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CHI NA FIRE & SECURI TY GROUP, I NC. AND SUBSI DI ARI ES CONSOLI DATED BALANCE
SHEETSAS OF JUNE 30, 2008 AND DECEMBER 31, 2007

ASSETS

June 30, Decenber 31

2008 2007

CURRENT ASSETS: (Unaudi t ed)
Cash $ 20,518,916 $ 17, 110, 449
Restricted cash 4,563, 344 3, 829, 927
Accounts receivable, net of allowance for doubtful accounts of
$2, 827,972 and
$2, 483,359 as of June 30, 2008 and Decenber 31, 2007, respectively 18, 321, 528 16, 525, 161
Not es recei vabl e 6, 209, 671 3, 315, 811
O her receivabl es 1,182, 323 748, 195
O her receivable - related party 325,177 -
I nventories 5, 548, 967 4,048, 283
Costs and estimated earnings in excess of billings 25,067, 016 13, 068, 036
Enpl oyee advances 776,472 1, 307, 433
Enpl oyee advances - officers and directors 25, 438 18, 682
Prepaynents and deferred expenses 3,203, 575 2,218, 391
Total current assets 85, 742, 427 62, 190, 368
PLANT AND EQUI PMENT, net 7,559, 581 6, 568, 250
OTHER ASSETS
Accounts receivable - retention 776, 859 193, 029
Def erred expenses - non current 30, 049 21,234
Advances on buil di ng and equi prent purchases 185, 395 366, 317
I nvestnent in joint ventures 1, 166, 326 1, 156, 294
I ntangi bl e assets, net of accurnul ated anortization 1, 150, 733 1, 150, 935
Total other assets 3, 309, 362 2,887, 809
Total assets $ 96,611,370 $ 71, 646, 427
LI ABI LI TI ESANDSHAREHOLDERS' EQUI TY
CURRENT LI ABI LI TI ES
Account's payabl e $ 6,892,119 $ 6,327,182
Cust omer deposits 13, 105, 751 4,757,179
Billings in excess of costs and estimated earnings 2, 820, 444 4,882, 217
O her payabl es 988, 413 168, 868
Accrued liabilities 6, 315, 280 4,214,530
Taxes payabl e 1, 470, 764 1, 088, 335
Total current liabilities 31,592,771 21, 438, 311

COVM TMENTS AND CONTI NGENCI ES - -
SHAREHOLDERS' EQUI TY

Common stock, $0.001 par val ue, 65,000,000 shares authorized

27,560, 527 and 27, 556, 893 shares issued and outstandi ng as of
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June 30, 2008 and Decenber 31, 2007,

Addi ti onal paid-in-capital
Statutory reserves
Ret ai ned ear ni ngs

Accunul at ed ot her conprehensive incone

Total sharehol ders' equity

Total liabilities and sharehol ders' equity

The acconpanyi ng notes are an integral

respectively

27, 560
19, 350, 287
5, 067, 061
33, 644, 975
6, 928, 716
65, 018, 599

part of these consolidated statenents. 1

CH NA FIRE & SECURI TY GROUP,

I NC. AND SUBSI DI ARI ES CONSOLI DATED STATEMENTS OF

I NCOVE AND OTHER COVPREHENSI VE | NCOVE FOR THE THREE MONTHS AND SI X MONTHS ENDED

JUNE 30, 2008 AND 2007( UNAUDI TED)

REVENUES

System contracting projects
Product s

Mai nt enance services

Total revenues

COST OF REVENUES

System contracting projects
Product s

Mai nt enance services

Total cost of revenues
GRCSS PROFI T

OPERATI NG EXPENSE

Sel ling and marketing
Ceneral and administrative
Depreci ation and anortization
Research and devel opnent
Total operating expense

| NCOVE FROM OPERATI ONS
OTHER | NCOVE ( EXPENSE)

O her incone

O her expense

I nterest incone

Change in fair value of
derivative instruments

Total other income

| NCOVE BEFORE PROVI SI ON FOR
| NCOVE TAXES

PROVI SI ON FOR | NCOMVE TAXES
NET | NCOVE

OTHER COVPREHENSI VE | NCOVE:
Foreign currency translation
adj ust ment

COVPREHENSI VE | NCOVE

BASI C EARNI NGS PER SHARE

Wei ght ed average nunber of shares

Ear ni ngs per share
DI LUTED EARNI NGS PER SHARE

Wei ght ed average nunber of shares

Ear ni ngs per share

The acconpanyi ng notes are an integral

For the Three Months
Ended June 30,

2008

$ 14,557,008
1, 533, 965
562, 751

16, 653, 724

5,971, 745
217,498
280, 188

6, 469, 431

10, 184, 293

1,676, 315
1,126,074
154, 688
627, 952
3, 585, 029
6, 599, 264

110, 237
(85, 332)
63, 384

88, 289
6, 687, 553

11, 453
6, 676, 100

1, 293, 683
$ 7,969, 783

27,557, 297
$ 0.24

28, 200, 785
$ 0.24

2007

$ 9,887,878
1, 538, 049
121, 258

11, 547, 185

4,379, 902
811, 081
46, 689
5,237,672
6, 309, 513

1, 210, 100
1,174, 309
133, 056
267, 626
2,785,091
3,524, 422

323, 702
(2, 146)
24,915
371, 628

718, 099
4,242,521

4,242,521
514, 775
$ 4,757,296

26, 461, 678
$ 0.16

27, 164, 207
$ 0.16

For the Six Mnths Ended

June 30,
2008

$ 25, 886, 388
4, 415, 136

1, 048, 826
31, 350, 350

11, 541, 955
1, 059, 380

520, 327
13,121, 662
18, 228, 688

3, 010, 041
2,753,120
321, 950
894, 601
6,979, 712
11, 248, 976

221, 643
(85, 388)
91, 744

227,999
11, 476, 975

60, 095
11, 416, 880

3, 360, 599
$ 14,777,479

27,557, 095
$ 0.41

28,179, 595
$ 0.41

2007

$ 17, 164, 386
3, 639, 805
242, 456

21, 046, 647

8, 024,570
1, 639, 783

56, 874
9,721, 227
11, 325, 420

1,761, 509
2,185, 353
259, 539
317,921
4,524, 322
6, 801, 098

327, 998
(6, 417)
44,170
1, 205, 791

1,571, 542
8,372, 640

8,372, 640
810, 334
$ 9,182,974

26, 461, 678
$ 0.32

27,085, 807
$ 0.31

part of these consolidated statenments. 2

CHI NA FIRE & SECURI TY GROUP,
SHAREHOLDERS' EQUI TY

I'NC. AND SUBSI DI ARI ES CONSOLI DATED STATEMENTS OF

27, 556
19, 317, 287
5, 067, 061
22,228, 095
3,568, 117
50, 208, 116

$ 96,611,370 $ 71, 646, 427
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Ret ai ned Ear ni ngs Accurul at ed
Common St ock Addi ti onal St at ut ory ot her
Shares Par val ue paid-in-capital reserves Unrestricted conprehensive Total s
i ncome
BALANCE, 26,461,678 $ 26, 462 $ 13,393,171 $ 4,030,627 $ 6,462,893 $ 1,065,522 $ 24,978,675
Decenber 31
2006
Net incone 8,372, 640 8, 372, 640
Warrants 1, 475, 020 1, 475, 020
reclassified
from
liabilities
Opti ons 112, 000 112, 000
issued to
enpl oyees
Adj ust ment (605, 000) 605, 000 -
to
regi stered
capita
For ei gn 810, 334 810, 334
currency
transl ation
adj ust ment
BALANCE, 26,461,678 $ 26, 462 $ 14,980,191 $ 3,425,627 $ 15,440,533 $ 1,875,856 $ 35,748, 669
June 30
2007
(Unaudi t ed)
Net incone 8, 428, 996 8, 428, 996
| ssuance of 984, 680 983 4,164, 214 4,165, 197
comon st ock
Warrants 110, 535 111 (111) -
exerci sed
Warrants 94, 274 94, 274
i ssued for
servi ces
Opti ons 78,719 78,719
issued to
enpl oyees
Adj ust ment 1,641,434 (1,641, 434) -
to statutory
reserves
For ei gn 1, 692, 261 1, 692, 261
currency
transl ation
adj ust nent
BALANCE, 27,556,893 $ 27,556 $ 19,317,287 $ 5,067,061 $ 22,228,095 $ 3,568,117 $ 50, 208, 116
Decenber 31
2007
Net incone 11, 416, 880 11, 416, 880
Opti ons 33,004 33,004
issued to
enpl oyees
Warrants 3,634 4 (4) -
exerci sed
Forei gn 3, 360, 599 3, 360, 599
currency
transl ation
adj ust ment
BALANCE, 27,560,527 $ 27,560 $ 19,350,287 $ 5,067,061 $ 33,644,975 $ 6,928,716 $ 65,018, 599
June 30
2008
(Unaudi t ed)
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The acconpanying notes are an integra

CH NA FIRE & SECURI TY GROUP,
CASH FLONSFOR THE SI X MONTHS ENDED JUNE 30, 2008 AND 2007( UNAUDI TED)

CASH FLOANS FROM OPERATI NG ACTI VI Tl ES:

Net incone

Adj ustnents to reconcile net incone to cash

provided by (used in) operating activities
Depr eci ati on

Anmortization of |and use rights

Anortization of technology rights

Provi sion for doubtful accounts

Gain on disposal of equipnent

Conpensation expense for options issued to enpl oyees
Change in fair value of derivative instrunents
Change in operating assets and liabilities

Accounts receivable
Not es receivabl e

G her receivabl es

O her receivables -
I nventories

Costs and estimated earnings in excess of billings
Enpl oyee advances

Enpl oyee advances fromofficers and directors
Prepaynents and deferred expenses

Accounts payabl e
Accounts payabl e -
Cust omer deposits
Billings in excess of costs and estinated earnings
O her payabl es

O her payables - related party

Accrued liabilities

Taxes payabl e

Net cash provided by (used in) operating activities
CASH FLOAS FROM | NVESTI NG ACTI VI Tl ES;

Purchase of plant and equi pnment

Advances on buil ding and equi pnent purchase

related party

related party

Proceeds from sal e of equi pnent

Purchase of intangible assets

Paynments for investnent in Hubei Sureland Changjiang Fire Safety
Technol ogy Co., Ltd

Proceeds fromsale of investment in Tianjin Fire Safety Equi pment

Co., Ltd

Proceeds fromsale of Beijing Zhong Xiao Fire Safety Technol ogy Co.
Ltd

Net cash used in investing activities

CASH FLOANS FROM FI NANCI NG ACTI VI TI ES

Change in restricted cash

Paynents to Beijing Zhong Xiao Fire Safety Technol ogy Co.
Proceeds from Beijing Zhong Xiao Fire Safety Technol ogy Co.
Net cash used in financing activities

EFFECTS OF EXCHANGE RATE CHANGE | N CASH

| NCREASE ( DECREASE) | N CASH

CASH, begi nni ng of period

CASH, end of period

SUPPLEMENTAL DI SCLOSURE OF CASH FLOW | NFORMATI ON

I ncome taxes paid

I nterest paid

NON- CASH TRANSACTI ONS | NVESTI NG AND FI NANCI NG ACTI VI TI ES
Recl assification of warrant liability to paid-in capita
upon nodi fication of warrants agreenent

Recl assi fication of advances on building and equi prent purchase

Ltd
Ltd

part of these consolidated statenents. 3

I NC. AND SUBSI DI ARI ES CONSOLI DATED STATEMENTS OF

2008

$ 11, 416, 880

326, 548
6, 970
30, 438
180, 061
(31, 715)
33, 004

(1, 450, 799)
(2, 606, 423)
(375, 360)
(316, 128)
(1,206, 309)
(10, 849, 628)
597, 770

(5, 402)
(826, 585)
154, 397

7,819, 403
(2, 309, 053)
786, 202
1,779, 303
303, 874

3, 457, 448

(522, 846)
(180, 236)
39, 545

(663, 537)

(474, 018)

(474, 018)
1,088, 574
3,408, 467
17, 110, 449
$ 20,518, 916

$ 23,400

2007

$ 8,372,640

268, 868
6, 735
10, 146
208, 324

112, 000
(1,205, 791)

(1,632, 577)
(615, 734)
(1,169, 318)
(437, 151)
(2,964, 789)
(489, 184)
428, 047
(73, 909)
(287, 314)
(324, 532)
5,476, 662
(6,672, 629)
423, 280
(51, 118)

1, 008, 098
(453, 113)
(62, 359)

(709, 403)
(884, 657)

7,183
(608, 745)
(147, 869)

507, 192
1,052, 986
(783, 313)

759, 629
(2,429, 681)
1, 344, 316
(325, 736)
232,635
(938, 773)
9, 426, 091

$ 8,487,318

$ 1,475,020
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to plant and equi pment upon receipt of purchase $ 378,982

