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We used in this report, the terms “Big Tree," "we," "our," and "us" or the “Company” refers to Big Tree Group, Inc., a
Colorado corporation and its wholly-owned subsidiaries Big Tree International Co., Ltd., a Brunei company, ("BT
Brunei") and Shantou Big Tree Toys Co., Ltd., a Chinese company (“BT Shantou”).
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION

This report includes forward-looking statements that relate to future events or our future financial performance and

involve known and unknown risks, uncertainties and other factors that may cause our actual results, levels of activity,
performance or achievements to differ materially from any future results, levels of activity, performance or

achievements expressed or implied by these forward-looking statements. Words such as, but not limited to, “believe,

“expect,” “anticipate,” “estimate," “intend," “plan," “targets," “likely," “aim," “will," “would," “could," and similar expression:
phrases identify forward-looking statements. We have based these forward-looking statements largely on our current
expectations and future events and financial trends that we believe may affect our financial condition, results of

operation, business strategy and financial needs. Forward-looking statements include, but are not limited to,

statements about:

" e "n < " <

* The circumstances resulting in the restatement of our financial statements and the material weaknesses in our
internal control over financial reporting and in our disclosure controls and procedures;

* Transactions with our related parties which may have resulted in violations of the Sarbanes-Oxley Act of
2002;

* Fluctuations in our revenues based upon our revenue recognition policy;

* Factors affecting consumer preferences and customer acceptance of new products;

* Competition in the toy industry;

* Loss of one or more key customers;

* Dependence on third-party contract manufacturers;

* Dependence on certain key personnel;

* Inability to manage our business expansion;

* Infringement by third parties on our intellectual property rights;

* QOur inadvertent infringement of third-party intellectual property rights;

* Availability of skilled and unskilled labor and increasing labor costs;

* Lack of insurance coverage and the impact of any loss resulting from product liability or third party liability
claims or casualty losses;

* Violation of Foreign Corrupt Practices Act or China anti-corruption laws;

* Economic, legal restrictions and business conditions in China;

* Limited public market for our common stock; and

* Potential conflicts of interest between our controlling shareholders and our shareholders.

You should read thoroughly this report and the documents that we refer to herein with the understanding that our
actual future results may be materially different from and/or worse than what we expect. We qualify all of our
forward-looking statements by these cautionary statements including those made in Item 1A. Risk Factors of our
Annual Report on Form 10-K for the year ended December 31, 2012 as filed with the Securities and Exchange
Commission. Other sections of this report include additional factors which could adversely impact our business and
financial performance. Moreover, we operate in an evolving environment. New risk factors emerge from time to time
and it is not possible for our management to predict all risk factors, nor can we assess the impact of all factors on our
business or the extent to which any factor, or combination of factors, may cause actual results to differ materially from
those contained in any forward-looking statements. Except for our ongoing obligations to disclose material
information under the Federal securities laws, we undertake no obligation to release publicly any revisions to any
forward-looking statements, to report events or to report the occurrence of unanticipated events. These
forward-looking statements speak only as of the date of this report, and you should not rely on these statements
without also considering the risks and uncertainties associated with these statements and our business.
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Item 1.

Financial

Statements

BIG TREE GROUP INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
September 30,
2013
(Uanaudited)
ASSETS

CURRENT ASSETS:
Cash $ 126,069
Accounts receivable, net of allowance of $79,780 and

$54,135, respectively 7,975,834
Inventories 2,484,452
Other receivables 921,457
Prepaid expenses 368,274
Advances to suppliers - related parties 535,630
Advances to suppliers 114,784

Total Current Assets 12,526,500

Security deposit - related party 58,666

Property and equipment, net 156,339

Intangible assets, net 8,507

Total Assets

$ 12,750,012

LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES:
Accounts payable and accrued expenses $ 4,707,101
Loans payable 3,748,126
Loans payable- related party 80,000
Advances from customers 877,207
Salaries payable 71,872
Other payables 9,112
Taxes payable 5,218
Due to related parties 636,564
Total Current Liabilities 10,135,200
Loans payable- related party - long term -
Total Liabilities 10,135,200

SHAREHOLDERS' EQUITY:

December 31,

2012

22,167

4,554,077
1,327,342
1,202,750
171,629
529,148
574,219

8,381,332
57,133
201,757
10,592

8,650,814

2,003,390
3,650,156

142,125
60,578
50,926
65,586
10,578
5,983,339
61,711

6,045,050
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Preferred stock No par value; 20,000,000 shares
authorized; none issued and outstanding
Common stock $0.00001 par value; 100,000,000 shares
authorized;
10,350,192 and 10,200,179 shares issued and outstanding
at
September 30, 2013 and December 31, 2012, respectively
Additional paid-in capital
Retained earnings
Accumulated other comprehensive income (loss)
Due from related party

Total Shareholders' Equity

Total Liabilities and Shareholders' Equity

See accompanying notes to unaudited consolidated financial statements.

$

104
302,399
3,653,677
95,477
(1,436,845 )

2,614,812

12,750,012

102
207,900
2,663,029
(3,297 )
(261,970 )

2,605,764

8,650,814
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BIG TREE GROUP INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME

(Unaudited)
For the Three Months
Ended
September 30,
2013 2012
(As
Restated)
Revenues $16,392,299 $8,608,084
Cost of revenues 15,219,505 7,325,288
Gross profit 1,172,794 1,282,796
OPERATING EXPENSES:
Selling expenses 144,723 141,300
General and administrative 325,962 203,247
Total operating expenses 470,685 344,547
Operating income 702,109 938,249
OTHER INCOME (EXPENSES):
Other income (expenses) 44,147 ) 5,148
Interest expense, net (66,168 ) (172
Total other income (expenses) (110,315 ) 4,976
Income before income taxes 591,794 943,225
Income taxes - (1,075
Net income $591,794 $942,150
COMPREHENSIVE INCOME:
Net income $591,794 $942,150
Foreign currency translation income 27,844 (3,894
COMPREHENSIVE INCOME $619,638 $938,256
NET INCOME PER COMMON SHARE
Basic $0.06 $0.09
Diluted $0.06 $0.09

WEIGHTED AVERAGE COMMON SHARES OUTSTANDING:

For the Nine Months Ended

September 30,
2013 2012
(As
Restated)
$35,703,274 $19,320,911
32,946,694 16,711,046
2,756,580 2,609,865
416,721 399,563
1,053,892 556,653
1,470,613 956,216
1,285,967 1,653,649
(99,675 ) 36,836
) (195,644 ) (383 )
(295,319 ) 36,453
990,648 1,690,102
jo (1,075 )
$990,648 $1,689,027
$990,648 $1,689,027
) 98,774 25,219
$1,089,422 $1,714,246
$0.11 $0.17
$0.11 $0.17



Basic
Diluted
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10,350,192 10,000,179 10,348,539
10,350,192 10,000,179 10,348,539

See accompanying notes to unaudited consolidated financial statements.

10,000,179
10,000,179
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BIG TREE GROUP INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
For the Nine Months Ended
September 30,
2013 2012
(As
Restated)
CASH FLOWS FROM OPERATING ACTIVITIES:

Net income $990,648 $1,689,027

Adjustments to reconcile net income to net cash provided by (used in) operating
activities:

Depreciation and amortization 59,629 41,785
Stock-based compensation 94,501 -
Bad debt expense 23,893 -
Changes in operating assets and liabilities:
Accounts receivable (3,282,635) (3,232,848)
Advances to suppliers 468,977 (31,546 )
Advances to suppliers-related parties 7,625 12,887
Prepaid expenses and other current assets 120,016 (551,482 )
Inventories (1,107,622) (587,448 )
Accounts payable and accrued expenses 2,630,331 625,185
Due to related party - 2,034,707
Other payables (40,626 ) 206,564
Taxes payable (61,361 ) 1,930
Advances from customers 722,229 (884,807 )
Net cash provided by (used in) operating activities 625,605 (676,046 )
CASH FLOWS FROM INVESTING ACTIVITIES:

Purchase of property and equipment (7,085 ) (112,351 )
Net cash used in investing activities (7,085 ) (112,351 )
CASH FLOWS FROM FINANCING ACTIVITIES:

Proceeds from related party advances 1,626,709 551,225

Repayment of related parties advances (1,008,076) -

Proceeds from repayments of amounts due from related party 2,168,616 -
Advances made to related party (3,322,024) -

Proceeds from loans payable — related party 18,290 -

Net cash (used in) provided by financing activities (516,485 ) 551,225
Effect of exchange rate on cash 1,867 24,367

Net increase (decrease) in cash 103,902 (212,805 )
Cash - beginning of period 22,167 246,720

10
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Cash - end of period $126,069
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid for income taxes $71,962
Cash paid for interest $196,839

See accompanying notes to unaudited consolidated financial statements.

$33,915

$11,316
$-

11
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BIG TREE GROUP, INC. AND SUBSIDIARIES
Notes to Unaudited Consolidated Financial Statements
September 30, 2013

NOTE 1 - ORGANIZATION AND OPERATIONS

The Company

Big Tree Group, Inc. (formerly Transax International Limited) (“we”, “us”, “our,” or the "Company") was incorporated in
the State of Colorado in 1987. Prior to December 2011, the Company, through its subsidiary, Medlink Conectividade

em Saude Ltda (“MedlinkConectividade”) was an international provider of information network solutions specifically
designed for healthcare providers and health insurance companies. On April 4, 2011, pursuant to a Quota Purchase

and Sale Agreement amongst Transax Limited, QC Holding I Participacoes S.A., a corporation organized under the

laws of Brazil (“QC Holding”), and MedlinkConectividade, the Company sold 100% of its interest in
MedlinkConectividade to QC Holding. From April 4, 2011 until December 30, 2011, we had nominal assets, no

revenues and limited operations consisting of financial reporting, general administration, and seeking new business
opportunities with a merger candidate.

