (5,831,41) (12,128,73)
(135,841 (76,909 (189,669)
(66,41¢) (71,229 (422,35)
23,703,04 86,020,01 65,288,48
(11,121,97) (77,638,75) 40,375,74
2,33¢
(11,121,97) (77,638,75) 40,373,40
(5,928,88) 5,297,941 15,885,87
(7,274,73) (4,641,49) (8,575,95)
(13,203,61) 9,939,43! 24,461,82
888,54 2,155,82) 1,653,48
265,99: 597,64 2,106,73,
10,714,39 10,116,75 8,010,01
10,980,38 10,714,39 10,116,75
1,110,34 2,171,00. 2,742,51)

The accompanying notes are an integral part oktheasolidated financial statemer




YASHENG GROUP

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Year Ended December 3

2012 2011 2010
Net income 126,417,22 114,137,13 97,445,91I
Other comprehensive incorr
Foreign currency translation adjustm: 5,287,78( 91,438,76 51,294,75:
Total other comprehensive income 5,287,78( 91,438,76 51,294,75.
Total comprehensive income 131,705,00 205,575,89 148,740,66

The accompanying notes are an integral part obtbtement:
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Yasheng Group
Notes to Consolidated Financial Statement
1. Organization and nature of operatic
Yasheng Group (“The Companyi§ a California corporation with primary operatidnsChina. The Company designs, develops, manutkes
and markets higlyuality farming and sideline products; chemical enails and products; textiles; construction matsriand livestock ar
poultry. It also designs, develops and markets taelnologies related to agriculture and genetitogip
2. Summary of significant accounting polici

(&) Accounting standarc

The consolidated financial statements have begoaped on a historical cost basis to reflect tharfoial position and results of operation
the Company in accordance with accounting prinsiglenerally accepted in the United States of Araeric

(b) Fiscal yea
The Company’s fiscal year ends on the 31st of Déegraf each calendar year.
(c)  Consolidatior

The consolidated financial statements include tbeoants of the Company and its subsidiaries. Altemal intercompany balances :
transactions have been eliminated.

(d)  Use of estimate

The Companys discussion and analysis of its financial conditmd results of operations are based upon itsotidaged financial statemen
which have been prepared in accordance with actc@uptinciples generally accepted in the Unitedt&¥taThe preparation of these finan
statements requires the Company to make estimatepidgments that affect the reported amounts sdtasliabilities, revenues and exper
and related disclosure of contingent assets adlities. On an orgoing basis, the Company evaluates its estimatesdban historici
experience and on various other assumptions teabelreved to be reasonable under the circumstatieesesults of which form the basis
making judgments about the carrying values of assetl liabilities that are not readily apparentrfrother sources. Actual results may di
from these estimates under different assumptiosditions.
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Yasheng Group
Notes to Consolidated Financial Statement
2. Summary of significant accounting polici- continued
(e) Revenue recognitio

We mainly sell food products. We recognize revewhen title and risk of loss are transferred to customers. This generally happens t
delivery of our product.

® Shipping and handling cos

The Company records outward freight, purchasingraodiving costs in selling expenses; inspecticsstand warehousing costs are recc
as general and administrative expenses.

(g) Cash and cash equivalel

Cash and cash equivalents include cash on handardknteposits held by banks, and securities withurtiats of three months or less. ~
Company considers all highly liquid investmentshadn original maturity of three months or less wperchased to be cash equivalents. !
equivalents are composed primarily of investmemt®ioney market accounts stated at cost, which appates fair value.

(h)  Inventories
Inventories are recorded using the weighted avemrsggbod and are valued at the lower of cost or atark
0] Accounts receivable, n

The carrying amount of accounts receivable is reduzy a valuation allowance that reflects the Camgjsabest estimate of the amounts
will not be collected. In addition to reviewing @ejuent accounts receivable, the Company consitharsy factors in estimating its gent
allowance, including aging analysis, historical loi@tht records, customer credit analysis and angifsp&nown troubled accounts.

