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Limited take no responsibility for the contents of this prospectus, make no representation as to its accuracy or completeness and expressly
disclaim any liability whatsoever for any loss howsoever arising from or in reliance upon the whole or any part of the contents of this
prospectus.

A copy of this prospectus, having attached thereto the documents specified in “Documents available for inspection” in Appendix V to this
prospectus, has been registered by the Registrar of Companies in Hong Kong as required by section 342C of the Companies (Winding Up and
Miscellaneous Provisions) Ordinance (Chapter 32 of the Laws of Hong Kong). The Securities and Futures Commission and the Registrar of
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The Placing Price is expected to be fixed by the Price Determination Agreement to be entered into between the Joint Lead Managers (for
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occurs at any time prior to 8:00 a.m. (Hong Kong time) on the Listing Date (which is currently expected to be Wednesday, 30 September 2015).

No information on any website forms part of this prospectus.
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CHARACTERISTICS OF GEM

GEM has been positioned as a market designed to accommodate companies in
which a higher investment risk may be attached than other companies listed on the Stock
Exchange. Prospective investors should be aware of the potential risks of investing in
such companies and should make the decision to invest only after due and careful
consideration. The greater risk profile and other characteristics of GEM mean that it is

a market more suited to professional and other sophisticated investors.

Given the emerging nature of companies listed on GEM, there is a risk that
securities traded on GEM may be more susceptible to high market volatility than
securities traded on the Main Board and no assurance is given that there will be a liquid
market in the securities traded on GEM.

The principal means of information dissemination on GEM is by publication on the
internet website operated by the Stock Exchange. Listed companies are not generally
required to issue paid announcements in gazetted newspaper. Accordingly, prospective
investors should note that they need to have access to the website of the Stock Exchange

at www.hkexnews.hk in order to obtain up-to-date information on listed issuers.




EXPECTED TIMETABLE

2015 (Note 1)

Expected Price Determination Date Y 2/ . ... ... .. ... .. .... Tuesday, 22 September

Announcement of the Placing Price, the level
of indication of interest in the Placing to be published on the

website of the Stock Exchange at www.hkexnews.hk V¥ and

our Company’s website at www.on-real.com Vo %
onorbefore ...... ... ... Tuesday, 29 September
Allotment of the Placing Shares to placees on or before .......... Tuesday, 29 September

Deposit of share certificates for the Placing Shares into CCASS

on or before N Tuesday, 29 September

Dealings in Shares on GEM to commence at 9:00 a.m. on . ..... Wednesday, 30 September

Notes:

1. All times and dates refer to Hong Kong local times and dates. Details of the structure of the Placing, including
its conditions, are set out in “Structure and Conditions of the Placing”. If there is any change in the above
expected timetable, an announcement will be published on the website of the Stock Exchange at
www.hkexnews.hk and our Company’s website at www.on-real.com.

2. The Price Determination Date, being the date on which the Placing Price is to be determined, is expected to
be on or about Tuesday, 22 September 2015 or such later date as the Joint Lead Managers (for themselves and
on behalf of the Underwriters) and our Company may agree. If, for any reason, the Joint Lead Managers (for
themselves and on behalf of the Underwriters) and our Company are unable to reach an agreement on the
Placing Price by the Price Determination Date, the Placing will not become unconditional and will lapse.

3. None of the websites or any information contained therein form part of this prospectus.

4. The share certificates for the Placing Shares allotted and issued to the placees are expected to be deposited

directly into CCASS on or before Tuesday, 29 September 2015 for credit to the respective CCASS Participants’
or the CCASS Investor Participants’ stock accounts designated by the Underwriters, the placees or their agents
(as the case may be). Our Company will not issue any temporary documents or evidence of title.

Share certificates will only become valid certificates of title of the Shares to which they
relate when the Placing has become unconditional in all respects and the Underwriting
Agreement has not been terminated in accordance with its terms at or before 8:00 a.m. (Hong

Kong time) on the Listing Date.

For details of the structure of the Placing, including the conditions thereto, see “Structure

and Conditions of the Placing”.
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SUMMARY AND HIGHLIGHTS

This summary aims to give you an overview of the information contained in this
prospectus. Since it is a summary, it does not contain all the information that may be
important to you, and is qualified in its entirety by, and should be read in conjunction with,
the full text of this prospectus. You should read this prospectus in its entirety including the
appendices hereto before you decide to invest in the Placing Shares. There are risks
associated with any investment. Some of the particular risks in investing in the Placing
Shares are set out in “Risk Factors” on pages 29 to 50 of this prospectus. You should read
that section carefully before you decide whether to invest in the Placing Shares.

OVERVIEW

We are a two-way radio product designer and manufacturer established in 2001. We
derive our revenue principally from designing, manufacturing and selling two-way radios and
baby monitor products on ODM basis. We offer one-stop services covering product design and
development, sourcing and procurement, production and assembly, sales, marketing and
logistics and after-sales services.

FINANCIAL PERFORMANCE DURING THE TRACK RECORD PERIOD

Revenue
Year ended 31 March
2014 2015

HK$’000 % HK$’000 %
Two-way radios 324,523 90.6 322,619 93.2

Baby monitors
— Video baby monitors 1,235 0.3 60 0.0
— Audio baby monitors 6,002 1.7 7,286 2.1
7,237 2.0 7,346 2.1
Other products 23,860 6.7 14,588 4.2
Sub-total 355,620 99.3 344,553 99.5
Servicing business 2,509 0.7 1,638 0.5
Total 358,129 100.0 346,191 100.0

Our revenue decreased by approximately 3.3% from approximately HK$358.1 million for
the year ended 31 March 2014 to approximately HK$346.2 million for the year ended 31 March
2015. Such decrease was mainly due to our cessation of sales of DECT phones since September
2013.

We recorded a significant decrease in the revenue attributable to our video baby monitor
products during the Track Record Period primarily due to our business strategy in focusing on
marketing our new digital audio baby monitor products and in developing advanced digital
video baby monitors in the year ended 31 March 2015. See “Financial Information — Year to
year comparison of results of operations — Revenue — Baby monitors”.

Overall gross profit and gross profit margin

Year ended 31 March

2014 2015
Gross profit (HK$’000) 55,111 61,026
Gross profit margin (%) 15.4 17.6
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Gross profit and gross profit margin by business segment

Year ended 31 March

2014 2015
Gross profit Gross profit margin  Gross profit Gross profit margin
HKS$’000 % HK$°000 %
Two-way radios 49,814 15.3 50,757 15.7
Baby monitors
— Video baby
monitors 259 21.0 12 20.0
— Audio baby
monitors 878 14.6 1,073 14.7
Other products 3,690 15.5 3,167 21.7
Servicing
business 470 18.7 350 21.4
Total 55,111 15.4 55,359 16.0

Our overall gross profit increased by approximately 10.7% from approximately HK$55.1
million for the year ended 31 March 2014 to approximately HK$61.0 million for the year ended
31 March 2015. The gross profit for the year ended 31 March 2015 included an one-off reversal
of retirement benefit costs of approximately HK$5.7 million. With a written confirmation from
the Social Insurance Fund Management Bureau of Xinxing on 16 September 2014 confirming
that it has not issued and will not issue an order requiring Xinxing Great Success to repay the
social insurance or impose administrative penalty on Xinxing Great Success, we reversed the
one-off retirement benefit costs of approximately HK$5.7 million for the year ended 31 March
2015. Taking out the effect of this one-off reversal, the gross profit during the year ended 31
March 2015 would be approximately HK$55.4 million and the gross profit margin would be
approximately 16.0%. The slight increase in our overall gross profit margin (after taking out
the effect of the one-off reversal as mentioned above) was primarily due to (i) the increase in
gross profit margin of two-way radios; (ii) the increase in gross profit margin of other products
as a result of the cessation of sales of DECT phones since September 2013, which its gross
profit margin was relatively lower; and (iii) the decrease in cost of sales during the year ended
31 March 2015.

Net current liabilities

As at 31 March 2014 and 2015, we had net current liabilities of approximately HK$4.5
million and HK$9.3 million, respectively. Our net current liabilities position was mainly due
to (i) the use of short term borrowings to finance our capital expenditures and for trade finance
purpose; and (ii) the classification of certain long term borrowings due for repayment after one
year which contain a repayment on demand clause as current liabilities, which amounted to
approximately HK$11.8 million and HK$7.2 million as at 31 March 2014 and 2015
respectively. See “Financial Information — Net current liabilities”.
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SALES VOLUME AND REVENUE BY GEOGRAPHICAL LOCATION OF SHIPMENT
DESTINATION OF PRODUCTS COVERING ALL OUR BUSINESS SEGMENTS (NOTE 1)

Year ended 31 March
2014 2015
Sales volume Revenue Sales volume Revenue
Approx. 000  HK$'000 % of revenue Approx. 000  HK$’000 % of revenue

Us 2,727 125,684 35.1 2,232 148,606 42.9
Europe (Note 2) 731 52,614 14.7 955 54,857 15.9
The Netherlands 557 38,068 10.6 504 41,675 12.0
Asia (Note 3) 1,049 42,940 12.0 952 37,745 10.9
UK 412 28,452 7.9 232 23,002 6.6
Germany 446 37,851 10.6 224 18,858 5.5
Others (Note 4) 435 32,520 9.1 237 21,448 6.2
Total 6,357 358,129 100.0 5,336 346,191 100.0
Notes:

1. The geographical breakdown was prepared based on shipping destination without taking into account the

re-export or onward sales (if any) of our products by our customers.

2. Europe includes but is not limited to France, Italy and Belgium but excludes UK, Germany and the
Netherlands.

3. Asia includes but is not limited to the PRC and Hong Kong.

4, Others include but is not limited to Brazil, Canada and Russia.

OUR DESIGN AND MANUFACTURING BUSINESS MODEL

Product design and Sourcing and Production Sales, marketing After-sales
development procurement and assembly and logistics services

We generally seek orders through promoting product ideas and through responding to
customers’ RFPs. We learn about the product needs and preferences of our customers through
our years of relationship and attending trade fairs and exhibitions in Hong Kong and overseas.
We generally operate on a built-to-order basis. We conduct test runs, obtain certification for our
products and seek customers’ approval before we mass produce. We perform stringent testing
procedures before delivery. We are generally responsible for delivery from our production
facilities to the port of shipment or customer’s warehouse as orders are generally on FOB
terms.

We are responsible for the system architecture design of our products. We design radio
circuits, customising RF modules for specific uses in applications requiring wireless radio
communication. We design component layout and define relationships between components for
our products to achieve the required behaviour on specific performance and frequency levels.
Our product development team comprised 75 staff as at the Latest Practicable Date. We are
recognised as a High and New Technology Enterprise (=181 #%fl7#3%) with a certificate dated
30 September 2014 for a validity period of three years.
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PRODUCTS

The table below sets forth our sales volume and average selling prices by key product
category during the Track Record Period.

Year ended 31 March

2014 2015
Sales volume Average selling price Sales volume Average selling price
(Approximate) HKS$ (Note) (Approximate) HKS$ (Note)
Two-way radios (per unit) 5,203,000 62.4 4,291,000 75.2
Baby monitors (per set)
- Video baby monitors 4,000 308.8 200 301.9
- Audio baby monitors 61,000 98.4 88,000 83.2

Note: The average selling price represents the revenue for respective types of products for the respective
financial years divided by the total sales volume for the respective types of products for the respective
financial years.

PRODUCTION AND OPERATION FACILITIES

We conduct our business operations primarily in our head office, the Songgang
Production Facility and the Xinxing Production Facility in the PRC with a total gross floor area
of 17,599.4 sq.m as at the Latest Practicable Date. The table below sets forth the production
capacity, production volume and utilisation rate of the Songgang Factory for the periods
indicated.

Year ended 31 March

2014 2015
Estimated maximum production capacity (’000 pieces) 7,669 7,669
Actual production volume (’000 pieces) 5,223 4,197
Approximate utilisation rate (%) 68 55

Defects of certain leased properties and contingency arrangements

So far as we are aware, the lessors of the properties for the Songgang Production Facility
and Shenzhen office did not possess the relevant property ownership certificates and
construction works planning permits for the relevant leased properties. The Songgang
Production Facility is crucial to our operations. Our PRC Legal Advisers have advised that
there is a potential risk that the relevant authorities in the PRC may deem the leases invalid.
Notwithstanding that our Directors consider that the possibility of us being forced to relocate
from the Songgang Production Facility and the Shenzhen office is remote, in order to minimise
the risk of any disruption to our business operations, we have formulated a contingency plan
as further described in “Business — Property — Contingency arrangements for our production
and business operation” (pages 197 to 206).

CESSATION OF SALES TO CUSTOMER B

Sales to Customer B, a top five customer for the year ended 31 March 2014, ceased in
September 2013. Customer B purchased DECT phones from us under an agreement in June
2010. We later consented to the assignment of such agreement to its subsidiary in November
2013. We subsequently terminated business with such entity due to (i) the product would soon
reach end-of-life status; and (ii) we decided to discontinue our DECT phone product line as
part of our business strategy. See “Business — Customers” (pages 163 to 182).
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RELIANCE ON OUR LARGEST CUSTOMER

During the Track Record Period, we derived a significant portion of our revenue from a
small number of customers including Cobra Electronics Corporation (“CEC”), our largest
customer. See “Business — Customers — Reliance on major customers” (pages 172 to 182).
The table below sets forth CEC’s contribution to our total revenue, gross profits and gross
profit margins during the Track Record Period.

Year ended 31 March

2014 2015
Gross profit ~ Percentage of our Gross profit ~ Percentage of our
Gross profit margin total revenue  Gross profit margin total revenue
HK$’000 % % HK$’000 % %
CEC 24,790 15.8 45.2 27,173 16.8 46.7

CEC is a leading global designer and marketer of mobile communications and navigation
products in markets including the US, Canada and Europe and headquartered in the US. As at
the Latest Practicable Date, we had established over nine years of relationship with it. We
started business relationship with it when it procured our two-way radios for the European
market in 2006. In 2007, it placed orders with us for two-way radios for the US market. During
the Track Record Period, our sales to CEC consisted mainly of sales of two-way radios. We
have entered into a written supply agreement with it with no purchase obligations and
purchases will be made by orders. We have also entered into a sourcing arrangement with it
under which, among others, we place purchase orders for raw materials with its subsidiary and
settle such transactions with it. CEC was acquired by a private equity firm in October 2014,
which brought CEC and another company under a newly formed company (“Holdco) in June
2015. After such acquisition, we have continued to receive confirmed orders from CEC. In July
2015, CEC has confirmed to us that (i) it would continue to handle the two-way radio business
under the Cobra brand just like in the past; (ii) we are the major supplier of its consumer
two-way radios and the purchase orders; and (iii) forecasts issued by it to our Group before and
after June 2015 would continue to remain valid. CEC sells two-way radios and other products
under its Cobra brand.

Our sales to CEC for the five months ended 31 March 2015 decreased by approximately
1.5% when compared with the same period in the year ended 31 March 2014. Subsequent to
31 March 2015, our sales to CEC for the two months ended 31 May 2015 were affected by the
decrease in retail sales in the US as mentioned in “Financial Information — Recent
developments and material adverse change”. Our sales to CEC in June 2014 were higher than
those in June 2015 as during the first quarter of 2014, we received more orders from CEC due
to increased orders received by it from its customer, a children product specialty chain store
in the US, for new product models of two-way radios and such products were shipped in June
2014. As a result of the above factors, according to the management accounts of our Company,
our sales to CEC from April to June 2015 decreased by approximately 62.3% when compared
with the same period in 2014. Our sales to CEC in July 2015 remained at almost the same level
when compared with that in July 2014.

Our Directors are of the view that the business relationship between our Group and CEC
has been stable and positive since its change of ownership in October 2014. We confirm that,
up to the Latest Practicable Date, (i) our Directors had not received any indication from CEC
that they will cease placing orders or terminate business relationship with us; and (ii) our
Directors had not received any indication from CEC and Holdco relating to any change of
existing business relationship between us and CEC.

CUSTOMERS AND SUPPLIERS

Our major customers comprise large consumer electronics companies with international
brands including CEC, Customer A, Binatone Electronics International Limited, Tristar Europe
B.V. and Hesdo B.V.. Our business relationships with our five largest customers ranged from
over three to over 11 years. During the Track Record Period, our sales to our five largest
customers accounted for approximately 74.3% and 74.6% of our total revenue, respectively.

_5_
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Our business relationships with our five largest suppliers (save as two independent
subcontractors) ranged from over two to over five years and we had maintained over five years
of business relationship with our largest supplier. For the two years ended 31 March 2015, our
purchases from our five largest suppliers accounted for approximately 15.9% and 20.0% of our
total cost of sales, respectively, and our purchases from our largest supplier accounted for
approximately 5.4% and 5.1% of our total cost of sales, respectively.

INDUSTRY AND MARKET

The two-way radio industry is considered mature with stabilised profit margins while the
baby monitor industry is at its growth stage with rising demand from consumers. We derive a
majority of our revenue from sales of two-way radios. The CBRE Report has highlighted
certain unfavourable market factors: the industry is well-matured with limited growth
potential; two-way radio devices tend to lose competitive advantages with mobile phone
technologies getting more popular; average price per set (a standard package of two devices)
of device has been gradually declining since 2009; global oversupply etc.

Our Directors consider that the global oversupply situation in the two-way radio market
has only a small scale impact on our business. See “Business — Market competition” (pages
189 to 191).

The CBRE Report has also highlighted certain favourable market factors which our
Directors consider key to our business: two-way radios being irreplaceable where the mobile
signal is not good or mobile roaming charge is expensive; applicability to a wide range of
sectors such as government, military, public safety, marine, industrial, commercial and
personal; the growth rate of global two-way radio consumption remaining relatively stable at
a range of about 5.0% to 14.0% from 2009 to 2014; and certain costs of production such as raw
material prices and labour costs show signs of stable trends with gradual slow growth in recent
years.

COMPETITIVE STRENGTHS

Our Directors believe that the following of our competitive strengths have enabled us to
compete effectively: (i) strong product design and development capabilities; (ii) established
and long-standing business relationships with our customers; (iii) proven track record on
product quality and delivery; (iv) vertically-integrated production capabilities; and (v)
experienced and stable management team with extensive industry experience.

BUSINESS STRATEGIES

Our business objectives are to grow our existing business, diversify our revenue streams
and expand our customer base by expanding product offerings and features, improving
information technology system and strengthening management and widening sales channel. We
intend to adopt the following key business strategies: (i) strengthen our product portfolio; (ii)
enhance our information management systems; and (iii) strengthen our marketing efforts.

RISK FACTORS

There are certain risks involved in our operations and in connection with the Placing,
many of which are beyond our control. These risk factors are further described in “Risk
Factors” (pages 29 to 50). Set forth below are some major risks that may materially and
adversely affect us:

. We derive a significant portion of our revenue from sales to our major customers.
If our major customers were to terminate their respective relationships with us
entirely and if we failed to develop new customers, our business would be adversely
affected.

. We highly depend on the EU and US markets. If there was a drastic decrease in

orders from our customers in these markets, we cannot guarantee that we would be
able to make up the loss of sales from other markets.

_6—
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. We derive a significant portion of our revenue from our sales of two-way radios.
Any decrease in our sales in such products would materially and adversely affect our
business, financial condition and results of operations.

. If we failed to anticipate technology innovation and successfully develop and market
new products in time or at all, our business, financial condition and results of
operations will be adversely affected as a result.

. The sales and profitability of our products are dependent on our customers’ business
performance.
. We experienced net current liabilities during the Track Record Period. Failure to

manage our liquidity situation carefully could expose us to difficulties to obtain
adequate financing for our business in the future.

SHAREHOLDER INFORMATION

Our history dates back to 2001 when Mr. Tam, our chairman, chief executive officer and
executive Director, established our first operating subsidiary, On Real. Mr. Hsu, our executive
Director, joined us in 2003. Over the years, we have established On Real (Shenzhen), Xinxing
On Time and Xinxing Great Success in the PRC. To consolidate our business, we transferred
certain assets, liabilities and employees of Xinxing On Time to Xinxing Great Success and
disposed Xinxing On Time. See “History, Reorganisation and Corporate Structure — Corporate
structure — Disposal of Xinxing On Time” (pages 116 to 119). Upon completion of the Placing
and the Capitalisation Issue, Mr. Tam and Mr. Hsu will own approximately 37.39% and 16.61%
of our share capital, respectively and will continue to be our Controlling Shareholders after the
Listing. Our two pre-IPO investors will hold approximately 14.00% and 7.00% of interests in
our Company, respectively upon completion of the Placing and the Capitalisation Issue. See
“History, Reorganisation and Corporate Structure — Pre-IPO investments” (pages 119 to 123).

SUMMARY OF FINANCIAL INFORMATION

The following is a summary of our consolidated results for the Track Record Period,
which has been extracted from the Accountant’s Report.

