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Risk Management Consulting

The UNIQUE features of Union Strength and its services

In China, Union Strength is one of the few international consulting firms that provides cross-
border risk management consulting services, especially in the integration of international

expectations and domestic practices.

Union Strength issued a special edition of Risk Management: Methodology and Approach,
and a practical guide for compliance with the Sarbanes-Oxley Act through the Fu Dan
University Publishing House, in December 2004.

As professionals in the provisions of risk management, IPO advisory services and corporate
finance services, we integrate all the resources in financial administration, risk management,
business modeling, business processing, information technology and legal aspects for our

clients.

Furthermore, we have an in-depth understanding of what international investors want and

also of what the stock exchange expects during the overseas funding and public offering
process. We also know how a detailed risk management system needs to be designed,

documented and supported, so that a company will be prepared for external verifications.

We focus on internationally listed companies or companies initiating an IPO, and we help
our clients foresee the risk management and control gaps that challenge the listing process
from the first day. On that basis we integrate the action plans into services for the clients.

For Union Strength’s experience and credentials helping clients through the IPO process,
please refer to the separate profile.
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Methodologies for Union Strength
Risk Management Consulting

Union Strength distinguishes itself by making its risk management consulting
methodologies pertinent to Chinese companies with overseas funding needs. The
two primary principals of this methodology are the knowledge of domestic control
gaps and the knowledge of internationally accepted COSO risk and control framework.

We understand that a company need not cope with all risks, but to tackle them
with prior classifications, and resolve them tactically. Hence, Union Strength
sets forth its client services according to the expectation and requirements from

international investors and relevant stock exchanges.

Risk types

Environment Risks:
Risks from changing
government policies, laws
or political crisis

Operational Risks:

Risks in connection with
operation and management,
including ways to earn profits
or sustain losses

Information Risks:
Risks relating to the
timing and accuracy of
information

Common requirements
of listing rules

A listing company must
comply with laws,
industry regulations,
social and other
requirements, and
disclose its compliance
with these rules and
regulations completely.
The company should
create and document a
set of complete, reliable
and traceable internal
controls. The
management should
monitor the information
flows through the
operational and financial
system to ensure its
completeness, accuracy,
validity and limited
accessibility.

Expectation of

international investors

For companies willing to
raise funds from overseas
capital markets or issue an
IPO, their advantages in
resources and market
share make the funding
feasible, while the
effectively designed and
operated internal controls
can convince the investors
and ensure the smooth
progress of funding plans.

Pertinent services of
Union Strength

All parties, including listing
companies in local or
overseas markets, who
have strong faith in the
integrity of internal controls,
can rely on Union Strength
in the following areas:
-Integration of IPO
-advisory services and
compliance consulting
regarding listing rules and
procedures for specific

- listings in certain capital
markets, both local and
overseas

Risk and control based
internal audit, business risk
management and
information technology risk
management.
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General Control Gaps

Union Strength understands there are many limitations in local risk management practices,
even though many Chinese companies have set up risk management policies and procedures.

Risk .
management Risks are
limitation not
in many managed,
Chinese or not
companies contrglled
effectively
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Risk Management Approach

Finance

-Revenue increase
-Net profit ratio
-Net cash inflow

-Gross profit ratio
-Net profit
-Project profits

Customer satisfaction
-Market share
-Succession of large
customers

-Additions of new
customers

-Brand
image/identification
-Default ratio

Strategies &

Internal processes
-Product quality

-New product
development
-Productivity
-Production period
-Accuracy of forecasts
-Project completion rate

Continuous improvement
-Revenue from new
product

-Cycle period for new
product

-Employee satisfaction
-Efficiency improvement
-Developmentin key
techniques

-Average revenue per
person

Continuous self-
assessment
performed by
management

To understand clients’
risks and control
activities

To assess the risk
management
effectiveness
(adopting COSO
framework:
-Control environment
-Risk assessment
-Control activities
-Information &
communication
-Monitoring

Combine
deliverables,
reporting and
suggestions for
remediation steps
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O Risk Management Framework

Theoretically, enterprise risk management is a process developed by an
entity’s board of directors, management and other personnel and applied
in strategies that affect the entire enterprise. This process is designed to
identify potential events that may affect the entity, manage risks to be within
its risk appetite and to provide reasonable assurance regarding the achi-
evement of entity objectives.