()] Property, plant and equipme

Property, plant and equipment are carried at asst hccumulated depreciation and amortization. doggtion and amortization are compt
using the straight-line method over the estimatssful lives of the assets. Amortization of leasdhioiprovements is calculated on a straigh
line basis over the life of the asset or the tefrthe lease, whichever is shorter. Major renewalts lzetterments are capitalized and depreci
maintenance and repairs that do not extend thefifbe respective assets are charged to experinewased. Upon disposal of assets, the
and related accumulated depreciation are remowed fine accounts and any gain or loss is includeéddome. Depreciation related to prop:
and equipment used in production is reported irt obsales. Property and equipment are depreciated their estimated useful lives
follows:

Buildings and improvemen 20- 40 year
Farming facilities 10 year
Machinery and equipme 7 year:
Transportation and other faciliti 3- 15 year

F-9




Yasheng Group
Notes to Consolidated Financial Statement

2. Summary of significant accounting polici- continued

Long-+term assets of the Company are reviewed annualgdess whether the carrying value has becomermapaiccording to the guidelir
established in Statement of Accounting Standar@A\& No. 144, "Accounting for the Impairment of pésal of Longkived Assets.” Th
Company also evaluates the periods of amortizatiodetermine whether subsequent events and ciramces warrant revised estimate
useful lives. No impairment of assets was recoidete periods reported.

(k) Intangible asset

Intangible assets consist of land use rights aaderorded at cost. Under PRQurrent property rights regime, use rights farc#iied period
(e.g., 40 to 70 years) can be obtained from the $tmough the upront payment of land use fees. The fees are datedrby the location, tyj
and density of the proposed development. This séipar of land ownership and use rights allows ttaglihg of land use rights wh
maintaining state ownership of land. The Company beer 250,000 acres of farming land that arezetili for grazing, cultivation, a
reclamation, of which 55,000 acres are under atitvm using the latest scientific technologies todoice a wide variety of agricultu
products.

Land use rights are amortized over 70 years usiagtraight-line method.

(k) Impairment of lon-lived asset:

The carrying amounts of lorired assets are reviewed for impairment whenevenss or changes in circumstances indicate thatalieying
amount of an asset may not be recoverable. Reduligraf assets to be held and used is evaluated bomparison of the carrying amoun
assets to future undiscounted net cash flows eggdotbe generated by the assets. If such assetomasidered to be impaired, the impairr
to be recognized is measured by the amount by whelearrying amounts of the assets exceed thedhie of the assets. Assets to be disg
of are reported at the lower of the carrying amaurfair value less cost to sell.

()] Investments

Investments consist primarily of less than 20% gqodsitions in non-marketable securities and acerded at lower of cost or market.

(m)  Foreign currency translatic

The accompanying financial statements are presentédhited States (US) dollars. The functional eaay is the Renminbi (RMB). T
financial statements are translated into US dolfassn RMB at yearend exchange rates for assets and liabilities, vaeighted averag
exchange rates for revenues and expenses. Capitalrds are translated at their historical excharages when the capital transacti
occurred.

Gains and losses resulting from foreign currenapgtation are recorded in a separate componentastlsoldersequity. Foreign current
translation adjustments are included in accumulathdr comprehensive income in the consolidatesiants of shareholdersfuity for the
years presente:

RMB is not freely convertible into the currencyaiher nations. All such exchange transactions rtakst place through authorized institutic
There is no guarantee the RMB amounts could hage,lme could be, converted into US dollars at ratesd in translation.
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Yasheng Group

Notes to Consolidated Financial Statement
2. Summary of significant accounting polici- continued
(n)  Income taxe:
As a stateswned agricultural enterprise, the Company andfits agricultural subsidiaries are exempted frenterprise income taxes w
approval from the Gansu Provincial Bureau of LoEakation. The only nomgricultural subsidiary, Baiyin Cement Plant, ha8esed net los
for the three years shown and therefore has nacaiyie taxable income. Because of the uncertaifitytare profits, no deferred tax assets t
been set up at this time.
(o)  Earnings per shal
Basic earnings per share are computed using thghtesi average number of common shares outstandimggcthe year. Diluted earnings
share are computed using the weighted average mumhlsemmon and, if dilutive, potential common stsmoutstanding during the year.
Company has no potentially dilutive shares forpghgods shown.

(p)  Economic and Political Risk

The Company faces a number of risks and challeages result of having primary operations and marketthe PRC. Changing politit
climates in the PRC could have a significant effecthe Company's business.

()  Advertising expens

The Company expenses advertising as incurred. Aidiey expenses amounted to$731, 962 $711,185 $&6,410, for year 2012, 2011,
2009, respectively.

(n Comprehensive incorr

Comprehensive income is defined as the changeduityegf a company during a period from transactiansl other events and circumstal
excluding transactions resulting from investmemtsnf owners and distributions to owners. Accumulabétter comprehensive income,
presented on the accompanying consolidated bakirests, consists of mainly the cumulative foreigmency translation adjustment.

(s) Value added tax (VAT

Value added tax is a consumption tax levied on esaddded. While the standard VAT rate in PRC is 1%, Company's agricultu
subsidiaries enjoy a reduced VAT rate of 4%.