The acconpanying notes are an integral part of these consolidated statements. 4

CH NA FIRE & SECURI TY GROUP, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTSJune 30, 2008( Unaudit ed)
Note 1 - Background
China Fire & Security Goup Inc. (the R20; ConpanyR21;), is a Florida
corporation. The Conpany, through its subsidiaries, is engaged in the design
devel opnent, manufacturing and sales of fire protection products and services
for industrial customers in China.
Note 2 - Summary of significant accounting policies
The reporting entity
The consolidated financial statenents of China Fire & Security Goup Inc. and
subsidiaries reflect its wholly-owned subsidiaries, each discussed briefly
bel ow.
China Fire Protection Goup, Inc. (R20; CFPGR21;) was incorporated in the
British Virgin Islands as a limted liability conpany on June 2, 2006 as a
hol di ng conpany.
Surel and Industrial Fire Safety Limted (R20; Surel and I ndustrial R21;) was
established as a Sino-foreign equity joint venture in Beijing, PRC on February
22, 1995. Sureland Industrial and its subsidiaries in China principally engage
in the design, devel opment, manufacturing and sale of fire protection products
and services for industrial custoners in China.
Beijing Hua An Tinmes Fire Safety Technol ogy Co., Ltd. (R20;Beijing Hua AnR21;)
is a subsidiary of Sureland Industrial established in the PRC as a limted
liability conmpany on Septenber 22, 2005 with a registered capital RMVB 5, 000, 000
(approxi mately $619,500). Hua An is a software devel opnment conpany, principally
engage in the design, devel opment and manufacturing of fire protection software.
Surel and Industrial Fire Equi pnent Co., Ltd. (R20; Sureland Equi prent R21;) was
established as a Sino-foreign equity joint venture in Beijing, the PeopleRl7;s
Republic of China (the PRC) on April 12, 2006 with a registered capita
$660, 000. Surel and Equi pnent principally engages in the manufacturing of fire
protection products.
Tianjin Tianxiao Fire Safety Equi pment Co., Ltd. (R20; Ti anxi ao Equi prent R21;)
was established as a limted liability conpany in Tianjin, PRC on April 11,
2007 with a registered capital RVB 10, 000, 000 (approxi mately $1, 295, 000).
Ti anxi ao Equi pnent principally engages in the manufacturing of fire protection
products.
Basi s of presentation
The acconpanyi ng consol i dated financial statenents have been prepared in
accordance wth accounting principles generally accepted in the United States
of Anerica. Al material interconmpany transactions and bal ances have been
elimnated in consolidation.
Managenent has included all normal recurring adjustnments considered necessary
to give a fair presentation of operating results for the periods presented.
Interimresults are not necessarily indicative of results for a full year. The
information included in this Form 10-Q should be read in conjunction with
i nformation included in the 2007 annual report filed on Form 10-KSB. 5

CH NA FIRE & SECURI TY GROUP, I NC. AND SUBSI DI ARI ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTSJune 30, 2008(Unaudited) Use of
esti mates
The preparation of financial statements in conformity with generally accepted
accounting principles of the United States of America requires managenent to
nake estimates and assunptions that affect the anmounts reported in the conbined
financial statenments and acconpanyi ng notes. Managenent believes that the
estimates utilized in preparing its financial statenents are reasonable and
prudent. Actual results could differ fromthese estinmates.
Certain of the ConpanyRl7;s accounting policies require higher degrees of
judgrment than others in their application. These include the recognition of
revenue and earnings fromsystemcontracting projects under the percentage of
conpl etion nmethod and the all owance of doubtful accounts. Managenent eval uates
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all of its estimates and judgnments on an on-goi ng basis.

Revenue recognition

Revenue is recognized when it is probable that the economic benefits will flow
to the Company as foll ows:

1. Revenue from systemcontracting projects are recogni zed using the
per cent age- of -conpl eti on nmet hod of accounting and, therefore, take into
account the costs, estimated earnings and revenue to date on contracts not
yet conpl eted. Revenue recognized is that percentage of the total contract
price that cost expended to date bears to anticipated final total cost,
based on current estimates of costs to conplete. Contract costs include al
direct material and | abor costs and those indirect costs related to contract
performance, such as indirect |abor, supplies, tools, repairs, and
depreci ation costs. Selling, general, and adm nistrative costs are charged
to expense as incurred. At the tinme a | oss on a contract becones known, the
entire amunt of the estimated ultimate loss is recognized in the
consol i dated financial statenents. Cainms for additional contract costs are
recogni zed upon a signed change order fromthe custoner or in accordance
wi th paragraphs 62 and 65 of the Al CPAR17;S Statenent of Position ("SOP")
81-1, "Accounting for Performance of Construction - Type and Certain
Production - Type Contracts" ("SOP 81-1").

2. Revenue from product sales is recogni zed when the goods are delivered and
title has passed. Product sales revenue is presented net of a val ue-added
tax (VAT). All of the ConpanyRl17;s products that are sold in the PRC are
subj ect to a Chinese value-added tax at a rate of 17% of the gross sales
price. This VAT may be offset by VAT paid by the Conmpany on raw materials
and other materials included in the cost of producing their finished
product.

CH NA FIRE & SECURI TY GROUP, INC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTSJune 30, 2008( Unaudit ed)

3. Revenue fromthe rendering of Mintenance Services is recogni zed over the service period on a
straight |ine basis.

In accordance with SFAS 48, R20; Revenue Recognition when Ri ght of Return

Exi sts, R21; revenue is recorded net of an estimate of markdowns, price
concessions and warranty costs. Such reserve is based on managenment R17; s

eval uation of historical experience, current industry trends and estinated
costs.

Al nmost all the ConpanyR17;s products (fire detecting products, fire alarm
control device, and water mist/sprinkler systens) are sold via system
contracting projects or as part of the integrated products sales. The
conposition of these three types of products varies significantly from project
to project, both in quantity and in dollar ambunts. Al though the Conpany could
provi de a breakdown of sales contribution for our own products for each
project, it is alnost inpossible to provide revenues for each of our products
when the revenue fromeach project is recognized based on percentage of

conpl etion. Mre inportantly, the revenues fromthe ConpanyRl7;s own products
do not accurately reflect our overall financial performance. The Conpany is a
system contracting projects provider rather than product vendors who sell their
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own products directly or through channels. Therefore, it is not practical to
separately disclose the revenues fromexternal custonmers for each of our
products.

Shi ppi ng and handl i ng

Costs related to shipping and handlings are included in cost of revenue. The
Conpany accounts for shipping and handling fees and costs in accordance with
Emer gi ng | ssues Task Force (R20; EI TFR21;) Issue No. 00-10 R20; Accounting for
Shi ppi ng and Handl i ng Fees and Costs. R21;

Foreign currency translation The reporting currency of the Conpany is the US
dol l ar. The Conpany uses their |ocal currency, Renminbi (RVB), as their
functional currency. Results of operations and cash flow are transl ated at
average exchange rates during the period, and assets and liabilities are
translated at the unified exchange rate as quoted by the Peopl eRl7;s Bank of
China at the end of the period. Translation adjustnents resulting fromthis
process are included in accunul ated other conprehensive incone in the statenent
of sharehol dersR17; equity. Transl ati on adjustnents anounted to $6, 928, 716
and $3,568, 117 as of June 30, 2008and Decenber 31, 2007, respectively. Asset
and liability accounts at June 30, 2008 were translated at 6.85 RVB to $1.00
USD as conpared to 7.29 RVB at Decenber 31, 2007. Equity accounts were stated
at their historical rate. The average translation rates applied to incone
statenments accounts for the six nonths ended June 30, 2008 and 2007 were 7.05
RVB and 7.71 RVB, respectively. Cash flows are also translated at average
translation rates for the period, therefore, anounts reported on the statenent
of cash flows will not necessarily agree with changes in the corresponding
bal ances on the bal ance sheet.

Transaction gains and | osses that arise fromexchange rate fluctuati ons on
transactions denominated in a currency other than the functional currency are
included in the results of operations as incurred. Historically, the Conpany
has not entered any currency tradi ng or hedging transactions, although there is
no assurance that the Conmpany will not enter into such transactions in the
future. 7

CHI NA FIRE & SECURI TY GROUP, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTSJune 30, 2008(Unaudited) Plant and
equi pnment
Plant and equi pnent are stated at cost |ess accumrul ated depreci ati on.
Depreciation is conputed using the straight-line nethod over the estinmated
useful lives of the assets with 5% residual value. For the three nonths ended
June 30, 2008 and 2007, depreciation expense anpbunted to $157, 160 and $145, 734
respectively. Depreciation expense anbunted to $326, 548 and $268,868 for the
si x nonths ended June 30, 2008 and 2007, respectively.

Estimated useful lives of the assets are as foll ows:
Useful Life

Bui | di ngs and i nprovemnents 40 years

Transportati on equi pnent 5 years

Machi nery 10 years

O fice equipnent 5 years

Furniture 5 years

Construction in progress represents the costs incurred in connection with the
construction of buildings or additions to the ConpanyRl7;s plant facilities. No
depreciation is provided for construction in progress until such tine as the
assets are conmpl eted and pl aced into service.

The cost and rel ated accunul ated depreciation of assets sold or otherw se
retired are elimnated fromthe accounts and any gain or loss is included in
the statements of income. Mintenance, repairs and mnor renewal s are charged
directly to expense as incurred. Mjor additions and betternent to buil dings
and equi pnent are capitalized.

Long-term assets of the Conpany are reviewed periodically or nore often if
circunstances dictate, to determ ne whether their carrying val ue has becone

i mpai red. The Conpany considers assets to be inpaired if the carrying val ue
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exceeds the future projected cash flows fromrel ated operati ons. The Conpany
eval uates the periods of depreciation and anortization to determ ne whet her
subsequent events and circunstances warrant revised estinates of useful I|ives.
As of June 30, 2008, the Conpany expects these assets to be fully recoverable. 8

CH NA FIRE & SECURI TY GROUP, INC. AND SUBSI DI ARl ES
NOTES TO CONSCOLI DATED FI NANCI AL STATEMENTSJune 30, 2008(Unaudited) Plant and
equi prent consi st of the follow ng:

June 30, 2008 Decenber 31, 2007

Bui | di ngs and i nprovenents $ 5,403, 273 $ 5,077,373
Transportati on equi prent 2,123,915 1, 985, 701
Machi nery 1,104, 471 970, 500
O fice equi pnent 1, 164, 634 1, 047, 350
Furniture 38, 281 35,972
Construction in progress 638, 511 -
Tot al 10, 473, 085 9, 116, 896
Less accumrul at ed depreci ation (2,913,504) (2,548, 646)
Pl ant and equi pment, net $ 7,559,581 $ 6,568, 250

Concentration of risk

Cash includes cash on hand and denand deposits in accounts naintained with
state owned banks within the Peopl eR17;s Republic of China and Hong Kong. The
Conpany mai nt ai ns bal ances at financial institutions which, fromtine to tine,
may exceed Hong Kong Deposit Protection Board insured linmts for the banks

| ocated in Hong Kong. Bal ances at financial institutions or state owned banks
within the PRC are not covered by insurance. As of June 30, 2008 and Decemnber
31, 2007, the Conpany had deposits (including restricted cash bal ances)
totaling to $25, 257,549 and $20, 940, 016, that are not covered by insurance,
respectively. The Conpany has not experienced any |osses in such accounts and
believes it is not exposed to any risks on its cash in bank accounts.
The Conpany's operations are carried out in the PRC. Accordingly, the Conpany's
busi ness, financial condition and results of operations may be influenced by
the political, economc and |legal environments in the PRC, and by the genera
state of the PRC s econony. The Conpany's operations in the PRC are subject to
speci fic considerations and significant risks not typically associated with
conpanies in the North Anerica and Wstern Europe. These include risks

associ ated with, anmong others, the political, econom c and | egal environnents
and foreign currency exchange. The Conpany's results may be adversely affected
by changes in governnental policies with respect to | aws and regul ati ons,
anti-inflationary measures, currency conversion and remttance abroad, and
rates and net hods of taxation, among ot her things.
The Conpany had one mmjor custoner who represents approxi mately 28% and15% of
the CompanyR17;s sales for the three nonthsand six nonths ended June 30, 2008,
respectively. Accounts receivable fromthis customer was $0 as of June 30,
2008. The Conpany had one mmjor custoner who represents approxi mately 21% and
23% of the ConpanyRl7;s sales for the three nmonths and six nonths ended June
30, 2007, respectively. Accounts receivable fromthis custoner was $0 as of
June 30, 2007.
The Conpany had no nmj or suppliers accounted for nore than 10% of the
ConpanyR17; s total purchase and total accounts payable as of and for the three
nont hs and si x nont hs ended June 30, 2008 and 2007, respectively.

Cash and cash equivalents 9

CHI NA FIRE & SECURI TY GROUP, | NC. AND SUBSI DI ARl ES

NOTES TO CONSOLI DATED FI NANCI AL STATEMENTSJune 30, 2008( Unaudited) The Conpany
considers all highly liquid investments with original maturities of three
nonths or |ess to be cash equival ents. Cash equivalents are carried at cost,
whi ch approximates at its market value. Restricted cash

Restricted cash represents cash required to be deposited in a separate bank
account subject to withdrawal restrictions by its systemcontracting projects
and product sales custoners to guarantee its contracts will be perforned. The
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deposit cannot be drawn or transferred by the Conpany until the restriction
period has expired. The ampbunts are $4, 563, 344 and $3, 829, 927 as of June 30,
2008 and Decenber 31, 2007, respectively.

