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Presenter:
Gordon McCoun – Senior Managing Director, FTI Consulting
Gordon McCoun is Vice Chairman of FTI Consulting with a focus on the firm's
North American Capital Markets Communications practice. He spent more than 20
years as an equity research analyst and portfolio manager before joining what is
now FTI’s Strategic Communications in 1998. Gordon utilizes his experience in
finance, accounting and the financial markets to advise client companies across a
broad range of industries on developing and implementing effective investor
relations programs to maximize their valuation in the capital markets. He also
provides strategic counsel on critical issues affecting enterprise valuation and
reputation such as M&A communications, IPOs, financial reporting, earnings
guidance, dividend policy, restatements and management changes.
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Presenter:
Patrick Hunnius – Partner, DLA Piper
Mr. Hunnius regularly represents both individuals and issuers in Securities and
Exchange Commission, Department of Justice, NYSE, FINRA and other securities
regulators' inquiries. He also has extensive experience conducting internal
investigations, including investigations related to alleged violations of the Foreign
Corrupt Practices Act and financial fraud.
Similarly, he has a wide range of experience in securities and complex business
litigation, including defending clients in securities class actions and shareholder
derivative actions. Earlier in his career, Mr. Hunnius was an SEC enforcement
attorney and for several years was the supervisor in charge of the SEC's Los
Angeles Regional Office's Internet Branch.
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Presenter:
Christine Beliveau – Senior Managing Director, FTI Consulting
Extensive experience in performing forensic accounting investigations of public
companies, ranging from small to large Fortune 500 companies both domestically
and internationally.
Specialized in typical fallout of such matters, including restatements of financial
statements, aiding attorneys in responding to derivative and class actions suits,
reporting to the special committee of board of directors or audit committees,
presenting to the SEC and other regulatory bodies and interacting with the
external auditors.
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Situation Analysis

•

A number of irregularities were discovered at US-listed
Chinese companies

• Falsely-reported revenue
• Non-existent or specious customers
• Operating metrics that diverge from industry norms
• Complex/opaque ownership structures
• Related-party transactions
• Unsupported asset values
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Situation Analysis

•

There was significant fall-out for a number of companies

• More than two dozen companies had their auditors resign
• At least 29 have had trading suspended, halted or been delisted

•

Short-sellers exploited the incidences of fraud and general
information vacuums to cast fear over the broad universe

• Halter USX index declined 23% in 2011

•

As a result, confidence in US-listed Chinese companies,
especially reverse takeovers, has been shaken
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Background on U.S. listed Chinese companies
There are more than 160 Chinese companies with an average market
capitalization of more than $50 million that trade in the U.S.1 as of
March 2012.
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1. http://www.usxchinaindex.com/index.cfm. For a company to be included in the Halter USX China Index it must conduct a majority
of its business in China, maintain an average market cap of over $50 million for the preceding 40 trading days, trade on the NYSE,
NYSE Amex or NASDAQ and be approved by USX Selection Committee.
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Background on U.S. listed Chinese companies
• There were 159 Chinese Reverse Merger (“CRM”) companies and 56
companies that completed U.S. IPOs during the period from January 1,
2007 to March 31, 2010.
• The majority are incorporated in Cayman or British Virgin Islands. Only
11 companies are incorporated in China.
• According to Bloomberg Chinese Reverse Mergers Index, the average
trading price has dropped nearly 55% in 2011 and nearly 66% since
the high in January 2010
• The result has led to pressure on all but the “blue chip” IPOs in the
sector. Hundreds of stocks that were never attacked by short-sellers
have fallen in sympathy.
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Background on U.S. listed Chinese companies
• Of the CRMs, 94% were audited by firms that were only inspected by
PCAOB once every three years.

•

Small US firms who may not have the right or sufficient resources

• 24% of the CRMs were audited by Chinese registered accounting firms

•
•

PCAOB is prevented from inspecting these audit firms
There are 110 auditing firms in China and Hong Kong registered at the PCAOB1

• PCAOB has been negotiating with Chinese authorities to be allowed to
conduct inspections of mainland firms that audit Chinese companies
listed in America. After delays in October, negotiations resumed in
January 2012.
1. PCAOB Research Note #2011-PI (March 14, 2011)
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Background on U.S. listed Chinese companies
• Only 10 companies were audited by firms that audited more than 100
public companies

•

PCAOB inspects these audit firms every year

• PCAOB published Staff Audit Practice Alert No. 6, Auditor
Considerations Regarding Using the Work of Other Auditors and
Engaging Assistants From Outside the Firm, on July 12, 2010