® Recently Issued Accounting Standa
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Yasheng Group
Notes to Consolidated Financial Statement

2. Summary of significant accounting polici- continued
Recently Adopted Accounting Pronouncem

In January 2010, the Financial Accounting Stand&aksrd (“FASB”)issued guidance to amend the disclosure requiresmelatted to recurrir
and nonrecurring fair value measurements. The goElaequires new disclosures on the transfers séftasand liabilities between Leve
(quoted prices in active market for identical assetliabilities) and Level 2 (significant othersavable inputs) of the fair value measuret
hierarchy, including the reasons and the timindhef transfers. Additionally, the guidance requiaesoll forward of activities on purchas
sales, issuance, and settlements of the assetgabitiies measured using significant unobservahlauts (Level 3 fair value measuremer
The guidance became effective for us with the répgperiod beginning January 1, 2010, exceptlierdisclosure on the roll forward activit
for Level 3 fair value measurements, which will bee effective for us with the reporting period eging July 1, 2011. Other than requir
additional disclosures, adoption of this new gutanlid not have a material impact on our finanstatements. See Note 6Fair Value
Measurements.

On July 1, 2009, we adopted guidance issued by&®B on business combinations. The guidance retamsundamental requirements |
the acquisition method of accounting (previousliened to as the purchase method of accounting)see for all business combinations,
requires a number of changes, including changethénway assets and liabilities are recognized ameésored as a result of busir
combinations. It also requires the capitalizatibringprocess research and development at fair vahgerequires the expensing of acquisitior
related costs as incurred. We have applied thidagugie to business combinations completed sincelJ@@09 which have been none.

On July 1, 2009, we adopted guidance issued byFth®B that changes the accounting and reportingnfor-controlling interests. Non-
controlling interests are to be reported as a carapbof equity separate from the parertuity, and purchases or sales of equity intetes
do not result in a change in control are to be antad for as equity transactions. In addition,inebme attributable to a naentrolling interes
is to be included in net income and, upon a lossoatrol, the interest sold, as well as any interetgined, is to be recorded at fair value
any gain or loss recognized in net income. Adoptibthe new guidance did not have a material impaabur financial statements.

On July 1, 2009, we adopted guidance on fair vateasurement for nonfinancial assets and liabiliggsept for items that are recognize
disclosed at fair value in the financial statementsa recurring basis (at least annually). Adoptibthe new guidance did not have a mat
impact on our financial statements.

Recent Accounting Pronouncements Not Yet Adc

In October 2009, the FASB issued guidance on reyeruaognition that will become effective for us tmegng July 1, 2010. Under the n
guidance on arrangements that include softwareesisntangible products that have software compsrteat are essential to the function:
of the tangible product will no longer be withiretecope of the software revenue recognition guiglaaied softwarenabled products will nc
be subject to other relevant revenue recognitioidlamce. Additionally, the FASB issued guidance emenue arrangements with multi
deliverables that are outside the scope of thevaodt revenue recognition guidance. Under the neidlagge, when vendor specific objec
evidence or third party evidence for deliverablesan arrangement cannot be determined, a bestagstiof the selling price is required
separate deliverables and allocate arrangemenidepason using the relative selling price methdbde new guidance includes new disclo:
requirements on how the application of the relasedling price method affects the timing and amoofntevenue recognition. We belie
adoption of this new guidance will not have a matempact on our financial statements.

In June 2009, the FASB issued guidance on theotidasion of variable interest entities, which feetive for us beginning July 1, 2010. 1
new guidance requires revised evaluations of whethéties represent variable interest entitieggodmy assessments of control over
entities, and additional disclosures for varialilteiests. We believe adoption of this new guidamidkenot have a material impact on «
financial statements.

(t) Fair Value of Financial Instruments

The carrying amounts of accounts receivable, adsopgyable, other liabilities, and sheegtm borrowings approximate their fair value du
the short-term maturity of these instruments. Ltergn debt approximates fair value as its interatgs approximates market interest rates .
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Yasheng Group
Notes to Consolidated Financial Statement
3. Accounts receivabl

Accounts receivable are recognized and carriediginal invoice amount outstanding less an alloveafar doubtful accounts. The activity
the Accounts Receivable was as follows:

Allowance
Gross Balance for doubtful Net Balance
December 31¢ at end of yea accounts at end of yea
2010 80,244,80! 4,004,21t 76,240,58!
2011 84,660,49: 4,224 55¢ 80,435,93!
2012 96,715,85 4,835,79: 91,880,06!

