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JadeStone          Sep. 28th, 2011 

Telestone - On the Ground Diligence Reveals another Chinese Scam 

 

 

Jadestone (JS) believes that the key statements and operating claims of Telestone (“TSTC” or 
“The Company”) are false and that the Company exaggerated its operations in an effort to 
mislead investors.  

 

Our main findings include the following:  

 Production capacity is roughly 75% BELOW official company's statements 
 

 Telestone’s core “technology” - WFDS 1 - is simplistic, easily duplicated, and 
unprofitable by legal means 
 

 There are egregious gaps between Telestone’s financials per the SEC filings and local 
Chinese tax filings that reflect up to a 98% difference in results.  

 

 

 

 

 

 

 

Note: The “$” sign relates to U.S. dollar unless specified otherwise. 

 

Disclaimer: Use of report is at the reader’s own responsibility and is not a substitute for other due diligence that the reader 
may need to perform prior to making an investment. JS will not be responsible for any damages that any readers may incur 
from using the information herein. This report should not be perceived as an offer to sell, buy, and hold any security, whether 
in the U.S., China or elsewhere. We base our research on public information and other sources that may be subject to error. JS 
will not be responsible for any damages that may occur from those errors. JS is under no obligation to provide any additional 
materials to the readers of this report. All analysis, results, findings, opinions, evaluations, estimations and assumptions are JS’s 
only and should be reviewed as such. JS or its affiliates may take a short or long position for any stock covered herein. 
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Introduction 

JS conducted this in-depth investigation to uncover Telestone’s actual performance.  
 
As WFDS is the only product currently produced in Shijiazhuang, and as Telestone keeps 
announcing an overwhelming demand for WFDS products, JS expected to find a large, 
populated facility running at full-capacity, one that would justify the Company’s purchase of 
new land and the anticipated development of a new production facility (see below). Instead, 
we found a small, lightly staffed facility, where production typically only runs at 1/3 capacity.  
We believe these findings severely undermine the credibility of Telestone’s 2010 reported 
production and revenues. 
 
This reports’ findings were attained from on-site visits to all of the company’s main facilities 
and interviews with company’s employees, among other sources. 
 
We believe this report provides the most updated information in order to assess Telestone’s 
present condition and future prospects. 
 

Production 
 
TSTC was a traditional provider of telecommunication solutions until 2008, at which time the 
Company developedits "cutting edge" WFDS technology.  WFDS allowed TSTC to 
integratedata from different sources and then distribute this information via one fiber. 
 
Using WFDS technology, TSTC launched their new operations in 2009 and began to 
experience revenue growth from WFDS in 2010. TSTC has relied on WFDS as their primary 
growth engine for two main reasons: 

 Margins under WFDS are higher than of their traditional operations 
 TSTC claims that WFDS improvesthe Company’saccount receivables as it is being 

provided to non-traditional clients and therefore result in shorter DSOs2. In 2010, 
TSTCreported that WFDS generated 23% of overall revenue, and it is expected to 
contribute roughly 40% of revenue in 2011. As a result, Telestone expects their 
annual revenue to increase in 2011 to $170M, reflecting 31% growth. 

 
Telestone has released several announcements regarding the development of WFDS, from 
which we have derived the following installation track record:  
 
WFDS Installations: 
 

 By Jan 1, 2010 – 43 total installations3 
 By June 30, 2010 – 108 total installations4 
 By Dec 31, 2010– 316 total installations5 

 
According to Telestone, 273 WFDS installations were completed in 2010, 208 of which were 
completed in the 2nd half of the year.6Since Telestone claimed that WFDS contributed 

                                                        
2 DSOs – Accounts Receivable Days’ Sales Outstanding 
3 Source: Company Statement 
4 Source: Investor ppt. dated September 2010 
5 Source: Telestone 2010 10K 
6 It would be reasonable to assume more systems were produced but not installed by the end of 2010, and it would also be 
reasonable to assume Q4 is "busier" than Q2 according to company's reports and historical performance 
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$36.6M of 2010 sales, it would be fair to assume that at least 500 WFDS systems will have to 
be produced and installed in 2011 in order to attain $70M of sales.7 
 
As we will show next, we believe that this level of production was not actually achieved and 
that projections of future performance cannot feasibly be achieved as well. 
 