Highlights of consolidated income statements

Year ended 31 March

2014 2015

HK$’000 HK3$’000

Revenue 358,129 346,191
Cost of sales (303,018) (285,165)
Profit before income tax 31,355 14,918
Profit for the year 24,881 10,536

Highlights of consolidated statements of financial position

As at 31 March

2014 2015

HK$’000 HK3$’000

Non-current assets 52,947 35,564
Current assets 129,840 115,314
Non-current liability (434) (32)
Current liabilities (134,359) (124,586)
Net current liabilities (4,519) (9,272)
Total assets less current liabilities 48,428 26,292
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KEY FINANCIAL RATIOS

Year ended 31 March

2014 2015
Gross profit margin 15.4% 17.6%
Net profit margin before interest and tax (Note) 8.9% 4.5%
Net profit margin (Note) 6.9% 3.0%
Return on equity 51.8% 40.1%
Return on assets 13.6% 7.0%
Interest coverage ratio 48.9 28.2

As at 31 March

2014 2015
Current ratio 1.0 0.9
Quick ratio 0.6 0.7
Gearing ratio 49.4% 189.4%
Debt to equity ratio N/A 81.2%

Note: Our net profit margin before interest and tax decreased from approximately 8.9% for the year ended 31
March 2014 to approximately 4.5% for the year ended 31 March 2015. Such decrease was mainly due
to (i) the non-recurring Listing expenses of approximately HK$16.9 million incurred during the year
ended 31 March 2015; and (ii) the increase in our other general administrative expenses of
approximately HK$7.4 million. As a result of the foregoing, our net profit margin decreased from
approximately 6.9% for the year ended 31 March 2014 to approximately 3.0% for the year ended 31
March 2015.

RECENT DEVELOPMENT AND MATERIAL ADVERSE CHANGE

Based on the unaudited financial information of our Company, our sales for the four
months ended 31 July 2015 decreased by approximately 15.5% as compared to that for the
corresponding period in 2014, which was mainly because of the decrease in sales of products
shipped to the US. Retail sales in the US shrunk in the first quarter of 2015, mainly due to the
harsh weather which kept customers away from showrooms and malls and thus weakened
consumption level, which in turn slow down the movement of inventories of our customers and
holdup their procurement from us. Such decrease was partially offset by the increase in our
sales to Customer A for the four months ended 31 July 2015 as compared to the same period
in 2014. During the Track Record Period, Customer A placed purchase orders to us for the
products shipped to Asia, Europe and UK only until we incurred sales to Customer A for the
products which were shipped to the US since February 2015. In addition to its launch of new
models of two-way radios, our sales to Customer A for the four months ended 31 July 2015
increased significantly as compared to the same period in 2014. Further, we received two
project awards in March 2015 from a new customer, Customer E, which is a subsidiary of a
Japanese company listed on the Tokyo Stock Exchange which manufactures and markets
wireless consumer electronic products worldwide, thus it is expected that revenue will be
generated from Customer E in the year ending 31 March 2016 despite no revenue has been
generated from Customer E as at the Latest Practicable Date. As such, our Directors consider
that our sales growth will recover and increase gradually. The revenue for the four months
ended 31 July 2015 was extracted from our unaudited condensed consolidated financial
statements for the four months ended 31 July 2015 prepared by our Directors in accordance
with Hong Kong Accounting Standard 34 “Interim Financial Reporting”, which were reviewed

_8_



SUMMARY AND HIGHLIGHTS

by PricewaterhouseCoopers, our reporting accountants, in accordance with Hong Kong
Standard on Review Engagements 2410 “Review of Interim Financial Information Performed
by the Independent Auditor of the Entity”.

During the year ended 31 March 2015, we outsourced part of our labour-intensive
manufacturing processes to subcontractors which allows us to reduce our labour cost and
achieve greater flexibility in allocating our resources. As we had to assess the performance of
the subcontractors when we started using their services, the cost effectiveness of
subcontracting had not been reflected during the transitional period. The cost effectiveness of
subcontracting had been achieved since January 2015 and we recorded a higher gross profit and
gross profit margin for the four months ended 31 July 2015 when compared with the same
period in 2014, mainly as a result of lower direct labour cost incurred. We recorded a higher
net profit for the four months ended 31 July 2015 as compared to the corresponding period in
2014 primarily due to the increase in our gross profit as discussed above and the decrease in
the Listing expenses (of which approximately HK$16.9 million was charged to the
consolidated income statement for the year ended 31 March 2015 and the remaining of
approximately HK$8.2 million is expected to be charged to the consolidated income statement
for the year ending 31 March 2016) incurred. Based on the foregoing, it is expected that our
net profit will be improved accordingly.

13

The impact of the Listing expenses disclosed in “— Listing expenses” on our
consolidated income statement is expected to result in or have resulted in material adverse
changes in the financial or trading position or prospect of our Group since 31 March 2015,
being the date to which our latest audited financial information were prepared. Save as
disclosed above, our Directors confirm that as of the date of this prospectus, there has been no
material adverse change in our financial or trading position or prospects of our Group since 31
March 2015, being the date to which our latest audited financial information was prepared and
there had been no event since 31 March 2015 which would materially and adversely affect the
information shown in our consolidated financial information included in the Accountant’s

Report.
DIVIDEND AND DIVIDEND POLICY

Onward declared dividends of approximately HK$0.5 million for the year ended 31
March 2014. On Real declared (i) dividends of approximately HK$7.3 million and HK$16.0
million for the two years ended 31 March 2015 respectively; (ii) a special dividend payment
of approximately HK$35.0 million (HK$10.0 million in cash and approximately HK$25.0
million for settlement of disposal of Xinxing On Time); and (iii) a special dividend of
approximately HK$1.0 million which was fully set off against the same amount of receivables
due to us from our Controlling Shareholders as at 30 November 2014. The declaration of future
dividends will be subject to the discretion of our Directors and will depend on, among other
things, our earnings, cash flow, financial condition, capital requirements, statutory reserve
requirements and any other factors our Directors may consider relevant. Currently, we do not
have any predetermined dividend distribution ratio. The dividend distribution record in the past
may not be used as a reference or basis to determine the level of dividends that may be declared
or paid by our Board in the future. See “Financial Information — Dividend policy”.



SUMMARY AND HIGHLIGHTS

KEY PLACING STATISTICS

Based on the Placing Price of
HK$0.40 per Placing Share HKS$0.60 per Placing Share

Market capitalisation (Note 1) HK$192,000,000 HK$288,000,000
Unaudited pro forma adjusted net

tangible assets value per Share (Note 2) HK$0.10 HK$0.15
Notes:
1. The calculation of market capitalisation of the Shares is based on the indicative Placing Price range of

HK$0.40 to HK$0.60 per Placing Share and a total of 480,000,000 Shares in issue immediately after
completion of the Capitalisation Issue and the Placing but without taking into account any Shares which
may be allotted and issued upon the exercise of any options that may be granted under the Share Option
Scheme or which may be allotted and issued or repurchased by our Company pursuant to the general
mandates for the allotment and issue or repurchase of Shares referred to in Appendix IV to this
prospectus.

2. The unaudited pro forma adjusted net tangible asset value per Share has been arrived at after having
made the adjustments referred to in “Unaudited Pro Forma Financial Information” in Appendix II to this
prospectus and on the basis of a total of 480,000,000 Shares in issue assuming that the Placing has been
completed on 31 March 2015 but without taking into account any Shares which may be allotted and
issued under the exercise of any options that may be granted under the Share Option Scheme or which
may be allotted and issued or repurchased by our Company pursuant to the general mandates for the
allotment and issue or repurchase of Shares referred to in Appendix IV to this prospectus.

LISTING EXPENSES

The total Listing expenses in relation to the Placing are estimated to be approximately
HK$35.5 million (assuming a Placing Price of HK$0.50 per Placing Share, being the mid-point
of the indicative Placing Price range, among which: (i) approximately HK$10.4 million is
expected to be accounted for as a deduction from equity upon Listing; and (ii) approximately
HK$25.1 million was and will be recognised as expenses in our consolidated income statement,
of which approximately HK$16.9 million was charged to the consolidated income statement for
the year ended 31 March 2015 and the remaining of approximately HK$8.2 million is expected
to be charged to the consolidated income statement for the year ending 31 March 2016. Our
Directors emphasise that the amount of the Listing expenses is a current estimate for reference
only and the final amount to be recognised in the consolidated financial statements of our
Group for the year ending 31 March 2016 is subject to adjustment based on audit and the then
changes in variables and assumptions. Prospective investors should note that our financial
performance for the year ending 31 March 2016 is expected to be adversely affected by the
estimated non-recurring Listing expenses mentioned above, and may or may not be comparable
to our past financial performance.
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SUMMARY AND HIGHLIGHTS

USE OF PROCEEDS AND REASONS FOR LISTING

We intend to apply the net proceeds from the Placing of approximately HK$24.5 million
(assuming a Placing Price of HK$0.50 per Placing Share, being the mid-point of the indicative
Placing Price range) as follows:

Approximate %
of total estimated
Amount net proceeds Intended use

(HKS$ in million)

17.2 70.1 Strengthening our product portfolio by
developing new products, purchasing tooling
and developing IoT connectivity

2.0 8.0 Enhancing our information management
system by improving our information
management systems and purchasing new
computer system to accommodate our
information technology need

3.1 12.8  Strengthening our marketing efforts by
expanding our sales and marketing team and
continuing to participate in exhibitions

2.2 9.1 Working capital and other general corporate
purposes

For further details, please see “Future plans and use of proceeds”.

Taking into account our Directors (i) consider that we operate in the niche market of
designing and manufacturing two-way radios and baby monitors; (ii) are not aware of any
direct comparable companies listed in Hong Kong with size and operations similar or
comparable to our Group, and having considered the current state of our business, our Directors
are of the view that the risks associated with investment in our Company would render our
Company more suitable to be listed on GEM than on Main Board. Our Directors may consider
migrating to the Main Board subject to our future development and business strategies.

Our Directors consider that no public information of any companies in the industry of size
and operations similar or comparable to us is available for us to compare our financial
performance to that of our competitors.

HISTORICAL NON-COMPLIANCE

Our Directors consider that our historical non-compliance incidents did not constitute
material or systemic non-compliance. See “Business — Non-compliance” (pages 207 to 219).

—11 =



DEFINITIONS

Unless the context otherwise requires, the following expressions have the following

meanings in this prospectus.

“Accountant’s Report”

“Acting in Concert

Confirmation”

“Articles” or “Articles of
Association”

“Board” or “Board of Directors”

“Brand A”

“business day”

“BVI”

“Capitalisation Issue”

“CBRE”

“CBRE Report”

“CCASS”

the accountant’s report on our Company set out in
Appendix I to this prospectus

the deed of confirmation dated 27 August 2014 executed
by our Controlling Shareholders, whereby they confirmed
the existence of their acting in concert arrangements. For
details, see “Relationship with Controlling Shareholders
— Overview — Our Controlling Shareholders”

the amended and restated articles of association of our
Company conditionally adopted by our Shareholders on
16 September 2015 to take effect upon commencement of
trading of Shares on GEM, a summary of which is set out
in Appendix III to this prospectus

the board of Directors

a brand of Customer A under which two-way radios, baby
monitors and other products are sold

any day (other than a Saturday, a Sunday or public
holiday in Hong Kong) on which licensed banks in Hong
Kong are generally open for normal banking business

the British Virgin Islands

the issue of 359,980,000 Shares to be made upon
capitalisation of certain sums standing to the credit of the
share premium account of our Company as referred to in
“A. Further information about our Company — 3. Written
resolutions of our Shareholders passed on 16 September
2015 in Appendix IV to this prospectus

CBRE Limited, a market research and consulting
company, an Independent Third Party

the industry expert report issued by CBRE, details of
which are set out in “Industry Overview”

the Central Clearing and Settlement System established
and operated by HKSCC
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DEFINITIONS

“CCASS Clearing Participant” a person admitted to participate in CCASS as a direct

clearing participant or general clearing participant

“CCASS Custodian Participant” a person admitted to participate in CCASS as a custodian
participant
“CCASS Investor Participant” a person admitted to participate in CCASS as an investor

participant who may be an individual or joint individuals
or a corporation

“CCASS Operational Procedures” the operational procedures of HKSCC in relation to
CCASS, containing the practices, procedures and
administrative requirements relating to the operations and
functions of CCASS, as from time to time in force

“CCASS Participant” a CCASS Clearing Participant, a CCASS Custodian
Participant or a CCASS Investor Participant

“CeBIT” Centrum fiir Biiroautomation, Informationstechnologie
und Telekommunikation, a trade show in Hannover,

Germany

“China” or “PRC” the People’s Republic of China, which for the purpose of
this prospectus excludes Hong Kong, the Macau Special
Administrative Region of the PRC and Taiwan

“Companies Law” the Companies Law, Cap. 22 (Law 3 of 1961, as
consolidated and revised) of the Cayman Islands

“Companies Ordinance” the Companies Ordinance (Chapter 622 of the Laws of
Hong Kong) which took effect from 3 March 2014, as

amended, supplemented or otherwise modified from time

to time
“Companies (Winding Up and the Companies (Winding Up and Miscellaneous
Miscellaneous Provisions) Provisions) Ordinance (Chapter 32 of the Laws of Hong
Ordinance” Kong) as amended, supplemented or otherwise modified

from time to time
“Company” or “our Company” On Real International Holdings Limited (%1 B PE4E A
FRZv7F]), an exempted company incorporated in the

Cayman Islands with limited liability on 30 June 2014

“Controlling Shareholder(s)” Mr. Tam and Mr. Hsu
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DEFINITIONS

“Deed of Indemnity”

“Deed of Non-competition”

“Director(s)”

“EIT Law”

“EU”

“Euro” or “EUR”

“GEM”

“GEM Listing Rules”

“General Rules of CCASS”

G LR ENT3 ”

“Group”, “our Group”, “we
“Our” Or LGus77

a deed of indemnity dated 16 September 2015 entered
into by Mr. Tam and Mr. Hsu in favour of our Company
(for itself and as trustee for and on behalf of each of its
subsidiaries), particulars of which are set out in “E. Other
Information — 1. Estate duty, tax and other indemnities”
in Appendix IV to this prospectus

a deed of non-competition undertaking dated 16
September 2015 entered into by Mr. Tam and Mr. Hsu in
favour of our Company (for itself and as trustee for and
on behalf of each of its subsidiaries), particulars of which
are set out in “Relationship with Controlling

Shareholders — Non-competition undertaking”
the director(s) of our Company

the Enterprise Income Tax Law of the PRC (13 AR 3L
FEI A2 15 8L15) as adopted by the National People’s
Congress on 16 March 2007 and became effective on 1
January 2008

the European Union, a political-economic union
constituted by 28 European countries

the lawful currency of the member states of EU
the Growth Enterprise Market of the Stock Exchange

the Rules Governing the Listing of Securities on GEM as
amended, supplemented or otherwise modified from time

to time

the terms and conditions regulating the use of CCASS, as
may be amended or modified from time to time and where
the context so permits, shall include the CCASS
Operational Procedures

our Company and its subsidiaries or, where the context so
requires, in respect of the period before our Company
became the holding company of its present subsidiaries,
such subsidiaries as if they were our Company’s
subsidiaries at the relevant time, or the businesses
acquired or operated by them or (as the case may be) their
predecessors
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DEFINITIONS

“HKAS”

“HKFRSs”

“HKICPA”

“HKSCC”

“HK$”, “HKD” or “Hong Kong
dollar(s)”

“Hong Kong” or “HK”

“Independent Third Party(ies)”

“Joint Lead Managers”

“Latest Practicable Date”

“Listing”

“Listing Date”

“Listing Division”

“Main Board”

“Memorandum” or
“Memorandum of Association”

Hong Kong Accounting Standards

Hong Kong Financial Reporting Standards issued by
HKICPA

Hong Kong Institute of Certified Public Accountants

Hong Kong Securities Clearing Company Limited, a
wholly-owned subsidiary of Hong Kong Exchanges and
Clearing Limited

Hong Kong dollar(s), the lawful currency of Hong Kong

the Hong Kong Special Administrative Region of the
PRC

an individual(s) or a company(ies) who or which is/are
independent from and not connected with (within the
meaning of the GEM Listing Rules) any director, chief
executive, substantial shareholder of our Company, its
subsidiaries or any of their respective associates

Quam Securities Company Limited and Pacific
Foundation Securities Limited, being the joint lead

managers of the Placing

13 September 2015, being the latest practicable date prior
to the printing of this prospectus for ascertaining certain
information contained herein

the listing of the Shares on GEM

the date on which dealings in the Shares on GEM first
commence, which is expected to be on or about
Wednesday, 30 September 2015

the listing division of the Stock Exchange

the main board of the Stock Exchange

the memorandum of association of our Company as
amended from time to time
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DEFINITIONS

“MOFCOM”

“Mr. Hsu”

“Mr. Law”

“Mr. Tam”

“Mr. Yeung”

“On Real”

“On Real (BVI)”

“On Real (Shenzhen)”

“On Time (HK)”

the PRC Ministry of Commerce (38 A & $4 A1 B 75 5 350)

Mr. Hsu Wing Sang (#F7K4:), an executive Director and
a Controlling Shareholder

Mr. Law Sai Hung (%E{H3), the shareholder holding the
entire interest in Pacific Able and our significant
shareholder. For details of Mr. Law and his relationship
with our Company, see “History, Reorganisation and
Corporate Structure — Pre-IPO investments”

Mr. Tam Wing Ki (87K %), our chairman, chief executive
officer, an executive Director and a Controlling
Shareholder

Mr. Yeung Shing Wai (#5/8f%), the shareholder holding
the entire interest in SW Venture Asia and our substantial
shareholder. For details of Mr. Yeung and his relationship
with our Company, see “History, Reorganisation and
Corporate Structure — Pre-IPO investments”

On Real Limited (ZWARAHE), a company
incorporated in Hong Kong with limited liability on 29
January 2001, which is an indirect wholly-owned

subsidiary of our Company

On Real (BVI) Limited, a company incorporated in the
BVI with limited liability on 4 July 2014, which is a
direct wholly-owned subsidiary of our Company

On Real Electronics (Shenzhen) Limited* (%15 F (I
YA BT, a limited liability company established in
the PRC on 9 May 2002, which is an indirect wholly-
owned subsidiary of our Company

On Time (HK) Limited (‘&% (F#5) A BRA Fl), a company
incorporated in Hong Kong with limited liability on 18
January 2005, which is principally engaged in the
business of trading of electronic components and held by
Mr. Tam (as to 69.23%) and Mr. Hsu (as to 30.77%). It is

not and will not be a member of our Group
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DEFINITIONS

“Onward”

“Pacific Able”

“Placing”

“Placing Price”

“Placing Share(s)”

“PRC Company Law”

“PRC Legal Advisers”

“Predecessor Companies
Ordinance”

“Price Determination Agreement”

Onward Technology Development Limited ({5 FH% 8
JEABR/AH]), a company incorporated in Hong Kong with
limited liability on 28 September 2004, which is an
indirect wholly-owned subsidiary of our Company

Pacific Able Limited (IHEHF/AH), a company
incorporated in the BVI with limited liability on 2
September 2008, which is wholly owned by Mr. Law

the conditional placing by the Underwriters on behalf of
our Company of the Placing Shares for cash at the
Placing Price, as further described in “Structure and
Conditions of the Placing”

the final price per Placing Share (exclusive of brokerage,
SFC transaction levy and Stock Exchange trading fee
payable thereon) which will be not more than HK$0.60
per Placing Share and is expected to be not less than
HK$0.40 per Placing Share, such price to be fixed on the
Price Determination Date

the 120,000,000 new Shares being offered for
subscription by our Company at the Placing Price under
the Placing

the Company Law of the PRC (H1#E A RALANEH 24 F] %),
as adopted by the SCNPC on 27 October 2005 and
amended on 28 December 2013 and became effective on
1 March 2014

Hills & Co., the legal advisers of our Company as to PRC
law

the Companies Ordinance (Chapter 32 of the Laws of
Hong Kong) as in force from time to time before 3 March
2014

the agreement to be entered into between the Joint Lead
Managers (for themselves and on behalf of the
Underwriters) and our Company on the Price
Determination Date to fix and record the Placing Price
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DEFINITIONS

“Price Determination Date”

“Province” or “province”

“Reorganisation”

“RMB” or “Renminbi”

“SAFE”

“SCNPC”

“SFC”

“SFO”

“Share(s)”

“Shareholder(s)”

“Share Option Scheme”

“Shine View”

the date, expected to be on or about Tuesday, 22
September 2015 or such later date as the Joint Lead
Managers (for themselves and on behalf of the
Underwriters) and our Company may agree, on which the
Placing Price will be fixed for the purposes of the Placing

each being a province or, where the context requires, a
provincial level autonomous region or a provincial-level
city under the direct supervision of the PRC government

the corporate reorganisation arrangements undergone by
our Group in preparation for the Listing, details of which
are set out in “History, Reorganisation and Corporate
Structure”