The allowance for doubtful accounts reflects owstlestimate of probable losses inherent in thewadsaeceivable balances. We determin
allowance based on known troubled accounts, héstbexperience, and other currently available ewige Activity in the allowance f
doubtful accounts was as follows:

Charged to
Year Ended Beginning costsand  Write offs anc
December 31¢ Balance expense: other Ending Balanct
2010 3,740,35( 263,86¢ 4,004,241t
2011 4,004,21t 220,34 4,224 55¢
2012 4,224 ,55¢ 611,23¢ 4,835,79:

4, Inventories

The major classes of inventory: raw materials, pgoky materials, products in process, finished gpstbcks, lowalue consumable goo
materials in transit as well as others.

The following is a breakdown of the major categoié inventories.
Breakdown of Inventorie

2012 2011 2010
Raw materia 46,131,10! 27,582,04! 20,332,34.
Finished Good 119,049,522 74,191,561 54,707,65:
Low-value consumable goor 30,926,04 19,158,24. 14,125,57:
Packaging materi 20,509,06: 12,818,22. 9,451,71(
Maintenance materi 10,678,51! 6,743,09. 4,971,60¢
Total for the year 227,294,25; 140,493,16 103,588,88

5. Property, plant and equipment & deprecial

The major classes of property, plant and equipnmitde building and improvements, machinery andigment, transportation facilitie
agricultural facilities, etc. They are carried astless accumulated depreciation. Depreciatiaomputed using the straighte method ove
the estimated useful lives of the assets. Thewiatg is a breakdown of fixed assets and accumuldégdeciation by fiscal year.
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Notes to Consolidated Financial Statement

5. Property, plant and equipment & depreciat- continuec
Property, plant and equipme 2012 2011 2010
Buildings and improvemen 103,140,39: 100,136,30: 95,277,96!
Farming facilities 94,345,97. 91,598,03! 86,988,371
Machinery and equipme 12,411,22( 12,049,73: 11,133,84!
Transportation and other faciliti 299,928,69 291,192,91. 277,371,75
Windbreak and Sand-break Trees 365,843,41 355,187,77 280,366,838
Total 875,669,70 850,164,75 751,138,83!
Accumulated Depreciatic 90,534,34: 87,871,72¢ 75,196,52¢
Total 785,135,35¢ 762,293,03: 675,942,30«

The Company invests every year in windbreaks amd-seeaks to provide shelterbelts for many of the fatotated near the Gobi Des
These investments are recorded under propertyt afahequipment above. The following is a more itbetebreakdown of the windbreaks «

sand breaks and accumulated depreciation by fyseal

Windbreak and Sar-break Tree: 2012 2011 2010

Wind breaks and sand breaks capitalized (tr 294,353,89 280,366,388 236,084,00
Additional Long Term Costs Capitaliz 71,489,71 74,820,90 44,282,87
Total 365,843,61 355,187,78 280,366,88
Accumulated Depreciatic (4,685,79) (4,335,62) (4,005,24)
Net Wind Breaks and Sand Bres 361,157,82 350,852,16 276,361,63
Depreciation for year 350,16 330,38t 632,61.

6. China contribution pla

The Company’s subsidiaries in China participata government-mandated musinployer defined contribution plan pursuant to watgertai
retirement, medical and other welfare benefitspaowided to employees. Chinese labor regulatiogaire the Companyg subsidiaries to pay
the local labor bureau a monthly contribution atated contribution rate based on the monthly basicpensation of qualified employees.
relevant local labor bureau is responsible for imgeall retirement benefit obligations; the Compdras no further commitments beyonc
monthly contribution.

7. Profit appropriatior

Pursuant to the laws applicable to China’s Foreligmestment Enterprises, each of the Compsngubsidiaries in China must m
appropriations from its after-tax profit to nalistributable reserve funds as determined by therd@of Directors. These reserve funds inclu
(i) general reserve, (ii) enterprise expansion fand (iii) staff bonus and welfare fund. The gehezaerve fund requires annual appropriat
of 10% of after-tax profit (as determined under PEBAP) until these reserves equal 50% of the amafipgaidin capital; the other fur
appropriations are at the Company’s discretion.
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8. Concentration of risk

The operations of the Company are substantiallgtéatin the PRC and accordingly, investing in tharss of the Company is subject to arr

Yasheng Group

Notes to Consolidated Financial Statement

others, the PRC's political, economic and leg&sis

9. Income taxe:

The Company and all of its agricultural subsidiaidee exempt from income taxes in the PRC.

10. Debt

The Company obtains secured lending from the basksg the following two types of arrangements, ateital and guarantee. Collatere
loans secured against the assets of the Yashengp Gabile guarantee is loans provided with the gatge from a third party.