JS’s TSTC Production Findings 
 
During JS’s visit to Telestone’s production facility, we were able to interview one of their 
senior managers about their production process.8 Currently, Telestone manufactures all of 
its WFDS products in-house, in a single production facility which is located in ShiJiaZhuang 
city.  The facility previously occupied 4 floors but currently9 only occupy 1 floor that focuses 
on the assembly of WFDS devices. 
 
The following is a brief video that shows the scope of TSTC’s WFDS production floor at its 
ShiJiaZhuang facility: http://www.youtube.com/watch?v=BpCuBKWwu7M10.The video was 
taken on an ordinary working day inside the production facility, showcasing a small space 
that appears inadequate to support its claimed scale of production.   Corroborating this 
finding was our team’s discovery that the production facility only produces 4 WFDS systems 
a month. 
 
Given these facts, we believe that the production facility could never support the claimed 
2010 output of 273 WFDS units.   Even if the plant were to run at full capacity, the maximum 
annual WFDS output would only be 144 units, far lower than the 273 units purported by the 
Company. 
 
In addition, upon investigation, the facility had less than 20 employees on the floor.11 In light 
of the small staff, we believe that it is highly improbable that 20, or even 40 employees, 
could assemble hundreds of WFDS systems a year – especially given that its current rate of 
production is only 4 systems a month. 
 
The following is a satellite picture of the ShiJiaZhuang production complex. The complex is 
comprised of an eastern and a western section. TSTC is located on the 3rd floor of the 
eastern section, and its allotted facilities were measured to be only 1575 sqm versus the 
Company’s claim of 6000 sqm.  It should be noted that this 1575 sqm of space is not limited 
to manufacturing only and also includes all storage and offices, as well as other utilities.  
 

                                                        
7 Every WFDS system is composed of several units: 1 MU that splits to up to 8 EU1s, which split to up to 8 EU2s which 
eventually result in up to 512 RUs. Therefore, the maximum number of components that needed to be assembled for a single 
system is 585 
8 Selected parts of the interview (Chinese) can be provided on demand 
9 Exact date of transition unknown, but we estimate that they started to close the other floors sometime in 2009 and were only 
operating with one functioning floor by mid. 2010 
10 All videos were edited to avoid compromising specific Telestone’s employees 
11 It should be noted that Telestone claims to be currently occupied with Beijing-Shanghai railway project- their biggest project 
ever.  We would have expected more activity given this project 
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JS also interviewed a Telestone representative regarding the WFDS facility thatrevealed that 
there are only 4 WFDS production lines instead of the claimed 11 lines, which validates the 
low levels of production as well as the small facility size. 

 
During our site visit, we counted only 20 employees and estimate there are not more than 
40 employees in the whole facility, including the administration. Therefore, we believe that 
the number of employees is likely 60% lower than Telestone claims.    
 

85 M 

40 M 

ShiJiaZhuang production complex 
Total Floor space: 2525 sqm 
Actual space in use: 1575 sqm 

1575 
sqm

750 sqm not in Telestone use 
Telestone’s facility 
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Pictures of Shijiazhuang production facility. 
 
 
Our conclusion from our site visitis that it is impossible for afacility of that scopeto produce 
$90M worth of WFDS systems a year. When we raised this concern with the company 
representative, heresponded that TSTC’s production was actually closer to $15M a year.  
This figure is consistent with all of our findings and is 83% less than the Company’s reported 
annual production of$90M. 
 
JS also calculated TSTC’s WFDS revenues and productionin a best-case-scenario, given its 
reported statistics: 
 

Assuming 3 full shifts (for maximum capacity; though usually they only run on 1 
shift), the facility can produce roughly 144 systems annually.  Telestone has stated 
that revenue from a WFDS system ranges from $100K to $500K12, 50%-60% of which 
are realized from the sale of equipment13. If we assume a maximum of $500K of 
revenue per project, 60% of which is generated from equipment sales, TSTC will 
generate $300K ofrevenue from the sale of equipment for each system14 and $45M 
of total annual revenue if production were operating at maximum capacity.  Based 
on official figures provided by the company, this figure is at least 50% lower than 
claimed production capacity of at least $90M. 