On December 30, 2011, the Company entered into a Share Exchange Agreement (the “Share Exchange Agreement")
with Big Tree International Co., Ltd., a Brunei company (“BT Brunei”) and its shareholder, Lins (HK) International
Trading Limited (“BT Hong Kong”). Under the Share Exchange Agreement, we exchanged 6,500,000 shares of our
Series C Convertible Preferred Stock (the "Series C Preferred Stock") to acquire 100% of the issued and outstanding
shares of BT Brunei from its sole shareholder BT Hong Kong. Each share of the Series C Preferred Stock was
convertible into one share of our common stock after giving effect to a pending 1 for 700 reverse stock split (the
“Reverse Stock Split”) and represented approximately 65% of the issued and outstanding shares of our common

stock, and is hereinafter referred to as the “Exchange”. On December 30, 2011, BT Hong Kong became a shareholder of
the Company. The Share Exchange Agreement was approved by our Board of Directors on December 30, 2011 and no
approval of our shareholders was necessary under Colorado law. The transaction was accounted for as a reverse
merger and recapitalization of BT Brunei whereby BT Brunei is considered the acquirer for accounting purposes and
the 6,500,000 shares of our Series C Preferred Stock were accounted for as paid in capital of our company. As a result
of the consummation of the Share Exchange, BT Brunei and its subsidiary, Shantou Big Tree Toys Co., Ltd., a
Chinese company (“BT Shantou”), are now our wholly-owned subsidiaries. Accordingly, the historical financial
statements are those of BT Brunei and BT Shantou upon the consummation of the Share Exchange transaction on
December 30, 2011. Management of BT Brunei and BT Shantou has assumed operational, management and
governance control immediately following the reverse merger transaction.

After the acquisition of BT Brunei, we are in the business of toys sourcing, distribution and contractual manufacturing
targeting international and domestic distributors and customers in the toys industry. Our main business focus is to
function as a “one stop shop” for the sourcing, distribution and specialty manufacturing of toys and related

products. The Company conducts these operations through both BT Brunei and our BT Shantou subsidiary. We are
located in Shantou City of Guangdong province, the geographical region well-known for toys manufacturing and
exporting in China. We are not a manufacturer. We provide procurement services for international toy distributors and
wholesalers, including identifying, evaluating, and engaging one or more local manufacturers, trading companies or
distributors for the requested supply of toys, as well as original equipment manufacturing (“OEM”) services. The OEM
services include engaging toy manufacturers directly or through other toy trading companies or distributors to either
manufacture toys to specific specifications requested by our customers, or customize an existing toy product to meet
our customer’s request such as through changes in mechanical functionality, appearance, physical dimension, and
materials. We sources a wide variety of toys made of plastic, wood, metal, wool, and electronic materials, primarily
targeting children from infants to teenagers. We enable our customers to view these toys either through our website or
at our extensive toy showrooms located in Shantou, China. Customers can easily contact our online representatives for

12
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inquiry and place orders, or visit the toy showrooms and choose from the displayed toy samples provided by our
manufacturing partners.

In 2009, BT Shantou developed a proprietary construction toy consisting of plastic pieces that can plug-in together to
make a wide variety of objects. We registered the patents for its utility model and design in Hong Kong and mainland
China during 2010 and 2011. On June 1, 2010, BT Shantou entered into a 10-year contract manufacturing agreement
with Shantou Xinzhongyang Toy Industrial Co., Ltd. (“Xinzhongyang™), a related party, to produce this proprietary toy
under the name of Big Tree Educational Magic Puzzle (the “Big Tree Magic Puzzle”).

Basis of presentation

The accompanying unaudited consolidated financial statements for the three and nine month periods ended

September 30, 2013 and 2012 have been prepared in conformity with accounting principles generally accepted in the
United States of America (“U.S. GAAP”) for interim financial reporting and pursuant to the rules and regulations of the
Securities and Exchange Commission (the “SEC”). The consolidated unaudited financial statements for the interim
periods presented are unaudited and reflect all adjustments (consisting only of normal recurring adjustments) which
are, in the opinion of management, necessary for a fair presentation of the financial position and operating results for
the periods presented. Financial results for interim periods are not necessarily indicative of results that should be
expected for the full year. The accompanying unaudited consolidated financial statements reflect the consolidated
financial position and result of operations of the Company and our subsidiaries, BT Brunei and BT Shantou. All
significant intercompany accounts and transactions have been eliminated in consolidation.

4-
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BIG TREE GROUP, INC. AND SUBSIDIARIES
Notes to Unaudited Consolidated Financial Statements
September 30, 2013

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Foreign currency translation

The reporting currency of the Company is the U.S. dollar. Our functional currency is the Chinese Renminbi
(“RMB”). In accordance with Financial Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”)
Section 830-20-35, the unaudited consolidated financial statements were translated into United States dollars using
balance sheet date rates of exchange for assets and liabilities, and average rates of exchange for the period for the
income statements. Net gains and losses resulting from foreign exchange transactions were included in the unaudited
consolidated statements of operations and comprehensive income. Translation adjustments resulting from the process

of translating the local currency financial statements into U.S. dollars are included in other comprehensive income or

loss within the shareholders’ equity.

RMB is not a fully convertible currency. All foreign exchange transactions involving RMB must take place either
through the People’s Bank of China (the “PBOC”) or other institutions authorized to buy and sell foreign exchange. The
exchange rate adopted for the foreign exchange transactions are the rates of exchange quoted by the PBOC, which are
determined largely by supply and demand. Translation of amounts from RMB into United States dollars (“$”) was made
at the following exchange rates for the respective periods:

Balance sheet:
As of September 30, 2013 RMB 6.1364 to $1.00
As of December 31, 2012 RMB 6.3011 to $1.00

Statement of operations and comprehensive income and

cash flows:
Nine months ended September 30, 2013 RMB 6.2132 to $1.00
Nine months ended September 30, 2012 RMB 6.3085 to $1.00

Cash flows from the Company's operations are calculated based upon the local currencies using the average
translation rate. As a result, amounts related to assets and liabilities reported on the statement of cash flows will not
necessarily agree with changes in the corresponding balances on the balance sheets.

Use of estimates

The preparation of consolidated financial statements in conformity with U.S. GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent
assets and liabilities at the date of the consolidated financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates. Significant estimates for the
three and nine month periods ended September 30, 2013 and 2012 include the allowance for doubtful accounts on
accounts receivable, allowance for obsolete inventory, the useful life of property and equipment and intangible assets,
and the valuation of stock-based compensation.

Fair value of financial instruments

We adopted the guidance of ASC 820 for fair value measurements which clarifies the definition of fair value,
prescribes methods for measuring fair value, and establishes a fair value hierarchy to classify the inputs used in

14



Edgar Filing: Big Tree Group, Inc. - Form 10-Q

measuring fair value as follows:

Level 1-Inputs are unadjusted quoted prices in active markets for identical assets or liabilities available at the
measurement date.

Level 2-Inputs are quoted prices for similar assets and liabilities in active markets, quoted prices for identical or
similar assets and liabilities in markets that are not active, inputs other than quoted prices that are observable, and
inputs derived from or corroborated by observable market data.

Level 3-Inputs are unobservable inputs which reflect the reporting entity’s own assumptions on what assumptions the
market participants would use in pricing the asset or liability based on the best available information.

The carrying amounts reported in the balance sheets for cash, accounts receivable, accounts payable and accrued
expenses, and loans payable approximate their fair market value based on the short-term maturity of these
instruments. We did not identify any assets or liabilities that are required to be presented on the balance sheets at fair
value in accordance with the accounting guidance.

5.
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BIG TREE GROUP, INC. AND SUBSIDIARIES
Notes to Unaudited Consolidated Financial Statements
September 30, 2013

ASC 825-10 “Financial Instruments”, allows entities to voluntarily choose to measure certain financial assets and
liabilities at fair value (fair value option). The fair value option may be elected on an instrument-by-instrument basis
and is irrevocable, unless a new election date occurs. If the fair value option is elected for an instrument, unrealized
gains and losses for that instrument should be reported in earnings at each subsequent reporting date. We did not elect
to apply the fair value option to any outstanding instruments.

Cash and equivalents

For purposes of the consolidated statements of cash flows, we consider all highly liquid instruments
purchased with a maturity of three months or less and money market accounts to be cash equivalents. We maintain
cash and cash equivalents with various financial institutions mainly in the PRC and Hong Kong. Balances in banks in
the PRC and Hong Kong are uninsured.

Accounts receivable

Accounts receivable are recorded at the invoiced amount, net of an allowance for doubtful accounts. The allowance
for doubtful accounts reflects our best estimate of the amount of probable credit losses in our existing accounts
receivable. We determined the allowance based on historical write-off experience, customer specific facts and
economic conditions. Bad debt expense is included in general and administrative expense, if any.

Outstanding account balances are reviewed individually for collectability. Account balances are charged off against
the allowance after all means of collection have been exhausted and the potential for recovery is considered remote.

Inventories

We value inventories, consisting of finished goods only, at the lower of cost or market value. Cost is determined on
the first in-first out method. We regularly review our inventories on hand and, when necessary, record a provision for
excess or obsolete inventories based primarily on the current selling price. As of September 30, 2013 and December
31, 2012, there were no inventory reserve provision.

Prepaid expenses

Prepaid expenses primarily consist of prepaid advertising expenses and prepaid taxes.

Advance to suppliers (related and non-related parties)

Advance to suppliers consist of advance to suppliers for merchandise that had not yet been shipped.

Property and equipment

Property and equipment are recorded at cost. Expenditures for major additions and betterments are
capitalized. Maintenance and repairs are expensed as incurred. Depreciation of property and equipment is computed
by the straight-line method (after taking into account their respective estimated residual values) over the assets
estimated useful lives. Upon sale or retirement of property and equipment, the related cost and accumulated
depreciation are removed from the accounts and any gain or loss is reflected in operations. Leasehold improvements,

if any, are amortized on a straight-line basis over the lease period or the estimated useful life, whichever is
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shorter. Upon becoming fully amortized, the related cost and accumulated amortization are removed from the
accounts.

Impairment of long-lived assets

In accordance with ASC 360, our long-lived assets, which include property and equipment, and automobiles are
reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset
may not be recoverable. We assess the recoverability of our long-lived assets by comparing the projected
undiscounted net cash flows associated with the related long-lived asset or group of long-lived assets over their
remaining estimated useful lives against their respective carrying amounts. Impairment, if any, is based on the excess
of the carrying amount over the fair value of those assets. Fair value is generally determined using the asset’s expected
future discounted cash flows or market value, if readily determinable. If long-lived assets are determined to be
recoverable, but the newly determined remaining estimated useful lives are shorter than originally estimated, the net
book values of the long-lived assets are depreciated over the newly determined remaining estimated useful lives. We
determined there were no impairments of long-lived assets as of September 30, 2013 and December 31, 2012.