Renminbi yuan, the lawful currency of the PRC

the State Administration of Foreign Exchange of the PRC
(Hh i N RN [ [ 5K S REE A LRy )

the Standing Committee of the National People’s
Congress (ZFANRAFTRGHHELZE )

the Securities and Futures Commission of Hong Kong

the Securities and Futures Ordinance (Chapter 571 of the
Laws of Hong Kong), as amended, supplemented or
otherwise modified from time to time

ordinary share(s) of HK$0.01 each in the share capital of
our Company

the holder(s) of the Share(s)

the share option scheme conditionally approved and
adopted by our Company on 16 September 2015, the
principal terms of which are summarised in “D. Share

Option Scheme” in Appendix IV to this prospectus

Shine View Development Limited (CIEZFB AR/ F), a
company incorporated in Hong Kong with limited
liability on 14 February 2014 which is held by Mr. Tam
(as to 69.23%) and Mr. Hsu (as to 30.77%). Shine View
is not and will not be a member of our Group
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DEFINITIONS

“Sole Bookrunner”

“Solution Smart”

“Songgang Factory”

”

“Songgang Production Facility

“Songgang Staff Quarters”

“Sponsor” or “Quam Capital”

“Sq.m” or umZ”

“Starian”

“State Council”
“Stock Exchange”

“SW Venture Asia”

“Takeovers Code”

Pacific Foundation Securities Limited, being the sole

bookrunner of the Placing

Solution Smart Holdings Limited, a company
incorporated in the BVI with limited liability on 13
February 2014, which is wholly-owned by SW Venture
Asia

our factory located in Songgang Sub-District, Baoan
District, Shenzhen, China. For details of its location, see
“Business — Property — Leased properties in the PRC”

the Songgang Factory and the Songgang Staff Quarters

our staff quarters located in Songgang Sub-District,
Baoan District, Shenzhen, China. For details of its
location, see “Business — Property — Leased properties
in the PRC”

Quam Capital Limited, a corporation licensed by the SFC
to carry out type 6 (advising on corporate finance)
regulated activity under the SFO, being a sponsor to the
Listing

square metre

Starian Caring Limited (B KETF(&HB)ARAF), a
company incorporated in Hong Kong with limited
liability on 24 October 2013, which is an indirect
wholly-owned subsidiary of our Company

the State Council of the PRC ('3 A [ A B [ 15 b))
The Stock Exchange of Hong Kong Limited

SW Venture Asia Limited, a company incorporated in the
BVI with limited liability on 29 August 2013, which is
wholly-owned by Mr. Yeung

the Codes on Takeovers and Mergers and Share Buy-

backs issued by the SFC, as amended, supplemented or
otherwise modified from time to time
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DEFINITIONS

“Track Record Period”

“UK”

“Underwriters”

“Underwriting Agreement”

“US” or “United States”

“US$”, “USD” or “US dollars”

“Xinxing Factory”

“Xinxing Great Success”

“Xinxing On Time”

“Xinxing Production Facility”

“Xinxing Staff Quarters”

44%”

the period comprising the two financial years ended 31
March 2015

the United Kingdom of Great Britain and Northern
Ireland

the underwriters of the Placing named in “Underwriting
— Underwriters”

the conditional underwriting agreement dated 18
September 2015 entered into by, among others, our
Company, our executive Directors, our Controlling
Shareholders, the Sponsor, the Joint Lead Managers, the
Sole Bookrunner and the Underwriters, brief particulars
of which are summarised in “Underwriting”

the United States of America
United States dollars, the lawful currency of the US

our factory located in Xinxing County, China. For details
of its location, see “Business — Property — Leased
properties in the PRC”

Xinxing Great Success Plastic Limited* (3 B {4 58 2
R LA BRZA A, a limited liability company established in
the PRC on 24 March 2011, which is an indirect
wholly-owned subsidiary of our Company

Xinxing On Time Electronics Limited* (Hi#Z L2 E 1
AR/ H]), a limited liability company established in the
PRC on 24 May 2007 which is wholly-owned by Shine
View, and a connected person of our Company. Xinxing
On Time was formerly wholly-owned by On Real and has

ceased to be our subsidiary since 31 August 2014

the Xinxing Factory and the Xinxing Staff Quarters

our staff quarters located in Xinxing County, China. For
details of its location, see “Business — Property —

Leased properties in the PRC”

per cent
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DEFINITIONS

In this prospectus, the terms “associate”, “close associate”, “connected person”, “core
connected person”, ‘“connected transaction”, ‘“controlling shareholder”, “subsidiary”,
“substantial shareholder” and “significant shareholder” shall have the meanings given to

such terms in the GEM Listing Rules, unless the context otherwise requires.

Certain amounts and percentage figures included in this prospectus have been subject to
rounding adjustment. Accordingly, figures shown as totals in certain tables may not be an

arithmetic aggregation of the figures preceding them.

If there is any inconsistency between the Chinese names of entities or enterprises
established in the PRC and their English translations, the Chinese names shall prevail. The
English translation of company names in Chinese or another language which are marked with
“*” and the Chinese translation of company names in English which are marked with “*” is

for identification purpose only.
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GLOSSARY OF TECHNICAL TERMS

This glossary contains certain definitions and other terms used in this listing document
in connection with our Group and our business. The terms and their meanings may not

correspond to standard industry definitions.

“analog” of, relating to, or being a mechanism in which data is
represented by continuously variable physical quantities

“AOI” acronym for automated optical inspection, an automated
visual inspection of a range of products, including PCBA

“AOI machine” a machine which automatically inspects a PCBA for a
variety of surface feature defects such as scratches and
stains, open circuits, short circuits, thinning of the solder
as well as missing components, incorrect components,
and incorrectly placed components

“AQL” acronym for acceptable quality limit, an industry
standard that provides a statistical measurement of the
maximum percentage of defective goods considered
acceptable in a particular sample size

“Bluetooth” a wireless technology standard for exchanging data over
short distances

“CE” The Conformity European Certificate, conformity
marking used on certain products placed in the market in
the European Economic Area indicating conformity with
the health and safety requirements of the European Union

“COB” acronym for chip on board, a process relating to the
mounting of uncoated semiconductor elements directly to
a PCB

“COB machine” a machine which is used in our COB assembly line. It is

programmed according to the particular product that the
PCB is produced for and creates electric circuit tracks
between electronic components on the PCB

“CpPU” acronym for central processing unit, the portion of a
computer system that carries out the instructions of a
computer program, and is the primary element carrying

out the computer’s functions
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GLOSSARY OF TECHNICAL TERMS

“CTCSS” acronym for continuous tone-coded squelch system, an

analogue squelch

“DECT” acronym for digital enhanced cordless
telecommunication, a wireless phone system made for
cordless phone use

“digital” of or relating to information that is stored in the form of
the numbers O and 1

“dPMR” acronym for digital private mobile radio, a mobile radio
system
“DSSS” acronym for direct sequence spread spectrum, a

modulation method

“ERP” acronym for enterprise resource planning, a system that
integrates internal management information across an
entire organisation, embracing finance, sales and services
through the use of an integrated software application

“FCC” The Federal Communications Commission in the US

“FHSS” acronym for frequency hopping spread spectrum, a
modulation method

“FM” acronym for frequency modulation, a modulation method
to carry sound or other information

“FOB” acronym for free (or freight) on board

“FRS” acronym for family radio service, a radio service consists
of 14 channels (each channel is 12.5 kHz) on FM in around
462 to 467 MHz spectrum range. FRS devices generally
have a maximum power of 0.5 watt and integral
(non-detachable) antennas

“FRS/GMRS” a radio service that provide access to both the FRS and
GMRS bands
“GHz” acronym for gigahertz, a unit of frequency
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GLOSSARY OF TECHNICAL TERMS

“GMRS”

“group call function”

“IC”

“IOT”

“IPX-7 waterproof standard”

“IS 099

“ISO 9001:2008”

“kHZ”

“LCDN

“LED”

acronym for general mobile radio service, a radio service
consists of 23 channels (each channel is 25 kHz) on FM
in around 462 to 467 MHz spectrum range. GMRS
devices generally have power levels of 1 to 5 watts and
may have detachable antennas

a function which allow users to transmit voice message to
everyone in the group, or to separate members in a group
independently using PTT buttons

acronym for integrated circuit, a semi-conductor device
that combines a number of transistors and electronic

circuits onto a piece of silicon

acronym for internet-of-things, the interconnection of
devices with the internet

a standard for measuring the level of protection afforded
against water, with a scale ranging from IPX-0 to IPX-8.
IPX-7 means that the device is submersible for 30
minutes maximum, for no deeper than one meter without
suffering water damage

acronym for International Organisation for
Standardisation, a non-governmental organisation that
develops and publishes international standards

one of the management standards and guidelines of ISO
which states that requirement for quality management
systems and covers the following management principles:
customer focus, leadership, involvement of people,
process approach, system approach management,
continual improvement, factual approach to decision
making and mutually beneficial supplier relationship

acronym for kilohertz, a unit of frequency

acronym for liquid crystal display, a type of thin, flat
panel display often used in small portable electronic
devices such as mobile phones

acronym for light-emitting diode, a semiconductor diode

that emits light when conducting current and is used in
electronic equipment
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“MCU”

“MHZ”

“MP3”

“MRP”

“NOAA”

“ODM”

“PCB ”

“PCBA”

“plastic injection machine’

“PMR”

)

acronym for micro controller unit, a small computer on a
single integrated circuit containing a processor core,
memory and programmable input/output peripherals

acronym for megahertz or million hertz, a unit of
frequency

a specific digital audio encoding format using a form of
lossy data compression. It is a common audio format for
consumer audio storage, as well as a de facto standard of
digital audio compression for the transfer and playback of
music on digital audio players

acronym for material resource planning

acronym for National Oceanic and Atmospheric
Administration, a US federal agency, focused on the
condition of the oceans and the atmosphere. NOAA’s
National Weather Service provides local and regional
forecasts and emergency alerts for severe weather
conditions

acronym for original design manufacturing, a business
model under which a manufacturer designs and
manufactures a product specified by the customer and
eventually sold under the brand name of another

company

acronym for printed circuit board, a single or multi-layer
board of circuitry which provides electrical
interconnections and a surface for mounting chips and
other electronic components; the basic platform used to
connect the microprocessors, capacitors, resistor
networks and other components that are essential to the

functioning of electronic products

acronym for printed circuit board plus assembly, a PCB

populated with electronic components

a machine for manufacturing plastic products by the

injection molding process

acronym for private mobile radio, a mobile radio system
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“PMR446”

“PTT”

“R&TTE Directive”

“RF”

“RFP”

“ROHS”

“SAME”

“smart phone” or “smart device”

“SMT”

“SMT machine”

a type of PMR which consists of eight channels (each
channel is 12.5 kHz) on FM in around 446.0 to 446.1
MHz spectrum range. PMR446 devices have a maximum
power of 0.5 watt and integral (non-detachable) antennas

acronym for push-to-talk

the Radio Equipment and Telecommunications Terminal
Equipment Directive of the European Parliament and of
the Council of 9 March 1999 covering a number of
products that uses radio frequency which will be repealed
by Directive 2014/53/EU with effect from 13 June 2016

acronym for radio frequency

acronym for request for proposal

acronym for Restriction of Hazardous Substances
Directive of the European Parliament and of the
European  Council  concerning, among  others,
registration, evaluation, authorisation and restriction of
chemicals

acronym for Specific Area Message Encoding, a protocol
which allows a user to program a SAME enabled radio to
receive weather and other emergency alerts of a selected
area

a handset with a number of functions similar to those of
computer. Some products allow users to install handset
applications to increase handset usability. Most smart

phones or smart devices support Wi-Fi internet service

acronym for surface mount technology, a method for
constructing electronic circuits in which the components
are mounted directly onto the surface of PCBs

a machine which automatically mounts electronic
components onto a PCB. Solder paste or epoxy is applied
onto the PCB where the electronic components are to be
mounted by following the designated circuit patterns
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“spectrum”

“squelch”

“TFT”

“two-way radio’

“VOX”

“Watt”

“Wi'Fi”

1)

the radio frequency spectrum of hertzian waves used as a
transmission medium for mobile telecommunications and
other services

a feature which mutes the radio speaker

acronym for thin film transistor, a type of LCD flat-panel
display screen

a radio that can both transmit and receive

acronym for voice operated exchange which enables

hands-free operation

a unit of power, which is defined as one joule per second
and measures the rate of energy conversion or transfer

a wireless networking technology that uses radio waves

to provide wireless high-speed internet and network
connections
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FORWARD-LOOKING STATEMENTS

This prospectus contains certain forward-looking statements and information relating to
us and our subsidiaries that are based on the beliefs of our management as well as assumptions
made by and information currently available to our management. When used in this prospectus,
the words “aim”, “anticipate”, “believe”, “could”, “estimate”, “expect”, “going forward”,
“intend”, “may”, “ought to”, “plan”, “potential”, “predict”, “project”, “seek”, “shall”,
“should”, “will”, “would” and similar expressions, as they relate to our Company or our

’

management, are intended to identify forward-looking statements. Such statements reflect the
current views of our management with respect to future events, operations, liquidity and capital
resources, some of which may not materialise or may change. These statements are subject to
certain risks, uncertainties and assumptions, including but not limited to the risk factors as
described in this prospectus. You are strongly cautioned that reliance on any forward-looking
statements involves known and unknown risks and uncertainties. The risks and uncertainties
facing our Company which could affect the accuracy of forward-looking statements include,
but are not limited to, the following:

. our business prospect;
. future developments, trends and conditions in the industry and markets in which we
operate;

. our strategies, plans, objectives and goals;

. general economic trends and conditions;
. changes to regulatory and operating conditions in the industry and markets in which
we operate;

o our ability to control costs;

. our dividend policy;

. the amount and nature of, and potential for, future development of our business;
. capital market developments;

. the actions and developments of our competitors; and

. certain statements in “Financial Information” with respect to trend in prices,
volumes, operations, margins, overall market trends, risk management and exchange
rates.

Subject to the requirements of the GEM Listing Rules, we do not intend to publicly
update or otherwise revise the forward-looking statements in this prospectus, whether as a
result of new information, future events or otherwise. As a result of these and other risks,
uncertainties and assumptions, the forward-looking events and circumstances discussed in this
prospectus might not occur in the way we expect, or at all. Accordingly, you should not place
undue reliance on any forward-looking statements. All forward-looking statements in this
prospectus are qualified by reference to this cautionary statement.
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You should carefully consider all of the information in this prospectus including the
risks and uncertainties described below before making an investment in the Placing
Shares. You should pay particular attention to the fact that the legal and regulatory
environment in which our Group operates may differ in some respects from that which
prevails in other countries. The business, financial condition or results of operations of
our Group could be materially adversely affected by any of these risks and uncertainties.
The trading price of the Shares could decline due to any of these risks and uncertainties,

and you may lose all or part of your investment.

RISKS RELATING TO OUR BUSINESS

We derive a significant portion of our revenue from sales to our major customers. If our
major customers were to terminate their respective relationships with us entirely and if
we failed to develop new customers, our business would be adversely affected.

Our sales to our five largest customers represented approximately 74.3% and 74.6% of
our total revenue for each of the two years ended 31 March 2015, respectively. Our sales to our
largest customer represented approximately 45.2% and 46.7% of our total revenue for each of
the two years ended 31 March 2015, respectively.

We do not enter into any long-term agreements with our customers with purchase
obligations. Purchases by our customers are typically made on the basis of actual purchase
orders received from time to time with no commitment to place future orders with us. Our
customers are not obligated to continue placing orders with us at all or at the same level which
they historically have done. Consequently, our customers, including our five largest customers,
could cancel, reduce or defer future orders or cease to place orders at all, at will. During the
Track Record Period, sales to Customer B, one of our five largest customers for the year ended
31 March 2014 ceased (for details, see “Business — Customers”). Revenue generated from
Customer B accounted for approximately 4.0% of our total revenue for the year ended 31
March 2014. We cannot assure you that our existing customers will continue to place purchase
orders with us in the future at the same quantity and price level as in the current or prior
periods, or at all. If there is any other unexpected cessation of, or substantial reduction in the
volume of, orders with any of our existing major customers, we cannot assure you that we
would be able to obtain replacement in a timely manner or on commercially reasonable terms.
Furthermore, the actual volume of our customers’ orders could be inconsistent with our
expectations at the time we plan our expenditures and as a result, our business operations,
financial condition and results of operations could vary from period to period and could
fluctuate significantly in the future. If any of our relationships with our major customers were
to be so altered and we were unable to obtain replacement orders, our results of operations

would be adversely affected.
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We highly depend on the EU and US markets. If there was a drastic decrease in orders
from our customers in these markets, we cannot guarantee that we would be able to make
up the loss of sales from other markets.

For each of the two years ended 31 March 2015, our sales to the EU market (including
but not limited to France, Italy, Belgium, UK, Germany and the Netherlands) (in terms of
shipment destination without taking into account re-export or onward sales (if any) of our
products by our customers) represented approximately 43.8% and 40.0% of our total revenue,
respectively and our sales to the US market (in terms of shipment destination without taking
into account re-export or onward sales (if any) of our products by our customers) represented
approximately 35.1% and 42.9% of our total revenue, respectively. Our Directors anticipate
that our sales to the EU and US markets will continue to represent significant portion of our
turnover in the near future. Economic and political factors impacting these markets in
particular could adversely affect the spending habits of its consumers and, therefore, the
purchasing decisions of our customers in the EU and US markets. If there is a drastic decrease
in the volume of orders from our customers in the EU and US markets, we cannot assure you
that we could increase orders from other markets to make up for such loss of sales. In addition,
according to the CBRE Report, the growth rate of two-way radio consumption in US market
has slowed down since 2011 while the growth rate of two-way radio consumption in EU market
has experienced volatilities since 2011 with an expected decreased growth rate in 2015. If we
fail to seize an increase in orders from other markets (especially the China market which is
expected to be the largest two-way radio consumption market in 2015 in terms of sales volume
according to the CBRE Report), our business operations and financial results could be
adversely affected.

Further, according to the CBRE Report, the birth rate, one of the main drivers for sale of
baby monitors in the US (one of the largest baby monitor markets in terms of sales volume in
2014 according to CBRE Report) and EU (one of the largest baby monitor markets in terms of
sales volume in 2014 according to CBRE Report) is gradually declining. Birth rates are
affected by many factors that are beyond our control, such as government population policy,
economic conditions, environmental impact, social and religious beliefs, etc. A decreasing
birth rate in the US and EU could adversely affect the demand for our baby monitor products
and our results of operations.

We derive a significant portion of our revenue from our sales of two-way radios. Any
decrease in our sales in such products would materially and adversely affect our business,
financial condition and results of operations.

A substantial proportion of our revenue is generated from the sales of two-way radios. For
each of the two years ended 31 March 2015, sales of two-way radios accounted for
approximately 90.6% and 93.2% of our total revenue, respectively. We cannot assure that the
sales of our two-way radio products would generate the revenue at a level comparable to that
of the historical sales. If the market demand for two-way radio products decrease in the future,
or if we fail to develop new two-way radio products appealing to our customers or increase
customers’ orders for our baby monitor products, our business operations and financial results
could be adversely affected.
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If we failed to anticipate technology innovation and successfully develop and market new
products in time or at all, our business, financial condition and results of operations will
be adversely affected as a result.

Due to rapid technological innovation and changing consumer preferences inherent to our
industry, we are subject to product and technology obsolescence and price erosion. If we cannot
successfully anticipate and identify changes in market demand due to technological changes
and develop and introduce new and competitive products and services that meet the needs of
the market or gain market acceptance in a timely and effective manner, our results of operations
and reputation could be adversely affected. If we failed to introduce new products or services
that meet market demands, there is a risk that we could possess large amounts of obsolete
inventory for which we could set lower selling prices and our profit margins could be adversely
affected. In addition, we cannot assure you that we will have adequate funding and resources
necessary for developing and marketing new products or that our marketing strategies for our
new products will be successful.

For each of the two years ended 31 March 2015, our product development costs
capitalised as intangible assets or prepayments for research and development were
approximately HK$3.6 million and HK$7.6 million, respectively. We cannot assure you that we
can continue to invest adequate funding and resources in the development of new products,
services and technologies in the future. In addition, we cannot assure you that these
investments would yield the results expected.

The sales and profitability of our products are dependent on our customers’ business
performance.

We sell our two-way radio and baby monitor products mainly by direct sales to our
customers on ODM basis. The business performance of our customers, which is beyond our
control, would affect our sales to our customers. Our customers could underperform due to a
number of factors, such as changes in business strategies, failure to develop successful
marketing strategies, changes in the market demand for our customers’ products and adverse
market or economic conditions in the markets in which our customers operate, in particular,
Europe and the US. If our customers experience underperformance, they could reduce their
purchases from us, which could have a material and adverse impact on our business, financial
condition, results of operations and prospect.

We experienced net current liabilities during the Track Record Period. Failure to manage
our liquidity situation carefully could expose us to difficulties to obtain adequate
financing for our business in the future.