 
The fact that JS’s best-case-scenario calculation still yields significantly lower revenues and 
production than that reported by Telestone implies that Telestone’s published 
performanceis very likelyexaggerated. 
 
  

                                                        
12  see  appendix A “sample project slide” 
13 see  appendix C statement of operation and other company sources 
14  We also assume 1 project=1 system, when actually we know that many projects include much more than 1 system. If multi-
system per project assumption is implemented result would not be only more realistic- but much extreme 
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Summary of production according to different sources: 

 
 Telestone’s official 

claim 
Telestone 
representative 

JS findings 

Facility space 6000 sqm. 3000 sqm. 1575 sqm. 
Employees Over 100 70 40 
Production lines 11 4 4 
Output capacity $90 M.- $200 M.* $15 M. $45 M. (best-case-

scenario assumptions) 
 
*$90 M. as stated in investor's ppt, Mar. 2010. $200 M. as presented to us by the company's marketing meeting 
and marketing ppt.  
 
 
 
R&D & Technology 
 
For years, Telestone has claimed that its products are at the forefront of technology in their 
field.  In 2008, TSTC introduced WFDS and has repeatedly emphasized that development of 
its WFDS system has not only put the Company on a certain path to success, but also 
distinguished it from its traditional competitors that are afflicted with low margins and long 
DSOs.  WFDS is expected to account for 40% of TSTC’s 2011 revenue and is claimed to 
decrease DSOs and improve gross margins significantly from 30% to 50%-60%. 
In order to analyze WFDS’ “New patent technology"15 we have completed the following:  
 

 Researched the company’s declared patent and certifications 
 Met with Telestone’s agents and engineers 
 Consulted with two industry experts regarding Telestone’s technology 

According to expert analysis, WFDS’ technology does not reflect any specific innovation that 
would provide it legal protection from competitors.Its core technology16 uses the same 
technology that has been in existence for years - carrying cellular media over fibers and 
transferring data from light to radio and vice versa. Thus, even if it is the only Company in 
the market with its current technology, any singular position it may attain would not be 
sustainable.  In addition, WFDS’ core technology is easy to develop, as it does not run on a 
complex algorithm and does not require any encryption.  There is therefore a low barrier to 
entry for competitors looking to replicate WFDS’ technology, which raises questions as to 
the condition of its R&D operations.  
 
With respect to R&D, Telestone has been vocal about its strategy to “invest in R&D to 
maintain [our] competitive edge”17. TSTC officially statesthat "We have over 100 R&D 
specialists, many of whom are industry experts in telecommunications — all have at least a 
bachelor’s degree, and 40% have a master’s degree or above." 
 

                                                        
15Investors ppt. April 2010. ” .  Its Company mission also echoes this emphasis on R&D: "We are focused on increasing our 
research and development efforts to develop superior and proprietary technologies”- 10Q 2011, pp25 
16 In examining their list of patents, we have observed that the Company is more focused on design and other aspects of their 
products versus technological advancement. 
17Investors ppt. Sep. 2010 
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We decided to investigate these claims. Based on TSTC’s financial report, we discovered the 
following: 
 

1. R&D expenses are unreasonably low.  The 2010 R&D expenses for Q1, Q2 and Q3 
provide every "specialist" a monthly salary of $175. 18  This salary is 
uncharacteristically lowfor any Chinese engineer in general and forBeijing engineers 
in particular. 
 

2. Quarter-over-quarter R&D expenses are bizarre and erratic.  Expenses from Q1-Q3 
2010 reflect an alarmingly low rate of spend (average expense of $210K), then spike 
in Q4 2010 (expense of $1,421K), reflecting a 700% increase.  Then, in Q1 2011, R&D 
expenses drop 82% from Q4 2010 (to $248K).   