•

Need to understand local language and local business environment

• PCOAB Office of Research and Analysis issues Research Note #2011PI on March 14, 2011 regarding “Activity Summary and Audit
Implications for Reverse Mergers Involving Companies from the China
Region: January 1, 2007 through March 31, 2010”
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Background on U.S. listed Chinese companies
• PCAOB published Staff Audit Practice Alert No. 8, Audit Risks in
Certain Emerging Markets, on October 3, 2011 listed conditions and
situations that indicate heightened fraud risk, such as:

•
•
•

Auditor difficulty in confirming cash balances
Irregularities in sales contracts
Recognizing revenue from contracts or customer whose existence could not be
corroborated
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Background on U.S. listed Chinese companies
• In September 2011, the SEC asked an American court to enforce a
subpoena issued to Deloitte’s China practice for workpapers from its
audits of Longtop Financial Technologies Ltd. Deloitte had resigned on
May 22, 2011.
• As of August 2011, the SEC has launched investigations into at least
18 CRMs1
• In December 2010, SEC brought a settled administrative proceeding
against Moore Stephens Wurth Frazer & Torbett LLP (Frazer LLP), a
California accounting firm and auditor of China Energy

1. http://sec.gov/litigation/admin.shtml
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Background on U.S. listed Chinese companies
• China’s financial regulators have asked the Big 4 audit firms to
review their work in 2010 on US listed Chinese companies and
give details on information they may have provided to overseas
regulators.
• All Big 4’s operate in China as JVs, three of which will see their
arrangements expire in 2012. PwC’s will expire in 2017.
• According to a variety of sources, Chinese authorities are using
the expiry milestone to force the firms to convert into LLPs
where their partners must have Chinese accounting
qualifications. This is in line with international practices.
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Background on U.S. listed Chinese companies
• 33 of the 188 federal securities class actions filed in 2011 were against
Chinese reverse merger companies, constituting 17.6% of the total.

• Since 2010, at least 45 class actions have been filed against Chinese
reverse merger companies
• At least 6 filings against Chinese companies that are not CRMs,
including Longtop Financial, Inc.
• Chinese reverse merger filings contain significantly more of the
following allegations than other filings
•
•
•

GAAP violations
Unreliable financial statement disclosures
Restatements

“Securities Class Action Filings 2011 Year in Review”, Cornerstone Research
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Background on U.S. listed Chinese companies
Chinese Reverse Merger Filings and Other Filings by Allegation Type
Allegation Types

% of Chinese Reverse Merger
Filings with Allegation

GAAP Allegations

65.1%

32.2%

Rule 10b-5

95.3

86.6

Section 11

11.6

17.2

Section 12

14.0

11.7

Underwriter

14.0

13.4

Misrepresentations in Financial Documents

95.3

92.5

False Forward-Looking Statements

58.1

65.7

Insider Trading

0.0

20.5

Unreliable Financial Statement Disclosures

30.2

8.8

White Collar

25.6

12.6

Internal Control Over Financial Reporting Allegation

39.5

28.5

Internal Control Over Financial Reporting Disclosure

14.0

5.0

Bankruptcy

0.0

4.2

Auditors as Defendants

4.7

3.8

Restatement

20.9

9.2

“Securities Class Action Filings 2011 Year in Review”, Cornerstone Research
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% of Other Filings (Excluding
M&A with Allegation)

Repercussions of Irregularities
Irregularities

Repercussions

•

Complex/Opaque ownership
structures

•

Press releases that financial data
can’t be relied on / Restatements

•

Questionable or unverifiable
revenue sources

•

Late Filings

•

Securities litigation

•

CFOs were fired or resigned

•

Questionable or non-existent
assets

•

Variances between U.S. and
Chinese filings

•

Auditors were fired /Auditors
resigned

•

Auditing capabilities were not
robust enough

•

SEC investigations

•

DOJ investigations

•

Related party transactions
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Examples
Sino-Forest Corporation (Canadian registered Co.)
• June 2011- Muddy Waters Research released a report claiming the company
falsely overstated earnings and assets. Despite management's denial of the
accusations, the company's shares dropped 80% following the publication of
report.