-6-
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BIG TREE GROUP, INC. AND SUBSIDIARIES
Notes to Unaudited Consolidated Financial Statements
September 30, 2013

Advance from customers
Advance from customers represent prepayments to us for merchandise that had not yet been shipped to customers.
Revenue recognition

We follow the guidance of ASC 605, "Revenue Recognition,” and the Securities and Exchange Commission's Staff
Accounting Bulletin (“SAB”) No. 104 and SAB Topic 13 for revenue recognition. Revenues for our product sales are
recognized when all four of the following criteria are met: (i) persuasive evidence of an arrangement exists through a
formal purchase order or contract; (ii) delivery of the products has occurred and risks and rewards of ownership have
passed to the customer; (iii) the selling price is both fixed and determinable based on agreement between us and our
customer; and (iv) collectability is reasonably assured. For any advance payments from customers, revenues are
deferred until such a time when all the four criteria mentioned above are fully met.

Revenue is accounted for in accordance with the ASC 605-45, reporting revenue either gross as a principal or net as
an agent depending upon the nature of the sales transaction. Revenue is recognized on a gross basis when the
Company determines the sale meets the conditions of ASC 605-45, “Reporting Revenue Gross as a Principal versus
Net as an Agent.” When the Company does not meet the criteria for gross revenue recognition under ASC 605-45, the
Company reports the revenue on a net basis.

In accordance with ASC 605-45-45, “Principal Considerations - Other Presentation Matters”, we report our revenues
from sales of toys as follows:

Revenue Recognition (1)
For the three months ended

For the three months ended September 30, 2012
September 30, 2013 (as restated)
Gross Net Gross Net
Allocation of Revenues Method Method Total Method Method Total
Revenues,
excluding sales reported
on net basis $16,344921 $ - $16,344921 $8,013,313 $ - $38,013,313
Net revenues from sales
reported on net basis - 47,378 47,378 - 594,771 594,771
Total revenues $ 16,344,921 $ 47,378 $ 16,392,299 §$ 8,013,313 $ 594,771 $ 8,608,084
Revenue Recognition (1)
For the Nine Months Ended
For the Nine Months Ended September 30, 2012
September 30, 2013 (as restated)
Gross Net Gross Net
Allocation of Revenues Method Method Total Method Method Total

Revenues,
excluding sales reported
on net basis $35,591,995 $ - $35,591,995 $18,212,143 $ - $18,212,143

- 111,279 111,279 - 1,108,768 1,108,768
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Net revenues from sales

reported on net basis
Total revenues $35,591,995 $ 111,279 $35,703,274 $18,212,143 $1,108,768 $ 19,320,911

€)) Certain revenues from our sales are based on a net reporting because they do not meet the criteria for gross
reporting method pursuant to ASC 605-45-45. This means that all cost of purchases from those sales will be netted
with the revenues generated by the sale of those toys. Additionally, handing fees related to sales reported on a net
basis are also netted with these revenues. All other revenues from sales are based on gross reporting pursuant to
criteria outlined in ASC 605-45-45, as follows:

. we are the primary obligor to provide the product or services desired by our customers;
. we have discretion in supplier selection.
. we have latitude in establishing price;
. we have credit risk — see Note 10 for customer concentrations and credit risk; and
. we have inventory risk before customer order and upon customer return;
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Notes to Unaudited Consolidated Financial Statements
September 30, 2013

Income taxes

We account for income taxes under ASC 740, “Expenses — Income Taxes”. ASC 740 requires the recognition of deferred
tax assets and liabilities for both the expected impact of differences between the financial statements and the tax basis

of assets and liabilities, and for the expected future tax benefit to be derived from tax losses and tax credit carry
forwards. ASC 740 additionally requires the establishment of a valuation allowance to reflect the likelihood of
realization of deferred tax assets.

All of BT Shantou operations are in the PRC and are governed by the Income Tax Law of the People’s Republic of
China and local income tax laws (the PRC Income Tax Law”). Pursuant to the PRC Income Tax Law, we are subject to
tax at a maximum statutory rate of 25% (inclusive of state and local income taxes).

Big Tree International Co., Ltd. (“BT Brunei”) was incorporated in the State of Brunei Darussalam, and is not subject to
any corporate income taxes in accordance to the laws and regulations of that country.

We applied the provisions of ASC 740-10-50, “Accounting for Uncertainty in Income Taxes”, which provides
clarification related to the process associated with accounting for uncertain tax positions recognized in our financial
statements. Audit periods remain open for review until the statute of limitations has passed. The completion of review
or the expiration of the statute of limitations for a given audit period could result in an adjustment to the Company’s
liability for income taxes. Any such adjustment could be material to the Company’s results of operations for any given
quarterly or annual period based, in part, upon the results of operations for the given period. As of September 30,
2013, we had no uncertain tax positions, and will continue to evaluate for uncertain positions in the future.

Value added taxes

Pursuant to the Provisional Regulation of China on Value Added Tax (“VAT”) and their rules, all entities and
individuals that are engaged in the sale of goods in China are generally required to pay VAT at a rate of 17.0% of the
gross sales proceeds received, less any deductible VAT already paid or borne by the taxpayer. Further, when exporting
goods, the exporter is entitled to a portion of or a full refund of the VAT that it has already paid or borne.

Shipping costs

For the three months ended September 30, 2013 and 2012, shipping costs are included in selling expenses and totaled
$17,211 and $15,081, respectively. Shipping costs amounted to $73,278 and $51,771 for the nine months ended
September 30, 2013 and 2012, respectively.

Advertising expense

Advertising expense is expensed as incurred and is included in selling expenses on the accompanying consolidated
statements of operations and comprehensive income. For the three months ended September 30, 2013 and 2012,
advertising expense amounted to $20,410 and $20,965, respectively. For the nine months ended September 30, 2013
and 2012, advertising expense amounted to $66,210 and $104,770, respectively.

Comprehensive income (loss)
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Comprehensive income (loss) consists of net income and foreign currency translation adjustments, and is presented in
our Consolidated Statements of Operations and Comprehensive Income (Loss).

Reverse stock split and conversion of preferred shares

We effected a one-for-700 reverse stock split on December 11, 2012. All share and per share information has been
retroactively adjusted to reflect this reverse stock split. Additionally, upon the effectiveness of the reverse stock split,
all outstanding convertible series B and C shares were automatically converted into common shares.

Net income per share of common stock

Basic net income per common share is computed by dividing net income available to common stockholders by the
weighted average number of shares of common stock outstanding during the period. Diluted net income per common
share is computed by dividing net income by the weighted average number of shares of common stock, common stock
equivalents and potentially dilutive securities outstanding during each period. For the three and nine months ended
September 30, 2012, both basic and diluted weighted-average number of common shares included the 3,362,749
shares of Series B convertible preferred shares issued in connection with the pre-merger transactions and the
6,500,000 shares of Series C convertible preferred shares issued in connection with the Shares Exchange Transaction
as if the common shares are issued at the issuance date in connection with the pre-merger transactions and are issued
at the earliest period presented or retroactively restated as a result of recapitalization since these convertible preferred
shares have automatic conversion feature. These Series B and Series C are deemed converted. As of September 30,
2013 and December 31, 2012, we did not have any common stock equivalents and potentially dilutive common
shares.
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Recently issued accounting pronouncements

In July 2013, the FASB issued Accounting Standards Update “(ASU”) 2013-11, "Income Taxes (Topic 740):
Presentation of an Unrecognized Tax Benefit When a Net Operating Loss Carryforward, a Similar Tax Loss, or a Tax
Credit Carryforward Exists" ("ASU 2013-11"). The provisions of the rule require an unrecognized tax benefit to be
presented as a reduction to a deferred tax asset in the financial statements for an NOL carryforward, a similar tax loss,
or a tax credit carryforward except in circumstances when the carryforward or tax loss is not available at the reporting
date under the tax laws of the applicable jurisdiction to settle any additional income taxes or the tax law does not
require the entity to use, and the entity does not intend to use, the deferred tax asset for such purposes. When those
circumstances exist, the unrecognized tax benefit should be presented in the financial statements as a liability and
should not be combined with deferred tax assets. The new financial statement presentation provisions relating to this
update are prospective and effective for interim and annual periods beginning after December 15, 2013, with early
adoption permitted. The Company does not anticipate a material impact to the consolidated financial statements
related to this guidance.

In March 2013, the FASB issued ASU 2013-05 Topic 830 - Foreign Currency Matters (“ASU 2013-05"). ASU 2013-05
resolves the diversity in practice about whether Subtopic 810-10, Consolidation-Overall, or Subtopic 830-30, ASU
2013-05 applies to the release of the cumulative translation adjustment into net income when a parent either sells a

part or all of its investment in a foreign entity or no longer holds a controlling financial interest in a subsidiary or

group of assets that is a nonprofit activity or a business within a foreign entity. In addition, the amendments in
ASU-2013-05 resolve the diversity in practice for the treatment of business combinations achieved in stages
(sometimes referred to as step acquisitions) involving a foreign entity. The amendments in ASU-2013-05 are effective
prospectively for fiscal years (and interim reporting periods within those years) beginning after December 15, 2013.
The Company does not expect the adoption of ASU-2013-05 to have a material effect on the Company's consolidated
financial statements.

In February 2013, the FASB issued ASU No. 2013-02 “Reporting of Amounts Reclassified Out of Accumulated Other
Comprehensive Income” (ASU 2013-02), which is included in ASC Topic 220 (Comprehensive Income). The
objective of ASU 2013-02 is to improve the reporting of reclassifications out of accumulated other comprehensive
income. The amendments are effective prospectively for reporting periods beginning after December 15, 2012. The
adoption of ASU 2013-02 did not have a material impact on the Company’s consolidated financial position, results of
operations or cash flows.