 
R&D expenses are primarily comprised of the cost of human capital versus the cost 
of equipment.  As such, in order for this trend to make sense, Telestone would have 
had to recruit hundreds of R&D employees at Q4 2011 and then fire them after 3 
months.  Even if the Company had bought a lot of equipment in Q4 2011 to justify 
the spike in expenses, it does not account for the uncharacteristically low salaries 
that would be need to be assumed for telecom professionals. 

 
3. R&D expenses as a percent of revenue are much lower than that of the industry.  

While TSTC competitors19 such as Grentech, Comba Telecom and Powerwave have 
an annual R&D expenditure (as % of 2010 revenue) of 5.1%, 4.1% and 8.7% , 
respectively, TSTC lags behind at 1.6% (TSTC itself admits expenses are"at relatively 
low level"20). We believe this further indicates that TSTC cannot believably develop, 
sustain and maintain a "technological advantage" while spending 61%-82% less on 
R&D thantheir competitors. 

 
It was discovered that Telestone’s R&D department was located at Telestone HQ in Rui Da 
Plaza, Beijing. 
 
In 2010,TelestoneHQ had moved to this new location in west Beijing, leasing the top two 
floors of the facility (floors 9 and 10),with each floor occupying roughly 4,000 sqm21. Given 
its recent move,we expected to find Telestone HQ as a busy, fully-functioning office with all 
the departments typically found at a corporate headquarters including management, HR, 
finance, marketing, design & engineering, as well as its purported 100+employee-staffed, 
well-equipped R&D facility. 
 
However, we have discovered evidence that shows that Telestone HQ – and by extension 
the R&D Department – ismostly vacant. Of the two floors that TSTC occupies, one floor (the 
9th) is currently under renovation and is therefore empty, which Telestone representatives 
have confirmed. 
 
We maintain that the simplistic nature of TSTC’s WFDS technology is in line with its small 
R&D operation and sheds more light onto the Company’s tenuous market position. 
 

                                                        
18 Assuming ALL R&D expenses are salary based. If equipment, facility and other expenses are brought into consideration result 
will be too extreme 
19 As put out by Telestone itself in K10 2010, page 9 
20 Q1, 2011, page 33 
21 The property was leased for 3 years at $892,537 per year, or about 60 rmb/sqm/month (10K, 2010, page 25.  $1 = 6.5rmb) 
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Telestone HQ at Rui Da Plaza- interior – 9th floor under renovation

 
 
 
 
 
 
 
 
 

65 M 

73 M 

80 M 
50 M 

25 M 

25 M 

625 M of 
open 
space 

Rui Da Plaza HQ 
Total Floor space: 5440 sqm 
Open space: 625 
Space in use: around 4000 
sqm 
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JS examined the 10th floor on several occasions in order to map out the space: 
 

Office space 

Equipment Product 
Business center

Storage
room

Conference
Center

TIPS application 
of R&D Center

Open  
space

North

Front desk

Rui Da Plaza : 10th floor map

TIPS networks R&D

Vacant 
spaces

Application 
system R&D

Premises  
Network  
R&D

Internet of things 
System R&D

Broadcast and 
Television system 
R&D

 
 
 
A majority of the rooms and the office spaces on the 10th floor werefound to be vacant. 
While some of the spaces were busy and fully occupied (mainly the south and west sides), 
the majority of the north and east sides of the office reflected low levels of occupancy; these 
areas are where the R&D offices are located. In this area, many desks (as can be seen on the 
pictures and video below)do not have any equipment on them, and with one exception, 
none of the rooms contained anything that resembled laboratory equipment.  
JS’s visits to Telestone HQ were each conducted at different hours (9:00, 15:00, 17:00, etc).  
During each site visit, our team counted the number of employees and examined all the 
rooms.  We have concluded that TSTC's R&D center cannot consist of more than 40-50 
employees, which is 60% less than the Company’s published claims. 
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TSTC HQ, northern side: TIPS networks, R&D 
space. Note there are no computers or office 
equipment. 
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The following video documents the north and east sides of Telestone HQ: 
http://www.youtube.com/watch?v=0GIWIH5t5vg22 
 
We believe that the distorted R&D figures of the financial report are directly related to the 
fact that Telestone has less than half of its claimed R&D employees. 
 
