


Services We Provided:

SEC Related Service

«¢ Initial financial advisory service provided for the enterprises
plan to go to public in US stock market;

¢ Quarterly/Annually Financial Reporting and 10-Q/10-K Filing;

«¢ Financial/tax/due-diligence under the M&A transaction.

Risk Advisory Service
< SOX act section 404 compliance assistance service;
% Internal control review;

« Outsourcing & co-sourcing for internal audit;
< Complete enterprise risk management service.

China tax advisory, compliance

and planning service

% Periodic tax review and health check;

«¢ China tax advisory;

« China tax planning and effective arrangement.
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Currently more and more Chinese local companies select US capital market
as their tool to realize enterprise goals and missions. However, certain
enterprises who have been listed or planned to be listed might meet the same
issue—their financial information are not accepted/satisfied by investors,

regulators or auditor. The issue is arising from below reasons:

1) Their existing financial system needs to be enhanced and improved;
2) Lacking high quality accounting people;

3) Misunderstanding from language issue.

This booklet is a briefing for the solution to above mentioned issues, we
generally illustrate our methodology and the ways we can assist the enterprises

as an independent financial consultant.
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Our services include the following categories:

Category One

Pre-audit Financial Review prior to Listing in US.

Representative client A biological production enterprise located in Jiangsu

Province, preparing to be listed in US in the near future.

Background information According to interviews with management and

a preliminary site review site, we understand the following basic situation

relating to the client:

1)
2)
3)

Private enterprise; family members are core management team members.

Financial records are prepared manually.

Most accounting ledgers could not be supported by sufficient original

documentation, which could not meet auditor’s requirements. For instance:

- Purchase orders, contracts, shipping documents and invoices could not be
provided by vendors;

- Sales orders, contracts, shipping documents and receiving documents from
customers could not be provided, and official invoices are not issued for
every sales transaction;

- New additions of fixed assets do not have sufficient original documents to
prove the book value;

- Internaltransactions with management or shareholders are not supported
with original documents.

There are a lot of cash transactions, with many of them not going through

the company bank account but instead through personal accounts of the

owners, for instance using a personal bank card.

Personal loans between company and business owner exist, no loan

agreements are provided to support such personal loans.

No periodic inventory / FA counting has ever been conducted, and a

certain portion of assets purchased a long time ago need to be considered

for impairment/disposal.
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7) No formal processes / procedures related to internal control exist; most
controls are direct controls from business owner.

8) Two sets of accounting books exist, internal book and external book. True
revenue and costs are not presented on the financial statements to the tax
authority; In some cases, internal financial data is not complete;

9) Significant outstanding VAT payable. Inaccurate input VAT has arisen
from incomplete collection of purchase invoices; inaccurate output VAT
has arisen from incomplete issuance of sales invoices.

Our Methodology:

Based on our understanding, we established the following principles:

1) Assist the enterprise to establish a financial information system. In most
cases, two options for accounting information systemization can be
considered by management:

1)-1 Select a financial accounting module such as Ufida or Kingdee.

Advantages:
% Low cost;
% Key processes will not be changed, only financial staft will be involved.

Disadvantages:

As a simple module, it could not meet the overall requirements of the
company relating to provision of various information. Non-financial related
processes will not be improved or innovated, such as purchasing, warehouse

and logistics, and sales.

1)-2 Complete information system application, like the U8 version of Ufida.

Advantages:

% It could enable the company to systemize the organization of its
information in one step, to establish a solid foundation for long-term

development;

Disadvantages:



%k Higher cost;
% Would require the complete involvement of all the departments and
employees.

For each option illustrated above, we will assist to accomplish the initialization
and test run of the information system, including setup of the accounting
ledgers, subsidiary ledgers and general ledgers within the system.

1) Assist the management to prepare the original documents that support
accounting ledgers in order to fulfill auditor’s requirements. (We will give
instructions as well as review the preparation process; however, we will
not be involved in the preparation directly.)

2) Assist the management to check and count the assets and adjust any
inappropriate treatments.

3) Assist the management to classify, consolidate and organize the internal/
external accounting ledgers. Prepare a set of financial statements based on
US GAAP and other requirements from SEC.

4) Communicate outstanding tax issues with management; provide our
suggestions based on the current tax regime and regulations.