In practice, Union Strength adopts the COSO internal control framework to
assess clients’ risk management effectiveness aiming to realize strategies
and goals, and helping clients build up a continuous internal control and
self-assessment system to effectively manage risks.

Risk Management Goals
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Risk management goals include the following 4 areas:

Areas Objectives

Refers to high level objectives in line with the
direction of company development ,which
might include enlarging market shares through
acquisition, lowering costs and increasing

Strategic i ) _ S
gross profit ratios. Strategic objectives can
be achieved through analysis of risks and
controls.
Operations To use the company’s resources
economically.
Reporting To ensure the integrity and reliability of all
corporate reports, including financial reports.
Compliance To ensure compliance with relevant laws

and regulations.

The relationship between risk management components and goals is as follows:

Each risk management goal is a target that a company is striving for, while the
components represent all steps the company must pass through to reach the goal;

Each component will be carried out in the four areas of the risk management goal.
For example, financial and non-financial information are part of the “Information &
Communication” component, and all those pieces of information would be used in
deciding the goals for strategic, operations, reporting and compliance; and

Each goal is realized based on the steps listed in the 8 components. In order to
achieve operational effectiveness, every componentis a part of the critical path
that leads to realization of this goal.

Risk management Levels to executive
components — risk management:
—company
—department
—business unit
—subsidiary

Risk management goal

12
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According to COSO internal control framework, the 8

risk management components are detailed as follows:

Internal Environment

Risk Management Philosophy - Risk Culture - Board of Directors —
Integrity and Ethical Value - Commitment of Competence —
Management’s Philosophy and Operating Style - Risk Appetite —
Organizational Structure — Assignment of Authority and
Responsibility — Human Resource Policies and Procedures

Objective setting
Strategic Objectives - Related Objectives — Selected Objectives —Risk
Appetite — Risk Tolerance

Event Identification

Event — Factors Influencing Strategy and Objectives — Methodologies
and Technologies — Event Interdependencies — Event Categories —
Risks and Opportunities

Risk Assessment
Inherent and Residual Risk — Likelihood and Impact —
Methodologies and Techniques — Correlation

Risk Response
Identify Risk Responses — Evaluate Possible Risk Responses —
Select Responses — Portfolio View

14
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Approach In Detail

Following the aforementioned risk
management methodologies, Union Strength
outlines its detailed approach commonly
used as follows:

Training:

Discussion:

Questionnaire:

Testing:

Remediation:

Monitoring:
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Compliance consulting for public companies
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Compliance consulting
for public companies

Union Strength understands that the IPO process is F

very comprehensive and precise. In order to fulfill all r
the requirements raised by the authorities governing

the Company’s registration, the stock exchange, the I
sponsor and the external auditor, the company must i
understand completely what the investigators will %
focus their attention on in the examination of the

company.

We also understand that the stock exchange will refer
to the opinion expressed in the auditor's report or
the sponsor's declaration, when they investigate the
compliance for a listing on the exchange. Therefore,
the Company must concentrate their efforts on what
the auditor or the sponsor might focus:

Related Acts or
Listing area rules governing Compliance Reports or
the disclosure focus declaration

U.S. Capital
\EGES
(NASDAQ,NY-
SE,AMEX)

Management
certification
(CEO,CFO)

Auditor’s report

SENERES Internal control
Oxley over financial
Act,2002 reporting

Internal control
over information
HKEX listing disclosure,
rule_Sponsor announcement
and Compliance on significant
Advisers_3A.15 matters in
guarterly and
annual reports

Sponsor’'s
declaration (IPO)
Corporate
governance report
(listed)

SGX listing
rule_Equity
Securities_246 (9)
or Debts
Securities_314 (3)

NEGE
control and
accounting

systems

Auditor’s report

PRC locally
listing

®Please refer to the following pages which specify the details by listing area

Companies
applied

Companies

filed with U.S.

SEC (N/A for
IPO
applicant)

Listing/listed
companies in
HKEX

IPO
applicantin
SGX

Timeline

For U.S. companies,
effective 15 Nov,
2005; for foreign

private issuers,
effective 1 Jan,
2007.