 
  

                                                        
22 This video was taken by a hidden camera. We apologize if some pictures are not clear enough. JS has provided pictures as a 
back up and can provide more pictures on demand 

TSTC HQ, eastern side: R&D space. Empty, 
unused spaces 
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Gu An Project- a mirror for Telestone’s future 

In 200923, Telestone acquired a 15 acre (60K sqm) plot of land in Gu An industrial park, which 
is located in Hebei province, just south of Beijing24.Telestone reportedly prepaid the 50-year 
lease with $2.58M and announced $12M of planned future investment for the sitein order 
to develop new R&D, manufacturing and training facilities. 
 
We visited Telestone’s Gu An plot recently and discovered that contrary to reports from a 
local Chinese newspaper25, no development has been done on the land.  Additionally, when 
we contacted Telestone to inquire about this project, company representatives had 
confirmed that the facilities were not only constructed, but also operational. 
 
According to Telestone, the purpose of acquiring the Gu An land was as follow: 

 
Based on our expectations for the success of our WFDS products, we have decided to 
bring the assembly and test of some devices in-house. Earlier this year, we 
purchased26 15 acres of land in nearby Hebei province, where we plan to build a 
manufacturing/assembly facility, an R&D center, and a training center for customers 
and distributors. This new campus will require approximately $12 million in capital 
spending. We believe that we could increase gross margins on products that we 
manufacture in-house to as much as 60% in three years, versus 30% or lower 
margins today. The remaining proceeds will be used for working capital or for 
acquisitions27 

 
However, investors were not informed of this investment activity for 16 months, as the deal 
was mentioned for the first time during a company conference call on Dec. 2010 and details 
of the deal’s value were not publicly released until release of the 2010 10K. 
 
Given these facts, we raise the following concerns: 
 

1. Why hasn’t Telestone initiated the development of this land for the last two years? 
2. Why weren’t investors informed of the project in a timely manner? 
3. Why would Telestone acquire such a large plot of land, when 

a. it is has more than enough space for R&D in its new HQ, and 
b. It is also closing down production lines?  

 
We believe that Telestone’s Gu An Project is another example of the Company’s tendency to 
overpromise and under deliver.  Furthermore, if TSTC’s investment in the Gu An plot was 
predicated on the success of its WFDS systems, we believe that the prolonged failure of the 
Company to develop the land indicates that WFDS systems are not as successful as claimed.  
WFDS has been touted as the primary driver behind TSTC’s past and future success.  In light 
of the GuAn Project, we believe that the future of Telestone’s operations is bleak.   

                                                        
23 Exact date unknown, but likely around August 2009  
24 According to Chinese newspapers, the opening ceremony for the Guan-Telestone deal was held at Aug. 8th, 2009: 
http://messages.finance.yahoo.com/Stocks_(A_to_Z)/Stocks_T/threadview?m=tm&bn=51264&tid=15271&mid=15271&tof=8&
frt=2 
25 According to Hebei News Network from April 27th 2011, Telestone will invest 1 billion RMB (150$ M.)  In the construction of 
the new facility that will produce some 300,000 communication equipment (?) a year, and work on site has commenced. 
http://hebei.hebnews.cn/2011-04/27/content_1934186.htm 
26 Despite this statements’ claim that the land was “purchased” in 2010, the land was leased starting in 2009 
27 Telestone investor conference call transcript , Dec. 9, 2010 
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Photos of Telestone's land in Gu An industrial park. Building at the background is not Telestone's (May 2011) 
 

Other quotes regarding Gu An project can be found in appendix D. 

 
 
Telestone: SEC filings vs. Chinese tax filings 
 
Filing in different jurisdictions can lead to numerical discrepancies; JS is aware of the many 
cases in which Chinese companies are mistakenly accused of fraud over a 
misinterpretationof gaps resulting from different laws or methodologies. 
 
However, there are also cases in which gaps become significant enough to undermine the 
credibility of the Company. 
 
Before we present Telestone’s filings, we would like to provide a few clarifications: 

 Telestone has different legal entities all functioning under the same brand. The 
holding entity is in Hong Kong. 