• August 2011- Sino-Forest's board launched a special investigation led by
board members and conducted by PricewaterhouseCoopers and lawyers from
three firms to verify and value the company's forestry assets.
• August 2011- OSC (Ontario Securities Commission) ordered five of SinoForest Corp’s senior executives to resign and ordered a cease trade on the
stock for 15 days.
• September 2011 – Institutional investors filed a class action lawsuit in Canada
against Sino-Forest and named two auditors and 15 underwriters
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Examples
Sino-Forest Corporation (Cont’d)
• January 2012 – The independent committee delivered its final report but
according to some, failed to refute key allegations of fraud against the company
• January 2012 - Class action was commenced against Sino-Forest and other
defendants in the Supreme Court of the State of New York
• Stock Price:
 June 1, 2011
$19.83
 July 1, 2011
3.27
 August 1, 2011
7.87
 November 1, 2011
1.38
 January 1, 2012
1.38
 As of January 27, 2012, ceased trading
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Examples
Puda Coal Inc.
• April 2011- Shareholder Class Action was filed. Puda Coal Chairman

was accused of having secretly sold half the Company and pledged the
other half to Chinese private equity investors in 2010 after having
allegedly illegally transferred ownership of the operating company to
himself in 2009.
• July 2011 - Puda's auditor, Moore Stephens, resigned, explaining that
as a result of Zhao's undisclosed 2009 ownership transfer Puda's
audited 2009 and 2010 financials can no longer be relied upon.
• August 2011- Puda was suspended due to SEC investigation
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Examples
Puda Coal Inc. (Cont’d)
• February 2012 - The Securities and Exchange Commission's civil suit,
filed in a Manhattan federal court, alleges the company's Chairman Ming
Zhao and former CEO Liping Zhu tried to "steal and sell" Puda Coal's
coal mining company Shanxi Puda Coal Group, the company's only
source of revenue.
• Stock Price:
 Apr 1, 2011
 May 2, 2011
 Sep 1, 2011
 Oct 3, 2011
 Mar 1, 2012

$12.70
6.00
3.23
0.60
0.29
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Examples
China North East Petroleum
• SEC halted trading in shares of China North East Petroleum Holdings Ltd. on
March 1, 2012 for 10 business days. This is after a temporary halt of trading in
2010.

• Order cited questions about money moving from the Chinese oil driller to the
personal accounts of unnamed individuals.
•Suspension came after the company won its bid in October to ditch a
consolidated putative class action in New York brought by shareholders over
allegations of shoddy accounting practices. The suit was filed after disclosure of
bank transfers made to officers.
•China North East was warned in December by NYSE that it was not in
compliance with the exchange’s listing standards because the company did not
have three members on its audit committee.
25

How to Regain Confidence and Restore Valuation
Financial and Governance Remedies

• Consider changing auditors

• Get restatements done if necessary and keep filings current
• Ensure to have robust U.S. GAAP skills in-house
• Implement and maintain U.S. equivalent corporate governance
•
•
•
•

Audit committee oversight
Financial controls
Internal audit beyond SOX
CFO qualification
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How to Regain Confidence and Restore Valuation

•
•

•

Go beyond required regulatory disclosure

•

Benchmark reporting conventions and disclosures against world class peer

Benchmark operating performance against industrial peers

•
•

Performance that is disconnected with the industry will look fabricated
If there is such a disconnect, explain why this is the case

Implement financial reporting metrics and targets that are less
susceptible to accounting discretion

•
•

Cite, for example, cash generation
Refer to financial measures that tie together the Income Statement and Balance
sheet (ROIC, free cash flow, etc.) and are more difficult to fabricate
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How to Regain Confidence and Restore Valuation

•

Align interests of management and company insiders with those of
public shareholders

•
•

•

Return capital to shareholders through share repurchases or dividends

Leverage world-class business partners and customers

•
•

•

Insiders commit their personal capital

They cannot afford to have their businesses and reputation jeopardized by
association with questionable partners
Their due diligence will accrue to the benefit of the company

Broaden and diversify the board with reputable, independent and
experienced directors
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How to Regain Confidence and Restore Valuation

•

Enhance corporate communications and investor relations
infrastructure

•
•

•

Translate all materials into English

Utilize the business and financial media to position the business and
market position

•

•

Use the corporate website to provide as much information on the business as
possible

Third party validation that reaffirms and expands on what the company is saying

Conduct a vulnerability analysis

•

It’s better that potential issues be uncovered by the company than investors
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Summary
Challenge:

• US-listed Chinese companies are assumed to be guilty of fraud or
financial manipulation

The Solution:

• Go beyond conventional standards of disclosure and transparency
• Provide relevant third-party validation
• Recreate, to the extent possible, the due diligence process that
many of these RTOs bypassed

• Surround any issues with as much refutation as possible
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FTI Consulting

Who We Are

■
■
■
■

Founded in 1982
NYSE listed $2 billion+ enterprise value
300+ senior managing directors
More than 3,800 employees worldwide
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Who We Serve:
A Leader Helping Leaders