In December 2011, the FASB issued ASU 2011-11, “Balance Sheet (Topic 210). The objective of this Update is to
provide enhanced disclosures that will enable users of its financial statements to evaluate the effect or potential effect
of netting arrangements on an entity’s financial position. This includes the effect or potential effect of rights of setoff
associated with an entity’s recognized assets and recognized liabilities within the scope of this Update. The
amendments require enhanced disclosures by requiring improved information about financial instruments and
derivative instruments that are either (1) offset in accordance with either Section 210-20-45 or Section 815-10-45 or
(2) subject to an enforceable master netting arrangement or similar agreement, irrespective of whether they are offset
in accordance with either Section 210-20-45 or Section 815-10-45. An entity is required to apply the amendments for
annual reporting periods beginning on or after January 1, 2013, and interim periods within those annual periods. An
entity should provide the disclosures required by those amendments retrospectively for all comparative periods
presented. The adoption of ASU 2011-11 did not have a material effect on the Company’s consolidated financial
position, results of operations or cash flows.

22



Edgar Filing: Big Tree Group, Inc. - Form 10-Q

In July 2012, FASB issued ASU No. 2012-02, Intangibles-Goodwill and Other (Topic 350): Testing Indefinite-Lived
Intangible Assets for Impairment. ASU No. 2012-02 simplifies the guidance for testing the decline in the realizable
value (impairment) of indefinite-lived intangible assets other than goodwill. ASU No. 2012-02 allows an entity the
option of first performing a qualitative assessment to determine whether it is more likely than not that an
indefinite-lived intangible asset is impaired. The amendments in this ASU are effective for annual and interim
impairment tests performed for fiscal years beginning after September 15, 2012. Early adoption is permitted. The
adoption of ASU No. 2012-02 did not have a material impact on our consolidated financial position, results of
operations or cash flows.

In August 2012, the FASB issued ASU 2012-03, “Technical Amendments and Corrections to SEC Sections:
Amendments to SEC Paragraphs Pursuant to SEC Staff Accounting Bulletin (SAB) No. 114, Technical Amendments
Pursuant to SEC Release No. 33-9250, and Corrections Related to FASB Accounting Standards Update 2010-22 (SEC
Update)” in Accounting Standards Update No. 2012-03. This update amends various SEC paragraphs pursuant to the
issuance of SAB No. 114. The adoption of ASU 2012-03 did not have a material impact on the Company’s
consolidated financial position, results of operations or cash flows.

9.
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In October 2012, the FASB issued ASU 2012-04, “Technical Corrections and Improvements” in Accounting Standards
Update No. 2012-04 ("ASU 2012-04"). The amendments in this update cover a wide range of topics in the Accounting
Standards Codification. These amendments include technical corrections and improvements to the Accounting
Standards Codification and conforming amendments related to fair value measurements. The amendments in this
update will be effective for fiscal periods beginning after December 15, 2012. The adoption of ASU 2012-04 did not
have a material impact on the Company’s consolidated financial position, results of operations or cash flows.

A variety of proposed or otherwise potential accounting standards are currently under study by standard setting
organizations and various regulatory agencies. Due to the tentative and preliminary nature of those proposed
standards, we have not determined whether implementation of such proposed standards would be material to our
consolidated financial statements.

NOTE 3 - OTHER RECEIVABLES

Other receivables mainly consists of export tax refund from China's State Administration of Taxation. As a measure to
encourage export, the Chinese tax code provides for a tax refund based on the amount and products exported by
Chinese corporate taxpayers. The statutory tax refund rate is 15% of cost of goods sold for export sales. Other
receivables consist of the following:

September 30, December 31,

2013 2012
Tax refund receivable $ 831,480 $ 1,189,971
Other 89,977 12,779
Total $ 921,457 $ 1,202,750

NOTE 4 — PROPERTY AND EQUIPMENT
At September 30, 2013 and December 31, 2012, property and equipment consisted of the following:

Estimated September 30, December 31,

Life 2013 2012
Office equipment 5 Years $ 36,300 $ 34,639
Vehicles 5 Years 82,065 79,920
Machinery and equipment 3 Years 175,326 170,743
293,691 285,302
Less: accumulated depreciation (137,352) (83,545)

$ 156,339 § 201,757
For the three months ended September 30, 2013 and 2012, depreciation expenses amounted to $19,236 and $17,995,
respectively. Depreciation expenses amounted to $57,289 and $39,481 for the nine months ended September 30, 2013
and 2012, respectively.

NOTE 5 - INTANGIBLE ASSETS
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Intangible assets represent accounting software purchased in July 2011, which is amortized on a straight line basis
during its useful life of 5 years. For the three months ended September 30, 2013 and 2012, amortization expenses

amounted to $787 and $768, respectively. For the nine months ended September 30, 2013 and 2012, amortization
expenses amounted to $2,340 and $2,304, respectively.

NOTE 6 - ADVANCE FROM CUSTOMERS

Advance from customers represent prepayment to us for merchandise that had not been shipped to customers.
Advance from customers amounted to $479,678 and $142,125 as of September 30, 2013 and December 31, 2012,
respectively.

NOTE 7 - LOAN PAYABLE

On November 2, 2012, we borrowed RMB 23,000,000 ($3,748,126 and $3,650,156) at September 30, 2013 and

December 31, 2012, respectively) from Guangfa Bank Co., Ltd. Shantou Zhongshan Branch. Under the terms of loan

agreement, interest is payable monthly at an annual rate of 6.9% and was due on November 2, 2013. The Company is

currently negotiating with Guangfu Bank to extend the due date of the loan. Since the loan was not paid by the due

date, the default annual interest rate shall be 8.97% per annum. The loan is secured by a property owned by Shantou

Youbang International Express Supervision Center Co., Ltd., a company owned by Ms. Guihong Zheng, Mr. Wei Lin’s
wife, and by a personal guarantee of Xinna Cai, a third party. For the three months ended September 30, 2013 and

2012, interest expense related to this loan amounted to $65,866 and $0, respectively. For the nine months ended

September 30, 2013 and 2012, interest expense related to this loan amounted to $194,406 and $0, respectively.

-10-
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NOTE 8 — RELATED PARTY TRANSACTIONS
Prepaid expenses - related party

From time to time we advance funds to related parties for business travel and expenses. On September 30, 2013 and
December 31, 2012, we advances to related parties in prepaid expenses on the accompanying consolidated balance
sheets of $0 and $1,484 which consisted of advances for business expenses to Guihong Zheng, respectively.

Loans payable — related party

On March 21, 2012 and May 9, 2012, we entered into promissory note agreements aggregating $80,000 with China
Direct Investments, Inc.. The proceeds of the loans were used for working capital purposes. The loan amounts of
$20,000 and $60,000 and all accrued and unpaid interest are due no later than the earlier of on March 20, 2014 and
May 9, 2014, respectively, or upon the completion of an offering of the Company’s securities to raise capital. As of
December 31, 2012, the Company received proceeds under these promissory notes of $61,711 and the remaining
proceeds were received in 2013. The loans bear interest at 2% per annum. For the three months ended September 30,
2013 and 2012, interest expense related to these loans amounted to $403 and $0, respectively. For the nine months
ended September 30, 2013 and 2012, interest expense related to these loans amounted to $1,341 and $0, respectively.

Advances to suppliers — related parties

We purchase products from Universal Toys Trading (Hong Kong) Limited (“Universal Toys”) that we sell to our
customers. The sole shareholder of Universal Toys is Mr. Xiaodong Ou, the brother-in-law of our Chairman and Chief
Executive Officer, Mr. Wei Lin. During the three months ended September 30, 2013 and 2012, we purchased $0.2
million and $0.6 million from Universal Toys. During the nine months ended September 30, 2013 and 2012, we
purchased $0.2 million and $1.4 million from Universal Toys. At September 30, 2013 and December 31, 2012, we
owed Universal Toys $0 and $0, respectively. The Company agreed to purchase various products from Universal
Toys, Universal Toys fills the purchase order in accordance with the Company’s specifications, and the Company is
then obligated to pay Universal Toys upon delivery in accordance with its customary terms offered other suppliers
/vendors.

On June 1, 2010, BT Shantou entered into a 10-year contract manufacturing agreement with Xinzhongyang Toys
Industrial Co. Ltd., (“Xinzhongyang”) to produce the Big Tree Magic Puzzle (3D). Mr. Lin, our Chief Executive Officer
and Ms. Guihong Zheng, his wife own Xinzhongyang. During the three months ended September 30, 2013 and 2012,
we purchased approximately $276,000 and $32,000 from Xinzhongyang, respectively. During the nine months ended
September 30, 2013 and 2012, we purchased approximately $476,000 and $145,000 from Xinzhongyang,

respectively.

Advances to suppliers — related parties reflect prepayments to the above related party suppliers for purchases of toy
products not yet received. As of September 30, 2013 and December 31, 2012, advances to suppliers — related parties

consisted of the following:

September 30, December 31,

2013 2012
Advances to supplier - Universal Toys $ 150,284 $ 64,943
Advances to supplier - Xinzhongyang 385,346 464,205
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Total $ 535,630 $ 529,148

Due from related party

From time to time, BT Shantou receives advances from and makes advances to Xinzhongyang, for working capital

purposes. At times the total payment the Company repaid to Xinzhingyang exceeds the total balance due to

Xinzhongyang. Xinzhongyang is under the common control of Mr. Lin and his wife. At September 30, 2013 and

December 31, 2012, amounts due from related party amounted to $1,436,845 and $261,970, respectively. The

Company accounted for and presented the advances due from related party as a reduction of stockholders’ equity in
accordance with the guidance of ASC 505-10-45. It is possible that these working capital advances by the Company to

Xinzhongyang could be deemed to be in violation of Section 402 of the Sarbanes-Oxley Act of 2002, however, the

Company has not made a determination as of the date hereof if the advances resulted in a violation of that provision.