 Telestone reports that a small part of its business is generated internationally 
through their subsidiary Beijing Telestone Communication Technology Corp. Ltd.  
However, this business only accounts for 4% of its 2010 revenues and thus we 
believe their exclusion from the figures below does not materially impact numbers. 

 Beijing Telestone: this is the main subsidiary of Telestone and its primary center of 
operations in China.  

 Beijing Telestone Wireless Telecommunication Company Limited: (“BTWTC”) was 
established to engage in the business of wireless telecommunication networking and 
systems integration. Beijing Telestone is considered the primary beneficiary of 
BTWTC, and therefore BTWTC is considered a variable interest entity (“VIE”) of 
Beijing Telestone; thus, the financial statements of BTWTC are consolidated into the 
financial statements of Beijing Telestone. 
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The following is a comparison that summarizes the discrepancies in revenue and net income 
between Telestone’s SEC and Chinese tax filings (detailed documents can be found at 
appendix C). The comparison shows a 66% gap between reported revenues, and a 98% gap 
between reported net incomes.28 
 
Revenue 
Comparison 

Revenue RMB Revenue US $ Gap in $ Gap in % 

TSTC (SEC)  131,652,000 86,442,000 66% 
Consolidated 
Chinese filing 

293,870,000 45,210,000 

Beijing Telestone 153,610,000 23,632,000   
BTWTC 140,260,000 21,578,000   
 

 
Net Income 
Comparison 

Net income RMB Net income US $ Gap in $ Gap in % 

TSTC (SEC)  24,995,000 24,200,000 98% 
Consolidated 
Chinese filing 

4,360,000 670,000 

Beijing Telestone 310,000 47,000   
BTWTC 4,250,000 623,000   
 
 
Our team cannot account for these gaps and to date, Telestone has not addressed them 
with any satisfactory explanations.  We believe that even after accounting for differences in 
calculating methodologies, the gaps are too significant and point to fraudulent reporting 
practices. 
 
 
Conclusion 
 
JS has completedfirst-person research and an in-depth investigation of Telestone’s 
operations in China. We believe we have found irrefutable evidence that most if not all of 
Telestone’s key statements and operating claims are false and that the Company 
exaggerated Telestone’s operations in an effort to mislead investors.  We found that both 
production and R&D were nowhere near the levels of productivity and innovation that were 
announced to the public and that the Company has failed to develop facilities as promised.  
We believe these findingsare reflected by the gross and inexplicable discrepancies between 
the US and Chinese filings. 
 

  

                                                        
28 1$=6.5 rmb 
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Appendix A - production 

Telestone Production slide, marketing ppt., 2011 
 

 
 
Telestone R&D and Production slide, Investors ppt., Mar. 2010 
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Telestone sample project slide, Investors ppt., Sep. 2010 

 

Appendix B – R&D and Technology: 

Telestone R&D slide, marketing ppt., 2011 

 
 
 

 "We employ an experienced and highly trained professional staff of scientists and 
engineers that concentrate on the invention and further advancement of wireless 
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communication technology. We have over 100 R&D specialists, many of whom are 
industry experts in telecommunications — all have at least a bachelor’s degree, and 
40% have a master’s degree or above" [10Q 2011, pp 21] 

 
 Our R&D capabilities rank among the best in the PRC’s telecommunications industry. 

We have a robust engineering project management system and an experienced 
engineering team. Our research and development center is equipped with the latest 
equipment and testing facilities, which give our research and development personnel 
the tools they require to make significant advances in access-network technologies 
[10Q 2011, pp 24] 

 
 We are focused on increasing our research and development efforts to develop 

superior and proprietary technologies [10Q 2011, pp 25] 
 

 Research and development expenses primarily consist of compensation for research 
and development staff, material expenses, travel expenses and facility expenses. We 
are devoting substantial resources to the continued development of additional 
functionality for existing products and the development of new products. We intend 
to continue to invest in our research and development efforts because we believe 
they are essential to maintaining our competitive position. The dollar amount 
invested in our research and development activities will increase as we continue to 
increase our revenue. However, as a percentage of revenue, research and 
development costs are expected to remain relatively low. [10Q 2011, pp 28] 