June 30, 2008 Decenber 31, 2007
Restricted Cash

Products sal es $ 410, 220 $ 102, 355
System contracting projects 4,153, 124 3,727,572
Total Restricted Cash $ 4,563, 344 $ 3, 829, 927

I nventories
Inventories are stated at the | ower of cost or market, using wei ghted average
nmet hod. I nventories consisted of the followi ng at:

June 30, 2008 Decenber 31, 2007

Raw materi al s $ 798, 599 $ 310, 255
Fi ni shed goods 3,389, 910 2,617, 638
Work in progress 1, 360, 458 1,120, 390
Tot al $ 5, 548, 967 $ 4,048, 283

Raw materials consist primarily of materials used in production. Finished goods
consist primarily of equipnment used in product sales and system contracting
projects. The costs of finished goods include direct costs of raw materials as
well as direct labor used in production. Indirect production costs such as
utilities and indirect | abor related to production such as assenbling, shipping
and handling costs are also included in the cost of inventory. The Conpany
reviews its inventories periodically to determne if any reserves are necessary
for potential obsol escence. As of June 30, 2008 and Decenber 31, 2007 the
Conpany determ ned no reserves are necessary.
Account s receivabl e
Accounts receivable represents anmpunts due fromcustomers for products sales,
mai nt enance services and system contracting projects. Overdue bal ances are
reviewed regularly by senior managenent. Reserves are recorded when coll ection
of amounts due are in doubt. 10

CH NA FIRE & SECURI TY GROUP, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTSJune 30, 2008( Unaudited) Accounts
recei vabl e consi sts of the foll ow ng:

June 30, 2008 Decenber 31, 2007
Account s recei vabl e:

System contracting projects $ 11,107,591 $ 10, 296, 762
Mai nt enance servi ces 2,047,613 670, 357
Products sal es 8,771, 155 8, 234, 430
Total accounts receivable 21, 926, 359 19, 201, 549
Al l onance for bad debts (2,827,972) (2,483, 359)
Accounts recei vabl e, net 19, 098, 387 16, 718, 190
Accounts receivable - non-current retentions (776, 859) (193, 029)
Accounts receivable - current $ 18, 321, 528 $ 16, 525, 161

The activity in the allowance for doubtful accounts for trade accounts
recei vabl e for the six nonths ended June 30, 2008and the year ended Decemnber
31, 2007 is as follows:

10
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June 30, 2008 Decenber 31, 2007

Begi nni ng al | owance for doubtful accounts $ 2,483, 359 $ 1,252,947
Addi tional charged to bad debt expense 180, 061 1,111,051
Wite-off charged against the all owance - (12, 700)
Foreign currency translation adjustnment 164, 552 132, 061
Endi ng al | owance for doubtful accounts $ 2,827,972 $2, 483, 359
Costs and estinmated earnings in excess of billings

The current asset, R20;Costs and estimted earnings in excess of billingsR21;
on contracts, represents revenues recogni zed in excess of anounts billed.

June 30, 2008 December 31, 2007
Contract costs incurred plus recognized

profits | ess recogni zed | osses to date $ 74,045, 677 $ 50, 877, 880

Less: progress billings 48,978, 661 37, 809, 844

Costs and estimated earnings in excess of

billings $ 25,067, 016 $ 13,068, 036
Billings in excess of costs and estinated earni ngs

The current liability, R20;Billings in excess of costs and estinmated

ear ni ngsR21; on contracts, represents billings in excess of revenues recognized.

June 30, 2008 Decenber 31, 2007

Progress billings $ 11, 684,088 $ 15,713,786
Less: contracts costs incurred plus recognized

profits | ess recogni zed | osses to date 8, 863, 644 10, 831, 569
Billings in excess of costs and estimated

ear ni ngs $ 2,820, 444 $ 4,882,217
11

CH NA FIRE & SECURI TY GROUP, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTSJune 30, 2008( Unaudited) At June 30,
2008 and December 31, 2007, retentions held by custoners of system contracting
projects included in the ConpanyR17;s accounts receivable as follow ng:

June 30, 2008 Decenber 31, 2007
Ret enti ons

Current $ 2,112,045 $ 2,829, 250
Non- curr ent 776, 859 193, 029
Total retentions $ 2,888, 904 $ 3,022, 279
These bal ances represent portions of billings made by the Conmpany but held for

paynment by the custoner pending satisfactory conpletion of the project.
Retenti on paynents are generally collected within one year of the conpletion of
the project.

Research and devel opnent

Research and devel opnent expenses include sal aries, consultant fees, supplies
and materials, as well as costs related to other overhead such as depreciation
facilities, utilities and other departnmental expenses. The costs we incur wth

11
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respect to internally devel oped technol ogy and engi neering services are
i ncluded in research and devel opnent expenses as incurred as they do not
directly relate to any particular |licensee, |icense agreenent or |icenses fee.
Warranties
General ly, the ConpanyRl7;s products are not covered by specific warranty
terns. However, it is the ConmpanyRl7;s policy to replace parts if they becone
defective within one year after deploynent at no additional charge.
Historically, failure of product parts due to materials or workmanship is rare.
Therefore, at June 30, 2008 and Decenber 31, 2007, the Conpany nade no
provision for warranty clainms for our products. Managenent conti nuously
eval uates the potential warranty obligation. Managenent will record the
expenses related to the warranty obligation when the estinmated anpbunt becone
material at the tine revenue is recorded.
Fair value of financial instruments
On January 1, 2008, the Conpany adopted SFAS No. 157, Fair Val ue Measurenents,
defines fair value, established a three-level valuation hierarchy for
di scl osures of fair value neasurenent and enhances di scl osures requirenents for
fair value neasures. The carrying amounts reported in the bal ance sheets for
current assets and current liabilities qualify as financial instruments and are
a reasonable estimate of fair val ue because of the short period of tine between
the origination of such instrunments and their expected realization and their
current market rate of interest. The three levels are defined as follow 12

CH NA FIRE & SECURI TY GROUP, I NC. AND SUBSI DI ARI ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTSJune 30, 2008( Unaudi t ed)

Level 1 inputs to the valuation methodol ogy are quoted prices (unadjusted) for identica
assets or liabilities in active markets

Level 2 inputs to the valuation nmethodol ogy include quoted prices for simlar
assets and liabilities in active markets, and inputs that are observable for
the assets or liability, either directly or indirectly, for substantially the
full termof the financial instrunents.

Level 3 inputs to the valuation nethodol ogy are unobservable and significant to the fair val ue

The Conpany invested $166, 326 to Hubei Shou An Changjiang Fire Protection Co.,
Ltd for 19% ownership and invested $1, 000,000 to King Gal axy |nvestnents
Limted for 5% ownership. Total investnment as of June 30, 2008 anobunted to

$1, 166, 326. Since there is no quoted or observable narket price for the fair
value of simlar long termin joint venture, the Conpany then used the level 3
inputs for its valuation nethodol ogy. The deternination of the fair val ue was
based on the cost of the capital contribution to the joint ventures.

The Conpany did not identify any other assets and liabilities that are required
to be presented on the bal ance sheet at fair value in accordance with SFAS No.
157.

I nt angi bl e assets

Land use rights - Al land in the Peopl eRl7;s Republic of China is owned by the
government. However, the government grants the user R20;l|and use rightsR21;

The Conpany acquired | and use rights in 2001 for $635,757. The | and use rights
expire in 2051. The costs of these rights are being anortized over fifty
yearsusing the straight-line nethod. As of June 30, 2008 and Decenber 31, 2007,
accumul ated anortization ampbunted to $164, 049 and $137, 672,

respectively. Anortizati on expense anpunted to $3,341 and $3,386 for the three

12
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nont hs ended June 30, 2008 and 2007, and $ 6,970 and $6, 735 for the six nonths
ended June 30, 2008 and 2007, respectively.
Technol ogy rights - In May 2007, the Conpany acquired two technology rights to
manuf acture fire protection products for $608, 745. The costs of these rights
are being anortized over ten yearsusing the straight-line method. As of June
30, 2008 and Decenber 31, 2007, accunul ated anortization amunted to $71, 021
and $40, 583, respectively. Anortization expense anounted to $15,218 and $10, 146
for the three nonths ended June 30, 2008 and 2007, respectively. Anortization
expense ampbunted to $30,438 and $10, 146 for the six nmonths ended June 30, 2008
and 2007, respectively.
I ntangi bl e assets of the Conpany are reviewed annually to determ ne whet her
their carrying value has becone inpaired. The Conpany considers assets to be
inmpaired if the carrying value exceeds the future projected cash flows from
rel ated operations. The Conpany al so eval uates the periods of anortization to
det ermi ne whet her subsequent events and circunmstances warrant revised estimtes
of useful lives. As of June 30, 2008, the Company expects these assets to be
fully recoverable. 13

CH NA FIRE & SECURI TY GROUP, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTSJune 30, 2008( Unaudited) |Incone taxes
The Conpany adopted Statenent of Financial Accounting Standards No. 109,
R20; Accounting for I ncone TaxesR21; (SFAS 109). SFAS 109 requires the
recognition of deferred incone tax liabilities and assets for the expected
future tax consequences of tenporary differences between i nconme tax basis and
financial reporting basis of assets and liabilities. Provision for incone taxes
consi st of taxes currently due plus deferred taxes. There are no deferred tax
amounts at June 30, 2008 and Decenber 31, 2007.
The Conpany adopted FASB Interpretati on 48, R20; Accounting for Uncertainty in
I ncome TaxesR21; (R20; FIN 48R21;), as of January 1, 2007. A tax position is
recogni zed as a benefit only if it is R20;nore likely than notR21; that the tax
position woul d be sustained in a tax exami nation, with a tax exam nation being
presuned to occur. The anmpunt recognized is the |argest anpbunt of tax benefit
that is greater than 50% i kely of being realized on exam nation. For tax
positions not neeting the R20;nore likely than notR21; test, no tax benefit is
recorded. FIN 48 al so provi des gui dance on derecognition, classification
interest and penalties, accounting in interimperiods, disclosures, and
transition. The adoption had no affect on the CompanyR17;s financia
statenents.
The ConpanyRl7;s operations are subject to income and transaction taxes in the
United States and in the PRC jurisdictions. Significant estimtes and judgments
are required in determning the ConpanyR17;s worl dwi de provision for incone
taxes. Sone of these estinates are based on interpretations of existing tax
| aws or regulations. The ultimate anmount of tax liability may be uncertain as a
result.
The Conpany does not anticipate any events which could cause change to these
uncertainties.
The Conpany is subject to taxation in the U S. and in the PRC jurisdictions.
There are no ongoi ng exam nations by taxing authorities at this tine. The years
2005 to 2008 remnin subject to exam nation by the United States tax
authorities. The year 2008 renmin subject to exam nation by the PRC tax
authorities.
The charge for taxation is based on the results for the year as adjusted for
itens, which are non-assessable or disallowed. It is calculated using tax rates
that have been enacted or substantively enacted by the bal ance sheet date.
Deferred tax is accounted for using the bal ance sheet liability method in
respect of tenporary differences arising fromdifferences between the carrying
amount of assets and liabilities in the financial statenments and the
correspondi ng tax basis used in the conputation of assessable tax profit.
In principle, deferred tax liabilities are recognized for all taxable tenporary
di fferences, and deferred tax assets are recognized to the extent that it is
probably that taxable profit will be avail abl e agai nst which deductible
temporary differences can be utilized. Deferred tax is cal cul ated using tax
rates that are expected to apply to the period when the asset is realized or
the liability is settled. Deferred tax is charged or credited in the incone
statenent, except when it is related to itens credited or charged directly to
equity, in which case the deferred tax is also dealt with in equity. Deferred

13
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tax assets and liabilities are offset when they relate to income taxes |evied
by the sanme taxation authority and the Conpany intends to settle its current
tax assets and liabilities on a net basis. 14

CHI NA FIRE & SECURI TY GROUP, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTSJune 30, 2008( Unaudited) Begi nning
January 1, 2008, the new Enterprise Incone Tax (R20; EITR21;) law will replace
the existing laws for Donestic Enterprises (R20; DESR21;) and Foreign |Invested
Enterprises (R20; FI EsR21;).
Val ue Added Tax
Enterprises or individuals who sell products, engage in repair and mai nt enance
or inport and export goods in the PRC are subject to a value added tax in
accordance with Chinese |laws. The val ue added tax standard rate is 17% of the
gross sales price. Acredit is avail able whereby VAT paid on the purchases of
sem -finished products or raw materials used in the contract and production of
the ConpanyR17;s finished products can be used to offset the VAT due on sales
of the finished product.
VAT on sal es and VAT on purchases anpunted to $1, 753, 759 and $1, 328, 652 for the
three nmonths ended June 30, 2008, and $1, 379,908 and $1, 466,771 for the three
nont hs ended June 30, 2007 respectively. VAT on sales and VAT on purchases
anounted to $2,718, 120 and $2, 070,716 for the six nonths ended June 30, 2008,
and $2, 626, 243 and $2, 426,434 for the six nonths ended June 30, 2007
respectively. Sales and purchases are recorded net of VAT collected and paid as
the Conpany acts as an agent for the government. VAT taxes are not inpacted by
the i ncone tax holiday.
St ock based conpensation
The Conpany adopted Statenment of Financial Accounting Standards No. 123R
R20; Accounti ng for Stock-Based Conpensati onR21; (R20; SFAS 123RR21;) at the
begi nni ng of 2006, which defines a fair-val ue-based nethod of accounting for
stock based enpl oyee conpensation and transactions in which an entity issues
its equity instruments to acquire goods and services from non-enpl oyees. Stock
conpensation for stock granted to non-enpl oyees has been deternined in
accordance with SFAS 123R and the Energi ng | ssues Task Force consensus | ssue
No. 96-18, "Accounting for Equity Instruments that are issued to Gther than
Enpl oyees for Acquiring, or in Conjunction with Selling Goods or Services"
("EI'TF 96-18"), as the fair value of the consideration received or the fair
val ue of equity instruments issued, whichever is nore reliably neasured.
Recently issued accounting pronouncenents
In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for
Fi nanci al Assets and Financial LiabilitiesRl2;including an anendrment of FASB
Statement No. 115 (R20; FAS 159R21;). FAS 159 pernmits conpanies to choose to
nmeasure many financial instruments and certain other items at fair val ue that
are not currently required to be neasured at fair value. The objective of FAS
159 is to provide opportunities to mtigate volatility in reported earnings
caused by neasuring related assets and liabilities differently w thout having
to apply hedge accounting provisions. FAS 159 al so establishes presentati on and
di scl osure requirements designed to facilitate conpari sons between conpani es
that choose different nmeasurenent attributes for sinmilar types of assets and
liabilities. SFAS No. 159 is effective as of the beginning of an entityRl17;s
first fiscal year that begins after Novenber 15, 2007. The Conpany adopted SFAS
No. 159 on January 1, 2008. The Conpany chose not to elect the option to
nmeasure the fair value of eligible financial assets and liabilities. 15