Effective 1 Jan,
2005

In effect




Hi%

FEHEHT (SOA) sEEF

HEEEEATIH (NASDAQ, NYSE, AMEX) L,
FTETHEX (FEET-BRTEAER) (Sarbanes-
Oxley Act (R “SOA") RIEMMETE.

H2003E10 A, XEIEHFXHFERS (theU.S.
Security Exchange Commission, “SEC”) ZEKHEaY
SONERAZ LB MRE SR MBI TFE HIEEE
AL, AF EHHARRB EHAR, MAEEHHFR
HABLRBLEM. IREFIEEIDIZRAIEHIRE.
SOABYAZIL 2 FR302FA R A0AKHI EE R B W T :

SOA 404 X

B LS I 5540 5 75 T RO P ERIE I RN AR
FREAREERENRME

ERRLAEGEFRREZENRNED
EHEITHEERN

AR HINERE AL FEZFIRE LA
EERXT AEBEHI RN

BEREAREMN M FIRE T HIREE
HIBELT & SN A BUERATIEN

ERIMBE I EEREFRPHA
HIFMEITIIE

oF: FEWMAR, ELHREHRESD, FHMTFTHEXTABEHMNEITEL. €28
EhREEEIESFRZ HERS (SEC) EHERIRI2MAZEHNE - HFEREIHRE D, FHitlb
R HEZER .

HI1IS9ONd4H1S NOINN




U.S. Capital Markets

Introduction of the Sarbanes Oxley Act (SOA)

To be listed in U.S. capital markets (NASDAQ, NYSE
or AMEX), a company must comply with the requir-
ements of the Sarbanes-Oxley Act (“SOA”).

Since October 2003, the SOA enforced by the U.S.
Securities and Exchange Commission (“SEC”) has
commanded headlines for all kinds of companies in
the risk management areas. Listed or pre-IPO co-
mpanies, are all reviewing their corporate governance
structure, reporting and disclosure processes, and int-
ernal controls, taking into account the impact of SOA..
The major contents of SOA chapter 302 and 404 co-
ver the following:

SOA 404

Management is held responsible for
establishing sound internal controls over
financial reporting and disclosure.

Management must report the
operational effectiveness of internal
controls over financial reporting
annually.

The company’s external auditor must
review how management perform its
assessment on internal controls.

Companies must document and test the
operational effectiveness regarding
internal controls over financial reporting.

The external auditor must verify
management’s attestation on the
operational effectiveness regarding
internal controls over financial reporting.

©®Note: It is not required by the U.S. SEC for a brand new listing company to file an audit report
with opinion on the Internal Control over Financial Reporting, at the time of the company's
Initial Public Offering. However, it is required to file such report upon the company’s first
fiscal year end after 12 months consecutive filing with the SEC.
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Criteriarecommended by the SEC for assessing internal

controls

The SEC acknowledged that the COSO Internal Control — Integrated Framework

satisfies its requirement for management’s self assessment on the compliance

with SOA. In addition, COSO internal control framework has emerged as the

leading criteria for the implementation of SOA compliance. The framework

has the following characteristics:

® establishing a broad set of internal control definitions applied to all kinds of
organizations;

® being used as a guide for internal control assessment, however, is not a
practical plan for the compliance with SOA section 404. Companies need
to adopt it case by case.

According to COSO (The Committee of Sponsoring Organizations of the Tread-
way Commission) and AICPA SAS No.319, Internal control is a process, effec-
ted by the entity’s board of directors, management and other personnel, desi-
gned to provide reasonable assurance regarding the achievement of objectives
in the following categories: effectiveness and efficiencies of operations, reliabil-
ity of financial reporting and compliance with applicable laws and regulations.

24
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COSO framework

OJORCNONS

Monitoring

Assessment of a control
system’s performance
over time.

Combination of ongoing
and separate
evaluations.
Management and
supervisory activities.
Internal audit activities.

Risk assessment

Risk assessment is the
identification and analysis
of relevant risks to
achieving the entity’s
objectives-forming the
basis for determining
control activities.
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Monitoring
Information&

Communication

Control Activities

Risk Assessment

Information and

communication

Pertinent information
identified, captured and
communicated in a timely
manner.