 
 In the past, our focus has been on RF-based local access network solutions, but in 

the future we expect to leverage our WFDS™ technology to transition our customers 
to a unified local access network solution [10Q 2011, pp 24] 

 
 Invest in R&D to maintain competitive edge [investor ppt Sep.  2010] 

 
 
Appendix C – SEC filing and Chinese tax filings: 
 

Note: the original document cannot be presented as local authorities forbid direct copying of 
documents. JS has been granted the right to manually report these documents as follows: 

Beijing Telestone 2010 

Balance Sheet (Unit: 10 Thousand RMB)  

 2009 2010 )Chinese( 

Total current assets 26325 25131 流动资产合计 

Cash monetary fund 11265 13620 其中：货币资金 

Accounts Receivable 4360 4926 应收帐款 

Other receivables 2156 3024 其他应收款 

Inventories 5165 2765 存    货 
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Other current assets 3379 796 其他流动资产 

Long-term investments 0 2200 长期投资 

Total fixed assets 847 1126 固定资产合计 

Other assets 0 0 其他资产 

Total assets 27172 28457 资产总计 

Total current liabilities 18328 19765 流动负债合计 

Short-term borrowings 5210 5510 其中：短期借款 

Accounts payable 6974 7243 应付帐款 

Other payables 4260 5165 其他应付款 

Other current liabilities 1884 1847 其他流动负债 

Long-term liabilities 183 0 长期负债合计 

Long-term borrowings 183 0 其中：长期借款 

Long-term payables 0 0 长期应付款 

Total shareholders' equity 8661 8692 所有者权益合计 

Paid-in capital 8000 8000 实收资本 

Total liabilities and shareholders' equity 

27172 28457 负债及所有者权

益总计 

 

Income Statement (Unit: 10 Thousand RMB)  

 2009 2010  

Revenue 16810 15361 主营业务收入 

Cost of goods sold 14485 12802 销售成本 

Sales tax and related expenses 0 0 销售税金及附加 

Sales related expenses 845 987 销售费用 

Management fees 1026 1384 管理费用 

Finance Expenses 121 152 财务费用 

Investment income 0 0 投资收益 

Other operating profit 0 0 其他业务利润 

Operating income 0 0 营业外收入 

Operating expenses 0 0 营业外支出 

Total revenue 333 36 利润总额 

Net income 283 31 净利 
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Beijing Telestone Wireless Telecommunication Company Limited(“BTWTC”) 2010 

Balance Sheet (Unit: tens of thousands RMB) 

 

  2009 2010 )Chinese( 

Total current assets  6630 10164 流动资产合计 

Cash 2150 4216 其中：货币资金 

Accounts receivable  847 1280 应收帐款 

Other receivables  1029 1597 其他应收款 

Inventories 1524 2165  存    货 

Other current assets  1080 906 其他流动资产 

Long-term investments  880 1080 长期投资 

Total fixed assets  247 321 固定资产合计 

Other assets  0 0 其他资产 

Total assets  7757 11565 资产总计 

Total current liabilities  7109 10492 流动负债合计 

short-term borrowings  1500 2000 其中：短期借款 

Accounts payable  3265 4385 应付帐款 

Other payables  1347 2145 其他应付款 

Other current liabilities  997 1962 其他流动负债 

Long-term liabilities  82 82 长期负债合计 

long-term borrowings  82 82 其中：长期借款 

Long-term payables  0 0 长期应付款 

Total equity  566 991 所有者权益合计 

Paid-in capital  1000 1000 实收资本 

Total equity and liabilities  
7757 11565 负债及所有者权益

总计 

 

Income Statement (Unit: tens of thousands RMB)  

  2009 2010  

Revenue  6953 14026 主营业务收入 

Cost of goods sold 5564 11882 销售成本 

Sales tax and additional  38 42 销售税金及附加 

Sales expenses 524 687 销售费用 
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Management fees  673 924 管理费用 