CH NA FIRE & SECURI TY GROUP, I NC. AND SUBSI DI ARI ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTSJune 30, 2008(Unaudited) In June
2007, the FASB issued FASB Staff Position No. EITF 07-3, R20; Accounting for
Nonr ef undabl e Advance Paynents for Goods or Services Received for use in Future
Research and Devel oprment ActivitiesR21; (R20; FSP EI TF 07-3R21;), which
addr esses whet her nonrefundabl e advance paynents for goods or services that
used or rendered for research and devel opnent activities should be expensed
when the advance paynment is made or when the research and devel opnent activity
has been perfornmed. FSP EITF 07-3 will be effective for an entityR17;s
financial statements issued for fiscal years beginning after than Decenber 15
2007. The adoption of FSP EITF 07-3 did not inpact our consolidated financia
statenents.
I n Decenber 2007, the FASB i ssued SFAS No. 160, R20; Noncontrolling Interests in
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Consol i dated Fi nancial Statenents - an amendnent of Accounting Research
Bulletin No. 51R21; (R20; SFAS 160R21;), which establishes accounting and
reporting standards for ownership interests in subsidiaries held by parties
ot her than the parent, the anpunt of consolidated net income attributable to
the parent and to the noncontrolling interest, changes in a parentRl7;s
ownership interest and the valuation of retained non-controlling equity
i nvestments when a subsidiary is deconsolidated. The Statement al so establishes
reporting requirements that provide sufficient disclosures that clearly
identify and distinguish between the interests of the parent and the interests
of the non-controlling owners. SFAS 160 is effective for fiscal years begi nning
after Decenber 15, 2008. The Conpany has not determned the effect that the
application of SFAS 160 will have on its consolidated financial statenents.
I n Decenber 2007, Statement of Financial Accounting Standards No. 141(R)
Busi ness Conbi nations, was issued. SFAS No. 141R repl aces SFAS No. 141,
Busi ness Conbi nati ons. SFAS 141R retains the fundanmental requirenents in SFAS
141 that the acquisition method of accounting (which SFAS 141 called the
purchase nmethod) be used for all business conbinations and for an acquirer to
be identified for each business conbinati on. SFAS 141R requires an acquirer to
recogni ze the assets acquired, the liabilities assumed, and any noncontrolling
interest in the acquiree at the acquisition date, nmeasured at their fair val ues
as of that date, with linmted exceptions. This replaces SFAS 141R17;s
cost-all ocation process, which required the cost of an acquisition to be
allocated to the individual assets acquired and liabilities assuned based on
their estimated fair values. SFAS 141R al so requires the acquirer in a business
conbi nati on achieved in stages (sometines referred to as a step acquisition) to
recogni ze the identifiable assets and liabilities, as well as the
noncontrolling interest in the acquiree, at the full anpbunts of their fair
val ues (or other anmpunts determined in accordance with SFAS 141R). SFAS 141R
appl i es prospectively to business conbinations for which the acquisition date
is on or after the beginning of the first annual reporting period beginning on
or after December 15, 2008. An entity may not apply it before that date. The
Conpany is currently evaluating the inpact that adopting SFAS No. 141R wil|l
have on its financial statenents. 16

CH NA FIRE & SECURI TY GROUP, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTSJune 30, 2008(Unaudited) In March
2008, the FASB issued SFAS No. 161, R20; Di scl osures about Derivative
I nstrunments and Hedging Activities - An Arendnent of SFAS No. 133R21; (R20; SFAS
161R21;). Effective on January 1, 2009, SFAS 161 seeks to inmprove financia
reporting for derivative instrunents and hedgi ng activities by requiring
enhanced di scl osures regarding the i npact on financial position, financia
performance, and cash flows. To achieve this increased transparency, SFAS 161
requires (1) the disclosure of the fair value of derivative instruments and
gains and losses in a tabular format; (2) the disclosure of derivative features
that are credit risk-related; and (3) cross-referencing within the footnotes.
The Conpany is in the process of evaluating the new disclosure requirements
under SFAS 161.
In May 2008, the FASB issued SFAS No. 162, "The Hi erarchy of Generally Accepted
Accounting Principles" ("SFAS 162"). FAS 162 is intended to inprove financia
reporting by identifying a consistent framework, or hierarchy, for selecting
accounting principles to be used in preparing financial statenents that are
presented in conformty with U S. GAAP for nongovernnental entities. SFAS 162
is effective 60 days following the SEC s approval of the Public Conpany
Accounting Oversight Board amendnents to AU Section 411, "The Meani ng of
Present Fairly in Conformty with Generally Accepted Accounting Principles.”
The Conpany is in the process of evaluating the inpact of adoption of this
statement on the results of operations, financial position or cash flows.
In June 2008, the FASB issued Emerging | ssues Task Force |ssue 07-5
R20; Det er mi ni ng whether an Instrunment (or Enbedded Feature) is indexed to an
EntityR17;s Omn StockR21; (R20; EITF No. 07-5R21;). This Issue is effective for
financial statements issued for fiscal years beginning after Decenber 15, 2008,
and interimperiods within those fiscal years. Early application is not
permtted. Paragraph 11(a) of SFAS No 133 R20; Accounting for Derivatives and
Hedgi ng ActivitiesR21; (R20; SFAS 133R21;) specifies that a contract that woul d
otherw se neet the definition of a derivative but is both (a) indexed to the
ConpanyR17;s own stock and (b) classified in stockhol dersR17; equity in the
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statenment of financial position would not be considered a derivative financia
instrunment. EITF No.O07-5 provides a new two-step nodel to be applied in

det erm ni ng whet her a financial instrunent or an enbedded feature is indexed to
an issuerRl7;s own stock and thus able to qualify for the SFAS 133 paragraph
11(a) scope exception. This standard triggers liability accounting on al
options and warrants exercisable at strike prices denoninated in any currency
ot her than the functional currency of the operating entity in China (Renm nbi)
The Conpany is currently evaluating the inpact of the adoption of EITF No. 07-5
on the ConpanyRl7;s consolidated financial statenents.

Recl assi fications

Certain prior period anmbunts have been reclassified to conformto the current
peri od presentation. These reclassifications have no effect on net income or
cash flows. 17

CHI NA FIRE & SECURI TY GROUP, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTSJune 30, 2008(Unaudited) Note 3 -
Earni ngs per share
The Conpany reports earnings per share in accordance with the provisions of
SFAS No. 128, R20; Earni ngs per Share.R21; SFAS No. 128 requires presentation of
basi ¢ and diluted earnings per share in conjunction with the disclosure of the
nmet hodol ogy used in conputing such earnings per share. Basic earnings per share
is conputed by dividing incone avail able to comobn stockhol ders by the wei ghted
average conmmon shares outstanding during the period. Diluted earnings per share
takes into account the potential dilution that could occur if securities or
other contracts to issue comon stock were exercised and converted into comon
st ock.
The following is a reconciliation of the basic and diluted earnings per share
conputation for the three nonths and six nonths ended June 30, 2008 and 2007:

For the three nonths For the six nonths ended
ended June 30, June 30,
2008 2007 2008 2007

Net incone for earnings per $ 6,676,100 $ 4,244,521 $ 11,416,880 $ 8,372, 640
share
Wei ght ed average shares used 27,557,297 26,461, 678 27,557,095 26, 461, 678
in basic conmputation
Diluted effect of stock 643, 488 702, 529 622, 500 624,129
options and warrants
Wi ght ed average shares used 28,200, 785 27, 164, 207 28,179,595 27,085, 807
in diluted conputation
Ear ni ngs per share:
Basi ¢ $ 0.24 $ 0.16 $ 0.41 $ 0.32
Di | uted $ 0.24 $ 0.16 $ 0.41 $ 0.31

At June 30, 2008, all outstanding stock options and warrants were included in
the calcul ation of diluted earnings per share.

Note 4 - Notes receivable

Not es recei vabl e represents trade accounts receivable due from vari ous
customers where the custonersRl7; bank has guaranteed the paynment of the
receivable. This anmount is non-interest bearing and is normally paid wthin
three to six nonths. The Conpany has the ability to submt their request for
paynment to the custonerRl7;s bank earlier than the schedul ed paynent date.
However, the Conpany will incur an interest charge and a processing fee when
they submt the paynent request early. The ConpanyR16;s notes receivable
total ed $6, 209, 671 and $3, 315,811 as of June 30, 2008 and Decenber 31, 2007,
respectively. 18

CH NA FIRE & SECURI TY GROUP, I NC. AND SUBSI DI ARI ES
NOTES TO CONSCOLI DATED FI NANCI AL STATEMENTSJune 30, 2008(Unaudited) Note 5 -
Q her receivable fromrelated party
The Conpany has ot her receivable from Hubei Shou An Changjiang Fire Protection
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Co., Ltd. (R20;Hubi Shou AnR21;), which the Conpany has 19%i nterest in.
Recei vabl e due from Hubei Shou An was $325, 177 and $0 as of June 30, 2008 and
Decenber 31, 2007, respectively. This balance was for the operating cash flow
i n Hubei Shou An and expected to be repaid by December 31, 2008 in cash.
Recei vabl e is non-interest bearing and unsecur ed.
Note 6 - Prepaynents and deferred expenses
Prepayments and deferred expenses are nonies deposited with or advanced to
subcontractors to performservices on System Contracting Projects. Sone
subcontractors require a certain amunt of nbney to be deposited as a guarantee
payment in order for themstart performng the services. Prepayments and
deferred expenses al so include noni es deposited or advanced to vendors on
future inventory purchases to ensure tinely delivery. The total outstanding
amount was $3, 203,575 and $2, 218, 391 as of June 30, 2008 and Decenber 31, 2007,
respectively. Note 7 - Investnment in joint ventures
During the second quarter of 2007, the Conpany invested $166,326 for a 19%
interest in Hubei Shou An Changjiang Fire Protection Co., Ltd., located in
Chi na Hubei, PRC. Investment is recorded under cost nethod.
During the third quarter of 2007, the Conpany invested $1, 000,000 for a 5%
interest in King Gal axy Investnments Limted. King Galaxy through its wholly
owned subsidiary, China Alliance Security Hol dings Conpany Limted owns 100% of
Wan Sent (China) Technol ogy Co., Ltd. (R20;Wan Sent R21;), an energi ng Chi nese
fire emergency renpte-nonitoring system provider based in Beijing, PRC. The
i nvest nent has been recorded under the cost accounting nethod.
The Conpany has not consolidated the financial statenments of these two joint
ventures into its financial statenments as the Conpany does not have the ability
to exercise significant influence over the joint venture conpanies.
Note 8 - Custoner deposits
Cust omrer deposits represent amounts advanced by customers on products orders,
mai nt enance servi ces deposits and system contracting projects deposits. The
product or service normally is shipped or performed within six nmonths after
recei pt of the advance paynent and the related sale is recognized in accordance
wi th the ConpanyRl7;s revenue recognition policy. As of June 30, 2008 and
Decenber 31, 2007, custoner deposits anpunted to $13, 105, 751 and $4, 757, 179,
respectively.
Note 9 - Accrued liabilities
Accrued liabilities represent subcontractorsRl7; expenses incurred as of
bal ance sheet date for systemcontracting projects. As of June 30, 2008 and
Decenber 31, 2007, accrued liabilities amounted to $6, 315,280 and $4, 214, 530,
respectively. 19

CH NA FIRE & SECURI TY GROUP, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTSJune 30, 2008( Unaudited) Note 10 -
I ncone taxes
Prior to January 1, 2008, under the Incone Tax Laws of PRC, the ConpanyRl7;s
subsi diaries are generally subject to an incone tax at an effective rate of 25%
on incone reported in the statutory financial statenents after appropriate tax
adjustrments, unless the enterprise is located in a specially designated region
where it allows enterprises a three-year incone tax exenption and a 50% i ncone
tax reduction for the following three years or the enterprise is a
manufacturing related joint venture with a foreign enterprise or a wholly owned
subsidiary of a foreign enterprise, where it allows enterprises a two-year
i ncome tax exenption and a 50% i nconme tax reduction for the follow ng three
years.
Under the Incone Tax Laws of Beijing State Administration Taxati on of PRC, any
enterprise with manufacturing operations in the Gty of Beijing who is a wholly
owned subsidiary of a foreign enterprise is subject to incone tax rate of 24%
On July 19, 2006, Sureland Industrial becanme a wholly owned subsidiary of the
Conpany, a foreign enterprise, and will start enjoying the exenption from
January 1, 2007 to Decenber 31, 2008, and is entitled to a 50% reduction of the
special incone tax rate of 24% which is a rate of 12%from January 2009 to
Decenmber 31, 2011.
On August 4, 2006, Sureland Equi pnrent becane a wholly owned subsidiary of the
Conpany, a foreign enterprise, and was granted i ncone tax exenption from Apri
2006 to Decenber 31, 2007, and is entitled to a 50%reduction of the specia
income tax rate of 24% which is a rate of 12% from January 2008 to Decenber
31, 2010.
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Bei jing Hua An were established and registered in the New Technol ogy Enterprise
Devel opnent Zone, Beijing, PRC and are subject to the rate of 15% and have been
certified by the relevant PRC authorities high technol ogy enterprises. However
pursuant to approval docurments issued by the rel evant tax bureau, Beijing Hua
An obtained additional tax benefits. Beljing Hua An is exenpt fromincone taxes
from January 2006 to Decenber 31, 2008 and is entitled to a 50% reduction of
the special incone tax rate of 15% which is a rate of 7.5%from January 2009 to
December 31, 2011.