■
■
■
■
■
■
■

World’s leading restructuring firm
Global leader in strategic business communications
Advisor to nine of the world’s top 10 bank holding companies
World’s leading crisis management firm
Advisor to 89 of the world’s top 100 law firms

Pioneer of visual support in the courtroom
Industry leader in e-discovery software
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Critical Thinking at the Critical Time
 FTI Consulting is a global business advisory firm that provides multidisciplinary solutions that help
clients address complex business opportunities and challenges
We combine unparalleled expertise
and industry knowledge to address
challenges to enterprise value

We are 3,800 trusted advisors with
diverse expertise and exceptional
credentials serving 1,000 clients globally

EXPERTISE

− Founded in 1982
− $1.5 billion+ enterprise

Our breadth and depth extends
across every social, political, and
economic hub across the globe
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EXPERTI
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THOUGHT
LEADERSHIP
THOUGHT
LEADERS
HIP

Where We Do It: Advising across
a Global Economy
ASIA PACIFIC
Australia
Melbourne
Perth
Sydney
China
Beijing
Guangzhou
Hong Kong
Shanghai
India
New Delhi
Indonesia
Jakarta
Japan
Tokyo
Philippines
Manila
Singapore

EUROPE
MIDDLE EAST
AFRICA

LATIN AMERICA NORTH AMERICA

EUROPE
Belgium
Brussels

Brazil
Rio de Janeiro
São Paulo

France
Paris

Colombia
Bogotá

Germany
Berlin
Frankfurt
Munich

Mexico
Mexico City

Ireland
Dublin

United States
Miami

Russia
Moscow
Spain
Madrid
United Kingdom
Epsom
London
Manchester
Northampton
Stirling
MIDDLE EAST
Bahrain
Manama
United Arab
Emirates
Abu Dhabi
Dubai
AFRICA
South Africa
Cape Town
Johannesburg

Argentina
Buenos Aires

Panama
Panama City

Canada
Toronto
Vancouver
United States
Annapolis
Atlanta
Baltimore
Bethesda
Boston
Brentwood
Charlotte
Chicago
Cleveland
Dallas
Denver
Detroit
Houston
Indianapolis
King of Prussia
Los Angeles
Miami
Morristown
Nashville
New York
Oakland
Philadelphia
Phoenix
Pittsburgh
Rockville
Roseland
Saddle Brook
Salt Lake City
San Francisco
Santa Barbara
Seattle
Tucson
Walnut Creek
Washington, D.C.
Wayne
West Palm Beach

We deploy more than 2,800 professionals in 24 countries from
every major financial center to every corner of the globe so
that we can serve our clients wherever challenges arise.
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FTI Consulting Business Practices
 Our specialist practices work together seamlessly to provide clients with a broad response to the trends
and issues affecting the way companies do business today
Corporate Finance/
Restructuring

Economic Consulting

Forensic and
Litigation Consulting

Strategic
Communications

Technology

■ Restructuring/
Turnaround Services

■ Antitrust & Competition
Economics

■ Forensic Accounting &
Advisory Services

■ Financial
Communications

■ Computer Forensics &
Investigations

■ Bankruptcy Support
Services

■ Business Valuation

■ Global Risk &
Investigations Practice

■ Corporate
Communications

■ Discovery Consulting

■ Dispute Advisory
Services

■ Public Affairs

■ Transaction Advisory
Services
■ Private Equity
■ Performance
Improvement
■ Interim Management
■ Investment Banking

■ Intellectual Property

■ International Arbitration
■ Labor & Employment
■ Public Policy
■ Regulated Industries
■ Securities Litigation &
Risk Management

■ Intellectual Property
■ Trial Services
■ Financial & Enterprise
Data Analytics
■ Compliance, Monitoring
& Receivership
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■ Creative Engagement
■ Strategy Consulting &
Research

■ E-discovery Software &
Services

FTI Consulting Industries

■ Aerospace & Defense

■ Construction

■ Healthcare

■ Media & Entertainment

■ Real Estate

■ Agriculture

■ Energy and Utilities

■ Hospitality

■ Mining

■ Retail

■ Automotive

■ Environmental Services

■ Information Technology

■ Petroleum & Chemicals

■ Telecommunications

■ Banking & Financial
Services

■ Government & Public
Contracts

■ Insurance

■ Pharmaceutical & Life
Sciences

■ Transportation
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Gordon McCoun
Vice Chairman
gordon.mccoun@fticonsulting.com