(a) Long term debt

2010
2011
2012

(b) Current portion of long term debt
2010
2011
2012
(c) Short term debt
2010

2011
2012

11. Employee benefit plar

Collateral Guarantes Total Maturity
1,191,36- 1,250,00( 2,441,36: 3 years
1,083,77: 1,200,07: 2,283,84! 3 years

0 0 N/A
Collateral Guarantet Total Interest rate
5,018,86¢ 2,500,00( 7,518,86¢ 7.02 %
4,395,45! 2,004,86: 6,400,31¢ 7.75 %
3,451,60( 1,479,22¢ 4,930,82¢ 7.25 %
Collateral Guarante Total Interest rate
5,018,86¢ 2,500,00( 7,518,86¢ 7.02%
4,395,45! 2,004,86: 6,400,31¢ 7.75%
3,451,60( 1,479,22¢ 4,930,82¢ 7.25%

The Company provides the following benefits foreatiployees:

A. Employee Welfare Fund: An amount equal to 14%payroll is set aside by the Company for standangleyee benefits. This fund

managed and controlled by the Company. All requiragments current.

B. Open Policy Pension: The Company pays to natiand community insurance agents an amount equ20% of payroll. This insuran

continues to cover the employee subsequent t@nesint.

C. Unemployment Insurance: The Company pays tongi®nal employment administrative entities an amiaqual to 1% of payroll. Ar

dismissed employee thereby receives a specifiediatud family-support funds for a designated period

D. Housing Surplus Reserve: The Company pays tom#tenal housing fund administrative entities amoant equal to 10% of payroll 1
deposit into the employees' future housing allowaacounts.

The aforesaid items are for employee's benefitsshodld be accounted for as the Company's expenses.
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Notes to Consolidated Financial Statement
11. Employee benefit plar- continued
E. China contribution plan.
The Company’s subsidiaries in China participata government-mandated multimployer defined contribution plan pursuant to wahiertait
retirement, medical and other welfare benefitspaozided to employees. Chinese labor regulatiogaire the Companyg subsidiaries to pay
the local labor bureau a monthly contribution atated contribution rate based on the monthly bamicpensation of qualified employees.
relevant local labor bureau is responsible for imgeall retirement benefit obligations; the Compdras no further commitments beyonc
monthly contribution.

12.  Stockholders' Equit

The Company issued no new shares during the y@aisand 2011.

13.  Quarterly Information (Unauditec

31-Mar 3C-Jun 3C-Sep 31-Dec Total
Revenue 204,155,11: 188,380,33¢ 299,716,42( 300,850,87¢  993,102,74¢
Gross Profit 22,382,53¢ 21,806,317 15,044,05¢ 73,951,75¢  133,184,66¢
Net Income 20,681,62¢ 20,866,47: 43,268,17¢ 41,600,945  126,417,22:
Basic/Diluted EP¢ 0.13 0.13 0.28 0.28 0.82

14. Restated Financial Statements, (2011 and 2

The original financial statements for the year eh@l2-31-2011 and 2010 capitalized all of the wineldx tree costs (originally stated @thel
Long Term Assel) and amortized them ove@0 years. The restated financial statements hgwensed the maintenance portion of the co:
the year occurred and only capitalized the lonmtportion. The balance sheet has also moved tigetkrm assets (wind bread trees) intc
property plant and equipment. The chart below shthe changes made to the financial statementsahassets, net income and earning:
share.

Net Sale: 2011 2010
Construction materie 6,121,83! 5,434,51!
Farming 943,009,59  844,019,74
Total 949,131,43  849,454,26

F-16




Yasheng Group
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15. Segment informatio

In its operation of the business, management, dictuupper management and the board of diregtogviews certain information as it rele
to the Company as a whole. The information mostwnd useful is the profitability by subsidiadccordingly, these are the segments w

are presented in the tables below.

Entity level segment

2012 Sales Breakdown by Subsidiary Unit: Da

Subsidiaries Net Sales Cost of Sale: Gross Profi
Gansu Jinta Hengsheng Agricultural Development Od., 144,363,42 118,767,83 25,595,58
Gansu Hongtai Agricultural Technology Co., LI 196,010,53 171,903,57 24,106,96
Gansu Jinta Xingsheng Industrial Co., L 149,136,36 127,943,11 21,193,25
Gansu Jinta Yongsheng Agricultural Development Camyg 146,570,69 126,814,53 19,756,16
Gansu Jinta Yuantai Commercial Trading Co., L 1,901,57. 1,385,88. 515,68
Gansu Tiaoshan Agricultu-Industria-Commercial Group Co., Lt 327,092,68 293,422,28 33,670,39
Gansu Xiaheqing Industrial Co., Ltd. 28,027,46 19,680,85 8,346,61
Total 993,102,74 859,918,07 133,184,66