Ti anxi ao Equi pnent has no incone tax exenption and therefore it has an income
tax rate of 33% fromits establishnent.

Begi nning from January 1, 2008, the new Enterprise Incone Tax (R20; El TR21;) |aw
will replace the existing income tax |aws for Donmestic Enterprises

(R20; DESR21;) and Foreign Invested Enterprises (R20; Fl EsR21;).

The key changes are:

a. The new standard EIT rate of 25% w ||l replace the 33% rate currently
applicable to both DES and FIEs, except for Hi gh Tech conpani es who pays a
reduced rate of 15%

b. Conpani es established before March 16, 2007 will continue to enjoy tax
hol i day treatnent approved by |ocal governnent for a grace period of the
next 5 years or until the tax holiday termis conpleted, whichever is
sooner .

CHI NA FIRE & SECURI TY GROUP, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTSJune 30, 2008( Unaudited) Begi nning
fromJanuary 1, 2008, Sureland Industrial will continue to enjoy the exenption
fromincome tax till Decenber 31, 2008 and beentitled to a 50% reduction of the
income tax rate of 25%which is a rate of 12.5% from January 2009 to Decenber
31, 2011. Beginning January 1, 2012, Sureland Industrial will be entitled to an
i ncome tax rate of 25%
Begi nning from January 1, 2008, Surel and Equi prrent will continue to enjoya 50%
reduction of the incone tax rate of 25% which is a rate of 12.5% till
December 31, 2010. Begi nning January 1, 2011, Sureland Equi pnent will be
entitled to an incone tax rate of 25%
Begi nni ng from January 1, 2008, Ti anxi ao Equi pment will be entitled to an
i ncome tax rate of 25%
Begi nning from January 1, 2008, Beijing Hua An will continue to enjoy the

exenption fromincone tax till Decenber 31, 2008 and beentitled to a reduced
income tax rate of 10% 11% 12%for 2009, 2010 and 2011 respectively.
Begi nni ng January 1, 2012, Beijing Hua An will be entitled to an incone tax

rate of 25%

The provision for incone taxes for the three nonths ended June 30, 2008 and

2007 ampunted to $11, 453 and $0, respectively and $60,095 and $0 for the six
nont hs ended June 30, 2008 and 2007, respectively.

The following table reconciles the U S. statutory rates to the ConpanyR17;s

effective tax rate for the three nonths and six nonths ended June 30:

2008 2007
U S Statutory rates 34.0% 34.0%
Foreign income not recognized in USA (34.0) (34.0)
Chi na i ncone taxes 25.0 33.0
Chi na income tax exenption (24.0) (33.0)
Total provision for incone taxes 1. 0% -%
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The estimated tax savings for the three nonths ended June 30, 2008 and 2007
ambunted to $1, 955, 426 and $1, 300, 563, respectively. The net effect on basic
earnings per share if the incone tax had been applied woul d decrease basic
earni ngs per share for the three nonths ended June 30, 2008 and 2007by $0.07
and $0. 12, respectively. The estimated tax savings for the six nonths ended
June 30, 2008 and 2007 ampunted to $3, 196, 996 and $2, 486, 028, respectively. The
net effect on basic earnings per share if the income tax had been applied would
decrease basic earnings per share for the six nonths ended June 30, 2008 and
2007 by $0.12 and $0.22, respectively. 21

CHI NA FIRE & SECURI TY GROUP, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTSJune 30, 2008(Unaudited) China Fire &
Security Goup, Inc. was incorporated in the United States and has incurred net
operating | osses of $0 for incone tax purposes for the six months ended June
30, 2008. The net operating loss carry forwards for United States inconme taxes
ambunted to $1, 004, 414 which may be available to reduce future yearsR17;
taxabl e i ncome. These carry forwards will expire, if not utilized, beginning in
2025 and continue through 2027. Managenent believes that the realization of the
benefits fromthese | osses appears uncertain due to the ConmpanyR17;s linmted
operating history and continuing | osses for United States incone tax purposes.
Accordingly, the Conpany has provided a 100% val uati on all owance on the
deferred tax asset benefit to reduce the asset to zero. The accumul at ed
val uation all owance as of June 30, 2008 anpbunted to $341,501. Managenent wil |
review this valuation all owance periodically and nake adjustnments as warranted.
Taxes payabl e
Taxes payabl e as of June 30, 2008 and December 31, 2007 consisted of the
fol | ow ng:

June 30, 2008 Decenber 31, 2007

VAT taxes (credit) payable $ (63,939) $ 71, 367
I ncone taxes payabl e 45, 462 5,915
Sal es taxes 1, 467, 109 979, 999
O her taxes payabl e 22,132 31, 054
Tot al $ 1,470,764 $ 1,088, 335

Note 11 - Retirenent plan
The Conpany and its subsidiaries are required to participate in a centra
pensi on schene operated by the |ocal municipal governnment. The Conpany is
required to contribute 20% of its payroll costs to the central pension schene
in 2008 and 2007. The contributions are charged to the income statenment of the
Conpany as they becone payable in accordance with the rules of the schene. The
aggregate contributions of the Conpany to retirement benefit schenmes anounted
to $74,147 and $38,691 for the three nonths ended June 30, 2008 and 2007,
respectively. The aggregate contributions of the Conpany to retirenent benefit
schenes anmpbunted to $124, 927 and $75,687 for the six nonths ended June 30, 2008
and 2007, respectively. Note 12 - Statutory reserves
The | aws and regul ati ons of the Peopl eR17;s Republic of China require that
before an enterprise distributes profits to its partners, it nust first satisfy
all tax liabilities, provide for |osses in previous years, and make
al l ocations, in proportions determ ned at the discretion of the board of
directors, after the statutory reserve. The statutory reserves include surplus
reserve fund and the enterprise fund. These statutory reserves represent
restricted retained earnings. 22

CHI NA FIRE & SECURI TY GROUP, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTSJune 30, 2008( Unaudited) Surplus
reserve fund
The Conpany is required to transfer 10% of its net inconme, as determned in
accordance with the PRC accounting rules and regulations, to a statutory
surplus reserve fund until such reserve bal ance reaches 50% of the ConpanyR17;s

19



CHINA FIRE & SECURITY GROUP INC Filing Date: 06/30/08

regi stered capital.
The transfer to this reserve nmust be made before distribution of any dividend
to sharehol ders. For the six nonths ended June 30, 2008 and 2007, the Conpany
did not make any contribution to this fund. The surplus reserve fund is
non-di stributable other than during |iquidation and can be used to fund
previous yearsR17; |osses, if any, and nay be utilized for business expansion
or converted into share capital by issuing new shares to existing sharehol ders
in proportion to their shareholding or by increasing the par value of the
shares currently held by them provided that the remaining reserve bal ance
after such issue is not |less than 25% of the registered capital.
On May 17, 2007, the Beijing Shunyi District Business Adm nistration approved
the Conpany to increase registered capital from RvB 50, 000,000 to RMVB
100, 000, 000. $605, 000 or RMB 5,000,000 was approved by the Beijing Shunyi
District Business Administration to be transferred out fromthis surplus
reserve fund as an increase of registered capital.
Enterprise fund
The enterprise fund may be used to acquire plant and equi pnent or to increase
the working capital to expend on production and operation of the business. No
m ni mum contribution is required and the Conpany di d not nake any contribution
to this fund for the six nonths ended June 30, 2008 and 2007.
Note 13 - Sharehol dersR17; equity
On Cctober 27, 2006, pursuant to a Securities Purchase Agreement dated Cctober
27, 2006 (R20; SPAR21;), the Conpany issued 1,538,600 units of comon stock at
$3. 25 per share, Series A warrants expiring on Cctober 27, 2011 to acquire
307, 723 shares at $3.58 per share and Series B warrants expiring on Cctober 27,
2011 to acquire 307,723 shares at $4.88 per share. The Conpany al so issued
115,395 warrants at exercise price of $3.25 per share, expiring on Cctober 27,
2011.
On Decenber 5, 2006, under the SPA, the Conpany issued 923,078 units of comon
stock at $3.25 per share, Series A warrants expiring on Decermber 5, 2011 to
acquire 184,617 shares at $3.58 per share and Series B warrants al so on
Decenber 5, 2011 to acquire 184,617 shares at $4.88 per share. The Conpany
i ssued 69231 warrants at exercise price of $3.25 per share, expiring Decenber
5, 2011. On January 30, 2008, the ConpanyR17;s 2008 Omi bus Long-term I ncentive
Pl an was adopted and approved by sharehol ders. Pursuant to the 2008 Omi bus
Long-term Incentive Plan, the Conpany reserved 2,000,000 shares of our comon
stock for issuance. 23

CH NA FIRE & SECURI TY GROUP, I NC. AND SUBSI DI ARI ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTSJune 30, 2008(Unaudited) On March 12,
2008, the ConpanyRl7;s Board of Directors authorized the repurchase of up to
$10 million of the Conpany's outstanding conmon stock
VWarrants
In order for the warrants to be accounted for as equity, the warrants nust
conply with FAS 133 and EITF 00-19. Under the original terns, the Series A and
Series B warrant agreenents, the warrant hol ders under certain circumnstances,
at their option, could elect to receive an anount in cash equal to the fair
val ue of the warrant cal cul ated in accordance with the Bl ack-Schol es formul a.
Thus, the warrant hol ders had rights to a cash paynent that are not avail able
to other conmmon stockhol ders, which failed the test in paragraph 27 of EITF
00-19. The failure of this test therefore resulted in classification of the
warrants as derivative instrunent liabilities, rather than as equity
i nstrunments. The Conpany all ocated the proceeds received between the common
stock and warrants based upon the fair values on the dates the proceeds were
recei ved. The value of the warrants was determ ned using the
Cox- Ross- Rubi nst ei n bi nom al nodel using the follow ng assunptions: volatility
75% risk free interest rate 4.64% dividend yield of 0% and expected termof 5
years. Net proceeds were allocated as the foll ows:

WArrants $ 1,110, 236
Common st ock 6, 030, 602
Total Net Proceeds $ 7,140, 838
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Subsequent to the initial recording, the change in the fair value of the
warrants, deternined under the Cox-Ross-Rubinstein binonmial nodel, at each
reporting date was recorded as a gain or |oss on derivative instrunents.
On April 26, 2007, the Conpany anended its Series A Warrants and Series B
Warrants issued to certain investors on Cctober 27 and Decenber 5, 2006
pursuant to the Securities Purchase Agreenent in connection with a private
pl acenent (the R20; Amendnment R21;). The Anendnent elimnates the right of the
warrant holders to be paid in cash in the event of a nerger or other types of
reorgani zati on. The warrants no | onger need to be accounted for as derivative
instrument liabilities. The fair value of the warrants were transferred to
equity on the signing date and no further accounting (i.e., no mark-to-nmarket)
is required going forward. As of Decenber 31, 2006 the fair value of the
derivative instrunment totaled $2,680,811. At April 26, 2007, the Conpany
determined the fair value of the warrants was $1, 475,020 using the
Cox- Ross- Rubi nstei n bi nom al nodel with the foll owi ng assunptions: volatility
25% risk free interest rate 4.59% dividend yield of 0% and expected term of
4.5 years. A gain of $1, 205,791 was recogni zed in the acconpanyi ng i ncome
statenment based on the decrease in fair value since prior period ended Decemnber
31, 2006. On April 26, 2007, the fair value of the warrants was transferred to
additional paid-in capital. 24

CH NA FIRE & SECURI TY GROUP, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTSJune 30, 2008(Unaudited) In 2007, a
total of 492,340 series A warrants exercised at $3.58 and 492, 340 series B
warrants exercised at $4.88 for a total of 984,680 shares of comopn stock. The
Conpany received a total of $4,165,197 fromvarious warrant hol ders.
In 2007, a total of 179,626 warrants were converted into 110,535 shares of
conmon stock by the warrants hol ders using the cashl ess exerci se options.
On February 1, 2007, CFPG issued 50,000 warrants to Hayden Comuni cation, the
ConpanyR17;s investor relations consultant, as part of its conpensation. These
warrants nmeet the conditions for equity classification pursuant to FAS 133 and
El TF 00-19. Therefore, the warrants were classified as equity and accounted as
conpensati on expenses. The warrants vest one year fromthe grant date. The
Conpany used the Bl ack Schol es nodel to value the options at the tine they were
i ssued, based on the exercise price of $4.25 and expiration dates of the
instruments and using a risk-free rate of 4.84% and the volatility at 50%t hat
was estimated by analyzing the trading history of the ConpanyR17;s stock. At
that nmarket price, the 50,000 warrants had a fair val ue of approximtely
$94, 274. The service that the investor relation consultant provides started
fromthe second quarter of 2007; the related conpensati on expense is recogni zed
on a straight-line basis over the total service period and has been fully
expensed i n 2007.
On June 23, 2008, a total of 5,000 warrants were converted into 3,634 shares of
conmon stock by the warrants hol ders using the cashl ess exerci se options.
The ConpanyR17;s warrant activity is as foll ows:

Wei ght ed Aver age
Warrants Warrants Aver age Exercise Remmining Contractua
Qut st andi ng Exerci sable Price Life
Qut st andi ng, 1,169,306 1, 169, 306 $ 4.23 4.58
Decenber 31, 2006
G anted 50, 000 4.25
Forfeited
Exer ci sed (1,164, 306) (1,164, 306) $ 4.23
Qut st andi ng, 55, 000 5, 000 $ 4.19 4.08
Decenber 31, 2007
G anted 50, 000 $ 4.25
Forfeited
Exer ci sed (5, 000) (5, 000) $ 3.25
Qut st andi ng, June 50, 000 50, 000 $ 4.25 3.58
30, 2008
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Note 14 - Options issued to enpl oyees
On July 1, 2006, CFPG issued 750,000 options to the enpl oyees of Surel and
Industrial. Fifty percent of the options vested i mediately, with the bal ance
vesting evenly each quarter over the followi ng two years. The Conpany used the
Cox- Ross- Rubi nst ei n bi nom al nodel to value the options at the tinme they were
i ssued, based on the stated exercise prices and expiration dates of the
instrunments and using a risk-free rate of 5.11% Because the Conpany does not
have a history of enployee stock options, the estimated life is based on one
hal f of the sum of the vesting period and the contractual life of the option.
This is the sane as assuming that the options are exercised at the m d-point
bet ween the vesting date and expiration date. 25

CH NA FIRE & SECURI TY GROUP, | NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTSJune 30, 2008( Unaudited) The
ConpanyR17; s stock was not traded when the options were granted. Therefore, the
Conpany had to estimate the market value of its shares. There was no
significant change in the business between July and Cctober 2006, therefore,
the Company used the fair value fromthe October 27 transaction of $2.26 and
took a discount of 30% to estimate a nmarket price of $1.58. At that narket
price, the 750,000 enpl oyee options had a fair val ue of approxi mately $834, 000.
Because 50% of the options vested i mediately, the related conpensati on expense
was recogni zed as the options vest, rather than on a straight-line basis over
the total vesting period, as the anpbunt recognized at any point in tinme nust be
at least equal to the portion vested. For the three nonths ended June 30, 2008
and 2007, the expense recogni zed amounted to $7,000 and $47,000, respectively.
The expense recognized for the six nmonths ended June 30, 2008 and 2007 anounted
to $21,000 and $112, 000, respectively.
On April 20, 2007, CFPG issued 9,500 options to the ConpanyR17;s four
i ndependent directors as part of their conpensation. The options will vest
i medi ately after one year fromthe issuance date. The fair value of these
warrants was determ ned to be $19,428 using the Bl ack Sholes nodel with the
foll owi ng assunptions: volatility 45% risk free interest rate 4.57% dividend
yi el d of 0% and expected termof 5 years. Options were vested i nmedi ately at
exercise price of $4.51 per share which was the close price of the ConpanyRl7;s
stock on April 19, 2007. Because the services that the independent directors
are to provide started fromthe second quarter of 2007 and will |ast for one
year, the rel ated conpensati on expense is recogni zed on a straight-line basis
over the total service period. The conpensation expense for the three nonths
ended June 30, 2008 and 2007 was $4, 856 and $0, respectively. The conpensation
expense for the six nonths ended June 30, 2008 was $4, 856 and $4, 857,
respectively.
On July 1, 2007, CFPG issued 20,000 options to M. Yuan, X aoyuan, who joi ned
the Conpany as Chief Accounting O ficer on the same day. The options will vest
evenly each quarter over the follow ng four years, starting fromthe third
qguarter of 2007. The Conpany used the Bl ack Shol es nodel to value the options
at the tine they were issued, based on the exercise price of $6.70, which was
the close price of the ConpanyRl17;s stock on June 30, 2007 and expiration dates
of the instruments and using a risk-free rate of 4.84%and the volatility of
40% t hat was estimated by anal yzing the trading history of the ConpanyRl7;s
stock. At that market price, the 20,000 enpl oyee options had a fair val ue of
$57,178. Because the options will vest each quarter over the follow ng four
years, the related conpensation expense is recognized on a straight-line basis
over the total vesting period. The expense recognized for the three nonths and
six months ended June 30, 2008 was $3,574 and $7, 148, respectively.
The Conpany has stock options as foll ows:

Wei ght ed
Opt i ons Aver age Exercise Aggregate
Qut st andi ng Price Intrinsic Value
Qut st andi ng, Decenber 31, 2006 750, 000 $ 1.25 2, 250, 000
G anted 29, 500 $ 5.99
Forfeited
Exerci sed
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Qut st andi ng, Decenber 31, 2007 779, 500 $ 1.43 8, 925, 615
G ant ed

Forfeited

Exerci sed

Qut st andi ng, June 30, 2008 779, 500 $ 1.43 5, 160, 290

CH NA FIRE & SECURI TY GROUP, INC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTSJune 30, 2008(Unaudited) Following is
a summary of the status of options outstanding at June 30, 2008:

Qut st andi ng Opti ons Exerci sabl e Options

Nunmber Exercise Price Average Nunmber Exercise Price Average

of Remai ni ng of Remai ni ng

Opt i ons Cont r act ual Opt i ons Contract ua

Life Life

750, 000 1.25 3.00 703,125 1.25 3.00
9, 500 4.51 3.83 9, 500 4.51 3.83
20, 000 6.70 4.00 5, 000 6.70 4.00

Note 15 - Restructuring of subsidiaries On April 2, 2007, the Conpany
eval uated the operations of its subsidiary, Beijing Zhong Xiao Fire Safety
Technol ogy Co., Ltd. (R20;Beijing Zhong Xi aoR21;) and noted efficiencies could
be obtai ned by consolidating the operations of Beijing Zhong Xiao into Surel and
Equi prent .

Bei j1 ng Zhong Xi ao was a subsidiary of Sureland Industrial established in the
PRC as a limted liability conpany on March 18, 2003. On April 3, 2007,
Surel and | ndustrial signed an agreenent to transfer 100% ownership in Beijing
Zhong Xi ao to Gong Gang Q ang, a Chinese individual, for consideration price
equal to the net assets of Beijing Zhong Xiao as of March 31, 2007. After the
restructuring of Beijing Zhong Xi ao, the Conpany still has a significant
continuing involvenment in the historical operations of the manufacturing of
fire safety and protection products through Surel and Equi pnent, which results
in the Conmpany failing the test in paragraph 42 of FAS 144 R20; Accounting for
the I npairment or Disposal of Long-Lived AssetsR21;. The failure of this test
therefore does not require the classification of the disposal of Beijing Zhong
Xiao as a discontinued operation. 27

Item 2. Managenent's Di scussion and Anal ysis or Plan of Operation The
foll owi ng di scussion and anal ysis provides infornmati on which the nanagenent of
China Fire & Security Goup, Inc., (the "Conpany" or "CFSG') believes to be
rel evant to an assessnent and understandi ng of the Conpany's results of
operations and financial condition. This discussion should be read together
with the Conpany's financial statenents and the notes to financial statenents,
which are included in this report.
Overvi ew
We are engaged in the design, devel opnent, manufacturing and sale of fire
protection products and services for large industrial consumers in China. W
have devel oped a proprietary product |ine that addresses all aspects of
industrial fire safety fromfire detection to fire systemcontrol and
ext i ngui shing. The Conpany is the first in China to | everage high technol ogy
for fire protection and safety to clients such as iron and steel conpanies,
power plants, petrochem cal plants, as well as, special purpose construction in
Chi na.

Reor gani zati on
We were organi zed as a Florida corporation on June 17, 2003. On Septenber 1
2006, we entered into a share exchange agreenent, pursuant to which we acquired
all of the outstanding capital shares of China Fire Protection Group Inc. in
exchange for a controlling interest in our common shares. The transaction was
conpl eted on Oct 27, 2006.
China Fire Protection Goup was organi zed on June 2, 2006 for the purpose of
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acquiring all of the capital shares of Sureland Industrial Fire Safety Linmted
(Sureland Industrial), a Chinese corporation, and, Sureland Industrial Fire
Equi prent Co., Ltd. (Sureland Equi prment), a Chinese corporation, which

col l ectively engage in the design, devel opment, manufacturing and sale of fire
protection products and services for large industrial consunmers in China. As a
result of the transactions described above, both Sureland Industrial Fire
Safety Limted and Sureland Industrial Fire Equi pnent Co., Ltd becane
whol | y- owned subsidiaries of China Fire Protection Group Limted, and China
Fire Protection Goup Limted is a wholly-owned subsidiary of Unipro.

On February 9, 2007, Unipro changed its name to China Fire & Security G oup
Inc. (CFSG and started trading on OIC Bulletin Board under its new ticker
synbol CFSG On July 16, 2007, China Fire & Security Goup, Inc. began trading
on Nasdaqg Capital Market and retained the ticker synbol CFSG CFSG owns,
through its wholly owned subsidiary China Fire Protection Goup, Inc., Sureland
I ndustrial and Surel and Equi pnent (jointly R20; Surel andR21;). Sureland is
engaged primarily in the design, devel opment, nanufacture and sale in China of
a variety of fire safety products for the industrial fire safety market and of
design and installation of industrial fire safety systens in which it uses its
own fire safety products. To a minor extent, it provides nmaintenance services
for customers of its industrial fire safety systenms. Its business is primarily
in China, but it has recently begun contract manufacturing products for the
export market and it has begun to provide a fire safety systemfor a Chinese
conpany operating abroad. Sureland markets its industrial fire safety products
and systens prinmarily to major conpanies in the iron and steel, power and
petrochenical industries in China. It has also conpleted projects for highway
and railway tunnels, wine distilleries, tobacco warehouses and a nucl ear
reactor. It is developing its business in the transportation, w ne and tobacco,
vessel s, nucl ear energy, and public space nmarkets. Its products can be readily
adapted for use on vessels and in exhibition halls and theatres. It plans to
expand its marketing efforts to secure business in these industries. Surel and
has internal research and devel opment facilities engaged primarily in
furthering fire safety technologies. It believes that its technologies allow it
to offer cost-effective and high-quality fire safety products and systens. It
has devel oped products for industrial fire detecting and extinguishing. It
believes that It is the only manufacturer in China which has successfully
devel oped a conprehensive line of |inear heat detectors. By Decenber 31, 2007,
Sur el and operates nmore than 30 sales and liaison offices in China. Surel and has
been ranked as the | eading Chinese industrial fire safety conpany two tines by
the China Association for Fire Prevention based on six major factors including
total revenue, growth rate, net profit, return on assets, investment in
research and devel opnent and intellectual property. Its key products include

i near heat detectors and water mi st extinguishers, whose sales volunes are the
largest in China. Its products have been used by its custonmers in nmore than 20
provi nces throughout China.
Critical Accounting Policies and Estinmates Wile our significant accounting
policies are nore fully described in Note 2 to our consolidated financia
statenents appearing at the end of this quarterly report, we believe that the
foll owi ng accounting policies are the nost critical to aid you in fully
under st andi ng and eval uating our reported financial results. 28

Revenue recognition Revenue is recogni zed when it is probable that the
econom ¢ benefits will flowto the Conpany as foll ows:

1. Revenue from systemcontracting projects are recogni zed using the
per cent age- of - conpl eti on nmet hod of accounting and, therefore, take into
account the costs, estimated earnings and revenue to date on contracts not
yet conpl eted. Revenue recognized is that percentage of the total contract
price that cost expended to date bears to anticipated final total cost,
based on current estinmates of costs to conplete. Contract costs include al
direct material and | abor costs and those indirect costs related to contract
performance, such as indirect |abor, supplies, tools, repairs, and
depreci ation costs. Selling, general, and adm nistrative costs are charged
to expense as incurred. At the tine a | oss on a contract becones known, the
entire amunt of the estimated ultinmate loss is recognized in the
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consol i dated financial statenents. Cains for additional contract costs are
recogni zed upon a signed change order fromthe custoner or in accordance
wi t h paragraphs 62 and 65 of Al CPA Statenent of Position 81-1, "Accounting
for Performance of Construction - Type and Certain Production - Type
Contracts" ("SOP 81-1")

2. Revenue from product sales is recogni zed when the goods are delivered and
title has passed. Product sales revenue represents the invoiced val ue of
goods, net of a val ue-added tax (VAT). Al of the ConmpanyR17;s products that
are sold in the PRC are subject to a Chinese value-added tax at a rate of 17
percent of the gross sales price. This VAT may be offset by VAT paid by the
Conpany on raw materials and other materials included in the cost of
produci ng their finished product.

3. Revenue fromthe rendering of Mintenance Services is recogni zed when such services are provi ded

4. Dividend incorme is recogni zed when the sharehol dersR17; right to receive paynent has been
est abl i shed.

5. Provision is nade for foreseeable | osses as soon as they are anticipated by nanagenent.

6. Wiere contract costs incurred to date plus recognized profits |ess
recogni zed | osses exceed progress billings, the surplus is treated as an
amount due fromcontract consuners. \Were progress billings exceed contract
costs incurred to date plus recogni zed profits | ess recogni zed | osses, the
surplus is treated as an anmount due to contract custoners.