777 South Flagler Drive
Suite 1500 West
West Palm Beach, FL 33401
Tel: (561) 515-1905
Fax: (561) 515-1990

Gordon McCoun is Vice Chairman of FTI Consulting with a focus on the firm's North American Capital Markets
Communications practice. He spent more than 20 years as an equity research analyst and portfolio manager before joining
what is now FTI’s Strategic Communications in 1998. Gordon utilizes his experience in finance, accounting and the financial
markets to advise client companies across a broad range of industries on developing and implementing effective investor
relations programs to maximize their valuation in the capital markets. He also provides strategic counsel on critical issues
affecting enterprise valuation and reputation such as M&A communications, IPOs, financial reporting, earnings guidance,
dividend policy, restatements and management changes.

Gordon has advised FTI Consulting , Lorillard, Inc., Allstate, EMCOR Group, DuPont, Teva Pharmaceuticals, The Walt
Disney Company, Cognizant, The Sports Authority and The Estee Lauder Companies. His transaction experience includes
the IPOs of MasterCard, Alcon Laboratories and RiskMetrics, The Children's Place's acquisition of the Disney Store,
Disney's acquisition of Pixar, Ascential Software's acquisition by IBM and the spin-off of Lorillard from Loews Corporation.
Gordon has published white papers and client memoranda on topics relevant to capital markets issues such as the
increasing importance of cash dividends, the impact of FAS 123(R) on valuation models and portfolio decisions, Regulation
FD, emerging trends in sell-side research coverage and financial disclosure and corporate governance.
Prior to joining FTI Consulting, Gordon was a Vice President in the equity research department at Brean Murray & Co., a
research boutique and investment bank, where he covered retail, IT infrastructure and healthcare service companies. He
was also a fund manager with The Bank of New York, Citibank, Prudential and Mutual of America where he managed
mutual finds and institutional and high-net-worth-individual portfolios. He received an MBA in Finance from New York
University's Stern School of Business and a BA in Sociology from the University of Pennsylvania.

Christine Beliveau
Senior Managing Director - Forensic and Litigation Consulting
cbeliveau@fticonsulting.com

One Front Street
Suite 1600
San Francisco, CA 94111
Tel: (415) 283-4255
Fax: (415) 283-4289

Certifications
Certified Public Accountant (CPA),
California
Chartered Accountant (CA),
Canada
Certified in Financial Forensics
(CFF)

Christine Beliveau is a senior managing director in the FTI Consulting Forensic and Litigation Consulting segment and is
based in San Francisco. Christine’s experience includes a wide range of forensic accounting investigations, accountingrelated business disputes, complex accounting advisory projects and financial statement audits. He has served clients
primarily in the high tech, manufacturing, distribution and healthcare industries and has extensive experience with both large
multinational clients and emerging growth companies both domestically and internationally.
She has aided companies with the typical fallout of such matters, such as restatements of financial statements, aiding
attorneys in responding to derivative and class actions suits, reporting to the special committee of board of directors or audit
committees, presenting to the SEC and other regulatory bodies and interacting with the external auditors. Prior to joining
FTI Consulting, Christine was a Managing Director at LECG and Huron Consulting Group in San Francisco.
Professional Experience
During her consulting career, Ms. Beliveau has been involved in a variety of matters involving the interpretation and
application of GAAP and GAAS, advising clients on SEC financial reporting issues and the investigation of various complex
accounting issues, including the following:

Professional Affiliations

•

Participated in several accounting investigations to address concerns raised by management, the audit committee,
auditors or “whistleblower” allegations.

American Institute of Certified
Public Accountants (AICPA)

•

Assisted with the response to formal and informal SEC investigations of accounting errors and irregularities, including
the preparation and filing of restated financial statements.

•

Analyzed and interpreted the accounting for complex transactions, particularly revenue recognition.

•

Assisted buyers with the assessment of post-acquisition purchase price disputes, including working capital and other
accounting-related purchase price adjustments.

Education

•

Assisted counsel in review of data in the preparation for civil and criminal trials

Bachelor of Commerce in
Accountancy (with distinction),
Concordia University

While with both KPMG and Arthur Andersen in Silicon Valley as senior manager in audit, Ms. Beliveau provided services to
clients in a broad range of areas, including conducting financial statement audits of numerous public and private companies,
performing financial and accounting due diligence reviews on target companies for strategic buyers and performing internal
audits including the development of the annual internal audit plan focused on key risk areas.

American Bar Association (ABA)
Association of Certified Fraud
Examiners (ACFE)

Graduate Diploma in
Accountancy, Concordia
University

QUESTIONS?

Thank You for Your Time