2011 Sales Breakdown by Subsidiary Unit: Do

Subsidiaries Net Sales Cost of Sale: Gross Profi
Gansu Jinta Hengsheng Agricultural Development Od., 137,015,76 114,101,56 22,914,19
Gansu Hongtai Agricultural Technology Co., LI 191,259,86 165,139,52 26,120,33
Gansu Jinta Xingsheng Industrial Co., L 145,400,27 123,027,46 22,372,80
Gansu Jinta Yongsheng Agricultural Development Camyg 139,125,30 121,556,45 17,568,84
Gansu Jinta Yuantai Commercial Trading Co., L 1,807,82 1,237,44 570,37:
Gansu Tiaoshan Agricultu-Industria-Commercial Group Co., Lt 307,831,48 282,561,98 25,269,49
Gansu Xiaheqing Industrial Co., Ltd. 26,690,92 19,011,822 7,679,09
Total 949,131,43 827,526,28 121,605,15

2010 Sales Breakdown by Subsidiary Unit: Da

Subsidiaries Net Sale: Cost of Sale: Gross Profi
Gansu Jinta Hengsheng Agricultural Development Od., 118,151,55 102,769,09 15,382,46
Gansu Hongtai Agricultural Technology Co., Lt 168,488,93 147,152,30 21,336,62
Gansu Jinta Xingsheng Industrial Co., L 128,340,46 113,038,95 15,301.51
Gansu Jinta Yongsheng Agricultural Development Camyg 122,724,49 108,121,85 14,602,64
Gansu Jinta Yuantai Commercial Trading Co., L 1,259,97. 1,061,98; 197,99:
Gansu Tiaoshan Agricultur-lndustria-Commercial Group Co., Lt 291,075,88 253,235,93 37,839,94
Gansu Xiaheqing Industrial Co., Ltd. 19,412,96 18,220,73 1,192,22;
Total 849,454,26 743,600,85 105,853,41
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15. Segment informatio- continuec

Other segments that are considered are agriculiuestock and biotechnology/industrial. Belowais explanation of the three segments
Schedules that details each of these three segments

Agriculture

Agriculture is our largest segment accounting @:29% of our sales. This is spread over severaliogentities. This segment inclu
over 30 agriculture products under the following aieas:

Field crops: Cotton, Corn, Barley, Wheat, Flaxsedtilfa

Vegetables: Onion, Potato, Beet, Pea

Fruit: Apple, Pear, Apricot Specialty Crops: Hop&lfberry, hemp,Cumin, Liquorices

Seeds: Black Melon Seeds, sunflower Seeds, Corth, $&ex Seed

These also include processing the products anthgéttem to market.

Livestock

Our livestock segment, although small is growing;réasing 5.56% per year. Livestock includes animelbandry, animal fot
products. This includes chickens and eggs. Chiakeerations include breeding and raising chickesswall as processing li

chickens into fresh, frozen and value-added chigkeducts and logistics operations to move prodinetsugh the supply chain.

Biotech/industrial

This segment includes construction materials. tréased 1.9% from 2011 to 2012. We have a congiei® in Baiyin whicl
produces the majority of our sales currently instarction materials.
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Yasheng Group

Notes to Consolidated Financial Statement

Below is a three year comparison chart on thesmeerts

Year 2012
Sales %
Agriculture
Livestock
Biotech/Industrial
Total

Year 2011
Sales %
Agriculture
Livestock
Biotech/Industrial

Total

Year 2010
Sales %
Agriculture
Livestock
Biotech/Industrial
Total

16. Operating lease

Sales Cost of
Profit Profit Gross Gross %
985,234,39 852,673,58 132,560,81 13.4¢
2,155,98: 1,834,55 321,42t 14.91
5,712,36! 5,409,93I 302,43. 5.2¢
993,102,74 859,918,07 133,184,69 13.41
941,481,90¢ 820,322,62: 121,159,28: 12.87
2,042,30¢ 1,812,002 230,303 11.28
5,607,22¢ 5,391,65¢ 215,566 3.84
949,131,43¢ 827,526,28: 121,605,15: 12.81
842,118,48¢ 736,675,38( 105,443,10¢ 12.52
1,901,257 1,696,52¢ 204,729 10.77
5,434,51¢ 5,228,947 205,572 3.78
849,454,26¢ 743,600,85" 105,853,41( 12.46

The Company has no operating leases for the pesioalsn.