Foreign currency translation The reporting currency of the Conpany is the US
dol lar. The Conpany uses their |ocal currency, Renmnbi (RVB), as their
functional currency. Results of operations and cash flow are transl ated at
average exchange rates during the period, and assets and liabilities are
translated at the unified exchange rate as quoted by the Peopl eR17;s Bank of
China at the end of the period. Translation adjustments resulting fromthis
process are included in accunul ated other conprehensive incone in the statenent
of sharehol dersR17; equity. Transaction gains and | osses that arise from
exchange rate fluctuati ons on transactions denom nated in a currency other than
the functional currency are included in the results of operations as incurred.
H storically, the Conpany has not entered any currency trading or hedging,
al t hough there is no assurance that the Company will not enter into such
activities in the future. Plant and equi pnent Plant and equi pnent are stated at
cost | ess accunul ated depreciation. Depreciation is conputed using the
straight-line nethod over the estimated useful lives of the assets with 5
percent residual value. Use of estinmates The preparation of financia
statenments in conformity with generally accepted accounting principles of the
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United States of Anerica requires management to make estinmates and assunptions
that affect the anmpbunts reported in the conbined financial statenments and
acconpanyi ng notes. Managenent believes that the estimates utilized in
preparing its financial statements are reasonable and prudent. Actual results
could differ fromthese estimates.
Certain of the ConpanyRl7;s accounting policies require higher degrees of
judgrment than others in their application. These include the recognition of
revenue and earnings fromsystem contracting projects under the percentage of
conpl etion nmethod and the all owance of doubtful accounts. Managenent eval uates
all of its estimates and judgments on an on-going basis. Inventories
Inventories are stated at the | ower of cost or market, using the weighted
average nmethod. Inventories consist of raw materials, work in progress,
fini shed goods and consunmabl es. Raw materials consist primarily of materials
used in production. Finished goods consist primarily of equipnent used in
project contracts. The cost of finished goods included direct costs of raw
materials as well as direct |abor used in production. Indirect production costs
such as utilities and indirect |labor related to production such as assenbling,
shi ppi ng and handling costs are al so included in the cost of inventory. The
Conpany reviews its inventory annually for possible obsolete goods or to
determne if any reserves are necessary for potential obsol escence. 29
Account s recei vabl e Accounts receivabl e represents the product sales,
mai nt enance services and systemcontracting projects with its custoners that
were on credit. The credit termis generally for a period of three nonths for
maj or customers. Each customer has a maxinumcredit limt. The Conpany seeks to
maintain strict control over its outstandi ng receivabl es. Overdue bal ances are
revi ewed regul arly by senior managenent. Results of Operations
The following is a schedul e showi ng results of our business.
Three Months Financial Results
Conparison of the three nonths ended on June 30, 2008 and 2007:

Three nont hs ended June

30,

2008 2007
Revenues $ 16,653,724 $ 11,547,185
Cost of revenues 6, 469, 431 5,237,672
Gross profits 10, 184, 293 6, 309, 513
Oper ati ng expenses 3, 585, 029 2,785,091
I ncone from operations 6, 599, 264 3,524,422
Total other incone(expense) 88, 289 718, 099
Change in fair value of derivative instrunents - 371, 628
I nconme before income taxes and mnority interest 6, 687, 553 4,242,521
I ncone taxes 11, 453 -
M nority interest - -
Net profit (I oss) 6,676, 100 4,242,521
For el gn exchange adj ust nent 1, 293, 683 514, 775
Conpr ehensi ve i ncome 7,969, 783 4,757, 296
wei ght ed average nunber of shares-basic 27,557, 297 26, 461, 678
wei ght ed average nunber of shares-diluted 28, 200, 785 27,164, 207
ear ni ng per share-basic 0.24 0.16
ear ni ng per share-diluted 0.24 0.16

Total revenues were approximately $16.7 mllion for the three nonths ended June
30, 2008 as conpared to approximately $11.5 mllion for the three nonths ended
June 30, 2007, an increase of approximately $5.1 million or 44.2 percent. This
increase was primarily due to increases in our revenues fromsystem contracting
projects and mai ntenance services during the period. The Conpany recogni zed
revenues from 177 total solution, product sales and nai ntenance contracts for
the three nmonths ended June 30, 2008 as conpared to 109 contracts for the three
nmont hs ended June 30, 2007.

The revenues fromtotal solution contracts increased by 47.2 percent to $14.6
mllion with 104 contracts executed for the three nonths ended June 30, 2008,
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conpared to $9.9 mllion with 71 contracts executed for the same period of |ast
year. The revenues from product sales were $1.5 million with 39 contracts
executed for the three nonths ended June 30, 2008, conpared to $1.5 mllion
with 29 contracts executed for the sane period of |ast year. The revenues from
mai nt enance service increased by 364.1 percent to $0.6 mllion with 34
contracts executed for the three nonths ended June 30, 2008, conpared to $0.1
mllion with 9 contracts executed for the sane period of last year. In
particular, the three largest custonmers were Capital lIron and Steel G oup
Anshan Iron and Steel Group and Baotou Iron and Steel G oup, which collectively
contri buted approximately $9.3 nmillion of the revenues, representing 55.3
percent of our total revenues for this period.

Gross profit for the three nonths ended June 30, 2008 was approxi mately $10.2
mllion conpared to $6.3 million for the three nmonths ended June 30, 2007, an
increase of approximately $3.9 nmillion. Goss margin during this period was
61.2 percent, which is higher than the gross margin of 54.6 percent for the
same period of 2007. The increase in the gross margin was nmainly attributable
to the execution of total solution contracts contributing higher gross nargins
and a hi gher percentage of revenue contribution fromthe sales of the
ConpanyR17; s sel f-manufactured proprietary products which enjoy higher gross
margins. 30

Oper ating expenses were approximately $3.6 mllion for the three nonths ended
June 30, 2008 conpared to approximately $2.8 nillion for the three nonths ended
June 30, 2007. This represents an increase of approximately $0.8 mllion or
28.7 percent. Conpared to the same period of |ast year, the Conpany increased
the nunber of enpl oyees and the expenditure in sales incentive conpensation and
rai sed the conpensation for nmanagenent to be in line with other US public
conpani es. The increase in operating expenses is also attributable to increased
R&D expenses in new product devel opnent and i nprovenent in our existing product
offerings. Operating income was approxinmately $6.6 mllion for the three
nmont hs ended June 30, 2008 as conpared to approximately $3.5 mllion for the
three nonths ended June 30, 2007, representing an increase of 87.2 percent. The
i mprovenment in operating income was nainly attributable to the increased
revenues and i nproved gross nmargin during the period.
Total other income was $88,289 for the three nonths ended June 30, 2008,
conpared to $718,099 for the three nonths ended June 30, 2007, which included a
one-tine non-cash gain of $371,628 due to the change in fair val ue of
derivative instruments in 2007.

Provision for incone tax was $11,453 for the three nmonths ended June 30, 2008,
conpared to no provisions for income tax for the three nonths ended June 30,
2007.

Net incone was approximately $6.7 mllion for the three months ended June 30,
2008 as conpared to approximately $4.2 mllion net incone for the three nonths
ended June 30, 2007, representing an increase of $2.4 mllion or 57.4 percent.
Excl uding a one-tinme non-cash gain of $371,628 for the change in fair val ue of
derivative instrunent in the three nonths ended June 30, 2007, the non- GAAP net
incone for the three nonths ended June 30, 2007 was $3.9 mllion. Qur GAAP net

i ncomre for the three nonths ended June 30, 2008 increased 72.5 percent in
conparison to the non- GAAP net income for the three nonths ended June 30, 2007.
The reason for the increase in our net incone was mainly due to the increase in
the ConpanyR17;s revenues and the inprovenent in gross nargin

Currency translation adjustnments resulting fronRVB appreci ati onprocess anount ed
to $1.3 million and $0.5 million for the three nonths ended June 30, 2008 and
2007, respectively.
The conprehensive i ncone, which adds the currency adjustnent to the net incone,
was approximately $8.0 million for the three nonths ended June 30, 2008 as
conpared to approximately $4.8 mllion conprehensive incone for the three
nmont hs ended June 30, 2007, representing an increase of $3.2 mllion or 67.5
percent .

Si x Months Financial Results

Conparison of the six nonths ended on June 30, 2008 and 2007:

Si x nmont hs ended June 30,
2008 2007
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Revenues

Cost of revenues

Gross profits

Operati ng expenses

I ncone from operations

Total other incone(expense)

Change in fair value of derivative instrunents
I nconme before income taxes and mnority interest
| ncone taxes

M nority interest

Net profit (I oss)

For el gn exchange adj ust nent

Conpr ehensi ve i ncome

wei ght ed average nunber of shares-basic

wei ght ed average nunber of shares-dil uted
ear ni ng per share-basic

ear ni ng per share-diluted

Tot al

13,121, 662
18, 228, 688
6,979,712
11, 248, 976

227,999

11, 476, 975
60, 095

11, 416, 880
3, 360, 599
14,777, 479
27,559, 095
28, 179, 595

0.41

0.41

$ 31,350,350 $ 21, 046, 647

9,721, 227
11, 325, 420
4,524, 322
6, 801, 098
1,571,542
1, 205, 791
8,372, 640

8,372, 640
810, 334
9,182,974
26, 461, 678
27,085, 807
0.32

0.31

revenues were approximately $31.4 mllion for the six nmonths ended June

30, 2008 as conpared to approximately $21.0 mllion for the six nonths ended

June 30, 2007,
increase was prinmarily due to increases in our

an increase of approxinmately $10.3 nillion or 49.0 percent.
revenues from system contracting

Thi s

projects and mai ntenance services during the period. The Conpany recogni zed

revenues from 233 total solution

product sal es and nai ntenance contracts for

the six nonths ended June 30, 2008 as conpared to 144 contracts for the six

nmont hs ended June 30, 2007. 31

The revenues fromtota

solution contracts increased by 50.8 percent to $25.9

mllion with 138 contracts executed for the six nonths ended June 30, 2008,
conpared to $17.2 million with 81 contracts executed for the sane period of

| ast year.
executed for the six nmonths ended June 30, 2008,
49 contracts executed for the sane period of

| ast year.

mai nt enance service increased by 332.6 percent to $1.0 mllion with 36

contracts executed for the six nmonths ended June 30, 2008,
mllion with 14 contracts executed for the same period of
the three |l argest custonmers were Capita
Group and Dat ang Tashan Power
contributed approximately $11.8 mllion of the revenues,

particul ar,
Anshan | ron and Stee

percent of our total revenues for this period.

Pl ant

G oup,

The revenues from product sales were $4.4 million with 59 contracts
conpared to $3.6 mllion with
The revenues from

conpared to $0.2
| ast year. In
Iron and Stee
whi ch coll ectively
representing 37.7

G oss profit for the six nonths ended June 30, 2008 was approxi mately $18.2

mllion,
an increase of approximately $6.9 mllion
58. 1 percent,

as conpared to $11.3 mllion for the six nonths ended June 30, 2007,
Gross margin during this period was
whi ch is higher than the gross margin of 53.8 percent for the

sanme period of 2007. The increase in the gross margin was mainly attributable

to the execution of tota
mar gi ns and a hi gher percentage of

solution contracts which contributed higher gross
revenue contribution fromthe sales of the

ConpanyR17; s sel f-manufactured proprietary products which enjoy higher nargins.

Operating expenses were approximately $7.0 mllion for the six nonths ended

June 30, 2008,

as conpared to approximately $4.5 million for the six nonths

ended June 30, 2007. This represents an increase of approximately $2.5 million

or 54.3 percent. Conpared to the sane period of
i ncreased the nunber of enployees,
conpensation and rai sed the conpensation for
ot her US public conpanies.

| ast year,

t he Company
its expenditures in sales incentive
managenent to be in line with
The increase in operating expenses is al so

attributable to i ncreased R&D expenses in new product devel opment and

i mprovenent in our existing product offerings.

Qperating i ncome was

approximately $11.2 mllion for the six nonths ended June 30, 2008 as conpared
to approxinmately $6.8 mllion for the six nonths ended June 30, 2007,

representing an increase of 65.4 percent.

The i nmpr ovenent

in operating incone

was mainly attributable to the increased revenues and inproved gross nmargin

during the period.
Total ot her

i ncome was $227,999 for the six nmonths ended June 30, 2008,

conpared to $1,571,542 for the six nonths ended June 30, 2007, which included a
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one-tine non-cash gain of $1,205,791 mllion due to the change in fair value of
derivative instruments.

Provision for incone tax was $60,095 for the six nonths ended June 30, 2008,
conpared to no provisions for income tax for the six nonths ended June 30,
2007.

Net incone was approximately $11.4 million for the six months ended June 30,
2008 as conpared to approximately $8.4 million net incone for the six nonths
ended June 30, 2007, representing an increase of $3.0 mllion or 36.4 percent.
Excl uding a one-tinme non-cash gain of $1.2 million for the change in fair val ue
of derivative in the six nonths ended June 30, 2007, the non- GAAP net i ncone
for the six nonths ended June 30 of 2007 was $7.2 nillion. Qur GAAP net incone
for the six nonths ended June 30, 2008 increased 59.3 percent in conparison to
the non- GAAP net incone for the six nmonths ended June 30, 2007. The reason for
the increase in the net income was mainly due to the increase in the
ConpanyR17; s revenues and i nprovenent in gross margin

Currency translation adjustments resulting from RVB appreci ati on process
amounted to $3.4 nmillion and $0.8 million for the six months ended June 30,
2008 and 2007, respectively.

The conprehensive i ncone, which adds the currency adjustnent to the net incone,
was approximately $14.8 million for the six months ended June 30, 2008 as
conpared to approximately $9.2 nmillion conprehensive income for the six nonths
ended June 30, 2007, representing an increase of $5.6 mllion or 60.9 percent.