We recorded net current liabilities of approximately HK$4.5 million and HK$9.3 million
as at 31 March 2014 and 31 March 2015, respectively. For details, see “Financial Information
— Net current liabilities”. Historically, we have met our working capital and other liquidity
requirements principally from cash generated from our operations and banking facilities. We
cannot assure you that our operations will generate sufficient cash inflow to finance all our
activities and cover our general working capital requirements. In the event that we are unable
to generate enough cash from our operations to finance our future development, our financial
condition and results of operations will be adversely affected.

— 31—



RISK FACTORS

Fluctuations in the price, availability and quality of components and underlying raw
materials could result in increased costs for us.

We have experienced fluctuations in the price of our raw materials. For details, see
“Financial Information — Description and analysis of principal items in the consolidated
income statements — Cost of sales”. We do not manufacture and we purchase the components
we use for our products except for plastic casings and a few other plastic parts. For each of the
two years ended 31 March 2015, the costs of raw materials and components represented
approximately 65.7% and 63.9% of our total cost of sales, respectively. We do not enter into
long-term purchase agreements with our suppliers which impose purchase obligations on our
suppliers and there is a risk that we will not be able to source adequate supplies of components
during periods of high demand at competitive prices or at all. For certain of the components
we use, such as MCUs, different suppliers may produce different versions with different
peripheral. If we are no longer able to source a particular component from an existing supplier
due to discontinuation or for whatever reason, there is no assurance that we can source the
same component in the same version with the same features from another supplier, and as a
result, it is possible that we would need to alter the design of our products to ensure that the
functionality requirements are met. This would create additional burden on our human and
operational resources. We cannot assure you that our customers will accept the altered design
or the cost of manufacturing the altered design is acceptable to our customers. Further,
fluctuations in the availability and pricing of components can adversely affect our operating
results. For instance, shortages of components and underlying raw materials, such as copper
and rare earth elements that make up components could result in sharply higher prices and an
increase in the cost of products and could cause a reduction or suspension of production at our
manufacturing sites.

We place orders for our most frequently used components, such as MCUs and ICs in line
with our production and inventory plans determined in advance based on our forecast of
customer demand. Customer demand is highly volatile and difficult to predict and if we fail to
accurately forecast our customer demand, we could be subject to shortage or excess of
inventory of components and products and cause disruption of production plans and result in
loss of sales opportunities or inventory adjustments and our business operations and financial
results could be adversely affected.

Our profitability will be affected by the declining selling price and we may not be able to
sustain current profitability.

Our profit is sensitive to changes in selling price. Any significant decline in the selling
prices of our products will negatively affect our profitability in the future. During the Track
Record Period, we experienced decrease in the average selling price of our baby monitor
products. For details, see “Financial Information — Description and analysis of principal items
in the consolidated income statements — Revenue”. Given this, our profitability for the Track
Record Period might not give any indication of, and should not be interpreted as guidance for,
our total profits in the future. In the event we encounter continuing selling price declines of our
major products in the future, we could have difficulties to maintain or manage our business
growth and our business operations and financial results could be adversely affected.
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Our performance could fluctuate due to changes in our business strategies.

During the history of our business, we have produced a number of different products other
than two-way radio and baby monitor. We discontinued certain product lines during the Track
Record Period and sales to one of our five largest customers for the year ended 31 March 2014
had ceased in September 2013 (for details, see “Business — Our products — Other products”).
We cannot assure that customers who previously purchase the products that we discontinue will
place orders for our other products.

We are shifting some of our marketing resources to the Asia market, as we experienced
a general decline in demand for our products in the European markets (including but not
limited to France, Italy, Belgium, UK, Germany and the Netherlands). For details of our sales
by geographical location of the shipment location of our products, see “Business —
Overview”. We cannot assure that we will be able to sustain continuing growth in our sales to
the Asia market in the future.

We cannot assure you that changes in our business strategies will achieve the desired
results. If we fail to execute our business plans effectively or if we are unable to manage our
managerial, operational and financial resources to accommodate these changes, we cannot
assure that we will be able to implement our business strategies accurately and our business,
reputation and prospect could be adversely affected.

Our products are subject to certain laws and regulations, government policies and
economic, social and political conditions in EU and US and other jurisdictions where we
sell our products.

Our products need to satisfy various certification requirements. For details, see
“Regulatory Overview”. As the eligibility criteria for these certifications could change from
time to time and those changes are out of our control, we cannot assure you that our products
can successfully satisfy these certification requirements or obtain relevant certificate(s) on
time, or at all in the future. If our products fail to obtain or renew all necessary certificates,
our customers could not continue to place orders with us and our operations and financial result
could be materially and adversely affected.

In addition, as most of our products are exported to EU and US, we are subject to
challenges in relation to changes in local regulations, trade policies, taxation laws, foreign
exchange controls, import or export controls and economy development status which could
affect our customers’ performance results and the end-consumers’ discretionary spending
habits and ability. Economic slowdown or recession or potential economic slowdown or
recession could result in a reduction in discretionary consumer spending and cause our
customers to delay, defer or cancel their purchase orders with us. Further, unfavourable
changes in local laws and regulations and government policies could block and/or discourage
our customers to place purchase orders with us. If there are prolonged economic difficulties or
financial crisis or continuing decline in consumer confidence in the economy or if we cannot
suitably modify our business strategies to adjust those unfavourable changes in local laws and
regulations and government policies, our business operation, financial condition and results
could be adversely affected.
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We are subject to risk of currency fluctuations and any ongoing hedging transactions may
not fully shield us from foreign-exchange fluctuations.

During the Track Record Period, while our expenses and costs were mainly denominated
in HKD and RMB, a substantial portion of our revenue was denominated in USD due to the
export-oriented nature of our business. Any significant fluctuations in the exchange rates
between RMB and USD could materially and adversely affect our results of operations. Any
future exchange rate volatility relating to RMB could expose us to risks of uncertainties in the
value of net assets, profits and dividends. For each of the two years ended 31 March 2015, we
recorded net exchange gains which amounted to approximately HK$35,000 and HK$0.4
million, respectively.

In light of the export nature of our business and our significant USD denominated
receivables from our customers and to hedge against the risk of fluctuation of the USD against
the RMB, we entered into certain foreign-exchange forward contracts during the Track Record
Period to sell USD and buy RMB at specified exchange rates on specified future dates. As at
31 March 2014, the notional principal amounts of the outstanding foreign exchange forward
contracts were approximately HK$100.6 million. No prevailing foreign exchange forward
contracts were outstanding as at 31 March 2015. For details, see “Financial Information —
Description and analysis of principal items in the consolidated income statements — Other
gains — net”. In the future, we intend to continue to conduct foreign exchange hedging
transactions. We cannot assure you, however, that such transactions will be risk-free, and any
loss resulting from such transactions may materially and adversely affect our financial
condition and results of operations.

Recently, Euro has depreciated substantially against USD. Although a substantial portion
of our revenue was denominated in USD, if Euro continues to depreciate, the price of our
products in terms of Euro would increase. We did not adjust the prices of our products to our
customers in EU according to the recent depreciation of Euro. If our customers in EU and their
onward customers cannot transfer the price increase to the end customers or that they do not
have appropriate hedging arrangements in place, they may request us to reduce the selling
prices to ensure their profitability. In such event, we may not have sufficient bargaining power
to maintain our profitability and we may even lose purchase order from our customers if our
quotations are not acceptable to them, which could in turn adversely affect our revenue and
financial performance.

Prior dividends distributions are not an indication of our future dividend policy and we
may not be able to pay any dividends on our Shares.

Onward declared dividends in the sum of approximately HK$0.5 million for the year
ended 31 March 2014 to its then shareholders. On Real declared (i) dividends in the total sum
of approximately HK$7.3 million for the year ended 31 March 2014 and approximately
HK$16.0 million for the year ended 31 March 2015 to its then shareholders; (ii) a special
dividend payment in the sum of approximately HK$35.0 million (HK$10.0 million in cash and
approximately HK$25.0 million for settlement of disposal of its 100% equity interest in
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Xinxing On Time) to its then shareholders; and (iii) a special dividend of approximately
HKS$1.0 million to its then shareholders which was fully set off against the same amount of
receivables due to us from our Controlling Shareholders as at 30 November 2014. Historical
dividend distributions are not indicative of our future distribution policy and we cannot assure
you that dividends of similar amounts or at similar rates will be declared in the future. Any
future dividend declaration and distribution by us will be at the discretion of our Directors and
will depend on among other things, our earnings, cash flow, financial condition, capital
requirements, statutory reserve requirements and any other factors that our Directors may
consider relevant. Any declaration and payment as well as the amount of dividends will also
be subject to our constitutional documents and the Companies Law, including (where required)
the approval of shareholders. Therefore, we cannot guarantee when, if and in what form
dividends will be paid on our Shares following the Placing. We may not have sufficient or any
profits to enable us to make dividend distributions to our shareholders in the future, even if our
financial statements indicate that our operations have been profitable. For other details of our
dividend policy, see “Financial Information — Dividend policy”.

We could be subject to imposition of fines and penalties due to non-compliance with
certain laws and regulations in relation to (i) social insurance and housing provident fund
contribution; (ii) occupational disease prevention and control; and (iii) environmental
protection in the PRC.

During the Track Record Period, we did not pay certain past social insurance and housing
provident fund contributions. Our PRC Legal Advisers have advised that, as a result of these
non-compliance incidents, we could be ordered to settle the unpaid amounts and subject to
penalties or other liabilities. Our Directors have assessed that the amount of outstanding social
insurance and housing provident fund contributions were approximately HK$16.6 million and
HK$7.7 million as at 31 March 2014 and 31 March 2015, respectively. Xinxing Great Success
and On Real (Shenzhen) have been in compliance with relevant social insurance and house
fund policies and regulations, since July 2014 and October 2014, respectively. Provision for the
unpaid amount has been made in our financial statements which our Directors considered as
adequate.

Historically, we on various occasions did not fully comply with certain PRC laws and
regulations on occupational disease prevention and control, including (i) Xinxing Great
Success did not declare the occupational hazards at work places for the years from 2011 to
2013 and On Real (Shenzhen) did not declare the major changes to the occupational hazard
factors from the date of change to 30 October 2014 to the local administrative department of
work safety; and (ii) Xinxing Great Success and On Real (Shenzhen) did not attend to the
“three simultaneities” procedures for the prevention and control of occupational disease
hazards for construction projects which may cause occupational disease hazards. Our PRC
Legal Advisers have advised that, as a result of the aforesaid non-compliance incidents, we
could be ordered to (i) complete rectification within a prescribed time and pay a fine ranging
from RMB20,000 to RMB50,000 (for breaches occurring from November 2009 to May 2012)
or RMB50,000 to RMB 100,000 (for breaches occurring since June 2012) for failing to make
the 2011 to 2013 declarations or from RMB5,000 to RMB30,000 for failing to make the major
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change declaration; and (ii) pay a fine ranging from RMB100,000 to RMB500,000 and
discontinue the operations which cause occupational disease hazards or discontinue the
construction or shut down for failing to rectify the non-compliance regarding the “three

simultaneities” procedures.

Historically, we on various occasions did not fully comply with certain PRC
environmental protection laws and regulations, including (i) On Real (Shenzhen) commenced
operation prior to applying for the environmental impact assessment approval for the extension
construction project for the Songgang Factory; and (ii) Xinxing Great Success commenced
operation prior to applying for the environmental protection approval and the pollutant
discharge permit for a construction project for the Xinxing Factory. Our PRC Legal Advisers
have advised that, as a result of the aforesaid non-compliance incidents, we could be ordered
to (i) conduct reapplication procedure within a prescribed period and failure of which could
subject us to cease construction and a maximum fine of RMB100,000; and (ii) cease the
discharge of pollutant within a prescribed period and pay a fine from RMBS50,000 to
RMB100,000 and failure of which could subject us to cease production and operation. Our PRC
Legal Advisers have advised that the Songgang Factory and the Xinxing Factory have been in
compliance with the relevant regulations in relation to environmental protection since August

2014 and January 2015, respectively.

For details, see “Business — Non-compliance”. We cannot assure you that we will not be
subject to fines or penalties or other liabilities in the future, and if such happens, our financial
position could be adversely affected.

Certain of our leased properties are subject to title encumbrances, and we could be
required to vacate such properties.

Risks relating to the Songgang Production Facility

We currently lease the properties for the Songgang Production Facility which has a total
gross floor area of approximately 8,843.3 sq.m from an Independent Third Party. So far as we
are aware, (i) the landlord does not possess the property ownership certificates and
construction works planning permits for such leased properties; and (ii) as at the Latest
Practicable Date, such leased properties were registered as historical illegal buildings used for
production and business (JF& 5245 B4 4F 2 485 P8 5 2 5E) in Shenzhen, China according to the
applicable laws and regulations in the PRC. The Songgang Production Facility is crucial to our
operations.

As advised by our PRC Legal Advisers, (i) our lease agreement could be adjudicated as
invalid and unenforceable due to the title encumbrances and there is a risk that we will be
required to vacate the premises; and (ii) the aforesaid risk continues to apply notwithstanding
the registration of the leased properties as historical illegal property ownership certificates
buildings. Further, it is beyond our control whether the landlord would be able to obtain the

property ownership certificates.
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In the event that we are forced to relocate from the Songgang Production Facility, we
estimate to incur relocation costs of approximately RMB600,000 to relocate our operations in
the Songgang Production Facility to a backup facility, details of which are set out in “Business
— Property — Contingency arrangements for our production and business operation”.

Risks relating to the Shenzhen office

We currently lease the properties for the Shenzhen office which has a gross floor area of
approximately 797 sq.m from an Independent Third Party. So far as we are aware, the landlord
does not possess the property ownership certificates and construction works planning permits
for such leased properties.

As advised by our PRC Legal Advisers, our lease agreement could be adjudicated as
invalid and unenforceable due to the title encumbrances and there is a risk that we will be
required to vacate the premises. Further, it is beyond our control whether the landlord would
be able to obtain the property ownership certificates.

In the event that we are forced to relocate from the Shenzhen office, we estimate to incur
relocation costs of approximately RMB240,000 to relocate our operations in the Shenzhen
office to another location, details of which are set out in “Business — Property — Contingency
arrangements for our production and business operation”.

Risks relating to our contingency arrangements

We have adopted certain contingency arrangements including, with respect to the
Songgang Production Facility, the entering into pre-lease agreement for relocation to a backup
facility, the entering into of a contingent manufacturing agreement for reservation of the
facilities of a subcontractor and the adoption of a relocation plan of our production operations.
The formal lease agreement for the backup facility has not been entered into. If the landlord
of such backup plants could not deliver vacant possession of the backup facility, we cannot
assure you that we will be able to identify other alternative suitable production facilities of size
and rental comparable to those of the Songgang Production Facility in a timely manner. The
contingent manufacturing agreement stipulates that we will provide the production plan and
testing standards to the subcontractor seven days in advance. There is no guarantee that the
subcontractor will be able to fully accommodate our production requirements. We expect that
large amounts of management time and human resources will be diverted from our existing
business and operations to implement the relocation. If any or all of the above occurs, we could
experience longer than expected delays before resuming production at full capacity or at all,
and incur higher than expected loss of revenue and profits as well as further claims due to delay
and/or failure to deliver our products to our customers.

With respect to the Shenzhen office, there is no assurance that we would be able to secure
a prompt relocation to suitable premises of size and rental comparable to those of the Shenzhen
office, nor is there any assurance that the relocation will not have any adverse impact on our
business, which may in turn affect the revenue and financial performance of our Group.
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For further details, see “Business — Property — Defects of certain of our leased

properties”.

We outsource certain manufacturing and engineering processes to independent
subcontractors. Any disruption to their manufacturing operations could adversely affect
our production schedule and in turn affect our business operations and financial results.

We engage independent subcontractors for certain of our manufacturing and engineering
processes. For details, see “Business — Production — Subcontracting”. If there is any
significant disruption to the operations of our subcontractors or damage to their facilities due
to natural or other causes such as technical and mechanical failures, their operations could be
adversely impacted, which could cause knock-on delays in our delivery schedules and impair
our ability to fulfil our customers’ orders. If we discover any subcontractor has encountered
material non-compliance issues, for instance, violations of local health and safety laws, we will
need to divert management and financial resources to assess whether we should terminate
relationship with the subcontractors. We cannot assure that the performance monitoring
procedures we adopt for our subcontractors will be effective and any material deterioration of
product quality for any reasons could result in damage to our business reputation. In the event
of early termination of, or any adverse changes to, the current subcontracting agreements we
have with our subcontractors or if such agreements are not renewed upon expiry, we cannot
assure that we will be able to locate comparable alternative subcontractors that could provide
the services we require in a timely manner and/or on commercially acceptable terms. This
could cause delay to our product schedule and in turn affect our business operations and
financial results.

We usually pay the full amount of all raw material costs due to suppliers before we receive
payment from our customers. We incur certain product development costs before actual
orders are placed by customers. If any significant amount of payments cannot be collected
from our customers, our financial conditions and results of operations could be adversely
affected.

We usually pay the full amount of raw material costs due to the suppliers in accordance
with their payment terms to us before we receive payment from our customers. We incur certain
product development costs more than six months before actual orders are placed by customers.
Our sales to customers are generally on open account basis with credit terms ranging generally
from 30 to 90 days from the date of monthly statement and we do not require our customers
to pay deposits upon receiving their orders. The timing difference between the payment and
credit terms given by us to our customers and the payment and credit terms given to us by our
suppliers may result in significant cash flow mismatch which may adversely affect our cash
flow position and our ability to meet our working capital requirements in the future. As a result
of the cash flow mismatch, our cash and bank balances decreased from approximately HK$45.0
million to HK$33.9 million and our total borrowings increased from approximately HK$23.7
million to HK$49.7 million from 31 March 2014 to 31 March 2015. During the Track Record
Period, we funded our material costs by using cash generated from operating activities and cash
balances and/or financing mainly comprised bank borrowings and trade financing and we
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generally funded our product development costs by using cash generated from operating
activities and cash balances. We can offer no assurances that all of our customers will
continuously maintain a good practice of making timely payments to us according to the
relevant contractual arrangements. If any significant amount of payments cannot be collected
from our customers, for example, due to cancellation of purchase orders subsequently or a
deterioration in our customers’ creditworthiness, our financial conditions and results of
operations could be adversely affected. If we adopt a different practice with our customers,
such as requiring them to pay before delivery, our relationship with them could deteriorate and
there is a risk that they will cease to place orders with us, which could adversely affect our
business and financial performance.

If we cannot adequately protect our intellectual property rights, our business could be
adversely affected.

As at the Latest Practicable Date, we had registered one patent and two trademarks in the
PRC and registered one trademark in Hong Kong. See “B. Further information about our
business — 2. Our intellectual property rights” in Appendix IV to this prospectus for further
details. We cannot assure that we can successfully protect our registered patent and trademarks.
As our unique know-how and expertise in RF technology and the design of two-way radio
products are either not fully capable of being protected by intellectual property rights or
protected only to a limited extent pursuant to legal limitations in certain jurisdictions, there is
a risk that we will not be able to effectively prevent third parties from using our know-how and
expertise and produce products similar or superior to ours. If such event happens, the
competitive advantage of our products and technologies could reduce and our business, results
of operations and prospects could materially and adversely affect.

If we are accused of infringing others’ intellectual property rights, there is a risk that we
will be liable for significant damages.

Our products and services incorporate a wide variety of technologies. We could face legal
proceedings or claims against us from time to time asserting that such technology infringes the
intellectual property owned by others. If such event occurs, there is a risk that we will need to
enter into settlement or licence agreements, to pay significant damage awards, and/or to face
a temporary or permanent injunction prohibiting us from marketing or selling certain of our
products and services, which could have an adverse effect on our business, operating results,
financial condition and reputation.

Our success depends on the ability to recruit and retain skilled technical employees and
management professionals.

In order to continuously and successfully develop, design, manufacture, market and sell
our products and services in increasingly competitive markets, we must attract and retain key
personnel, including our management professionals and skilled employees such as software
engineers. There is a high demand for such skilled employees in the industry we operate in, and
there is a risk that we will be unable to attract or retain qualified employees to keep up with
future business needs. The loss of the services of one or more members of our key management
professionals and skilled employees in the absence of any suitable replacements could have a
material adverse effect on our operation and prospects.
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A material disruption of our operations could adversely affect our business.

Our operations are heavily dependent on the use of our production facilities, which are
subject to operation risks. These risks include the breakdown or failure of our major
equipments, power supply or maintenance, natural disasters, industrial accidents and the need
to comply with the directives of relevant government authorities such as statutory inspections
and testing. These risks could result in temporary, permanent, partial or complete shut-downs
of our operations, and as a result, our operations and financial results could be adversely
affected. Further, our business also relies on prompt delivery and quality transportation of
finished products for shipment, raw materials from our suppliers and the provision of services
by certain third-party vendors. Certain events, such as adverse weather conditions, massive
riots, natural disasters, severe traffic accidents and delays, suspension of public transportation
systems, non-cooperation of our suppliers or their logistics partners and labour strikes, could
lead to delayed or lost deliveries, which could result in the loss of revenue.