Access to internal and
externally generated
information.

Flow of information that
allows for successful
control actions from
instructions on
responsibilities to
summary of findings for
management action.

Control environment

Sets tone of organization-
influencing control

consciousness of its people.
Factors include integrity, ethical

values, competence, authority,

responsibility.
Foundation for all other
components of control.
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Control activities

Policies/procedures that
ensure management
directives are carried out.
Range of activities
including approvals,
authorizations,
verifications,
recommendations,
performance reviews,
asset security and
segregation of duties.
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Union Strength’s approach

Pertinent to the documentation and testing work required by
SOA, Union Strength has developed the following approach
after the implementation in several successful cases. We
help our clients adopt the following to understand, document
and test critical processes, risks and controls.

1. Project planning

2. COSO framework for docume-
nting and testing risks/controls

®|dentify significant financial statement elements
and assertions Identify critical processes
Select subsidiaries/business units/location

e
e
e ———
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N
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HKEXListing

Understanding the compliance with listing rules of the HKEX

Applicable to new applicants, the HKEx Main Board listing rules 3A.15, effective 1 January 2005, says: “each sponsor must
confirm that it has reasonable grounds to believe and does believe that the new applicant has established procedures,
systems and controls (including accounting and management systems) which are adequate in regard to the obligations of
the new applicant and its directors to comply with the Exchange Listing Rules and other relevant legal and regulatory
requirements (in particular 13.09, 13.10,14.46,14.48 and 14.49, and Chapter 14 and 14A, and Appendix 16)".

For new applicants of the HKEx Growth Enterprises Market (GEM), the GEM listing rules 6A.15_(5) state that:” each Sponsor
must confirm that it has reasonable grounds to believe and does believe that the new applicant has established

procedures, systems and controls (including accounting and management systems) which are adequate having regard to

the obligations of the new applicant and its directors to comply with the GEM Listing Rules and other relevant legal and
regulatory requirements (in particular rules 17.10, 17.11, 18.03, 18.49 and 18.53 to 18.64 and Chapters 19 and 20) and

which are sufficient to enable the new applicant’s directors to make a proper assessment of the financial position and prospects
of the new applicant and its subsidiaries, both before and after listing ”.

For listed companies, as said in the appendix 14 to the listing rules, the Corporate Governance Guide, Section C2.1, “
The directors should at least annually conduct a review of the effectiveness of the system of internal control of the issuer
and its subsidiaries and report to shareholders that they have done so in their Corporate Governance Report. The
review should cover all material controls, including financial, operational and compliance controls and risk management
functions.”

Additionally, in Section 3.3 of this Guide, the Audit Committee duties include “...(f) to review the issuer’s financial controls,
internal control and risk management systems; (g) to discuss with the management the system of internal control and
ensure that management has discharged its duty to have an effective internal control system...”

Accordingly, To develop a basis for the Directors and Audit Committee’s review and report, management shall follow
Appendix 23 to the listing rules, the Corporate Governance Report, section 3(d), to fulfill the following wok, so as to
enable the financial, operational and compliance controls and risk management functions to be reviewed and reported.

a. Define internal controls and set up internal control system;

b. Set up procedures and internal controls for the handling and dissemination of price sensitive
information;

c. Create an internal audit function; or in the absence of the internal audit function, review and report
the outcome of absence;

d. Define frequency of reviewing internal controls;

f. Define criteria for the assessment of the effectiveness of the system of internal control;

The above management preparation is the prerequisite for the Directors and Audit Committee’s review and report. The review
and report can only be feasible if they are based upon the above preliminary work.
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Assistance with the compliance with listing rules of the HKEXx

To assist a listing company to prepare against the sponsor’s due diligence survey, and to submit the
corporate governance report to the HKEx, Union Strength leverages its advanced knowledge in listing

rules and risk management practices, bridging the needs between listing companies, stock exchanges
and sponsors, and builds a communication channel with common language.

-

IPO applicant
llisted
companies

Union Strength

-

Stock Exchange
Sponsors

Based on the cooperation with sponsors of several listing companies, we understand in-depth the

sponsor's mandatory expectations and requirements, so that we can effectively guide the Company in
establishing sound controls, prepare supporting documents, fulfill self-assessment and pass the sponsor's
due diligence survey.