The Company expects that the working capital advances made by the Company to Xinzhongyang will be repaid. If,

however, the amount is not repaid and/or it was determined that these advances violated the prohibitions of Section

402 from making loans to executive officers or directors, the Company could be subject to investigation and/or

litigation that could involve significant time and costs and may not be resolved favorably. The Company is unable to

predict the extent of its ultimate liability with respect to these transactions. The costs and other effects of any future

litigation, government investigations, legal and administrative cases and proceedings, settlements, judgments and

investigations, claims and changes in this matter could have a material adverse effect on the Company’s financial
condition and operating results. For the nine months ended September 30, 2013, due from related party activity

consisted of the following:

-11-
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Balance, December 31, 2012 $ 261,970
Working capital advances to Xinzhongyang 3,322,024
Repayments made by Xinzhongyang (2,168,616)
Effect of foreign currency exchange 21,467
Balance, September 30, 2013 $ 1,436,845

Due to related parties

From time to time we received advances from related parties for working capital purposes. The advances bear no
interest and are payable on demand. For the nine months ended September 30, 2013, due to related party activities
consisted of the following:

China Direct
Investments,
Wei Lin Inc.
(D) 2) Total

Balance, December 31, 2012 $ - $ 10,578 $ 10,578
Working capital advances 1,595,631 31,078 1,626,709
Repayments (1,008,076) - (1,008,076)
Effect of foreign currency exchange 7,353 - 7,353
Balance, September 30, 2013 $ 594,908 $ 41,656 $ 636,564

(1) Mr. Wei Lin is our chief executive officer and Chairman of the Board. At September 30, 2013, balances due to
Mr. Lin primarily consisted of advances for working capital.

(2) China Direct Investments, Inc. is a principal shareholder of the Company. The balance on September 30, 2013
consisted of amounts due to China Direct Investments, Inc. for advances to the Company to pay certain legal and
accounting fees. These advances bear no interest and are payable on demand.

Operating lease— related party

BT Shantou leases its principal executive offices and our first toy showroom for RMB 72,000 per annum from Yunjia,
a company owned by Mr. Lin and his wife, Guihong Zheng. During the three months ended September 30, 2013 and
2012, we paid Yunjia RMB18,000 and RMB 18,000 (approximately $2,921 and $2,848), respectively, in rent expense.
During the nine months ended September 30, 2013 and 2012, we paid Yunjia RMB 36,000 and RMB 36,000
(approximately $5,794 and $5,707), respectively, in rent expense. The lease expires on December 31, 2021.

Effective October 1, 2012 we leased a second showroom in Shantou from Shantou Youbang International Supervise
Center, Co., Ltd. (“Shantou Youbang”), a company owned by Ms. Guihong Zheng, Mr. Wei Lin’s wife, for an annual
rent of RMB 1,440,000 (approximately $231,765). The lease of the showroom expires on December 31, 2017. In
connection with this lease, we paid a security deposit to Shantou Youbang of RMB 360,000 ($58,666 and $57,133 at
September 30, 2013 and December 31, 2012, respectively) which is reflected as a security deposit — related party on the
accompanying consolidated balance sheets. During the three months ended September 30, 2013 and 2012, rent

expense amounted to $58,429 and $0, respectively. During the nine months ended September 30, 2013 and 2012, rent
expense for the Shantou Youbang showroom amounted to $173,823 and $0, respectively.
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NOTE 9 - OTHER PAYABLE

On September 30, 2013, other payable of $9,112 consisted of accrued consulting fee. On December 31, 2012, other
payable of $50,926 consisted of accrued shipping and inspection fees.

NOTE 10— CONCENTRATIONS AND CREDIT RISK

1) Customer concentrations

Customer concentrations for the nine months ended September 30, 2013 and 2012 and as of September 30, 2013 and
December 31, 2012, were as follows:

Net Sales Accounts Receivable
For nine months ended
September 30, September 30, December 31,
2013 2012 2013 2012
Always Trading International Limited 20.0% 15.1% 2.1% 56.4%
Fyftoys 7.7% - 6.4% -
Poundland Far East Ltd 3.8% 7.3% 4.3% -
Total 31.5% 22.4% 12.8% 56.4%

A reduction in sales from or loss of such customers would have a material adverse effect on our results of operations
and financial condition

(i1) Vendor concentrations

Vendor purchase concentrations for the nine months ended September 30, 2013 and 2012 and as of September 30,
2013 and December 31, 2012, were as follows:

Net Purchases Accounts Payable
For nine months ended September
September 30, 30, December 31,
2013 2012 2013 2012
Universal Toys (HK) Ltd (1) 0.6% 4.8% - -
Jiada Toys 7.7% 7.4% 23.5% 35.1%
Changtai Toys (Prosperous Toys) 46.2% 47.0% 33.6% -
Yintai International (Win Tide) 30.0% 28.5% 31.0% -
Guangdong Chenghai Xiongcheng Plastic
Toys 2.6% - 2.9% 19.8%
Total 87.1% 87.7% 91.0% 54.9%

(1) Universal Toys is a related party, whose sole shareholder is Mr. Xiaodong Ou, the brother-in-law of Mr.
Wei Lin, our Chairman and CEO. See Note 8 — Related Party Transactions.

(ii1) Credit risk
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The Company's operations are carried out in the PRC. Accordingly, the Company's business, financial condition and
results of operations may be influenced by the political, economic and legal environment in the PRC, and by the
general state of the PRC's economy. The Company's operations in the PRC are subject to specific considerations and
significant risks not typically associated with companies in North America. The Company's results may be adversely
affected by changes in governmental policies with respect to laws and regulations, anti-inflationary measures,
currency conversion and remittance abroad, and rates and methods of taxation, among other things.

Financial instruments which potentially subject the Company to concentrations of credit risk consist principally of
cash and trade accounts receivable. Substantially all of the Company’s cash is maintained with state-owned banks
within the PRC, the currency of which is not free trading, and no deposits are covered by insurance. Foreign exchange
transactions are required to be conducted through institutions authorized by the Chinese government and there is no
guarantee that Chinese currency can be converted to U.S. or other currencies. We have not experienced any losses in
such accounts and believe we are not exposed to any risks on its cash in bank accounts.

-13-
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At September 30, 2013 and December 31, 2012, the Company’s cash balances by geographic area were as follows:

Country: September 30, 2013 December 31, 2012

PRC $ 108,976 86.4% $ 11,001 49.6%

United States 12 - 379 1.7%

Hong Kong 17,081 13.6% 10,787 48.7%

Total cash and cash equivalents $ 126,069 100.0% $ 22,167 100.0%
@iv) Foreign currency risk

The Company cannot guarantee that the current exchange rate will not fluctuate. There is always the possibility that
we could post the same amount of profit for two comparable periods, and because of a fluctuating exchange rate
actually post higher or lower profit depending on exchange rate of RMB converted to U.S. dollars on that date. The
exchange rate could fluctuate depending on changes in the political and economic environments without notice.

NOTE 11 — STOCKHOLDERS’ EQUITY
Preferred stock

The Company is authorized to issue 20,000,000 shares of Preferred Stock, no par value, with such designations, rights
and preferences as may be determined from time to time by the Board of Directors. As of September 30, 2013 and
December 31, 2012, there were no shares issued and outstanding.

Common stock

The Company is authorized to issue 100,000,000 shares of Common Stock; $0.00001 par value. As of September 30,
2013 and December 31, 2012, there were 10,350,192 and 10,200,179 shares of common stock issued and outstanding,
respectively.

Common stock issued for services

On January 3, 2013, the Company entered into a consulting agreement with Dore Perler to engage Mr. Perler to
provide the Company with sales consulting and managerial services related to the Company’s operations in North
America for a period terminating on January 31, 2014. The consulting agreement provides that we shall issue Pearl
Group 150,000 shares of the Company’s post-reverse-split common stock. Such shares were issued on March 28, 2013.
The Company valued these common shares at the fair value of $0.63 per common share based on the quoted trading
price of the common stock on the grant date which is the measurement date. In connection with issuance of these
common shares, the Company recorded stock-based compensation of $94,501.

NOTE 12 - COMMITMENTS AND CONTINGENCIES

Effective on December 18, 2011 the Company have operated two mini showrooms with 570 and 600 square feet
respectively located in the terminals for domestic flights and international flights in Jieyang Chaoshan International
Airport. The vendor permits and leases associated with the showrooms obtained from Shantou Airport Company of
Guangdong Airport Management Corporation (“GAMC”) will expire on February 17, 2015. During the term, the
Company is obliged to pay for two mini showrooms with a combined monthly fee of RMB15,929 (approximately
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$2,470) to Shantou Airport Company, including vendor permit fee of RMB8,299 (approximately $1,290), rent of
RMB6,540 (approximately $1,010), and administration fee of RMB1,090 (approximately $170).

See Note 8 — Related Party Transactions for the detail terms on the related party operating leases of the
Company’s principal executive offices and the two showroom facilities.

-14-

33



Edgar Filing: Big Tree Group, Inc. - Form 10-Q

BIG TREE GROUP, INC. AND SUBSIDIARIES
Notes to Unaudited Consolidated Financial Statements
September 30, 2013

Future minimum rental payments required under third party and related parties operating leases are as follows:

Related Parties
12 months period ending September 30: Third Party (See Note 8) Total
2014 $ 12,631 $ 243353 ' $ 255,984
2015 5,263 243,353 248,616
2016 - 243,353 243,353
2017 - 243,353 243,353
2018 - 69,529 69,529
Thereafter - 37,662 37,662
Total $ 17,894 $ 1,080,603 $ 1,098,497

Litigation

From time to time we may be a defendant and plaintiff in various other legal proceedings arising in the normal course
of our business. As of the date of this Quarter Report, the management is not aware of any proceedings to which any
of the Company’s directors, officers, or affiliates, or any associate of any such director, officer, affiliate, or security
holder is a party adverse to the Company or has a material interest adverse to the Company.

NOTE 13 - RESTATEMENT

The Company’s consolidated financial statements have been restated as of September 30, 2012 and for the three and
nine months ended September 30, 2012. On April 3, 2013, the Company determined that we incorrectly understated

an obligation due to related parties and overstated additional paid -in capital. On July 5, 2011 BT Brunei acquired

100% of the equity interest in BT Shantou from Mr. Lin and Ms. Zheng at the price of RMB 5,000,000, representing

the capital contributed by Mr. Lin and Ms. Zheng to BT Shantou. Previously, in consolidation, the Company

erroneously reduced amounts due to related parties in order to eliminate BT Brunei’s investment in BT Shantou instead
of reducing additional paid-in capital. Accordingly, the Company restated its consolidated balance sheet at September

30, 2012 to properly reflect an increase in amounts due to related party, Mr. Lin of $791,265, the Company reduced

additional paid-in capital by $691,748, reduced retained earnings by $5,297, and the Company reduced accumulated

other comprehensive income by $95,486. The correction of this accounting error resulted in an increase in total

liabilities of $791,265 and a reduction in shareholders’ equity of $791,265.