We are subject to financial and reputational risks due to product quality and liability
issues.

Our business is inherent to the risk of product liability claims. We cannot guarantee that
all products produced by us are defect-free. If our products failed to perform their
specifications or caused or alleged to have caused property damage, bodily injury or death, we
would be subject to product liability claims. These claims, regardless of merit, could subject
us to lawsuits and result in unexpected expenses. If large scale product recalls were requested
due to products claims or if we failed in the lawsuits, our reputation, business operation and
financial result will be adversely affected.

If we fail to maintain an effective quality control system, our business could be adversely
affected.

Under the agreements we entered into with some of our customers, we agree that our
production facilities would meet the relevant standards set out in the ISO 9001:2008 quality
management system and other stringent requirements while our products would meet with the
relevant international and local safety standards and that we are responsible for the act of our
subcontractors. We cannot assure you that we can maintain our effective quality control system
or to renew our ISO 9001:2008 certificates in the future. There is no assurance that defects,
errors or vulnerabilities would not exist in the quality assurance tests conducted on our
products, whether by ourselves or in external laboratories. If our production facilities or
products fail to meet with our customers’ requirements, our customers could cease placing
orders with us and our reputation could be harmed. We outsource some industrial design works
relating to the aesthetics and ergonomics of our products to third-party external designers and
outsource part of our manufacturing and engineering processes to independent subcontractors.
If our procedures on monitoring the performance of our subcontractors fail to achieve the
desired result, it could result in deteriorating quality of our products and could subject us to
liability. In such event, our operations and profitability would be adversely affected. If we fail
to manufacture our products with internationally accepted safety and quality assurance or meet
customer’s requirements, we could be subject to a decrease in demand for our products or
cancellation or loss of orders from our customers which would in turn have adverse impact on
our business operation and financial result.
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In addition, most of our products are exported. Relevant authorities in our export markets
could change and amend laws and regulations relating to product safety of their respective
jurisdictions from time to time. The occurrence of any such event is out of our control and we
could risk producing products that are found to be in breach of the new and amended laws and
regulations of the relevant jurisdiction(s). We could subject to administrative investigations or
be liable to penalties or incur additional costs of compliance and maintenance, thereby
adversely affecting our business, operating result, reputation and prospect.

Our financial performance for the year ending 31 March 2016 will be affected by certain
non-recurring expenses.

Notwithstanding our financial performance for the Track Record Period disclosed in this
prospectus, our financial results for the year ending 31 March 2016 will be affected by certain
non-recurring expenses, including the expenses in relation to the Listing. Currently, we only
have an estimate of our Listing expenses to be incurred and the actual amount to be recognised
in the financial statements of our Group for the year ending 31 March 2016 is subject to
adjustment based on audit and the then changes in variables and assumptions. Accordingly, our
financial results for the year ending 31 March 2016 will be affected by the expenses in relation
to the Listing.

Our sales of products and services are sensitive to the seasonality of consumer demand.

Our sales are sensitive to seasonality. For example, during the Track Record Period, we
experienced lower sales in the fourth quarter of our financial year (i.e. from January to March)
which, our Directors believe, is attributable to lower end-consumer purchasing desire after the
major holidays, including Thanksgiving and Christmas. As a result, changes in the competitive
environment, changes in market conditions and delays in the release of consumer products can
adversely affect our operating results.

We experienced incidents of non-compliance with the Predecessor Companies Ordinance.

Some of our Hong Kong subsidiaries have on various occasions not fully complied with
certain statutory requirements in the Predecessor Companies Ordinance with respect to matters
relating to the adoption of audited financial statements. See “Business — Non-compliance” for
further details. If the Registrar of Companies in Hong Kong takes any action against the
relevant subsidiaries in our Group, including the assessment of fines or other penalties and/or
if our Controlling Shareholder(s) fail to indemnify us in full, our reputation, cash flow and
results of operation could be adversely affected.

The preferential income tax rate we are entitled to could be changed or discontinued,
which could adversely affect our profitability.

On Real (Shenzhen) is granted the status of High and New Technology Enterprise (/=7
i f>3E) with a certificate dated 30 September 2014 for a validity period of three years and
is entitled to apply for a preferential income tax rate of 15% instead of a statutory rate of 25%
in the PRC during the period of validity of the certificate. The status of High and New

_41 -



RISK FACTORS

Technology Enterprise of On Real (Shenzhen) will expire in September 2017. If any
application for renewal of such status upon expiry of the current certificate fails and we cease
to be a High and New Technology Enterprise, we will be subject to the then prevailing statutory
rate, which could lead to an increase in the effective income tax rate of our PRC subsidiaries
and in turn affect our future results of operation. In the event that the PRC government changes
its tax policy of supporting high and new technology enterprises, such as revocation of such
policy, we could lose the right to apply for, and/or the benefits afforded by, a preferential
income tax rate, which could adversely affect our business and the results of our operations.

We could be adversely affected by the sanctions of the US government, the EU and
Australia against certain Russian individuals and entities.

Russia is one of our shipment destinations of our products. Our revenue generated from
the sales of our products shipped to Russia represented approximately 4.2% and 2.6% in terms
of our total revenue for each of the two years ended 31 March 2015, respectively. We are aware
that following Russia’s military intervention in Ukraine in 2014, the United States, the EU and
Australia have put in place certain economic or trade sanctions against, among others, certain
named Russian individuals and entities. The military intervention in Ukraine may bring
uncertainty to or even adversely affect the economy of Russia. We also cannot assure that the
scope of the sanctions will not expand in the future. If there is any material adverse effect on
the Russian economy brought about by the military intervention or any change in the sanctions,
the business of customers of our products in Russia could be adversely affected. This could
result in a drop in the demand for our products and our sales attributable to Russia would in
turn be materially adversely affected.

We cannot predict the interpretation or implementation of sanctions laws or government
policy by the United States, the EU, Australia, or other applicable jurisdictions with respect to
any current or future activities by us in Russia. We have no present intention to undertake any
future business that would cause us, the Stock Exchange, HKSCC, HKSCC Nominees, or our
Shareholders or investors to violate or become a target of sanctions laws of the United States,
the EU and/or Australia. We can provide no assurance that our future business will be free of
risk under the sanctions, or that we will conform our business to the expectations and
requirements of the authorities of any government that does not have jurisdiction over our
business but nevertheless assert the right to impose sanctions on an extraterritorial basis. If the
sanction authorities of the United States, the EU, Australia or any other jurisdictions were to
determine that any of our business activities constitutes any violation of the sanctions imposed
by them, our business, financial condition and results of operation as well as reputation could
be materially and adversely affected. In addition, as many sanctions programs are evolving,
new requirements or restrictions could come into effect which might increase scrutiny on our
business or result in one or more of our business activities being deemed to have violated
sanctions, or being sanctionable.

We cannot guarantee the accuracy of facts, projections, other statistics and information
derived from various official government publications or the CBRE Report referred to in
this prospectus.

Facts, projections, other statistics and information in this prospectus relating to the
demand for two-way radio and baby monitor products in the US, EU and China market and the
two-way radio and baby monitor manufacturing industry in China have been derived from

_42 —



RISK FACTORS

various official government publications or industry sources or obtained from CBRE. We
believe that these publications are appropriate sources for such information and have taken
reasonable care in extracting and reproducing such information. We have no reason to believe
that such information is false or misleading or that any fact has been omitted that would render
such information false or misleading. However, we cannot guarantee the quality or reliability
of the source materials. They have not been prepared or independently verified by us, the
Sponsor, the Joint Lead Managers, the Sole Bookrunner and the Underwriters or any of our or
their respective affiliates or advisers and, therefore, we make no representation as to the
accuracy of such facts, forecasts, statistics and information, which may not be consistent with
other information compiled elsewhere. Due to possibly flawed or ineffective collection
methods or discrepancies between published information and market practice, the facts,
forecasts, statistics and information in this prospectus may be inaccurate or may not be
comparable to facts, forecasts, statistics and information produced with respect to other
economies. Furthermore, we cannot assure you that they are stated or compiled on the same
basis or with the same degree of accuracy as may be the case elsewhere. Hence, you should not
unduly rely upon the facts, forecasts, statistics and information with respect to the demand for
two-way radio and baby monitor products in the US, EU and China market and the two-way

radio and baby monitor manufacturing industry in China contained in this prospectus.

RISKS RELATING TO OUR INDUSTRY

Our industry is affected by macro-economy globally.

Our industry is volatile and is sensitive to economic slowdown or recession which is
beyond our control. Economic slowdown or recession or potential economic slowdown or
recession could result in a reduction in discretionary consumer spending and cause our
consumers to delay, defer or cancel their purchases. Prolonged economic difficulties or
financial crisis or continuing decline in consumer confidence in the economy will have an

adverse effect on our business, financial condition and results of operations.

Our industry is subject to competition.

Our products and services face competition from products and services sold by
competitors on the basis of several factors such as price and function. In order to provide
products and services that appeal to changing and increasingly diverse consumer preferences,
and to overcome the fact that a relatively high percentage of consumers already possess
products and services similar to those that we offer, we must develop to anticipate consumer
tastes and rapidly develop attractive products and services with competitive selling prices. If
we cannot efficiently develop and offer products at competitive prices or introduce new
products with enhanced functions in a timely manner, our operating results and financial

condition could be adversely impacted.
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Increased inspection procedures, tighter import and export controls and additional trade
restrictions could increase our operating costs and cause disruption to our business.

The consumer electronics industry is subject to various security and customs inspections
and related procedures (the “Inspection Procedures”) in countries of origin and destination as
well as at transshipment points. Such Inspection Procedures can result in the seizure of
consumer electronics products and the levying of customs duties, fines or other penalties
against exporters or importers. If Inspection Procedures or other controls are further tightened,

we could incur further costs and delays and our business could be harmed.

Foreign exchange restrictions imposed by the PRC government could negatively affect the
business operations of our Group.

The PRC government regulates the conversion between RMB and foreign currencies.
Over the years, the PRC government has significantly reduced control over routine foreign
exchange transactions under current accounts, including trade and service-related foreign
exchange transactions and payment of dividends. However, strict foreign exchange control
continues to apply to capital account transactions. These transactions must be approved by or
registered with SAFE or its branches, and repayment of loan principal, distribution of return
on direct capital investment and investment in negotiable instruments are also subject to
restrictions. We currently have two PRC subsidiaries. Any tightening of such restriction may

adversely affect the performance of our operations.

RISKS RELATING TO CONDUCTING BUSINESS IN THE PRC

Uncertainties with respect to the PRC legal system could adversely affect us.

We conduct our business primarily through our subsidiaries in China and our operations
in China are governed by PRC laws and regulations. The PRC legal system is based on written
statutes and the legal interpretation by the SCNPC. Prior court decisions could be cited for
reference but have limited precedential value. Since 1979, the PRC government has been
developing a comprehensive system of commercial laws and considerable progress has been
made in introducing laws and regulations when dealing with economic matters such as foreign
investment, corporate organisation and governance, commerce, taxation and trade. As these
laws, regulations and legal requirements are not fully developed and are subject to change,
making interpretation and enforcement of such laws and regulations uncertain. These
uncertainties could limit the reliability of legal protections available to us and could negatively
affect our business results, operations and financial conditions. In addition, any litigation in
China could be protracted and result in substantial costs and diversion of resources and

management attention.
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The economic and political policies of the PRC government could adversely affect the
overall economic growth of China, our business, financial conditions and results of
operations.

We conduct substantially all of our business operations in China. As our business is highly
sensitive to business and personal discretionary spending levels, it tends to decline during
general economic downturns. Accordingly, our results of operations, financial conditions and
prospects are subject to a significant degree to economic developments in China. Although the
PRC economy has been transforming from a planned economy to a more market oriented
economy, the PRC government can still exercises significant control over China’s economic
growth through the allocation of resources, controlling of foreign exchange, setting monetary
policy and providing preferential treatments to particular industries or companies. In the past
20 years, the PRC government has implemented various measures to encourage economic
development and the PRC economy has experienced significant growth. We cannot assure that
future actions and policies of the PRC government will continue to boost the economic growth.
If PRC economy encounters serious downturns, our business results, operations and financial
conditions could be adversely affected.

It could be difficult to effect service of process or to enforce foreign judgements in the
PRC.

Since substantially all of our assets are located in the PRC, investors could encounter
difficulties in effecting service of process from outside the PRC upon us or most of our
Directors and officers. Moreover, it is understood that the enforcement of foreign judgements
in the PRC is subject to uncertainties. A judgement of a court from a foreign jurisdiction could
be reciprocally recognised or enforced if the jurisdiction has a treaty with the PRC or if the
judgements of the PRC courts have been recognised before in that jurisdiction, subject to the
satisfaction of other requisite requirements.

China does not have treaties providing for the reciprocal recognition and enforcement of
judgements of courts with the Cayman Islands and many other countries and regions.
Therefore, recognition and enforcement in China of judgements of a court in any of this
non-PRC jurisdictions in relation to any matter not subject to a binding arbitration provision
could be difficult or impossible.

Taxation authorities could challenge our allocation of taxable income which could
increase our consolidated tax liability and in turn affect our results of operation.

During the Track Record Period, all of our manufacturing activities in the PRC were
undertaken by On Real (Shenzhen) and Xinxing Great Success (collectively the “PRC
Subsidiaries”) which sold most of the finished products to our Hong Kong subsidiaries for
onward sales to our customers. Our Hong Kong subsidiaries placed purchase orders to our PRC
Subsidiaries when they received purchase orders from our customers. Our Group implemented
a transfer pricing policy for the intra group sales from our PRC Subsidiaries to our Hong Kong
Subsidiaries and it was reviewed by a transfer pricing consultant. According to the report
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prepared by our transfer pricing consultant, our cost-plus methodology adopted to determine
the fees charged to our Hong Kong subsidiaries is supported by appropriate transfer pricing
analysis and are in line with the market. Our Directors confirm that the relevant intra group
transactions were conducted on normal and commercial terms. However, there can be no
assurance that tax authorities reviewing such arrangements would agree that we are in
compliance with transfer pricing laws, or that such laws will not be modified. In the event an
authority of any relevant jurisdiction finds that transfer prices were manipulated in a way that
distorts true taxable income, such authority could require our relevant subsidiaries to
re-determine transfer prices and thereby reallocate the income or adjust the taxable income or
deduct cost and expense of the relevant subsidiary in order to accurately reflect such income.
Any such reallocation or adjustment could result in a higher overall tax liability for us and
adversely affect our business, financial condition and results of operations.

Withholding tax on dividends received from our PRC subsidiaries could affect our
Company’s ability to pay dividends to our Shareholders.

Our Company is incorporated under the laws of the Cayman Islands and indirectly holds
interests in our PRC subsidiaries. According to the PRC Enterprise Income Tax Law ( {713
N IR {373 8i7%) ) and the Implementation Rules of the PRC Enterprise Income Tax
Law ( CHH#HEN R AL B 25 i3 Bk B 61) ), non-resident enterprises which have not
set up institutions or premises in the PRC, or where the institutions or premises are set up but
its subsidiary’s after-tax income has no actual relationship with such institutions or premises
shall be subject to the withholding tax of 10% on income derived from the after-tax profit of
its subsidiary.

According to the Arrangements between the Mainland of the PRC and Hong Kong Special
Administrative Region on the Avoidance of Double Taxation and Prevention of Fiscal Evasion
With Respect to Taxes On Income (<A1 N F v 45 il 7 B3l ] A 36 o 15 A o 8 o OB AN B 1
BRI HE) ), profit derived by a foreign investor residing in Hong Kong from its PRC
enterprise in which such foreign investor directly owns 25% equity interest is subject to the tax
rate of 5% after obtaining the approval from the relevant tax bureau.

Pursuant to the Circular of the State Administration of Taxation on Relevant Issues
relating to the Implementation of Dividend Clauses in Tax Treaties ( <[Bl ZB{Hs 445 B it U1 T
B boh e B S0 A B T RELRE A1) ), which was promulgated by the State Administration of
Taxation (H 3 A R ILFNE B ZFLHAE)5) and became effective on 20 February 2009, all of the
following requirements shall be satisfied for a party to a tax agreement to be entitled to the tax
rate specified in the tax agreement for dividends paid to it by a PRC resident company: (i) such
a fiscal resident who obtains dividends should be the company as provided in the tax
agreement; (ii) owner’s equity interests and voting shares of the PRC resident company directly
owned by such a fiscal resident reaches a specified percentage; and (iii) the equity interests of
the PRC domestic company directly owned by such a fiscal resident, at any time during the
twelve months prior to the obtainment of the dividends, shall reach the percentage specified in
the tax agreement. Since On Real (Shenzhen) and Xinxing Great Success have not yet
distributed any dividend, whether the withholding tax rate for its dividends is 5% will depend,
in part, on how the PRC tax authorities apply or enforce the EIT Law and EIT Rules. Such
withholding tax will in turn reduce the amount of dividends or other distributions our Company
can receive and restrict our ability to pay dividends to the Shareholders.

_46 —



RISK FACTORS

Our operations could be affected if there is a labour shortage or substantial increase in
labour costs in the PRC.

If there is a shortage of labour in the PRC where our productions take place, our
operations could be adversely affected and extra time and resources will be deployed to recruit
new labour, as a result of which our cost of production will increase. In the future, labour costs
could continue to increase significantly and additional legislations or the increased statutory
minimum wages could be enacted by the PRC government which further increases the
employers’ obligations to pay for employee’s benefits and welfare. The occurrence of any of
the above will raise our overall cost of production and hence, the selling prices of our products,
which could have a material adverse effect on our business, financial condition and results of
operations.

RISKS RELATING TO THE PLACING

There has been no prior public market for the Shares and an active trading market may
not develop.

Prior to the Placing, there was no public market for the Shares. The Placing Price for the
Shares was the result of negotiations between our Company and the Joint Lead Managers (for
themselves and on behalf of the Underwriters) and the Placing Price can differ significantly
from the market price for the Shares following the Placing. In addition, there can be no
assurance that there will be an active trading market for our Shares following the Placing or
in the future.

The trading volume and market price of our Shares following the Placing could be
volatile.

The price and trading volume of the Shares could be volatile. Factors such as variations
in our Group’s revenues, earnings and cash flows and announcements of new investments and
strategic alliances or acquisitions could result in large and sudden changes in the volume and
price at which the Shares will trade. Volatility in the trading price of the Shares could also be
caused by factors outside our Group’s control and could be unrelated to our Group’s operating
results. These factors include: (i) investors’ perception of our Group’s business plans; (ii)
changes in our Group’s senior management personnel; and (iii) macroeconomic factors.

Future sales or perceived sales of a substantial number of the Shares in the public market
could materially and adversely affect the prevailing market price of the Shares.

There is no assurance that our Controlling Shareholders will not dispose of their Shares
following the expiration of their respective lock-up periods after the Placing. We cannot predict
the effect, if any, of any future sales of the Shares by any of our Controlling Shareholders, or
that the availability of the Shares for sale by any of our Controlling Shareholders may have on
the market price of the Shares. Sales of a substantial number of Shares by any of our
Controlling Shareholders or the market perception that such sales may occur could materially
and adversely affect the prevailing market price of the Shares.
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Purchasers of the Placing Shares will experience an immediate dilution and may
experience further dilution if we issue additional Shares or other securities in the future.

Based on the Placing Price range, the Placing Price is expected to be higher than the net
tangible asset value per Share immediately prior to the Placing. Therefore, the purchasers of
the Placing Shares will experience an immediate dilution in unaudited pro forma net tangible
asset value to approximately HK$0.10 per Share and approximately HK$0.15 per Share based
on the Placing Price of HK$0.40 per Placing Share and HK$0.60 per Placing Share,
respectively. Additional funds may be required in the future to finance the expansion or new
developments of the business and operations of our Group. If additional funds are raised
through the issuance of new equity or equity-linked securities of our Company other than on
a pro rata basis to existing Shareholders, the percentage ownership of the Shareholders of our
Company may be diluted or such new securities may confer rights and privileges that take

priority over those conferred by the Placing Shares.

Any options granted under the Share Option Scheme may dilute the Shareholders’ equity
interests.

We have conditionally adopted the Share Option Scheme. As at the Latest Practicable
Date, no option had been granted to subscribe for Shares under the Share Option Scheme.
Following any issue of new Shares upon exercise of any options which may be granted under
the Share Option Scheme, there will be an increase in the number of issued Shares. As such,
there may be a dilution or reduction of shareholding of the Shareholders which results in a
dilution or reduction of the earnings per Share or net asset value per Share. In addition, the fair
value of the options to be granted to the eligible participants under the Share Option Scheme
will be charged to the consolidated income statements of our Group over the vesting periods,
if any, of the options. The fair value of the options shall be determined on the date of granting
of the options. Accordingly, our financial results and profitability may be adversely affected.

Shareholders and investors could face difficulties in protecting their interests because our
Company was incorporated under the laws of the Cayman Islands and these laws could
provide different protections to minority Shareholders than the laws of Hong Kong.