For the recommended disclosure of corporate governance made by the HKEx, Union Strength believes it
will become a compulsory part of the disclosure packages.
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Assistance with the compliance with listing rules of the HKEXx
Union strength’s detailed service approach is as follows:

Understand and document internal
controls
Entity level; Critical processes for
significant business units; General
IT controls

B
5

Monitor the
remediation
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SGX Listing

Assistance with the compliance with listing rules of the Singapore
Exchange

Pursuant to the listing rules —'Equity Securities 246 (9)' or 'Debts Securities 314 (3)', "the public offering
application must include the auditors' report to management on the internal control and accounting
systems of the applicant and its principal subsidiaries. Where there are weaknesses in an applicant's
internal control and accounting systems, the Exchange may require a confirmation from the auditors
that the weaknesses are not material. "

Apparently, to meet the regulatory needs of the SGX, the applicant must establish and maintain
effective internal controls.

In this area, a public offering applicant may benefit from Union Strength in many ways, as we have
accumulated profound knowledge, experience and mature approaches when we deal with compliance
with the SOA as mentioned in the U.S. Capital Markets section:

®the Company may quickly access the best practices of internal control criterion and documentation
models

®the Company may receive pertinent and effective answers to the for auditor's questions, with
Union Strength's assistance

Union Strength will help the Company communicate with the auditor, using the well accepted internal
control criteria, such as COSO, to assist the Company in its self-assessment. In addition, the
Company can benefit from Union Strength's successful cases.
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P.R.C. Listing

Study and preparation for the prospective compliance requirements for the PRC Listing

Although the CSRC (China Securities Regulatory Commission) has not explicitly required an internal controls audit
report or sponsor declaration for the PRC locally listed companies, we anticipate the CSRC's efforts at driving the PRC
securities market towards a market of responsiveness, reliability, complete disclosure and integrity will raise the
threshold for internal controls. Once the potential needs are recognized, many companies will need assistance in
developing strict internal controls. In this case, Union Strength's dominant international experience will be a great help
for PRC companies in their compliance efforts.

Pursuant to the Instructions on driving forward the reform, opening and stabilizing of capital markets, issued by the State
Council on 30 January 2004, the government is going to “... standardize the operation of listing companies...intensify the
responsibility of integrity of directors and senior management... intensify the disclosure responsibility of listing companies
and other related parties, to ensure the truthfulness, accuracy, completeness, timeliness...”. We can conclude the
government has definitely expressed its expectation on internal controls integration.

Furthermore, a hot topic on intensifying corporate governance was raised in the exposure draft of Securities Laws
deliberated by the National Congress. The exposure draft requires senior management to be legally liable for the
disclosure responsibility of listing companies to ensure the truthfulness, accuracy, and completeness in financial
reporting. It also requires the shareholders or parties with controlling power to ensure the truthfulness, accuracy, and
completeness of all filings, and not to infringe upon the interest of the listing company or its shareholders by any means,
otherwise, the company will bear the compensation responsibility the same as the initiator of the issue.

Hence, we foresee that once the internal control audit becomes mandatory for PRC locally listed companies, our
abundant international experience, research results and successful cases, will greatly benefit the PRC listing companies
for their compliance with local listing rules.
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Risk and Control Consulting

Union Strength developed a pertinent risk and control consulting
approach based on our own methodologies and client expectation of
improving their internal control. We focused our attention on the
implementation effect of the approach, in order to perfect the plan.

For absence of internal controls

Not all processes are to be tested

Based on our risk management
workflow: planning, identification,
monitoring and impact analysis,
Union Strength provides clients
professional services as follows,
separated or integrated:

Fighor mecium sk

Discussion with management ®Entity needs to be honest and
critical in self—testing

®Correction plan is prepared for -Internal audit
defined GAP -Business risk management

-Financial risk management
-Internal control improvement

-IT risk management




Risk Management Consulting Services



Hevaslation III

Risk Management
Consulting




Union Strength

Risk Management
Consulting

Risk Management
IPO Advisory
Corporate Finance l . .

www.ustrength.com