Additionally, for the three and nine months ended September 30, 2012, the Company increased

(decreased) comprehensive income by $1,266 and ($94,220) on the consolidated statement of operations and
comprehensive income. The restatement did not affect net income or net income per common share.

-15-
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BIG TREE GROUP, INC. AND SUBSIDIARIES
Notes to Unaudited Consolidated Financial Statements
September 30, 2013

Accordingly, the Company’s consolidated balance sheet at September 30, 2012 and for the three and nine months
ended September 30, 2012, the consolidated statement of operation and comprehensive income (loss) has been
restated herein. The effect of correcting this error in the Company’s consolidated financial statements at September 30,
2012 and for the three and nine months ended September 30, 2012 are shown in the table as follows:

September 30 2012
Consolidated Balance Sheet data (Unaudited)
As previously Adjustments to
reported Restate Restated
Total Assets $ 8,053,471 $ - $ 8,053,471
Due to related parties 2,630,710 791,265 (a) 3,421,975
Total Current Liabilities 4,492,625 791,265 5,283,890
Total Liabilities 4,492,625 791,265 5,283,890
Stockholders’ Equity:
Common stock ($0.00001 par value;
100,000,000 shares authorized;
96,078,960 shares issued and
outstanding at September 30, 2012) 961 - 961
Additional paid-in capital 691,748 (691,748) (a) -
Retained earnings 2,761,356 (5,297) (a) 2,756,059
Accumulated other comprehensive
income 106,781 (94,220) (a) 12,561
Total Stockholders’ Equity 3,560,846 (791,265) 2,769,581
Total Liabilities and Stockholders’
Equity $ 8,053,471 $ = $ 8,053,471
(@ To properly increase the liability to Mr. Lin and Ms. Zheng by $791,265, to reduce additional paid-in
capital by $691,748, to reduce retained earnings by $5,297, and to reduce accumulated other
comprehensive income by $94,220.
Consolidated
Statement of
operations and For the Three Months Ended For the Nine Months Ended
comprehensive September 30, 2012 September 30, 2012
income: (Unaudited) (Unaudited)
As  Adjustments As
previously to previously Adjustments
reported  Restate Restated reported  to Restate Restated

Net income $ 942,150 $ - $ 942,150 $ 1,689,027 $ - $ 1,689,027
Foreign currency
translation
adjustment (5,160) 1,266  (b) (3,894) 119,439 (94,220) (b) 25,219

$ 936,990 $ 1,266 $ 938,256 $ 1,808,466 § (94,220) $ 1,714,246
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Comprehensive
income

To properly reflect change in comprehensive income.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following discussion of our financial condition and results of operation should be read in conjunction with our
unaudited consolidated financial statements and footnotes for the three and nine months ended September 30, 2013
and 2012.

Overview

Our main business focus is to function as a “one stop shop” for the sourcing, distribution and specialty manufacturing of
toys and related products. We conduct these operations through both BT Brunei, which focuses on export sales, and
BT Shantou, which concentrates on PRC domestic sales. We are located in Shantou City of Guangdong province, the
geographical region well-known for toys manufacturing and exporting in China. We provide procurement services for
international toy distributors and wholesalers, including identifying, evaluating, and engaging one or more local
manufacturers, trading companies or distributors for the requested supply of toys, as well as original equipment
manufacturing (“OEM?”) services. The OEM services include engaging toy manufacturers directly or through other toy
trading companies or distributors to either manufacture toys to specific specifications requested by our customers, or
customize an existing toy product to meet our customer’s request such as through changes in mechanical functionality,
appearance, physical dimension, and materials. We do not manufacture any products. We source a wide variety of
300,000 toys made of plastic, wood, metal, wool, and electronic materials, primarily targeting children from infants to
teenagers.

We source toys to distributors, trading companies, and wholesalers primarily located in mainland China, Hong Kong,
Europe, South America, and Asia. The end customers are typically children, ranging from infants to teenagers, in
these countries and regions. In 2013, we opened our toy experience center and showroom which is being used to
provide our customers and potential customers the opportunity to see all the toys we offer with a one-stop shop
experience.

We are dependent upon certain customers and suppliers. During the nine months ended September 30, 2013, three
customers represented 31.5% of total revenues. During the nine months ended September 30, 2013, two of our
suppliers accounted for 76.2% of our toy purchases. During the first nine months of 2012, two major customer
represented approximately 22.4% of our total revenues. During the first nine months of 2012, four of our suppliers
accounted for 87.7% of our toy purchases.

In 2011, we started selling Big Tree Magic Puzzle directly to Chinese domestic end consumers including children and
grown-ups through our own sales counters in Dennis Department Stores and online store at Taobao Mall (www.
Tmall.com), the biggest B2C online retailing platform in China. In 2012, we closed our counters at Dennis
Department Stores, The sales from this product represented less than 1% of our total revenue during 2012 and

2011. During 2013, we plan on utilizing our existing distribution channels in an effort to increase the sales of this
proprietary product. In addition, and subject to the availability of additional capital, of which there are no assurances,
should sales of this product increase in 2013 we plan on opening retail locations from which this propriety product can
be offered. While we are in the early stages of planning these locations and have not finalized any of these expansion
plans, including the target number of locations, we estimate that the cost per new location will be approximately
RMBS50,000 to RMB 100,000 (approximately US $8,000 to US $16,000).

In addition to a continued focus on increasing our revenues from our procurement and OEM sourcing services, and
sales of our Big Tree Magic Puzzle (3D), our growth strategies include possibly opening satellite sales offices and
branches in the U.S. and other cities in China as well as the potential acquisition of distributors. We are in the early
stages of development of these plans as well and have not finalized any cost or timing estimates and are not a party to
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any agreements. Our ability to undertake any of these expansion plans is also dependent upon our ability to raise
additional capital, of which there are no assurances.

Lastly, we continue to evaluate the financial and operating benefits of acquisitions of Yunjia and/or Xinzhongyang,
related parties. If we should determine to proceed with the acquisition of Yunjia or Xinzhongyang, or both, of which
there is no assurance, it is likely that we would acquire these companies for equity in our company which will be
dilutive to our existing shareholders. We are not a party to any agreements at this time for an acquisition of either
Yunjia or Xinzhongyang and we may determine that neither acquisition would provide a financial or operating benefit
to our company.

Results of Operations
Revenues

Our consolidated revenues for the third quarter of 2013 amounted to $16.4 million, an increase of $7.8 million over
the same period in 2012. Our consolidated revenues for the first nine months of 2013 amounted to $35.7 million, an
increase of $16.4 million over the same period in 2012.

For the three and nine months ended September 30, 2013, BT Shantou’s revenues increase by approximately $1.9
million and $5.4 million respectively. This increase was primarily due to an increase in sales to one customer, Always
Trading International Limited (“Always”) which we accounted for on a gross basis as a principal. For the nine months
ended September 30, 2013 and 2012, sales to Always accounted for 20.0% and 15.1% of total sales, respectively.
Pursuant to our revenue recognition policy, in the 2013 periods, we recorded less sales on a net basis as an agent as
compared to the comparable periods in 2012. Our revenue accounted for on a net basis as an agent decreased during
the three and nine months ended September 30, 2013 as compared to the three and nine months ended September 30,
2012 mainly due to the nature of the sales transactions completed in the comparative periods. The increase in Brunei’s
revenue for the three and nine months ended September 30, 2013 as compared to the comparable periods of 2012 was
primarily due to the recent opening of our new toy show room.

-17-
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Our strategy is to utilize BT Brunei to continue to increase our customer base for export sales of toys, while
continuing to expand our domestic distribution sales channels within China through BT Shantou. BT Brunei is
organized in the State of Brunei Darussalam which is a non-taxable jurisdiction. Net income from BT Brunei are not
subject to income taxes as compared to sales revenues from BT Shantou which are subject to a PRC tax rate of

25%. These operational costs savings have permitted the Company to leverage its export sales contacts to significantly
expand the Company’s export sales in 2012 and in the first half of 2013 by permitting us to be more price
competitive. Our revenues during the nine months ended September 30, 2013 were generated from exports of toys,
and accordingly, we are susceptible to the fluctuations and uncertainty of international trading conditions, currency
exchange rates, and global financial crisis. In addition, due to the inflation and continuous appreciation of RMB in the
past few years which has resulted in an increase in the wholesale price of toys, we will continue to face challenges in
finding ways to effectively compete in the pricing of toy products in our domestic and export markets while
maintaining our margins. We expect our revenues to increase in the rest of 2013 over 2012 as we continue to expand
our export sales efforts.

In accordance with ASC 605-45-45, “Principal Considerations - Other Presentation Matters”, we report our revenues
from sales of toys as follows:

Revenue Recognition (1)
For the three months ended

For the three months ended September 30, 2012
September 30,2013 (as restated)
Gross Net Gross
Allocation of Revenues Method Method Total Method Net Method Total
Revenues,
excluding sales reported on
net basis $16,344,921 $ - $16,344921 $38,013,313 $ - $8,013,313
Net revenues from sales
reported on net basis - 47,378 47,378 - 594,771 594,771
Total revenues $16,344921 $ 47,378 $16,392,299 $ 8,013,313 $ 594,771 $ 8,608,084
Revenue Recognition (1)
For the Nine Months Ended
For the Nine Months Ended September 30, 2012
September 30, 2013 (as restated)
Gross Net Gross
Allocation of Revenues Method Method Total Method Net Method Total
Revenues,
excluding sales reported on
net basis $35,591,995 $ - $35,591,995 $18,212,143 $ - $18,212,143
Net revenues from sales
reported on net basis - 111,279 111,279 - 1,108,768 1,108,768
Total revenues $35,591,995 $ 111,279 $35,703,274 $18,212,143 $ 1,108,768 $19,320,911

(1) Certain revenues from our sales are based on a net reporting because they do not meet the criteria for gross
reporting method pursuant to ASC 605-45-45. This means that all cost of purchases from those sales will be netted
with the revenues generated by the sale of those toys. Additionally, handing fees related to sales reported on a net
basis are also netted with these revenues. All other revenues from sales are based on gross reporting pursuant to
criteria outlined in ASC 605-45-45, as follows:
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. we are the primary obligor to provide the product or services desired by our customers;
. we have discretion in supplier selection.
. we have latitude in establishing price;
. we have credit risk — see Note 10 for customer concentrations and credit risk; and
. we have inventory risk before customer order and upon customer return;

Additionally, handing fees related to sales reported on a net basis are also netted with these revenues.
If we change the relationship with our customers or vendors and do not meet any of the criteria, pursuant to our

revenue recognition policy, we record revenues on a net basis (revenues less cost of revenues and handling fees).