Our corporate affairs are governed by the Memorandum and Articles of Association and
by the Companies Law and common law of the Cayman Islands. The laws of the Cayman
Islands relating to the protection of the interests of minority shareholders could differ in some
respects from those established under statutes or judicial precedent in existence in Hong Kong.
Such differences could mean that the minority Shareholders could have different protections
than they would have under the laws of Hong Kong.
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RISKS RELATING TO THE STATEMENTS MADE IN THIS PROSPECTUS AND
FROM OTHER SOURCES

Statistics and facts in this prospectus have not been independently verified.

This prospectus includes certain statistics and facts that have been extracted from
government official sources and publications or other sources. We believe that the sources of
these statistics and facts are appropriate for such statistics and facts and have taken reasonable
care in extracting and reproducing such statistics and facts. We have no reason to believe that
such statistics and facts are false or misleading or that any material information has been
omitted that would render such statistics and facts false or misleading. These statistics and
facts from these sources have not been independently verified by us, our Controlling
Shareholders, the Sponsor, the Underwriters, the Joint Lead Managers, the Sole Bookrunner,
any of their respective directors or any other party involved in the Placing and therefore, we
make no representation as to the accuracy or completeness of these statistics and facts, as such

these statistics and facts should not be unduly relied upon.

Due to possibly flawed or ineffective collection methods or discrepancies between
published information and market practice and other problems, the statistics from official
government publications referred to or contained in this prospectus could be inaccurate or there
is a risk that they are not comparable to statistics produced for other economies and should not
be relied upon. Furthermore, we cannot assure you that the facts and other statistics are stated
or compiled on the same basis or with the same degree of accuracy as may be the case

elsewhere.

In all cases, investors should give consideration as to how much weight or importance

they should attach to, or place on, such facts or other statistics.

Forward-looking statements in this prospectus could prove inaccurate.

This prospectus contains certain forward-looking statements relating to the plans,
objectives, expectations and intentions of our Directors. Such forward-looking statements are
based on numerous assumptions as to our present and future business strategies and the
development of the environment in which we operate. Our actual financial results, performance
or achievements could differ materially from those discussed in this prospectus. Investors
should be cautions against placing undue reliance on any forward-looking statements as these
statements involve known and unknown risks, uncertainties and other factors which could
cause our actual financial results, performance or achievements to be materially different from
our anticipated financial results, performance or achievements expressed or implied by these
statements. We are not obliged to update or revise any forward-looking statements in this

prospectus, whether by reason of new information, future events or otherwise.
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RISK FACTORS

You should read the entire prospectus carefully and we strongly caution you not to place
any reliance on any information contained in press articles, media coverage and/or
research analyst reports regarding us and the Placing.

There could be press articles, media coverage and/or research analyst reports regarding
us and the Placing, which could include certain financial information, financial projections,
industry comparisons, and/or other information about us and the Placing that do not appear in
this prospectus. We do not accept any responsibility for any such press articles, media coverage
or research analyst report or the accuracy or completeness or reliability of any such
information. We make no representation as to the appropriateness, accuracy, completeness or
reliability of any such information or publication. We have not authorised the disclosure of any
such information in the press, media or research analyst report. To the extent that any such
information appearing in publications other than this prospectus is inconsistent or conflicts
with the information contained in this prospectus, we disclaim it and accordingly, you should
not rely on any such information. In making your decision as to whether to purchase our
Shares, you should rely only on the financial, operational and other information included in this

prospectus.
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INFORMATION ABOUT THIS PROSPECTUS AND THE PLACING

DIRECTORS’ RESPONSIBILITY FOR THE CONTENTS OF THIS PROSPECTUS

This prospectus, for which our Directors collectively and individually accept full
responsibility, includes particulars given in compliance with the Companies (Winding Up and
Miscellaneous Provisions) Ordinance, the Securities and Futures (Stock Market Listing) Rules
(Chapter 571V of the Laws of Hong Kong) and the GEM Listing Rules for the purposes of
giving information with regard to our Company. Our Directors, having made all reasonable
enquiries, confirm that to the best of their knowledge and belief:

. the information contained in this prospectus is accurate and complete in all material

respects and not misleading or deceptive;

. there are no other matters the omission of which would make any statement herein
or this prospectus misleading; and

. all opinions expressed in this prospectus have been arrived at after due and careful

consideration and are founded on bases and assumptions that are fair and reasonable.

The Placing Shares are offered for subscription solely on the basis of the information
contained and the representations made in this prospectus. No person is authorised in
connection with the Placing to give any information, or to make any representation, not
contained in this prospectus. Any information or representation not contained herein shall not
be relied upon as having been authorised by our Company, the Sponsor, the Sole Bookrunner,
the Joint Lead Managers, the Underwriters, any of their respective directors, advisers, officers,
agents, employees, affiliates and/or representatives or any other person or parties involved in
the Placing.

Printed copies of this prospectus are available, for information purposes only, at the
offices of (1) Quam Securities Company Limited at 18/F-19/F, China Building, 29 Queen’s
Road Central, Hong Kong; and (2) Pacific Foundation Securities Limited at 11/F, New World
Tower II, 16-18 Queen’s Road Central, Hong Kong from 4:00 p.m. to 5:00 p.m. on Friday, 18
September 2015 and during normal office hours from 9:00 a.m. to 5:00 p.m. from Saturday, 19
September 2015 up to and including Tuesday, 29 September 2015 (both dates inclusive but on
business days only).

PLACING SHARES ARE FULLY UNDERWRITTEN

This prospectus is published solely in connection with the Placing which is sponsored by
the Sponsor and managed by the Joint Lead Managers. The Placing Shares will be fully
underwritten by the Underwriters subject to the terms and conditions of the Underwriting
Agreement (including but not limited to the Joint Lead Managers (for themselves and on behalf
of the Underwriters) and our Company agreeing on the Placing Price). For further information
about the Underwriters and underwriting arrangements, see “Underwriting”.
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INFORMATION ABOUT THIS PROSPECTUS AND THE PLACING

DETERMINATION OF THE PLACING PRICE

The Placing Price is expected to be fixed by the Price Determination Agreement to be
entered into between the Joint Lead Managers (for themselves and on behalf of the
Underwriters) and our Company on the Price Determination Date, which is expected to be on
or about Tuesday, 22 September 2015, or such later date as the Joint Lead Managers (for
themselves and on behalf of the Underwriters) and our Company may agree. For full
information relating to the determination of the Placing Price, see “Structure and Conditions
of the Placing”.

RESTRICTIONS ON SALE OF THE PLACING SHARES

No action has been taken to permit any offering of the Placing Shares or the distribution
of this prospectus in any jurisdiction other than Hong Kong. Accordingly, this prospectus may
not be used for the purpose of, and does not constitute, an offer or invitation nor is it calculated
to invite or solicit offers in any jurisdiction or in any circumstances in which such offer or
invitation is not authorised or to any person to whom it is unlawful to make such an offer or
invitation. The distribution of this prospectus and the offering of the Placing Shares in other
jurisdictions are subject to restrictions and may not be made except as permitted under the
applicable laws, rules and regulations of such jurisdictions pursuant to registration with or
authorisation by the relevant regulatory authorities or as an exemption therefrom.

Each person acquiring the Placing Shares will be required to confirm, or by his/her
acquisition of the Placing Shares be deemed to confirm, that he/she is aware of the restrictions
on offers of the Placing Shares described in this prospectus and that he/she is not acquiring,
and has not been offered, any such shares in circumstance that contravenes any such

restrictions.

Prospective subscribers for the Placing Shares should consult their financial advisers and
take legal advice as appropriate, to inform themselves of, and to observe, all applicable laws

and regulations of any relevant jurisdiction.

STRUCTURE AND CONDITIONS OF THE PLACING

Details of the structure of the Placing, including the conditions thereto, are set out in
“Structure and Conditions of the Placing”.

APPLICATION FOR LISTING ON GEM

Application has been made to the Listing Division for the listing of, and permission to
deal in, our Shares in issue and to be issued as mentioned in this prospectus on GEM. No part
of the share or loan capital of our Company is listed on or dealt in on any other stock exchange

and no such listing or permission to list is being or is proposed to be sought in the near future.
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INFORMATION ABOUT THIS PROSPECTUS AND THE PLACING

Pursuant to Rule 11.23(7) of the GEM Listing Rules, at all times after the Listing, our
Company must maintain the “minimum prescribed percentage” of 25% or such applicable
percentage of the issued share capital of our Company in the hands of the public (as defined
in the GEM Listing Rules).

Under section 44B(1) of the Companies (Winding Up and Miscellaneous Provisions)
Ordinance, if the permission for the Shares offered under this prospectus to be listed on GEM
has been refused before the expiration of three weeks from the date of the closing of the
Placing or such longer period not exceeding six weeks as may, within the said three weeks, be
notified to our Company for permission by or on behalf of the Listing Division, then any
allotment made on an application in pursuance of this prospectus shall, whenever made, be

void.

Only securities registered on the branch register of members of our Company kept in
Hong Kong may be traded on GEM unless the Stock Exchange otherwise agrees.

SHARES WILL BE ELIGIBLE FOR ADMISSION INTO CCASS

Subject to the approval of the listing of, and permission to deal in, our Shares in issue and
to be issued as mentioned in this prospectus on GEM and the compliance with the stock
admission requirements of HKSCC, our Shares will be accepted as eligible securities by
HKSCC for deposit, clearance and settlement in CCASS with effect from the Listing Date or
on any other date as determined by HKSCC.

Settlement of transactions between participants of the Stock Exchange is required to take
place in CCASS on the second business day after any trading day. Investors should seek the
advice of their stockbroker or other professional adviser for details of those settlement

arrangements as such arrangements will affect their rights and interests.

All necessary arrangements have been made for the Shares to be admitted into CCASS.
All activities under CCASS are subject to the General Rules of CCASS and CCASS

Operational Procedures in effect from time to time.

HONG KONG SHARE REGISTRAR AND STAMP DUTY

Our Company’s principal register of members will be maintained by our principal share
registrar, Codan Trust Company (Cayman) Limited, in the Cayman Islands and our Company’s
Hong Kong branch register of members will be maintained by our Hong Kong branch share

registrar, Boardroom Share Registrars (HK) Limited, in Hong Kong.
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INFORMATION ABOUT THIS PROSPECTUS AND THE PLACING

All Shares in issue will be registered in our Company’s branch register of members to be
maintained in Hong Kong. Only Shares registered on our Company’s branch register of
members maintained in Hong Kong may be traded on GEM unless the Stock Exchange
otherwise agrees. Dealings in Shares registered in the branch register of members of our

Company in Hong Kong will be subject to Hong Kong stamp duty.

Unless determined otherwise by our Company, dividends payable in Hong Kong dollars
in respect of our Shares will be paid to the Shareholders listed on our Company’s Hong Kong
branch register of members to be maintained in Hong Kong, by ordinary post, at the
Shareholders’ risk, to the registered address of each Shareholder or if joint Shareholders, to the

first-named therein in accordance with the Articles.

PROFESSIONAL TAX ADVICE RECOMMENDED

Potential investors in the Placing are recommended to consult their professional advisers
if they are in any doubt as to taxation implications of the subscription for, purchase, holding
or disposal of, dealings in, or the exercise of any rights in relation to, our Shares. None of our
Company, the Sponsor, the Sole Bookrunner, the Joint Lead Managers, the Underwriters, any
of their respective directors, advisers, officers, employees, agents or representatives (where
applicable) or any other persons or parties involved in the Placing accepts responsibility for
any tax effects on or liabilities of any person resulting from the subscription for, purchase,

holding or disposal of, dealings in, or the exercise of any rights in relation to, our Shares.

DEALINGS AND SETTLEMENT

Dealings in the Shares on GEM are expected to commence at 9:00 a.m. (Hong Kong time)
on or about Wednesday, 30 September 2015.

Shares will be traded in board lots of 5,000 Shares each and are freely transferable.

The GEM stock code for the Shares is 8245.

Our Company will not issue any temporary document of title.

LANGUAGE

If there is any inconsistency between this prospectus and the Chinese translation of this
prospectus, this prospectus shall prevail. Names of any laws and regulations, governmental
authorities, institutions, natural persons or other entities which have been translated into
English and included in this prospectus and for which no official English translation exists are
unofficial translations for your reference only. If there is any inconsistency, the Chinese name

prevails.
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INFORMATION ABOUT THIS PROSPECTUS AND THE PLACING

EXCHANGE RATE CONVERSION

Unless otherwise specified, this prospectus contains translations for the convenience of
the reader the following rates: HK dollars into US dollars at the rate of HK$7.74 = US$1.00
and HK dollars into RMB at the rate of HK$1.00 = RMB0.7947 as at the Latest Practicable
Date. These translations are provided for reference and convenience only, and no
representation is made, and no representation should be construed as being made, that any
amounts in HK$, RMB or US$ can be or could have been at the relevant dates converted at the

above rates or any other rates at all.

Unless our Company determines otherwise, dividends payable in HK dollars in respect of
the Shares will be paid to the Shareholders listed on our Company’s Hong Kong branch register
of members to be maintained in Hong Kong by cheque sent, by ordinary post, at the
Shareholder’s risk to the registered address of each Shareholder or, in the case of joint holders,

the first-named holder in accordance with the Articles.

ROUNDING

Any discrepancies in any table or chart between the totals and the sums of the amounts

listed therein are due to rounding.
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DIRECTORS AND PARTIES INVOLVED IN THE PLACING

DIRECTORS
Name Residential address Nationality
Executive Directors
Mr. Tam Wing Ki (FR7KZ%E) G/F, 99 Fourth Street Chinese
(Chairman and chief executive Section L
officer) Fairview Park
New Territories
Hong Kong
Mr. Hsu Wing Sang (#7kK4) Flat 1218, 12/F, Shing Ka House Chinese
Kwai Shing East Estate
Kwai Chung
New Territories
Hong Kong
Mr. Tao Hong Ming (F’@Jﬁ%) Flat A, 31/F, Block 12 Chinese
Discovery Park
Tsuen Wan
New Territories
Hong Kong
Non-executive Director
Mr. Chau Wai Hung, Andy Room 1905, Shek Cheung House Chinese

(JRI )

Shek Lei Estate
Kwai Chung
New Territories
Hong Kong
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DIRECTORS AND PARTIES INVOLVED IN THE PLACING

Name Residential address Nationality
Independent non-executive Directors
Mr. Cheng Yuk Kin (Eﬂ‘ﬁ?xﬁ%) Flat 1809, Tower 2 Chinese
Harbourview Horizon
12 Hung Lok Road
Hung Hom Bay, Kowloon
Hong Kong
Mr. Fan Chun Wah, Andrew Room E, 22/F, Block 38 Chinese
(JuiRE) Laguna City
11 South Laguna Street
Kwun Tong, Kowloon
Hong Kong
Ms. Reina Lim Yan Xin Flat 3011, Block R Singaporean

(PRAEILS)

Kornhill
Quarry Bay
Hong Kong

See “Directors and Senior Management” for further details of our Directors and senior

management.
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DIRECTORS AND PARTIES INVOLVED IN THE PLACING

PARTIES INVOLVED IN THE PLACING

Sponsor

Joint Lead Managers

Sole Bookrunner

Legal advisers to our Company

Quam Capital Limited
18/F-19/F, China Building
29 Queen’s Road Central
Hong Kong

Quam Securities Company Limited
18/F-19/F, China Building

29 Queen’s Road Central

Hong Kong

Pacific Foundation Securities Limited
11/F, New World Tower II

16-18 Queen’s Road Central

Hong Kong

Pacific Foundation Securities Limited
11/F, New World Tower II

16-18 Queen’s Road Central

Hong Kong

As to Hong Kong law

Tung & Co.

in association with Jia Yuan Law Office
Office 1601, 16th Floor

LHT Tower

31 Queen’s Road Central

Hong Kong

As to the PRC law

Hills & Co.

11th Floor, Central Business Building
No. 88 Fu Hua 1st Road

Fu Tian District

Shenzhen

PRC
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Legal advisers to the Sponsor and the
Underwriters

As to Cayman Islands law
Conyers Dill & Pearman
Cricket Square

Hutchins Drive

P.O. Box 2681

Grand Cayman KY1-1111
Cayman Islands

As to English law

Wragge Lawrence Graham & Co LLP
4 More London Riverside

London

SE1 2AU

As to German law

Gleiss Lutz Hootz Hirsch PartmbB
Rechtsanwiilte, Steuerberater
Taunusanlage 11

60329 Frankfurt am Main

Germany

As to Netherlands law
Stibbe

Suite 1505

15/F, ICBC Tower
Citibank Plaza

3 Garden Road, Central
Hong Kong

As to US law

Alston & Bird LLP

One Atlantic Center

1201 West Peachtree Street
Atlanta, GA 30309-3424

As to Hong Kong law
Pinsent Masons

50th Floor, Central Plaza
18 Harbour Road

Hong Kong
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As to the PRC law

Dacheng Law Offices

10th Floor, Gongjiao Building
No. 1001, Lianhuazhi Road
Futian District

Shenzhen 518036

PRC

Auditors and reporting accountant PricewaterhouseCoopers
Certified Public Accountants
22/F, Prince’s Building
Central
Hong Kong

Property valuer International Valuation Limited
Room 1203A, 12/F
Kai Tak Commercial Building
317-319 Des Voeux Road Central
Hong Kong

Industry consultant CBRE Limited
12/F, Three Exchange Square
8 Connaught Place, Central
Hong Kong

Compliance adviser Quam Capital Limited
18/F-19/F, China Building
29 Queen’s Road Central
Hong Kong
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CORPORATE INFORMATION

Registered office in the Cayman Islands Cricket Square
Hutchins Drive
P.O. Box 2681
Grand Cayman, KYI-1111
Cayman Islands

Headquarters in the PRC Unit 308, 3/F, Section 3
Block B, Ming You Industrial Products
Procurement Center
Bao Yuan Road
Xixiang Sub-district, Baoan District
Shenzhen
China

Principal place of business in Hong Kong Room 2401-02, 24/F, Jubilee Centre

registered under Part 16 of the 46 Gloucester Road
Companies Ordinance Wanchai
Hong Kong
Company’s website www.on-real.com

(Information in this website does not form

part of this prospectus)

Company secretary Ms. Au Annie Man Wai (B{8%£)
(ICSA, HKICS)
Flat F, 22/F
Block 6
Chi Fu Fa Yuen
Southern
Hong Kong

Authorised representatives Mr. Tao Hong Ming (P8EEER)
Flat A, 31/F, Block 12
Discovery Park
Tsuen Wan
New Territories
Hong Kong

Ms. Au Annie Man Wai (B{8(£)
Flat F, 22/F

Block 6

Chi Fu Fa Yuen

Southern

Hong Kong
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Compliance officer

Audit committee

Remuneration committee

Nomination committee

Principal share registrar and transfer
office in the Cayman Islands

Hong Kong branch share registrar and
transfer office

Principal bankers

Mr. Tao Hong Ming (FFEEH)
Flat A, 31/F, Block 12
Discovery Park

Tsuen Wan

New Territories

Hong Kong

Mr. Cheng Yuk Kin (8§42 &) (Chairman)
Ms. Reina Lim Yan Xin (FREEE)
Mr. Fan Chun Wah, Andrew (7058 %)

Ms. Reina Lim Yan Xin (FRZEE)
(Chairman)

Mr. Cheng Yuk Kin (ER42{E)

Mr. Fan Chun Wah, Andrew (J&#E)
Mr. Tao Hong Ming (Fa 5 HH)

Mr. Tam Wing Ki (#k7K3%) (Chairman)
Mr. Cheng Yuk Kin (H[/8 fi)

Ms. Reina Lim Yan Xin (FRIEILY)

Mr. Fan Chun Wah, Andrew (JC& %)

Codan Trust Company (Cayman) Limited
Cricket Square

Hutchins Drive

P.O. Box 2681

Grand Cayman KY1-1111

Cayman Islands

Boardroom Share Registrars (HK) Limited
31/F, 148 Electric Road

North Point

Hong Kong

The Hongkong and Shanghai Banking
Corporation Limited

1 Queen’s Road Central

Hong Kong
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Australia and New Zealand Banking
Group Limited, Hong Kong Branch
14th Floor, Three Exchange Square

8 Connaught Place

Central

Hong Kong

DBS Bank (Hong Kong) Limited
16th Floor, The Center

99 Queen’s Road Central

Central

Hong Kong
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INDUSTRY OVERVIEW

This section contains certain information which is derived from official government
publications and industry sources as well as a commissioned report from CBRE. We
believe that the sources of the information are appropriate sources for such information
and have taken reasonable care in extracting and reproducing such information. We have
no reason to believe that such information is false or misleading or that any fact has been
omitted that would render such information false or misleading. The information derived
Jfrom the above sources has not been independently verified by us, the Sponsor, the Joint
Lead Managers, the Sole Bookrunner, the Underwriters or any of their affiliates or
advisors, nor any other party involved in the Placing and no representation is given as
to its accuracy. Please refer to “Risk Factors — Risks relating to our business — We
cannot guarantee the accuracy of facts, projections, other statistics and information
derived from various official government publications or the CBRE Report referred to in
this prospectus” for details. We believe, after taking reasonable care, that there have
been no material adverse changes in the market information since the date of the report
issued by CBRE which may qualify, contradict or have an impact on the information in
this section.