Financial expenses 18 23 财务费用 

Investment income  25 32 投资收益 

Other operating profit  0 0 其他业务利润 

Operating income  0 0 营业外收入 

Operating expenses  0 0 营业外支出 

Total Revenue 161 500 利润总额 

Net income  121 425 净利 

 
 
SEC filing, 10K 2010:  
      �� �<�H�D�U�V���H�Q�G�H�G���'�H�F�H�P�E�H�U���������� 
       �� �������� ��   2009   
   ���1�R�W�H ���� �8�6���¶������ �� �� �8�6���¶������ �� 
�2�S�H�U�D�W�L�Q�J���U�H�Y�H�Q�X�H�V��                 
Net sales of equipment     �� �� ������������ ��     30,162   
Service income     �� �� ������������ ��     41,717   
                      
Total operating revenues     �� �� �������������� ��     71,879   
                      
�&�R�V�W���R�I���R�S�H�U�D�W�L�Q�J���U�H�Y�H�Q�X�H�V��                     
Cost of net sales     �� �� ������������ ��     19,697   
Cost of service     �� �� ������������ ��     21,705   
                      
Total cost of operating revenues     �� �� ������������ ��     41,402   
                      
�*�U�R�V�V���L�Q�F�R�P�H     �� �� ������������ ��     30,477   
                      
�2�S�H�U�D�W�L�Q�J���H�[�S�H�Q�V�H�V��                     
Sales and marketing     �� �� ������������ ��     10,607   
General and administrative     �� �� ���������� ��     1,999   
Research and development     �� �� ���������� ��     1,768   
Depreciation and amortization     �� �� ������ ��     326   
                      
Total operating expenses     �� �� ������������ ��     14,700   
                      
�2�S�H�U�D�W�L�Q�J���L�Q�F�R�P�H     �� �� ������������ ��     15,777   
                      
Interest expense     �� �� �������� ��     (290 )
Other income, net     �� �� ������ ��     405   
                      
�,�Q�F�R�P�H���E�H�I�R�U�H���L�Q�F�R�P�H���W�D�[�H�V     �� �� ������������ ��     15,892   
                      
Income taxes ������ ���� �� ������������ ��     (3,354 )
                      
�1�H�W���L�Q�F�R�P�H     �� �� ������������ ��     12,538   
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Appendix D –The Gu An project 

There is no mentioning of either "Guan" or "Hebei" in Telestone’s 2009 10K -2009 or its 10Q 
for Q1, Q2 or Q3. The following represents the only times that the Company has mentioned 
this deal: 

 Completion of $18.9 Million Share Offering – In November 2010, Telestone 
completed a follow-on share offering, offering 1.675 million shares for proceeds of 
$18.9 million. The majority of the offering — $12 million — is earmarked for a new 
manufacturing, R&D, and training facility in Hebei province [10K 2010, P74] 
 

 ...Lease prepayment (2.58$ M) as of December 31, 2010 represented the land use 
rights for a piece of land located in Guan County, Hebei Province, the PRC. The land 
use rights will expire in 2059.The prepaid land use right has been pledged to a bank 
in the PRC as collateral for short-term bank loans (Note 9).... [10K 2010, P105] 
 

 Beijing Telestone established a wholly-owned subsidiary, Guan Telestone 
Telecommunication Technologies Company Limited (“Guan Telestone”) (note) in 
Guan, Hebei Province, the PRC with operating period of 20 years until December 13, 
2029. Guan Telestone was inactive since its incorporation and management plans to 
develop a research and development center and a manufacturing plant of 
telecommunication equipment in Guan County through Guan Telestone. Currently, 
Guan Telestone holds a land use right in Guan County for future development. [10Q 
2011 (Q1)] 

 
 On December 14, 2009, Beijing Telestone established a wholly-owned subsidiary, 

Guan Telestone Telecommunication Technologies Company Limited (“Guan 
Telestone”)(note) in Guan, Hebei Province, the PRC with operating period of 20 years 
until December 13, 2029. Guan Telestone was inactive since its incorporation and 
management plans to develop a research and development center and a 
manufacturing plant of telecommunication equipment in Guan County through Guan 
Telestone. Currently, Guan Telestone holds a land use right in Guan County for future 
development [10K 2010, P88] 