-18-

40



Edgar Filing: Big Tree Group, Inc. - Form 10-Q

Cost of Revenues

Cost of revenues includes the cost of purchases of product and product handling fees which amounts to approximately
three percent of the purchase amount on revenues recorded on a gross basis pursuant to our revenue recognition
policy. Cost of revenues was $15.4 million for the third quarter of 2013, an increase of $7.9 million over the same
period of 2012, while cost of revenues as a percentage of revenues increased to 92.9% in the third quarter of 2013
from 85.1% in the same period of 2012. Cost of revenues was $33.0 million for the first nine months of 2013, an
increase of $16.2 million over the same period of 2012, while cost of revenues as a percentage of revenues increased
to 92.3% in the first nine months of 2013 from 86.5% in the same period of 2012. The amount of cost of revenues and
cost of revenues as a percentage of revenues fluctuates depending on our revenue recognition policy. For example, if
we record more revenue on a gross basis, cost of revenues will increase and cost of revenues as a percentage of
revenues will increase. Conversely, if we record less revenue on a gross basis, cost of revenues will decrease and cost
of revenues as a percentage of revenues will decrease.

Gross Profit

Our gross profit was $1.2 million for the third quarter of 2013, a decrease of $0.1 million over the same period of
2012. Our consolidated gross margin was 7.2% for the third quarter of 2013 as compared to 15.0% for the same period
in 2012. Our gross profit was $2.8 million for the nine months of 2013, an increase of $0.1 million over the same
period of 2012. Our consolidated gross margin was 7.7% for the nine months of 2013 as compared to 13.5% for the
same period in 2012. We continue our 2012 strategy to lower the gross margins on our international sales to gain a
higher market share. As previously discussed above, revenue is accounted for in accordance with the ASC 605-45,
reporting revenue either on a gross basis as a principal or net basis as an agent depending upon the nature of the sales
transaction. Accordingly, our gross margin will fluctuate if we change the relationship with our customers or vendors
and do not meet any of the criteria, pursuant to our revenue recognition policy. Currently, we are not able to quantify
this future fluctuation in gross margins.

Operating Expenses

Operating expenses, comprised of selling and general and administrative expenses, amounted to $471,000 for the third
quarter of 2013, an increase of $126,000 as compared to the same period in 2012. Selling expense increased by $3,400
in the third quarter of 2013 as compared to the same period in 2012 primarily due to an increase in salary expense of
$22,000 and an decrease in shipping expense of $13,300. General and administrative expenses increased by $122,700
in the third quarter of 2013 as compared to the same period in 2012. This increase was primarily due to $19,000
increase in salary expense and a $60,000 increase in rent expense — related party associated with the lease of our new
showroom. We expect operating expenses to continue to increase in 2013, including increased costs associated with
our public company reporting obligations, but we are unable at this time to quantify the amount of the expected
increase.

Operating expenses amounted to $1.5 million for the nine months of 2013, an increase of $0.5 million over the same
period in 2012. Selling expense increased by $17,100 in the nine months of 2013 as compared to the same period in
2012 primarily due to an increase in salary expense of approximately $50,000 and an increase in shipping expenses of
$21,000 offset by a decrease in advertising expense of $39,000.. General and administrative expenses increased by
approximately $497,000 in the nine months of 2013 as compared to the same period in 2012. This increase was
primarily due to an increase in salary of $87,700, a $174,000 increase in rent expense — related party associated with
the lease of our new showroom, and the recording of stock-based consulting fees of $94,500 for business development
services. We expect operating expenses to continue to increase in 2013, including increased costs associated with our
public company reporting obligations, but we are unable at this time to quantify the amount of the expected increase.
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Other Income (Expenses)

For the three and nine months of 2013, other expenses amounted to $110,315 and $295,319 as compared to other
income of $4,976 and $36,453 for the same period of 2012. During the three and nine months ended September 30,
2013, we incurred interest expense of approximately $67,300 and $196,800 related primarily to our bank loan. We did
not incur such interest expense during the same period of 2012. Additionally, we incurred exchange loss of $31,000
and $105,000 during the three and nine months ended September 30, 2013.

Net Income

As a results of the discussion above, our net income for the third quarter of 2013 and 2012 amounted to $591,793, or
$0.06 per common share (basic and diluted) and $942,150, or $0.09 per common share (basic and diluted),
respectively. Our net income for the nine months ended September 30, 2013 and 2012 amounted to $990,647, or $0.11
per common share (basic and diluted) and $1,689,027, or $0.17 per common share (basic and diluted), respectively.

Liquidity and Capital Resources

Liquidity is the ability of a company to generate sufficient cash to meet its operational cash requirements. We had
working capital of $2.4 million as of September 30, 2013, as compared to $2.4 million as of December 31, 2012. Our
primary uses of cash have been for purchases of toy products, for working capital needs and for advances made to
related parties. Our primary sources of cash are derived from revenues from the sales of our toy products, from bank
loans and from advances from related parties.
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At September 30, 2013 and December 31, 2012, the Company’s cash balances by geographic area were as follows:

Country: September 30, 2013 December 31, 2012

PRC $ 108,976 86.4% $ 11,001 49.6%
United States 12 - 379 1.7%
Hong Kong 17,081 13.6% 10,787 48.7%
Total cash and cash equivalents $ 126,069 100.0% $ 22,167 100.0%

Cash held in banks in the PRC and Hong Kong are not insured. The value of cash on deposit in China has been
converted to U.S. dollars based on the exchange rates as of respective balance sheet dates. In 1996, the Chinese
government introduced regulations, which relaxed restrictions on the conversion of the RMB; however restrictions
still remain, including but not limited to restrictions on foreign invested entities. Foreign invested entities may only
buy, sell or remit foreign currencies after providing valid commercial documents at only those banks authorized to
conduct foreign exchanges. Furthermore, the conversion of RMB for capital account items, including direct
investments and loans, is subject to PRC government approval. Chinese entities are required to establish and maintain
separate foreign exchange accounts for capital account items. We cannot be certain Chinese regulatory authorities will
not impose more stringent restrictions on the convertibility and outflow of RMB, especially with respect to foreign
exchange transactions. Accordingly, cash on deposit in banks in the PRC is not readily deployable by us for purposes
outside of China.

Total current assets at September 30, 2013 increased by $4.1 million from December 31, 2012. The principal
contributor to this change was a $3.4 million increase in accounts receivable and an increase in inventories of $1.2
million offset by a $0.5 million decrease in advance to suppliers-non-related parties. Total current liabilities at
September 30, 2013 increased by $4.2 million as compared to December 31, 2012 primarily due to a $2.7 million
increase in accounts payable and accrued expenses, which was a result of increased purchases to fulfill higher sales
volume in the first nine months of 2013, together with $0.6 million increase in due to related parties. The increase in
due to related parties reflects funds advanced to us by our Chairman and CEO, as well as other related parties, for
working capital.

We do not have any commitments for capital expenditures and expect that our cash on hand and cash flow from
operations will be sufficient to sustain our operations for at least the next twelve months. However, the following
trends are reasonably likely to require us to raise additional capital.

* Anincrease in working capital requirements to finance near term and long term growth strategy including
possible acquisitions;

* Increases in capital expenditures, marketing and administrative expenses to support the sales growth of our
company;

* The costs for recruitment and retention of additional management and personnel to support our operations
and expansion plans; and
The additional costs, including legal accounting and consulting fees, associated with a public company

* and related compliance activities.

In 2012, we entered into two-year promissory note agreements with China Direct Investments, Inc., respectively, for
an aggregate loan amount of $80,000. The proceeds of the loans were used for working capital purposes. As of
December 31, 2012, we received proceeds under these promissory notes of $61,711 and the remaining proceeds were
received in 2013. The loan amounts of $20,000 and $60,000 and all accrued and unpaid interest are due no later than
the earlier of on March 20, 2014 and May 9, 2014, respectively, or upon the completion of an offering of our
securities to raise capital. The loans bear interest at 2% per annum.

43



Edgar Filing: Big Tree Group, Inc. - Form 10-Q

On November 2, 2012, we borrowed RMB 23,000,000 ($3,748,126 at September 30, 2013) from Guangfa Bank Co.,
Ltd. Shantou Zhongshan Branch. We used the proceeds of this loan for working capital purposes, including the
purchase of toy products. Under the terms of loan agreement, interest is payable monthly at an annual rate of 6.9% and
was due on November 2, 2013. We are currently negotiating with Guangfa to extend the loan due date. Since the loan
was not paid by the due date, the default interest rate shall be 8.97% per annum. The loan is secured by a property
owned by Shantou Youbang, a company owned by Ms. Guihong Zheng, Mr. Wei Lin’s wife, and personally
guaranteed by Xinna Cai, a third party.

220-
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From time to time we received advances from related parties for working capital purposes. The advances bear no
interest and are payable on demand. For the nine months ended September 30, 2013, due to related party activities
consisted of the following:

China
Direct
Investments,
Wei Lin Inc.
(D) 2) Total

Balance, December 31, 2012 $ - $ 10,578 $ 10,578
Working capital advances 1,595,631 31,078 1,626,709
Repayments (1,008,076) - (1,008,076)
Effect of foreign currency exchange 7,353 - 7,353
Balance, September 30, 2013 $ 594,908 $ 41,656 $ 636,564

Other than the loans discussed above and working capital advanced from related parties, we do not have any external
sources of working capital. We may seek to raise capital through the sale of equity in our company, however, we are
not a party to any agreement or understandings at this time and there are no assurances we will be able to raise capital
on terms satisfactory to us, or at all. If we are unable to raise additional capital as may be needed, our ability to grow
our company and increase our revenues in future periods will be adversely impacted.