INTRODUCTION

We commissioned CBRE, an independent market research company, to provide an
overview of the demand for two-way radio and baby monitor products in the US, EU and China
market and an analysis of the two-way radio and baby monitor manufacturing industry in China
at a fee of HK$550,000 which our Directors believe reflects the market rate.

CBRE is a company that provides a range of services including but not limited to real
estate brokerage, capital markets, global research, consulting, asset management and valuation
services. The Valuation & Advisory Services (Greater China) arm of CBRE engages in various
asset valuation, market and due diligence research, merger and acquisition and initial public

offering advisory, rating appeal advisory as well as business valuation.

The CBRE Report was prepared based on a top-down approach, starting from the macro
economy of US, EU and China, to the different facets of the two-way radio and baby monitor
industry. CBRE utilised both primary and secondary research, and attempted to cross check
each significant finding with multiple sources. Their primary research included site visits,
management interviews and consultation with industry experts to verify information from third
party sources and desktop studies. Their secondary research included industry reports, internet
research, research from brokerage firms, articles written by industry professionals, university
publications, and intelligence from third party data providers. Any projections in the CBRE
Report were done utilising a mix of both qualitative and quantitative analysis. Whenever
applicable, a set of historical data is used as a basis for its projections, and if necessary,
adjustments are subsequently made for projection purposes and to ensure data relevancy. This

is the basis upon which we consider the data and statistics to be reliable.
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INDUSTRY OVERVIEW

FUTURE FORECAST

Some of the analytical conclusions extracted from the CBRE Report cover future
forecasts. The Sponsor and we consider such information to be reliable, accurate and not

misleading after taking into account the following factors:

- CBRE is an independent reputable professional research agency with extensive

experience in their profession; and

- although the research report issued by CBRE constitutes forecast of the development
of the two-way radio and baby monitor market in the US, EU and China, it does not

contain performance forecast of our Company in the future.

DEMAND OVERVIEW AND ANALYSIS OF TWO-WAY RADIO AND BABY MONITOR
IN THE MARKET

Two-way radio

Overall market

From 2009 to 2014, growth rate of global two-way radio consumption stayed at a range
of approximately 5.0% to 14.0%. The year-on-year (“Y-0-Y”) growth rate from 2009 to 2010
is the highest among the past five years. Growth in global two-way radio consumption slowed
down since 2010, reached the trough in 2012 and rebounded in 2013. In 2014, global two-way
radio consumption growth rebounded to about 7.0%. In 2015 to 2016, the projected Y-o-Y
growth rate in global sales of two-way radio is expected to be approximately 6.0%.

US market

The US was the largest two-way radio market in terms of sales amount, which accounted
for approximately 34.0% of global consumption in 2014. From 2011 onwards, growth in the US
two-way radio sales slowed down and in 2015 the projected Y-o-Y growth rate is expected to
be approximately 3.2%.

EU market

EU was the third largest two-way radio market in terms of sales amount, which accounted
for approximately 16.9% of global consumption in 2014. From 2011 onwards, growth in EU
two-way radio sales slowed down and reached a trough in 2012. The growth rate rebounded to
about 4% in 2014. In 2015, the projected Y-o-Y growth rate is expected to be approximately
1.4%.
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INDUSTRY OVERVIEW

China market

China was the second largest two-way radio market in terms of sales amount, which
accounted for approximately 33.3% of global consumption in 2014. From 2009 to 2014 (except
2012), growth in China two-way radio sales stayed well above 10.0% and the projected Y-o-Y
growth rate is expected to be approximately 13.1% in 2015.

Two-way radio sales and growth analysis in global markets, in thousand devices
(2009-2017)
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Two-way radio sales and growth analysis in US, EU and China, in thousand devices
(2009-2017)
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Baby monitor

The growth rate of global baby monitor sales stayed at a range of approximately 3.3% to
8.8% from 2009 to 2014. The Y-o-Y growth rate was above 8.0% in 2009 to 2010. From 2010
to 2013, growth in global baby monitor consumption slowed down and reached a rate of about
3.3% in 2013. The growth rate increased to 4.7% in 2014. In 2015 to 2016, the projected Y-o-Y
growth rate in global sales of baby monitor is expected to be approximately 3.6%.

US market

The US was the largest baby monitor market in terms of sales amount, which accounted
for approximately 45.9% of global consumption in 2014. From 2011 onwards, growth in the US
baby monitor sales slowed down significantly and the projected Y-o-Y growth rate from 2015
to 2016 is expected to be approximately 2.7%.

EU market

EU was the second largest baby monitor market in terms of sales amount, which
accounted for approximately 20.0% of global consumption in 2014. The Y-o-Y growth rate
showed a downward trend from 2009 to 2013 and improved to the level of approximately 5.0%
in 2014. The growth rate is expected to be approximately 2.4% and 3.9% in 2015 and 2016.

China market

China’s baby monitor share in terms of sales amount in the global market was relatively
small, which accounted for approximately 1.9% of global consumption in 2014. From 2009 to
2013, the Y-o-Y growth rate of PRC baby monitor sales demonstrated a significant downward
trend from approximately 118.0% to approximately 1.0%. From 2013 to 2014, the consumption
growth had increased steadily. It is expected that the growth rate would remain at
approximately 5% to 16% from 2015 to 2016.
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INDUSTRY OVERVIEW

Baby monitor sales and growth analysis, in thousand devices (2009-2016)
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SUPPLY OVERVIEW AND ANALYSIS OF TWO-WAY RADIO AND BABY MONITOR
MANUFACTURING INDUSTRY

Two-way radio

Overall supply and production

The total production of two-way radio products in global market has been growing
steadily from 2009 to 2014. The Y-o-Y growth rate from 2009 to 2010 is the highest among the
past five years, which accounted for approximately 10.0% and it is expected that the growth
rate would slightly slow down to 4.0% to 5.0% in 2015 to 2017.
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Two-way radio overall supply and production growth in global markets,
in thousand devices (2009-2017)
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Total production value of two-way radio in China

The production of two-way radio products in China market has been undergoing a steady
growth from 2009 to 2014. The production value of the two-way radio industry hit its peak at
around USD600 million in 2014. It is expected that production value would continue to grow
at a rate around 4.0% to 7.0% in 2015 to 2017.

Total production value, supply and production growth of two-way radio in China
(2009-2017)
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Baby monitor

Overall supply and production

The total production of baby monitor products in global market fluctuated at the rates
from 3.0% to 9.0% from 2009 to 2014. The Y-o-Y growth rate from 2009 to 2010 and the Y-o-Y
growth rate from 2010 to 2011 are the highest among the past five years. From 2011 onwards,
production growth in baby monitor slowed down significantly. It is expected that the growth
rate would be about 4.2% and 3.7% in 2015 and 2016, respectively.

Baby monitor overall supply and production growth, in thousand devices (2009-2016)
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Total production value of baby monitor in China

The production growth rate of baby monitor products in China stayed at approximately
5.0% to 9.0% from 2009 to 2014. Though contributing to a comparatively small portion to the
global figure, production value of the baby monitor industry in China hit its peak at around
USD32.0 million in 2014. It is expected that production value would continue to grow at a rate
of around 7.0% to 8.0% in 2015 and 2016.
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Total production value, supply and production growth
of baby monitor in China (2009-2016)
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PRICE TREND OF FINAL PRODUCTS
Two-way radio

Average price per set (a standard package of two devices) of global two-way radio has
been gradually declining since 2009. In 2014, average price per set was approximately USD9S.

In the long term, it is estimated that the average price per set will be approximately USDS82 in
2019.

Two-way radio device — average price (US, EU & PRC) (2009-2016)
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Major factors affecting prices of two-way radio products are mainly cost of production
and macro-economic environment. Major costs of the two-way radio industry include design
features, raw materials price and labour costs. The major raw material of products in the
two-way radio industry includes metal, plastic and semiconductor. A majority of these costs
show signs of stable trends with gradual slow growth in recent years, mainly due to the macro
“slow-down” economic policies adopted by the PRC government.

A significant price change in raw materials, labour, energy and capital expenditure will
have a direct impact on the operating cost of manufacturers. Such changes could be increasing
equipment price, statutory adjustment of electricity rates or increment of labour costs in the

market.

Baby monitor

The average price for a baby monitor in the US, EU and China is approximately USD155,
USD140 and USD70, respectively. Branded baby monitors may offer higher quality and
durability but may also be charged at higher prices.

Baby monitor — average price (US, EU & PRC) (2009-2016)

180
160 EWM
@ 120
2
a 100
S
i 80 === US Average
E 60 Price
40 === EU Average
Price
20 CN Average
Price
0

2009 2010 2011 2012 2013 2014 2015E  2016E
Source: CBRE Report
Apart from the major factors of costs and macro-economic environment and policies
similar to the two-way radio market, the threats of substitutes, such as web-camera will also

lead to a decrease in demand on baby monitors and could lead to a declining price trend of the
product.
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PRICE TREND OF MAJOR RAW MATERIALS

IC

Average price (per piece) of IC produced in China stayed rather steady from 2009 to 2011
at approximately USDO0.8. The price increased to approximately USDO0.9 in 2012 and is
expected to increase steadily to approximately USD1.0 in 2016.

Average price of IC in China (2009-2016)
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Plastic

Since most plastic is produced from crude oil, crude oil price has a direct impact on the
price of plastic. Oil price was at approximately US$78 per barrel at the end of 2009 and
reached a level of approximately US$110 per barrel at the end of 2013. At the end of 2014, the
oil price fell to US$70 per barrel. It is expected that the oil price would stay at relatively low
level at a price range of about US$66 to US$73 in the period from 2015 to 2016.
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World oil price (2009-2016)
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Copper

The world copper price per tonne experienced a drastic surge in 2010 and reached a level
over US$9,700 at the end of 2010. After that, the price dropped drastically and was
approximately US$6,400 at the end of 2014. It is expected that the price would be lower due
to retarded growth in Asian countries such as China and India, which are major consumers of

copper, as their economic growth would slow down in the foreseeable future.

World copper price trend (2009-2016)
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Battery

According to the YiWu-China Small Commodity Price Index which reflects the trading
condition of small commodities in China, battery price has a stable trend since 2009 to present,
prevailing at an index level of 99.5 to 100. It is expected that price of batteries in China will

continue to stay relatively constant in 2015 to 2016.

China’s batteries price trend (2009-2016)
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FLUCTUATION IN PURCHASE PRICES OF RAW MATERIALS AND FINAL
PRODUCTS

Generally speaking, the prices of raw materials have been increasing during the past years
and market participants are facing pressure to maintain their profit margin. As the market is
fully competitive, transparent and has already matured, it is difficult for the market players to
raise the price of final products. Alternative solution would be implementing effective
cost-saving methods during production or developing solution based products which

incorporate extra product features.

COMPETITIVE LANDSCAPE AND COMPETITIVE ADVANTAGES

According to the CBRE Report, there were approximately 100 to 150 and 30 to 40 ODM
manufacturers in the respective two-way radio and baby monitor industry in China as at 31
December 2014. According to the CBRE Report, the 10 largest two-way radio ODM
manufacturers based in China accounted for approximately 64.6% of the market share in terms
of production volume for the year ended 31 December 2014, and the 10 largest baby monitor
ODM manufacturers based in China accounted for approximately 58.8% of the market share in

terms of production volume for the same year.
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Competitive advantages

According to the CBRE Report, there are three key strengths which we enjoy over our
competitors, including (i) abundant industry experience of management — the knowledge and
experience of our management team enable us to respond quickly to the fast-changing trends
in the two-way radio and baby monitor industry; (ii) self-owned product design and
development capability — our product development team is able to develop products on its own
initiative and respond to customers’ RFP; and (iii) strong customer relationship with large
consumer electronics companies with international brands such as CEC, our largest customer
for the Track Record Period, of which its Cobra brand ranked second and seventh in the US
and EU personal market, respectively, in terms of sales volume of two-way radio products in
2014, and Delta Enterprise Corporation, a manufacturer of children’s products based in the US

which benefits us with opportunities for continuous sales and growth.

Entry barriers for two-way radio and baby monitor manufacturers

Regulations

For two-way radio and baby monitor, the laws and regulations in relation to product
safety and use of radio frequency in the US, EU and China have to be strictly observed.
Effectively, this imposes an implicit quota on the number of market participants and reduces

competition from potential entrants.

Capital requirements and cost of manufacturing

CBRE estimated that an investment of RMB40 million is required for setting up and
operating a manufacturing company with an annual production of 100,000 sets of two-way

radio devices in China.

Total cost of manufacturing in China is affected by substantial increase in wages for
manufacturing workers as well as other costs emerged due to policies introduced by the PRC
government on labour law enforcements, intellectual property protections and environment
scrutiny of all kinds. Such factors also contribute to the potential increase in capital

requirements for new entrants to enter the market.

Distribution network

Distributors are crucial in bringing success to a supply chain. Electronic goods such as
two-way radio and baby monitor can be sold to customers through several different distribution
channels. Having a strong distribution network usually hints a competitive advantage. This
barrier of entry for a potential market entrant could be high as the inability to build and
strengthen its distribution network may cripple a company’s sales growth. Attempting to enter
the competition in an industry that is already mature and skewed towards saturated,

entrenching dealers or new distributors could be exceptionally difficult.
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Economies of scale

Economies of scale effect in both two-way radio and baby monitor markets tend to be

significant as extensive sales networks and long and stable relationships with suppliers assist

large manufacturers to obtain economies of scale through lower costs and higher profit

margins. This is not easy to be obtained by new participants in both markets.

Opportunities and threats for the two-way radio and baby monitor industry

Opportunities

ii.

iii.

iv.

Threats

Macro economic environment in the US and EU is improving. As a large majority
of our products are shipped to the US and EU, there may be stronger demand from

and increased sales to customers based in such regions.

Regulatory changes in China. In December 2009, the Ministry of Industry and
Information Technology of China mandated that the approval of analog two-way
radio would be halted starting from 1 January 2011. This was aimed at speeding up
the process of converting two-way radio into the digital communication era. We can
leverage the market opportunities brought by such change and expand our market

share in China.

The baby monitor industry is at its growth stage. The market witnessed rising

demand from consumers as technology is continuously evolving.

Increase in children care brand operators, such as Delta Enterprise Corporation,
entering the baby monitor market. By leveraging its branding in the baby products
market and cross selling with its other products, we can potentially increase sales of

our baby monitor products.

Strong product design and development capabilities. Our in-house product
development team allows us to make use of our know-how in radio transmission
technologies and incorporate other value-added features into our product. We can
also add compatibility with other mobile devices such as smartphone so as to
improve flexibility in product usage and user experience of our products.

The two-way radio industry is a well-matured industry with limited growth

potential.

— 77 —



INDUSTRY OVERVIEW

1.

iii.

Substitutes and alternatives available. For two-way radio, there are substitutes from
other instant message tools, such as mobile phones. Individuals can easily connect
with one another almost everywhere with their mobile phones. As mobile phone
technologies are getting more popular, together with the increasing availabilities of
two-way radio mobile applications, two-way radio devices tend to lose its
competitive advantages in terms of its convenience and multi-functional ability. For
baby monitor, alternatives such as web camera or internet protocol (IP) camera can

serve the same function as a baby video monitor.

Appreciation of RMB increases our labour costs and cost of raw materials and
reduces the attractiveness of production based in China. Depreciation in the
currency in countries where our customers are based reduces the demand for our

products as they will find products imported from China more expensive.
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REGULATORY REQUIREMENTS IN THE PRC

The relevant laws and regulations applicable to the operations and business of the

subsidiaries in the PRC are set out below:
Incorporation, operation and management of wholly foreign owned enterprise (“WFOE”)

The incorporation, operation and management of a company in the PRC are governed by
the Company Law of the PRC ( {H3EANRILFEAF]E) ) (the “PRC Company Law”)
which was promulgated by the SCNPC on 29 December 1993 and became effective on 1 July
1994. It was subsequently amended on 25 December 1999, 28 August 2004 and 27 October
2005 and 28 December 2013, with the latest amendments taking effect on 1 March 2014. The
major amendments include, but are not limited to, cancelling the paid-up capital registration
and removing the statutory minimum registered capital requirements and the statutory

timeframe for the capital contribution.

The PRC Company Law generally governs two types of companies — limited liability
companies and joint stock limited companies. Both types of companies have the status of legal
persons, and the liability of a company to its creditors is limited to the extent of its property.
Liability of shareholders of a limited liability company and a joint stock limited company is
limited to the extent of the capital contributions/shares subscribed respectively by them. The
PRC Company Law also governs foreign-invested limited liability companies. According to the
PRC Company Law, where laws on foreign investment have other stipulations, such

stipulations shall apply.

The (i) PRC Laws on Wholly Foreign Owned Enterprises ( -#E A RILFIESNE B2
%) ) which was promulgated on 12 April 1986 and was amended on 31 October 2000 and (ii)
the Implementation Rules of the PRC Law on Wholly Foreign Owned Enterprises ( ('3 A
RALANEANE A 2E R E AN D ) promulgated by the State Council on 12 December 1990 and
was subsequently amended on 12 April 2001 and 19 February 2014 govern the establishment
procedures, approval procedures, registered capital requirements, foreign exchange control,

accounting practices, taxation, employment and all other relevant matters of WFOE.

Any investment conducted by the foreign investors and foreign enterprises in the PRC is
subject to the Guidance Catalogue of Industries for the Foreign Investment ( {IMi#% &
$58 H $%) ) (the “Guidance Catalogue”), the latest version of which was promulgated by the
MOFCOM and the National Development and Reform Commission ([ %% & 42z B €r)
on 10 March 2015 and came into effect on 10 April 2015. The Guidance Catalogue contains
specific provisions guiding market access of foreign capital, with respect to categorizing
industries into encouraged foreign-invested industries, restricted foreign-invested industries
and prohibited foreign-invested industries. Foreign investment is permitted for industries not

listed in the Guidance Catalogue unless specifically disallowed in other PRC regulations.
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The Management of Radio Operation

The development, manufacturing, marketing and import of radio transmission equipment
in PRC is subject to the Regulations of the PRC on the Management of Radio Operation (
He N RN B 4 45 TR PR 91) ) (the “Radio Regulations™), which is promulgated and came
into effect on 11 September 1993. Pursuant to the Radio Regulations, (i) the working
frequencies and frequency bands needed for development of the radio transmission equipment
shall conform to the provisions of the State concerning radio management and be submitted to
the State Radio Management Organization (the “SRMQO”) for the approval; (ii) the working
frequencies, bands, and related technical indices of the radio transmission equipment produced
shall conform to the provisions of the State concerning radio management and submitted to the
SRMO or local radio management organisation for the record.

Pursuant to the Provisions on the Manufacturing of Radio Transmission Equipment ( (‘£
FE AR R A B A E FEBLE ) ) which was promulgated on 7 October 1997 and became
effective on 1 January 1999, the manufacturer shall obtain the radio transmission equipment
type approval certificate and the type-approval code issued by the State Radio Management
Commission Office in order to manufacture the radio transmission equipment, and the radio
transmission equipment for sale shall be identified with the type-approval code. Unless
otherwise stipulated in the agreements entered into between PRC and the relevant countries,
manufacturers do not need to obtain the radio transmission equipment type approval certificate
for radio transmission equipments produced for export purpose and which will not be sold and
used in domestic market.

Product Quality and Consumer Rights

Products made in the PRC are subject to the Product Quality Law of the PRC ( {H%#E A
RILABEE S &%) ) (the “Product Quality Law”), which was promulgated on 22
February 1993 and was subsequently amended on 8 July 2000 and 27 August 2009. According
to the Product Quality Law, a manufacturer of a product is responsible to compensate for the
damages done to the person or property except the defective products themselves due to the
defects of products, unless the manufacturer is able to prove that: (i) the product has not been
distributed; (ii) the defect did not exist at the time when the product was circulated; or (iii)
based on the level of scientific or technological know-how at the time when the product was

circulated, the defect could not be discovered.