Liquidity and Capital Resources As of June 30, 2008, we had working capital of
$54.1 mllion including cash and cash equivalents of $20.5 mllion. The
following table sets forth a summary of our cash flows for the periods

i ndi cat ed:

St atement of Cash Fl ow

Si x Mont hs EndedJune

30,
2008 2007
Net cash provided by (used in) operating activities $ 3,457,448 $ (62, 359)
Net cash (used in) investing activities (663, 537) (783, 313)
Net cash provided by financing activities (474, 018) (325, 736)
Effect of foreign currency translation on cash and cash equival ents 1,088,574 232, 635
Net cash flow $ 3,408,467 $ (938,773)

Qperating Activities Net cash provided by operating activities was
approximately $3.5 million for the six nonths ended June 30, 2008 as conpared
to $62, 359 net cash used in operating activities for the sane period in 2007.
Net cash provided by operating activities in the six nonths ended June 30, 2008
was mainly due to the results of net income of $11.4 millions during the
period, a $7.8 mllion increase in custoner deposits and a $1.8 mllion
increase in accrued liabilities, offset by a $1.5 million increase in account
receivable, a $2.6 mllion increase in notes receivable, a $1.2 mllion

increase in inventories, a $10.8 mllion increase in costs and estimated
earnings in excess of billings and a $2.3 m|lion decrease in billings in
excess of costs and estimated earnings.

The increase of $10.8 million in costs and estimated earnings in excess of
billings was nainly due to the increased nunmber of projects where we have
recogni zed revenues nmore than we have billed the custonmers for these projects,
while the decrease of $2.3 million in billings in excess of costs and estimated

earnings was mainly due to the decreased nunber of projects where we have
billed our custonmers | ess than we have recogni zed revenues for these projects.
Investing Activities Net cash used in investing activities in the six nmonths
ended June 30, 2008 was $663,537 as conpared to net cash used in investing
activities of $783,313 in the sane period of 2007. The cash used in investing
activities in the six nonths ended June 30, 2008 was mainly attributable to
capital expenditure in the purchase of new equi pnents and the inprovenent of
of fice and manufacturing facilities. Financing Activities Net cash used by
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financing activities in the six months ended June 30, 2008 total ed $474, 018 as
conpared to $325,736 used in financing activities in the sanme period of 2007.
The cash used by financing activities in the six nonths ended June 30, 2008 was
mainly attributable to the increase in restricted cash during the period. As a
result of the total cash activities, net cash increased $3.4 mllion from
Decenber 31, 2007 to June 30, 2008. We believe that our currently avail able
wor ki ng capital of $54.1 mllion including cash and cash equival ents of $20.5
mllion should be adequate to sustain our operations at our current |evel and
our anticipated expansion. Of-Bal ance Sheet Arrangenents

We do not have any off-bal ance sheet financing arrangenents. [tem 3.
Quantitative and Qualitative D sclosures about Market Risk

Not required.

Item 4. Controls and Procedures.

a) Eval uation of Disclosure Controls.Brian Lin, our Chief Executive Oficer
and Robert Yuan, our Principal Accounting Oficer evaluated the effectiveness
of our disclosure controls and procedures as of the end of our second fisca
quarter 2008 pursuant to Rule 13a-15(b) of the Securities and Exchange Act.

Di scl osure controls and procedures are controls and other procedures that are
designed to ensure that information required to be disclosed by us in the
reports that we file or submt under the Exchange Act is recorded, processed,
sunmmari zed and reported within the tine periods specified in the SECRL7;s rules
and forns. Disclosure controls and procedures include, without limtation
controls and procedures designed to ensure that information required to be

di sclosed by us in the reports that we file under the Exchange Act is

accunul ated and communi cated to our nmanagenment, as appropriate to allow tinely
deci si ons regardi ng required disclosure. Based on their evaluations, M. Lin
and M. Yuan concl uded that our disclosure controls and procedures were

ef fective as of June 30, 2008.

It should be noted that any system of controls, however well designed and
operated, can provide only reasonable, and not absolute, assurance that the
objectives of the systemare nmet. In addition, the design of any control system
is based in part upon certain assunptions about the |ikelihood of future
events. Because of these and other inherent linitations of control systens,
there can be no assurance that any design will succeed in achieving its stated
goal s under all potential future conditions. 33

(b) Changes in internal control over financial reporting. &her than
training our staff in US GAAP accounting skills and inplenenting stronger
internal audit function during the last quarter, there have been no changes in
our internal control over financial reporting that occurred during the |ast
fiscal quarter that has naterially affected, or is reasonably likely to
materially affect, our internal control over financial reporting. Qur
managenent teamw || continue to evaluate our internal control over financial
reporting in 2008 as we inplenment our Sarbanes Oxley Act testing. 34

PART Il - OTHER | NFORMATION Item 1. Legal Proceedings

None

Item 1A, Risk Factors

Not required. Item 2. Unregistered Sales of Equity Securities and Use of

Pr oceeds

On March 12, 2008, the Conpany announced the authorization of a stock
repurchase program (the "repurchase program'). Under the repurchase program
the Conpany may repurchase up to 5 mllion shares of its outstandi ng conmon
stock on the open market or in negotiated transactions. The Conpany did not
nmake any repurchases under the repurchase programin the second quarter of 2008.
Item 3. Defaults Upon Senior Securities

None

Item 4. Subnission of Matters to a Vote of Security Hol ders
None

I[tem5. Qher Information

None

Item6. Exhibits The follow ng exhibits are hereby filed as part of this
Quarterly Report on Form 10-Q
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Exhi bi t Nunber: Descri ption

31.1 Certification of Chief Executive Oficer under Section 302 of the
Sar banes- Oxl ey Act of 2002.

31.2 Certification of Principal Accounting Oficer under Section 302 of the
Sar banes- Oxl ey Act of 2002.

32.1 Certifications Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, 18
U S.C. Section 1350

33.2 Certification Pursuant to Section 906 of the Sarbanes-Oxl ey Act of 2002, 18
U S.C. Section 1350

S| GNATURES

Pursuant to the requirenents of Section 13 or 15(d) of the Securities Exchange
Act of 1934, the Registrant certifies that it has duly caused this Quarterly
Report on Form 10-Q to be signed on its behalf by the undersigned, thereunto
duly authorized, in Beijing.

CH NA FIRE & SECURI TY GROUP
I NC.

Dat ed: August 13, 2008 By: /sl Brian Lin

Brian Lin
Chi ef Executive Oficer
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EXH BIT 31.1
CERTI FI CATI ON PURSUANT TO RULES 13a-14(a) AND 15d-14(a), ASADOPTED PURSUANT TO
SECTI ON 302 OF THE SARBANES- OXLEY ACT COF 2002

Chi ef Executive O ficer

I, Brian Lin, Chief Executive Oficer of China Fire & Security G oup, Inc.,
certify that:

1. | have reviewed this Quarterly Report on Form 10-Q of China Fire & Security
Group, Inc for the quarter ended June 30, 2008

2. Based on ny know edge, this report does not contain any untrue statenent of
a material fact or onmit to state a material fact necessary to nake the
statenents made, in light of the circunstances under which such statenents were
made, not msleading with respect to the period covered by this report;

3. Based on ny know edge, the financial statements, and other financia
information included in this report, fairly present in all material respects
the financial condition, results of operations and cash flows of the smal

busi ness issuer as of, and for, the periods presented in this report;
4. The registrant's other certifying officer(s) and | are responsible for

est abl i shing and nmai ntaining disclosure controls and procedures (as defined in
Exchange Act Rul es 13a-15(e) and 15d-15(e)) and internal control over financia
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
regi strant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure
controls and procedures to be desi gned under our supervision, to ensure that
material information relating to the registrant, including its consolidated
subsidiaries, is nade known to us by others within those entities, particularly
during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such
internal control over financial reporting to be designed under our supervision,
to provide reasonabl e assurance regarding the reliability of financia

reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;
c) Evaluated the effectiveness of the registrant's disclosure controls and
procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures as of the end of the period covered
by this report based on such eval uation; and
d) Disclosed in this report any change in the registrant's internal contro
over financial reporting that occurred during the registrant's nost recent
fiscal quarter that has materially affected, or is reasonably likely to
materially affect, the registrant's internal control over financial reporting;
and
5. The smal | business issuerRl17;s other certifying officer and | have
di scl osed, based on our nost recent evaluation of internal control over
financial reporting, to the small business issuerRl7;s auditors and the audit
conmttee of the small business issuerRl7;s board of directors (or persons
perform ng the equival ent functions);

a) Al significant deficiencies and material weaknesses in the design or
operation of internal control over financial reporting which are reasonably
likely to adversely affect the small business issuerRl7;s ability to record,
process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves nmanagenent or ot her
enpl oyees who have a significant role in the small business issuerRl7;s
internal control over financial reporting.

Dat ed: August 13, 2008 By: /s/ Brian Lin
Narme: Brian Lin
Title: Chief Executive Oficer
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EXH BIT 31.2
CERTI FI CATI ON PURSUANT TO RULES 13a-14(a) AND 15d-14(a), ASADOPTED PURSUANT TO
SECTI ON 302 OF THE SARBANES- OXLEY ACT COF 2002

Princi pal Accounting Oficer

I, Robert Yuan, Principal Accounting Oficer of China Fire & Security G oup
Inc., certify that:

1. | have reviewed this Quarterly Report on Form 10-Q of China Fire & Security
Group, Inc for the quarter ended June 30, 2008

2. Based on ny know edge, this report does not contain any untrue statenent of
a material fact or onmit to state a material fact necessary to nake the
statenents made, in light of the circunstances under which such statenents were
made, not msleading with respect to the period covered by this report;

3. Based on ny know edge, the financial statements, and other financia
information included in this report, fairly present in all material respects
the financial condition, results of operations and cash flows of the smal

busi ness issuer as of, and for, the periods presented in this report;
4. The registrant's other certifying officer(s) and | are responsible for

est abl i shing and nmai ntaining disclosure controls and procedures (as defined in
Exchange Act Rul es 13a-15(e) and 15d-15(e)) and internal control over financia
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
regi strant and have:

a) Designed such disclosure controls and procedures, or caused such disclosure
controls and procedures to be desi gned under our supervision, to ensure that
material information relating to the registrant, including its consolidated
subsidiaries, is nade known to us by others within those entities, particularly
during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such
internal control over financial reporting to be designed under our supervision,
to provide reasonabl e assurance regarding the reliability of financia

reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;
c) Evaluated the effectiveness of the registrant's disclosure controls and
procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures as of the end of the period covered
by this report based on such eval uation; and
d) Disclosed in this report any change in the registrant's internal contro
over financial reporting that occurred during the registrant's nost recent
fiscal quarter that has materially affected, or is reasonably likely to
materially affect, the registrant's internal control over financial reporting;
and
5. The smal | business issuerRl17;s other certifying officer and | have
di scl osed, based on our nost recent evaluation of internal control over
financial reporting, to the small business issuerRl7;s auditors and the audit
conmttee of the small business issuerRl7;s board of directors (or persons
perform ng the equival ent functions);

a) Al significant deficiencies and material weaknesses in the design or
operation of internal control over financial reporting which are reasonably
likely to adversely affect the small business issuerRl7;s ability to record,
process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves nmanagenent or ot her
enpl oyees who have a significant role in the small business issuerRl7;s
internal control over financial reporting.

Dat ed: August 13, 2008 By: /s/ Robert Yuan
Name: Robert Yuan
Title: Principal Accounting Oficer
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EXH BIT 32.1

CERTI FI CATI ON OF CHI EF EXECUTI VE OFFI CERPURSUANT TO SECTI ON 1350, AS ADOPTED
PURSUANT TO SECTI ON 906 OF THE SARBANES- OXLEY ACT OF 2002
Pursuant to 18 U. S.C. Section 1350, as adopted pursuant to Section 906 of the
Sar banes- Oxl ey Act of 2002, in connection with the filing of the Quarterly
Report on Form 10-Q for the quarter ended June 30, 2008 (the R20; ReportR21;) by
China Fire & Security Goup, Inc. (the R20; RegistrantR21;), |, Brian Lin,
hereby certify that:
1. To the best of ny know edge, the Report fully conplies with the requirenments
of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
2. To the best of my know edge, the information contained in the Report fairly
presents, in all material respects, the financial condition and results of
operations of the Registrant.

Dat ed: August 13, 2008 By: /s/ Brian Lin
Narme: Brian Lin
Title: Chi ef Executive Oficer
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EXH BI T 32.2

CERTI FI CATI ON OF PRI NCI PAL FI NANCI AL OFFI CERPURSUANT TO SECTI ON 1350, AS ADOPTED
PURSUANT TO SECTI ON 906 OF THE SARBANES- OXLEY ACT OF 2002

Pursuant to 18 U. S.C. Section 1350, as adopted pursuant to Section 906 of the
Sar banes- Oxl ey Act of 2002, in connection with the filing of the Quarterly
Report on Form 10-Q for the fiscal quarter ended June 30, 2008 (the

R20; Report R21;) by China Fire & Security Goup, Inc. (the R20;RegistrantR21;),
I, Robert Yuan, hereby certify that:

1. To the best of ny know edge, the Report fully conplies with the requirenments
of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2. To the best of my know edge, the information contained in the Report fairly
presents, in all material respects, the financial condition and results of
operations of the Registrant.

Dat ed: August 13, 2008 By: /s/ Robert Yuan
Name: Robert Yuan
Title: Princi pal Accounting Oficer
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