Cash Flows Analysis
NET CASH FLOW PROVIDED BY (USED IN) OPERATING ACTIVITIES:

Net cash provided by operating activities was approximately $0.6 million for the first nine months of 2013, as
compared to net cash used in operating activities of $0.7 million for the same period of 2012. For the first nine months
of 2013, cash flows provided by operating activities was primarily attributable to our net income of $990,647 adjusted
for the add back of non-cash items such as depreciation and amortization of $59,629, stock-based compensation of
$94,501 and bad debt expense of $23,893 and changes in operating assets and liabilities such as a decrease in
advances to suppliers of approximately $0.5 million and an increase in accounts payable and accrued expenses of
approximately $2.6 million, which offset by an increase in accounts receivable and an increase in inventory of
approximately $3.3 million and $1.1 million, respectively. For the first nine months of 2012, net cash used in
operating activities was primarily attributable to an increase of $3.2 million in accounts receivable from higher sales, a
decrease of $0.9 million of advance from customers, and $0.6 million used for inventory to fulfill higher customer
demand, partially offset by an increase of $2.0 million in due to related party from trading activities and an increase of
$0.6 million in account payable and accrued expenses for higher toy purchases.

NET CASH FLOW USED IN INVESTING ACTIVITIES:

Net cash used in investing activities amounted to $7,085 for the first nine months of 2013 as a result of the purchase of
property and equipment compared with $0.1 million for the first nine months of 2012.

NET CASH FLOW (USED IN) PROVIDED BY FINANCING ACTIVITIES:

Net cash used in financing activities was approximately $0.5 million for the first nine months of 2013, due to an
increase in the amount of advances made to a related party of approximately $3.3 million and the repayment of related
party advances of $1.0 million offset by proceeds we received from related party advances of approximately $1.6
million and proceeds from the repayment of amounts due from related party of approximately $2.2 million. For the
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first nine months of 2012, we received proceeds from advances from a related party of $0.6 million.

We have certain fixed contractual obligations and commitments that include future estimated payments. Changes in
our business needs, cancellation provisions, changing interest rates, and other factors may result in actual payments
differing from the estimates. We cannot provide certainty regarding the timing and amounts of payments. We have
presented below a summary of the most significant assumptions used in our determination of amounts presented in the
tables, in order to assist in the review of this information within the context of our consolidated financial position,
results of operations, and cash flows. The following tables summarize our contractual obligations as of September 30,
2013 (dollars in thousands), and the effect these obligations are expected to have on our liquidity and cash flows in
future periods.

Payments Due by Period
Contractual obligations (dollars in thousands) Less than 1
: Total year 1-3 years 3-5 years 5+ years
Loans payable $ 3,800 $ 3,800 $ - $ - $ -
Total $ 3,800 $ 3,800 $ - $ - $ -

21-
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Off Balance Sheet Arrangements

Under SEC regulations, we are required to disclose our off-balance sheet arrangements that have or are reasonably
likely to have a current or future effect on our financial condition, such as changes in financial condition, revenues or
expenses, results of operations, liquidity, capital expenditures or capital resources that are material to investors. An
off-balance sheet arrangement means a transaction, agreement or contractual arrangement to which any entity that is
not consolidated with us as a party, under which we have:

* Any obligation under certain guarantee contracts,

* Any retained or contingent interest in assets transferred to an unconsolidated entity or similar arrangement
that serves as credit, liquidity or market risk support to that entity for such assets,

* Any obligation under a contract that would be accounted for as a derivative instrument, except that it is both
indexed to our stock and classified in stockholder’s equity in our statement of financial position, and

* Any obligation arising out of a material variable interest held by us in an unconsolidated entity that provides
financing, liquidity, market risk or credit risk support to us, or engages in leasing, hedging or research and
development services with us.

We do not have any off-balance sheet arrangements that we are required to disclose pursuant to these regulations. In
the ordinary course of business, we enter into operating lease commitments, purchase commitments and other
contractual obligations. These transactions are recognized in our financial statements in accordance with U.S. GAAP.

Critical Accounting Policies

The preparation of financial statements in conformity with U.S. GAAP requires estimates and assumptions that affect
the reported amounts of assets and liabilities, revenues and expenses, and related disclosures of contingent assets and
liabilities in the consolidated financial statements and accompanying notes. The SEC has defined a company’s critical
accounting policies as the ones that are most important to the portrayal of the company’s financial condition and results
of operations, and which require the company to make its most difficult and subjective judgments, often as a result of
the need to make estimates of matters that are inherently uncertain. Based on this definition, we have identified the
critical accounting policies and judgments addressed below. We also have other significant accounting policies,
which involve the use of estimates, judgments and assumptions that are significant to understanding our results, which
are described in Note 2 to our financial statements. Although we believe that our estimates, assumptions and
judgments are reasonable, they are based upon information presently available. Actual results may differ significantly
from these estimates under different assumptions, judgments or conditions.

Revenue recognition

We follow the guidance of ASC 605, “Revenue Recognition,” and the SEC Staff Accounting Bulletin (SAB) No. 104
and SAB Topic 13 for revenue recognition. In general, we record revenue when persuasive evidence of an
arrangement exists, services have been rendered or product delivery has occurred, the sales price to the customer is
fixed or determinable and collectability is reasonably assured.

Revenues for our product sales are recognized when all four of the following criteria are met: (i) persuasive evidence
of an arrangement exists through a formal purchase order; (ii) delivery of the products has occurred and risks and
rewards of ownership have passed to the customer; (iii) the selling price is both fixed and determinable based upon an
agreement between our company and our customer; and (iv) collectability is reasonably assured. For any advance
payments from customers, revenues are deferred until such a time when all the four criteria mentioned above are fully
met.
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Revenue is accounted for in accordance with the ASC 605-45, reporting revenue either gross as a principal or net as
an agent depending upon the nature of the sales transaction. Revenue is recognized on a gross basis when the
Company determines the sale meets the conditions of ASC 605-45, “Reporting Revenue Gross as a Principal versus
Net as an Agent.” When the Company does not meet the criteria for gross revenue recognition under ASC 605-45, the
Company reports the revenue on a net basis -See Note 2 for details on computation of net and gross reporting
methods.

Estimates

The preparation of consolidated financial statements in conformity with U.S. GAAP requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent
assets and liabilities at the date of the consolidated financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates. Significant estimates for the
three and nine month periods ended September 30, 2013 and 2012 include the allowance for doubtful accounts on
accounts receivable, allowance for obsolete inventory, the useful life of property and equipment and intangible assets,
and the valuation of stock-based compensation.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Not applicable for smaller reporting companies.
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ITEM 4. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

We maintain disclosure controls and procedures (as defined in Rule 13a-15(e) under the Securities Exchange Act of
1934 (the “Exchange Act”)) that are designed to ensure that information required to be disclosed by us in reports that we
file under the Exchange Act is recorded, processed, summarized and reported as specified in the SEC’s rules and forms
and that such information required to be disclosed by us in reports that we file under the Exchange Act is accumulated
and communicated to our management, including our Chief Executive Officer (CEO), and our Chief Financial Officer
(CFO), to allow timely decisions regarding required disclosure. Management, with the participation of our CEO and
CFO, performed an evaluation of the effectiveness of our disclosure controls and procedures as of September 30,
2013.

Based on this evaluation we concluded that as of September 30, 2013 our disclosure controls and procedures were not
effective such that the information relating to our company, including our consolidated subsidiaries, required to be
disclosed in our SEC reports (i) is recorded, processed, summarized and reported within the time periods specified in
SEC rules and forms and (ii) is accumulated and communicated to our management, including our Chief Executive
Officer and Chief Financial Officer, to allow timely decisions regarding required disclosure as a result of continuing
material weaknesses in our internal control over financial reporting previously identified in our Annual Report on
Form 10-K for the year ended December 31, 2012.
Changes in Internal Control over Financial Reporting
There was no change in our internal control over financial reporting during our fiscal quarter ended September 30,
2013 that has materially affected, or is reasonably likely to materially affect, our internal control over financial
reporting.

PART II - OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS
We are not a party to any pending litigation.
ITEM 1A. RISK FACTORS.
Risk factors describing the major risks to our business can be found under Item 1A, “Risk Factors”, in our fiscal 2012
Annual Report on Form 10-K. There has been no material change in our risk factors from those previously discussed
in the 2012 Annual Report on Form 10-K for the year ended December 31, 2012.
ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS.
None
ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None

ITEM 4. MINE SAFETY DISCLOSURES
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Not applicable to our company’s operation

ITEM 5. OTHER INFORMATION

None

ITEM 6. EXHIBITS

31.1
31.2
32.1
101.INS
101.SCH
101.CAL
101.DEF
101.LAB
101.PRE

*
kok

-23-

Description of Exhibit

Section 302 Certificate of Chief Executive Officer.*

Section 302 Certificate of Chief Financial Officer.*

Section 906 Certificate of Chief Executive Officer and Chief Financial Officer.*
XBRL INSTANCE DOCUMENT **

XBRL TAXONOMY EXTENSION SCHEMA **

XBRL TAXONOMY EXTENSION CALCULATION LINKBASE **

XBRL TAXONOMY EXTENSION DEFINITION LINKBASE **

XBRL TAXONOMY EXTENSION LABEL LINKBASE **

XBRL TAXONOMY EXTENSION PRESENTATION LINKBASE **

Filed herewith.

In accordance with Regulation S-T, the XBRL-formatted interactive data files that comprise Exhibit 101
in this Quarterly Report on Form 10-Q shall be deemed “furnished” and not “filed”.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be

signed on its behalf by the undersigned thereunto duly authorized.

Date: November 20, 2013

Date: November 20, 2013
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BIG TREE GROUP, INC.

By: /s/ Wei Lin

Wei Lin

Chairman and Chief Executive Officer,
principal executive officer

By: /s/ Jiale Cai
Jiale Cai, Chief Financial Officer,
principal financial and accounting officer
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