Category Two

SEC Clients Quarterly/Annual Reporting and Filing

Representative client A steel production enterprise located in Hebei Province

Background information According to SEC’s requirements, a listed
company should disclose certain financial information to the regulatory
commission and investors after completion of a certain accounting period.
Examples are quarterly reporting 10-Q, annual reporting 10-K and 8-K, S-1 etc.
Enterprises may confront the following problems when preparing the above
mentioned files:

1) Financial staff are not familiar with US GAAP and CAS;
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Financial staff are not familiar with the disclosure requirements from US
SEC or other similar regulators.

Financial staff could not independently prepare these files in English.
Enterprises need a bridge / coordinator between auditor and
management.

Our Methodology:

1)

2)

Communicate with management to understand the operating situation
and accounting policies;

Obtain quarterly and annual financial information prepared by the
enterprise’s financial team, including trial balance, sub-ledger, general
ledger, and quarterly and annual financial statements based on CAS;
Prepare consolidated financial statements according to the accounting
information provided;

Communicate with the auditor and adjust any inappropriate accounting
treatments when preparing consolidated financial statements;

Prepare the footnotes of the financial statements and Management
Discussion & Analysis (MD&A) part of 10-Q and 10-K based on
communication with management and auditor.

Conduct continuous communication with auditor about the documents
prepared, and conduct modifications accordingly.

Assist to complete the above-mentioned files before the required deadline.

Category Three

Assist Auditor to Investigate Potential Audit Risks

Background information Since 2010, SEC has started to closely monitor

Chinese enterprises listed through reverse merger. Some of these deals have

exposed a few material financial issues, such as disclosure of unreal financial

information or fabricating sales and / or profit. As independent auditors, many

US CPA firms were criticized by media and regulators and some of them have



been sued. Meanwhile, certain investment companies or brokers have been
challenged by regulators such as SEC.

Representative client A lime production enterprise located in Hubei
Province

Background of the client A local private enterprise with a twenty-year
operation history which formerly was a state-owned company. It registered
on OTCBB one year ago, and its financial statements for the previous year had
already been audited.

The client has two separate operating subsidiaries in another two cities and
they have been consolidated with the Hubei parent company.

The auditor noted certain audit risks in a recent pre-audit. Therefore the
enterprise was asked to engage us as a financial consultant to assist the auditor
to implement the coming year’s auditing of the financial statements.

Our Methodology:

As a financial consultant, our objective is to assist management to provide true

and effective audit evidence, replying to the auditor’s questions. Therefore, our

job includes the following aspects:

1) To have an in depth communication with management, discussing and
confirming the concerns raised by the auditor with management;

2) Assist the company to sort out existing accounting ledgers, improve
supporting documents and key in information into an established system;

3) Review the provided original documents in detail and verify the issues
with management.

4) Assist the management to check assets with a long history and a poor
condition and conduct necessary adjustments, subsequently transferring
the adjustments into the accounting book

193}
=

Issue an internal views conclusion to support the auditor’s opinion.
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About Brook & Partners

Brook & Partners is a UK based financial consulting firm, established its
first China operation since 2007. During several years’ development, Brook
& Partners has built up “Diligence, Integrity, Clarity and Sincerity “as its
methodologies and principles to provide specific and high quality services to
China local enterprises and foreign invested enterprises.

At the meanwhile, in order to provide more effective and efficient
services to clients, Brook & Partners also establishes a China Certified
Public Accountant Firm, Brook & Partners CPAs. As the brother
company of Brook & Partners consulting, Brook & Partners CPAs LLP
focuses on providing high quality and independent assurance service.

As a financial consulting firm, Brook & Partners focuses on providing below key
services:

% China Listed Company Internal Control Establishing and Evaluation;

% Pre-audit Service for China Enterprises Listed in US, HK and Mainland
China Market;

SEC Reporting & Filing Service;

US SOX Section 404 Assessment Service;

Financial/Tax Due-diligence Service Under M&A Deal;

Other Financial and Tax Consulting Services.

* X ¥ ¥

For more detailed information, please visit our website:
www.brookpartner.com



Contact Us

Alex Xiao Managing Partner
Tel: (86 10) 5208 8955 Ext: 8001

Mark Ma Partner
Tel: (86 10) 5208 8955 Ext: 8002

Ian Zou Partner
Tel: (86 10) 8586 5359 Ext:8003

Vivien Zhang
Tel: (86 10) 8586 5359 Ext:8006

Alex.xiao@brookharvest.com

Mark.ma@brookharvest.com

ian.zou@brookpartner.com

vivien.zhang@brookpartner.com
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