17.  Earnings per shal

The components of basic earnings per share alaw$:

Years Ended
December 31s

2012 2011 2010
Net income availabl
For common
shareholder 126,417,22: 114,137,13: 97,445,91(
Weighted average shar
of common stocl 155,097,35¢ 155,097,35¢ 155,097,35¢
Basic earnings per she 0.82 0.74 0.63
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18. Subsequent Events and new Subsidie

The Company is actively seeking joint venturesudher its plan for growth. Below are three jougntures currently in the due dilige!
phase.

Rouge Mountain Mining Group Corp (AZ)

On November 21, 2012 the Company formed Rouge Mawntlining Group Corp. in Arizona. This subsidiaigy an exploration sta
company formed to develop the Compangiining claims in La Paz County, Arizona and tadlfeate future joints ventures with other min
companies in the United States. This new subsgidiias no operations yet.

Lemco Yasheng LLC

The Company entered into a Letter of Intent datesidxhber 1, 2012 with LEMCO Investments Limited g(®VI and the UK), whereby bc
parties expressed an interest in forming a joimtwe to exploring opportunities of mutual interiestthe development of langse and forest

conservation projects, including industrial agriau, carbon emissions reductions and other forfmpsyments for environmental services.

On January 25, 2013 the Company formed Lemco Yasheg to facilitate the joint venture once execut&tie Company is still in its d
diligence phase of the endeavor.

Yasheng Greenphil LLC

The Company entered into an agreement in Septegtdgr with Greenphil Agu&ulture & Hydroponics Holding, Inc (Manila, Philines
and Greenphil Aqu&ulture & Hydroponoics, LLC (California), where gdhrties expressed an interest in forming a joeriture to condu
business development in the Republic of the Philigg This business will include agoakure and hyrdopononics, farming, mining and ¢
projects.

On February 8, 2013 the Company formed YashengrpheleL LC to facilitate the joint venture once exéed. The Company is still in its due
diligence phase of the endeavor.

19. Revision of financial statemer

The financial statements were revised on April@L2to reflect a more accurate Accounts Payablaiate@nd to fix some clerical errors.

Previous Accounts Payalk $ 35,432,06
Adjustment to Payables 10,373,47
Adjusted Accounts Payable $ 25,058,59

The Balance Sheet, Statement of Stockholders’ auitl the Statement of Cash Flows have also begeckto reflect this correction.
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Exhibit 31.1

OFFICER’S CERTIFICATE
PURSUANT TO SECTION 302

I, Zhou Chang Sheng, certify that:

1. I have reviewed this Annual Report on Forn-K/A of YaSheng Group

2. Based on my knowledge, this report does not cordain untrue statement of a material fact or omistite a material fe
necessary to make the statements made, in ligheafircumstances under which such statements wade, not misleading wi
respect to the period covered by this ref

3.  Based on my knowledge, the financial statementd, ather financial information included in this repdairly present in a
material respects the financial condition, resafteperations and cash flows of the Registrantfaaral for, the periods presen
in this report;

4. The Registrard’other certifying officer and | are responsible éstablishing and maintaining disclosure contewld procedurt
(as defined in Exchange Act Rules 13a-15(e) and1B§d)) and internal control over financial repagtifas defined in Exchan
Act Rules 13-15(f) and 15-15(f)) for the Registrant and ha\

a.

Designed such disclosure controls and proceduresawsed such disclosure controls and procedures tesigne
under our supervision, to ensure that material rmédgion relating to the Registrant, including itensolidate
subsidiaries, is made known to us by others withose entities, particularly during the period ihieh this report i
being preparec

Designed such internal control over financial réjpg; or caused such internal control over finahoégorting to b
designed under our supervision, to provide readeratsurance regarding the reliability of financigporting and tt
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

Evaluated the effectiveness of the Registsadisclosure controls and procedures and presentétis report oL
conclusions about the effectiveness of the disckosantrols and procedures as of the end of thegdepvered by th
report based on such evaluation;

Disclosed in this report any change in thgifeants internal control over financial reporting thatoaed during th
Registrant’s most recent fiscal quarter (the Regdts fourth fiscalquarter in the case of an annual report) tha
materially affected, or is reasonably likely to erélly affect, the Registrar#t’internal control over financial reportil
and

5. The Registrarg’ other certifying officer and | have disclosedsdxh on our most recent evaluation of internal cyndve!
financial reporting, to the Registrant’s auditorsdathe audit committee of the Registranboard of directors (or pers¢
performing the equivalent function:

a.

All significant deficiencies and material weaknesse the design or operation of internal controko¥inancia
reporting which are reasonably likely to adversafiect the Registrard’ ability to record, process, summarize
report financial information; an

Any fraud, whether or not material, that involveamagement or other employees who have a significdatin the
Registrar’s internal control over financial reportir

Date: April 11, 201:

By: /s/Zhou Chang Sher

Zhou Chang Shen
Chief Executive Officer
(Principal Executive Officer




Exhibit 31.2

OFFICER’S CERTIFICATE
PURSUANT TO SECTION 302

I, Zhuang Hai Yun, certify that:

1. I have reviewed this Annual Report on Forn-K/A of YaSheng Group

2. Based on my knowledge, this report does not cordain untrue statement of a material fact or omistite a material fe
necessary to make the statements made, in ligheafircumstances under which such statements wade, not misleading wi
respect to the period covered by this ref

3.  Based on my knowledge, the financial statementd, ather financial information included in this repdairly present in a
material respects the financial condition, resafteperations and cash flows of the Registrantfaaral for, the periods presen
in this report;

4. The Registrard’other certifying officer and | are responsible éstablishing and maintaining disclosure contewld procedurt
(as defined in Exchange Act Rules 13a-15(e) and1B§d)) and internal control over financial repagtifas defined in Exchan
Act Rules 13-15(f) and 15-15(f)) for the Registrant and ha\

a.

Designed such disclosure controls and proceduresawsed such disclosure controls and procedures tesigne
under our supervision, to ensure that material rmédgion relating to the Registrant, including itensolidate
subsidiaries, is made known to us by others withose entities, particularly during the period ihieh this report i
being preparec

Designed such internal control over financial réjpg; or caused such internal control over finahoégorting to b
designed under our supervision, to provide readeratsurance regarding the reliability of financigporting and tt
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

Evaluated the effectiveness of the Registsadisclosure controls and procedures and presentétis report oL
conclusions about the effectiveness of the disckosantrols and procedures as of the end of thegdepvered by th
report based on such evaluation;

Disclosed in this report any change in thgifeants internal control over financial reporting thatoaed during th
Registrant’s most recent fiscal quarter (the Regdts fourth fiscalquarter in the case of an annual report) tha
materially affected, or is reasonably likely to erélly affect, the Registrar#t’internal control over financial reportil
and

5. The Registrarg’ other certifying officer and | have disclosedsdxh on our most recent evaluation of internal cyndve!
financial reporting, to the Registrant’s auditorsdathe audit committee of the Registranboard of directors (or pers¢
performing the equivalent function:

a.

All significant deficiencies and material weaknesse the design or operation of internal controko¥inancia
reporting which are reasonably likely to adversafiect the Registrard’ ability to record, process, summarize
report financial information; an

Any fraud, whether or not material, that involveamagement or other employees who have a significdatin the
Registrar’s internal control over financial reportir

Date: April 11, 201:

By: /s/ Zhuang Hai Yu
Zhuang Hai Yun
(Principal Financial Officer
Chief Financial Office




Exhibit 32.1
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of YaSheng @rd¢the “Company”) on Form 1K{A for the period ended December 31, 2
as filed with the Securities and Exchange Commissin the date hereof (the “Reportthe undersigned, in the capacities and on the
indicated below, hereby certifies pursuant to 18.0. Section 1350, as adopted pursuant to SedliéroBthe Sarbane®xley Act of 2002, th:
to the best of his knowledge:

1. The Report fully complies with the requiremenit$Section 13(a) or 15(d) of the Securities ExcleaAgt of 1934; and

2. The information contained in the Report fairhegents, in all material respects, the financialdition and results of operation of the
Company.

Date: April 11, 201

By: /s/ Zhou Chang Sher

Zhou Chang Shen
Chief Executive Officer
(Principal Executive Officer




Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of YaSheng @rd¢the “Company”) on Form 1K{A for the period ended December 31, 2
as filed with the Securities and Exchange Commissin the date hereof (the “Reportthe undersigned, in the capacities and on the
indicated below, hereby certifies pursuant to 18.0. Section 1350, as adopted pursuant to SedliéroBthe Sarbanedxley Act of 2002, th:
to the best of his knowledge:

1. The Report fully complies with the requiremenit$Section 13(a) or 15(d) of the Securities ExcleAgt of 1934; and

2. The information contained in the Report fairhegents, in all material respects, the financialdition and results of operation of the
Company.

Date: April 11, 201:

By: /s/ Zhuang Hai Yu
Zhuang Hai Yur
Chief Financial Officer
(Principal Financial Officer