The PRC Law on Protection of the Rights and Interests of Consumers ( {3 A\ [ILF
B 7 2 4 PR 7%7%) ) (the “Consumers Protection Law”) was promulgated on 31 October
1993 and became effective on 1 January 1994 and was subsequently amended on 27 August
2009 and 25 October 2013. According to the Consumers Protection Law, unless otherwise
provided by this law, a business operator that provides products or services shall, in any of the
following circumstances, bear civil liability in accordance with other relevant laws and
regulations: (i) where a defect exists in a product or service; (ii) where a product does not
possess functions it is supposed to possess, and it is not declared when the product is sold; (iii)
where the product standards indicated on a product or on the package of such product are not
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met; (iv) where the quality condition indicated by way of product description or physical
sample, etc. is not met; (v) where products pronounced obsolete by formal State decrees are
produced or expired or deteriorated products are sold; (vi) where the products are not sold in
sufficient quantities; (vii) where the service items and charges are in violation of an agreement;
(viii) where demands by a consumer for repair, redoing, replacement, return, making up the
quantity of a product, refund of a product purchase price or service fee or claims for
compensation have been delayed deliberately or rejected without reason; or (ix) in other
circumstances whereby the rights and interests of consumers, as provided by laws and
regulations, are harmed. A business operator who fails to fulfil the security obligations and
causes harm to consumer(s) shall bear tort liability according to the Consumers Protection Law.

The Tort Law of the PRC ( ("3 NRILABIZHEE (L) ) was promulgated on 26
December 2009 and came into force on 1 July 2010 to clarify the tort liability, and to prevent
and penalise tortious conduct. Under this law, in the event of damage arising from a defective
product, the sufferer may seek compensation from either the manufacturer or seller of such a
product. If the defect is caused by the seller, the manufacturer shall be entitled to seek
reimbursement from the seller upon compensating the sufferer.

Foreign trade

The Foreign Trade Law of the PRC ( {1 #EANRILFEEINE S L) ) (the “Foreign
Trade Law”) was latest amended on 6 April 2004 and took effect from 1 July 2004. Foreign
trade mentioned in the Foreign Trade Law refer to the import and export of goods, technologies
and international trade in services. According to the Foreign Trade Law, such unfair
competition activities as selling the products at unreasonable low prices, colluding with each
other in a tender, producing and releasing false advertisements and conducting commercial
bribery and others like are not allowed in foreign trade activities.

Anti-unfair competition

The Law of the PRC for Anti-Unfair Competition ( €3 A R ALHNE A IEE B 55) )
(the “Anti-Unfair Competition Law”) was promulgated on 2 September 1993 and took effect
from 1 December 1993. According to the Anti-Unfair Competition Law, when trading on the
market, operators shall abide by the principles of voluntariness, equality, fairness, honesty and
credibility, and observe generally recognised business ethics. And acts of operators which
contravene the provisions of the Anti-Unfair Competition Law, with a result of damaging the
lawful rights and interests of other operators, and disturbing the socio-economic order shall
constitute unfair competition. Operators shall not use money or properties or the other methods
to bribe to others in order to sell or purchase commodities. It shall be guilty of giving bribe
if operators give a secret commission to the other organisations or individuals without the
normal accounting records. It shall be guilty of taking bribe, if the organisations or individuals
accept the secret discount without normal accounting records. Operators may offer a discount
to the others in public, or may pay commission to the middle man in selling or purchasing
commodities. However, operators who give discount to the others or pay commission to the
middle man, or the others who take the discount or commission shall make accounting strictly
according to the facts.
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Where an operator commits unfair competition in contravention of the provisions of the
Anti-Unfair Competition Law and causes damage to another operator, it or he shall bear the
responsibility for compensating for the damages. Where the losses suffered by the injured
operator are difficult to calculate, the amount of damages shall be the profit gained by the
infringer during the period of infringement through the infringing act. The infringer shall also
bear all reasonable costs paid by the injured operator in investigating the acts of unfair
competition committed by the operator suspected of infringing its or his lawful rights and

interests.
Production safety

The Production Safety Law of the PRC ( (H#E NRILFBELELEFEE) ) (the
“Production Safety Law”) was promulgated on 29 June 2002, became effective on 1
November 2002 and was subsequently amended on 27 August 2009 and 31 August 2014. It
governs the supervision and administration of production safety in the PRC. The Production
Safety Law requires a production entity to meet the relevant requirements such as providing its
staff with proper training, handbooks concerning production safety, and safe working
conditions as set out in the relevant laws, rules and regulations in the PRC. Any production
entity that fails to provide the required safe working conditions may not engage in production
activities. Violation of the Production Safety Law may result in fines, penalties, suspension of

operations, order to cease operations, or even criminal liability in severe cases.
Special equipment

The Regulations on Safety Supervision of Special Equipment ( FFf M4 2 B 5%
%) ) (the “Special Equipment Regulations™”) were promulgated by State Council, came into
effect on 1 June 2003 and was further amended on 24 January 2009. According to the aforesaid
regulations, enterprises manufacturing or using special equipment are required to establish and
strive to perfect the safety and energy-saving management system, job security and energy-
saving accountability system for the special equipment. Special equipment mentioned above
refer to boilers, pressure vessels (including gas cylinders), pressure pipelines, elevators, lifting
appliances, passenger ropeways, large amusement facilities, and special vehicles used in the
factory, which involve a high degree of safety risks.

According to the Special Equipment Regulations, operators and the relevant managerial
staff of boilers, pressure vessels, elevators, lifting appliances, passenger ropeways, large
amusement devices and field (factory) inside special motor vehicles (referred to as the
“operators of special equipment”) shall not engage in corresponding operation or management
until they have passed the examination organised by the departments for safety supervision and
administration of special equipment as required by the State and acquired certificates for
operators of special equipment with a nationally unified formula. Enterprises using special
equipment shall educate and train the operators of special equipment so as to ensure that they
acquire the necessary knowledge about the safe operation of special equipment.
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Labour

Companies in the PRC are subject to the PRC Labour Law ( * % A\ RILFIE 5 8)%) )
(the “PRC Labour Law”), the PRC Labour Contract Law ( {3 A RILFIE 258 &R )
(the “PRC Labour Contract Law”) and the Implementation Regulations of the PRC Labour
Contract Law ( (13 A RALFNER 25 8) & [F 2 B e i 61) ), as well as other related regulations,
rules and provisions issued by the relevant governmental authorities from time to time. The
PRC Labour Contract Law, which became effective on 1 January 2008, imposes stricter
requirements with respect to signing of labour contracts with employees, stipulating probation
and violation penalties, terminating labour contracts, paying remuneration and economic
compensation, use of labour dispatches as well as social security premiums than previously
required under the earlier PRC Laws and regulations. The PRC Labour Contract Law was

further amended on 28 December 2012, and such amendments became effective on 1 July 2013.

According to the PRC Labour Law and the PRC Labour Contract Law, companies in the
PRC must enter into labour contracts if they are to establish labour relationships with the
employees. Companies must pay wages that are no lower than the local minimum wage
standards to such employees. Companies are also required to establish labour safety and
sanitation systems, strictly abide by PRC rules and standards and provide relevant training to

the employees.

According to the Provisions on the Prohibition of Using Child Labor which was
promulgated on 1 October 2002 and came into effect on 1 December 2002, the employers must
verify the identification cards of the personnel to be employed when employing personnel and

shall not employ any minor under 16 years old.
Social insurance law and housing provident administrative regulations

The PRC social insurance system is mainly governed by the Social Insurance Law of the
PRC ( (P3#EANRILFBEI+ e fRBEi%) ) (the “Social Insurance Law”). The Social Insurance
Law was promulgated on 28 October 2010 and came into effect on 1 July 2011. According to
Social Insurance Law, employers in the PRC shall conduct registration of social insurance with
the competent authorities, and make contributions to the five basic types of social insurance for
their employees, namely, basic pension insurance, basis medial insurance, work-related injury

insurance, unemployment insurance and maternity insurance.

According to the Administrative Regulations on Housing Provident Funds ( {ff 5 At
EIGEBI) ) which were promulgated by State Council, came into effect on 3 April 1999 and
were amended on 24 March 2002, all business entities (including foreign investment
enterprises) are required to register with the local administrative centre of housing provident
funds and then maintain housing fund accounts with designated banks and pay the related funds

for their employees.
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Occupational disease prevention and control

According to the Law of the PRC on Prevention and Control of Occupational Diseases
( (R NRILFBIBZER TG4 ) promulgated by the SCNPC on 27 October 2001,
effective on 1 May 2002 and amended on 31 December 2011, the Administrative Measures for
the Classifications of the Occupational Disease Hazards of Construction Projects ( (& aIH H
ik 2E95 15 3 0 BUE B HEL) ) promulgated by the Ministry of Health (#54:%) on 27 July 2006,
and the Interim Measures for the Supervision and Administration of “Three Simultaneities” for
the Occupational Health of Construction Projects ( (3% HH Hﬁa%ﬁﬁ%“ [F] IRp > B B BT AT
##E) ) promulgated by the State Administration of Work Safety (185 % 2225 g BB A FR A J))
on 27 April 2012, for construction projects that may cause occupatlonal diseases, the entity
engaging in the construction is required to preliminarily assess risks of occupational diseases,
design and construct occupational disease prevention facilities, evaluate control of the
occupational disease hazards and obtain a final approval for the construction of the
occupational disease prevention facilities.

According to the Interim Measures for the Supervision and Administration of “Three
Simultaneities” for the Occupational Health of Construction Projects ( CEERCIH H k£« =
] R BB ST A THF%) ), construction projects shall be supervised and managed according
to the degree of risks of occupational diseases that the construction projects may cause. The
risks have been categorised into the following three classes: (i) for the construction projects
that may cause common occupational diseases, the pre-assessment report of occupational
diseases shall be filed to the supervision and administration bureau of work safety, and the final
acceptance for construction of the occupational disease prevention facilities may be organised
by the entity engaging in the construction itself while the acceptance report shall be filed to the
supervision and administration bureau of work safety; (ii) for the construction projects that
may cause relatively serious occupational diseases, the pre-assessment report of occupational
disease hazards shall be examined and verified by the supervision and administration bureau
of work safety, and the final acceptance for construction of the occupational disease prevention
facilities shall be organised by the supervision and administration bureau of work safety; and
(iii) for the construction projects that may cause serious occupational diseases, the pre-
assessment report of occupational disease hazards shall be examined and verified by the
supervision and administration bureau of production safety, the design for the occupational
disease prevention facilities shall be examined by the supervision and administration bureau of
work safety, and the final acceptance for construction of the occupational disease prevention

facilities shall be organised by the supervision and administration bureau of work safety.

According to the Notice for the Regulation of Approval Matters on “Three
Simultaneities” for the Occupational Health of Construction Projects (<[5 K i 2 5% JE H Hik
S R R LS TH Y FN) ) promulgated by the Administration of Work Safety of
Guangdong Province on 11 November 2012, the supervision and administration departments at
various levels shall supervise and urge the construction projects apply for an approval after 31
December 2011 within their respective jurisdictions to implement “three simultaneities” for the
occupational health strictly according to the Law of the PRC on Prevention and Control of

Occupational Diseases ( (H#e A RILFNETESER BHIRTE) ).
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According to the Administrative Measures for the Declaration of Occupational Hazards
at Work Places ( {fFE55 Bk e % s FRHFZ:) ) promulgated on 8 September 2009 and
abolished on 1 June 2012, the employers shall declare the occupational hazards at work places
once a year. According to the provisions of the Measures for the Declaration of Projects with
Occupational Hazards ( CHk3E9i &% H H B ¥k ##i%) ) and the Provisions on the Supervision
and Administration of Occupational Health at Work Sites (  L{E&; ik A BB JAT
7E) ) promulgated by State Administration of Work Safety on 27 April 2012, effective on 1
June 2012, where an employer’s work site has any factors of occupational hazards as listed in
the catalogue of occupational diseases, the employer shall, in accordance with the relevant
provisions, faithfully and promptly declare the occupational hazards for the construction
projects to the local administrative department of work safety, and accept the supervision and
inspection of the administrative department of work safety and where major changes take place
in the declaration of occupational hazard factors and its related contents due to technical,
process, equipment or material change, the employer shall make a declaration within 15 days
from the date of change.

Foreign exchange

Foreign exchange control in the PRC is mainly regulated by the Regulations of the PRC
on the Management of Foreign Exchange ( "% A\ RN B AR FRMGEAHI) ), which were
promulgated by the State Council on 29 January 1996, came into effect on 1 April 1996, and
were amended on 14 January 1997 and 5 August 2008. According to the aforesaid regulations,
the RMB paying under current accounts (such as foreign exchange transactions in relation to
trading and service and the dividends payment) can be exchanged into foreign currency at
liberty, but the exchange of the RMB under capital accounts (such as direct investment, loan
or stock investment outside the PRC) into foreign currency shall first obtain approval from the
foreign exchange administration.

Foreign exchange registration

On 14 July 2014, SAFE promulgated the Notice of the State Administration of Foreign
Exchange on Relevant Issues concerning Foreign Exchange Administration for Domestic
Residents to Engage in Overseas Investment and Financing and in Return Investment via
Special Purpose Companies (<[22 A4 2 = B A 45 A0 J B A e ok I 119 20 W) R 458 il ' S
R G AN A B R RE 3 AT) ) (the “SAFE Circular No. 37”). According to the SAFE
Circular No. 37, if a PRC domestic resident wants to use an overseas special purpose vehicle
(“SPV”) (i.e. an overseas enterprise directly or indirectly controlled by the domestic resident
for the purpose of investment or financing for the assets or interests legally held by him in a
PRC domestic enterprise or outside China) to conduct return or direct investment in the PRC,
the domestic resident shall bring the prescriptive materials to the local branch of SAFE to apply
for foreign exchange registration of overseas investments.

As each of the ultimate individual shareholders of our Company’s PRC subsidiaries is a
permanent resident in Hong Kong who holds an oversea passport, which does not fall within
the scope of investments in PRC by an SPV as stipulated in the SAFE Circular No. 37, our PRC
Legal Advisers are of the view that the SAFE Circular No. 37 does not apply to the ultimate
individual shareholders of our Group.
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Taxation
Enterprise income tax

According to the PRC Enterprise Income Tax Law ( (% A RILFNE 2 HLE) )
promulgated on 16 March 2007 and came into effect on 1 January 2008, the income tax rate
for both domestic and foreign-invested enterprises is 25%.

Pursuant to the PRC Enterprise Income Tax Law, enterprises established outside the PRC
whose “de facto management bodies” are located in the PRC are considered as “resident
enterprises” and subject to the uniform 25% enterprise income tax rate for their global income.

The PRC Enterprise Income Tax Law also provides that the enterprise income tax should
be levied at the reduced rate of 20% for qualified “small and thin-profit enterprises”, and the
enterprise income tax should be levied at the reduced rate of 15% for “High and New
Technology Enterprises” in key industries by the PRC.

Recognition of High and New Technology Enterprise

According to The Measures for the Administration of Designation of High and New Tech
Enterprises*® ( (FEUBTH T4 2E58 € B L) ) (the “Measures”) which became effective on 1
January 2008, the eight high and new technology fields supported by the PRC government
include: (1) electronic information technology; (2) biology and new medical technology; (3)
aerospace and aeronautical technology; (4) new materials technology; (5) high technology
services; (6) new energy and energy conservation technology; (7) resources and environmental
technology; and (8) high and new technology used on traditional industries’ reconstructuring.
The Measures was enacted to elaborate the High and New Technology Enterprise recognition
procedures stipulated under the PRC Enterprise Income Tax Law. Under these laws and
regulations, enterprises which have been registered in the PRC for more than one year that
meet the requirements stipulated in the Measures may apply to the applicable governmental
authority for a High and New Technology Enterprise Certificate* (=4 i1 {>2#53) which
will be valid for three years from the date of issuance. A PRC-based enterprise that has
obtained such certificate and recognised as a “High and New Technology Enterprise” may
apply to the applicable tax authority to obtain applicable tax exemptions and reductions. As our
Group has obtained such recognition, we will be qualified to apply to the applicable tax
authority for a preferential tax treatment to enjoy an corporate income tax rate of 15%.

Value-added tax

According to the Provisional Regulations Concerning Value-Added Tax of the PRC ( {*"
#e N RALA B HEBE 17541) ) promulgated by the State Council on 13 December 1993,
which were subsequently amended on 10 November 2008 with the amendments taking effect
on | January 2009:

(A) All entities and individuals engaged in (i) the sales of goods, (ii) the provision of
processing, repairs and replacement services and (iii) the importation of goods
within the PRC are taxpayers of VAT, and shall pay VAT in accordance with these
regulations.
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(B) Except as stipulated in these regulations, for taxpayers engaged in the aforesaid
services (“Selling Goods or Taxable Services”), the VAT payable shall be the
balance of output tax payable for the period after deducting the input tax for the
period. The formula for computing the tax payable is as follows: Tax payable =
Output tax payable for the period — Input tax for the period.

(C) For taxpayers engaged in Selling Goods or Taxable Services, the output tax shall be
the VAT payable calculated based on the sales amounts, tax rates prescribed in these
regulations and amount collected from the purchasers. The formula for computing
the output tax is as follows: Output tax = Sales amount x VAT rate.

(D) VAT rates: For taxpayers selling or importing goods, other than those stipulated in
these regulations, the VAT rates shall be 17%. For taxpayers exporting goods, the
VAT rate shall be 0%, except as otherwise stipulated by the State Council. For
taxpayer providing processing, repairs and replacement services, the VAT rate shall
be 17%.

PRC custom duties

According to the Customs Law of the PRC which was promulgated on 22 January 1987,
and came into effect on 1 July 1987 and amended on 29 June 2013 and 28 December 2013, the
consignee of the imports, the consignor of exports and the owners of the imports and exports
are obligated to pay custom duties. The Custom is the authority in charge of the collection of
custom duties.

Custom duties in the PRC mainly fall under ad valorem duties, i.e. the price of
import/export commodities is the basis for the calculation of the duties. When calculating the
custom duties, import/export commodities shall be classified under appropriate tax items in
accordance with the category provisions of the Custom Import and Export Tariff and shall be
subject to tax levies pursuant to relevant tax rated.

Withholding tax on dividends

According to the PRC Enterprise Income Tax Law and the Implementation Rules of the
PRC Enterprise Income Tax Law ( ¥ A R ALAE A2 r 8 BUE EEWB]) ), non-resident
enterprises which have not set up institutions or premises in the PRC, or where the institutions
or premises are set up but its subsidiary’s after-tax income has no actual relationship with such
institutions or premises shall be subject to the withholding tax of 10% on income derived from
the after-tax profit of its subsidiary. According to the Arrangements between the Mainland of
the PRC and Hong Kong Special Administrative Region on the Avoidance of Double Taxation
and Prevention of Fiscal Evasion With Respect to Taxes On Income ( <A HbAIFF #54 All 1T
[ [B8] J7% 6 ifr {5A f B E OB AN 7 IE I B 22 HE) ), profit derived by a foreign investor
residing in Hong Kong from PRC enterprise in which such foreign investor owns directly at
least 25% equity interest is subject to the tax rate of 5% after obtaining the approval from the
relevant tax bureau.
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Pursuant to the Circular of the State Administration of Taxation on Relevant Issues
relating to the Implementation of Dividend Clauses in Tax Treaties ( <[ ZF B4 )5 B A AT
B boh e e S 0 A B T R A1) ), which was promulgated by the State Administration of
Taxation (3 A R ILFNE B Z AL AE)5) and became effective on 20 February 2009, all of the
following requirements shall be satisfied for a party to a tax agreement to be entitled to the tax
rate specified in the tax agreement for dividends paid to it by a PRC resident company: (i) such
a fiscal resident who obtains dividends should be the company as provided in the tax
agreement; (ii) owner’s equity interests and voting shares of the PRC resident company directly
owned by such a fiscal resident reaches a specified percentage; and (iii) the equity interests of
the PRC domestic company directly owned by such a fiscal resident, at any time during the
twelve months prior to the obtainment of the dividends, shall reach the percentage specified in
the tax agreement.

According to the Administrative Measures for Non-resident Enterprises to Enjoy
Treatments under Tax Treaties (Trial) ( <FFJE R ZZHBU I EFBEHIHEGHT)) ) (the
“Administrative Measures”), which came into force on 1 October 2009, where a non-resident
enterprise (as defined under the PRC tax laws) receives dividends from a PRC resident
enterprise and wishes to enjoy the favourable tax benefits under the tax arrangements, it shall
submit an application for approval to the relevant tax authority. Without such approval, the
non-resident enterprise may not enjoy the favourable tax treatments provided in the tax
agreements.

Environmental protection

In accordance with the Environmental Protection Law of the PRC ( {3 A RILFNE B
BARE) ) promulgated on 26 December 1989, the Administration Supervisory Department
of Environmental Protection of the State Council sets the national guidelines for the discharge
of pollutants. The local government of the provinces, autonomous regions and municipalities
directly under the central government in PRC may also set their own guidelines for the
discharge of pollutants within their respective provinces or districts in the event that the
national guidelines are inadequate. The Environmental Protection Law of the PRC was
amended by the SCNPC on 24 April 2014 and became effective on 1 January 2015, which
strengthens the supervision and regulation on the environmental protection on the national
level and imposes stricter punishment on the illegal activities.

Construction projects

Pursuant to the Environmental Impact Assessment Law of the PRC ( {H13E A R 3 H1 B B
R 2EREETS) ) which was promulgated on 28 October 2002, the Administrative Regulations
on Environmental Protection for Construction Project ( (R H BRI PR ARG )
which were promulgated and became effective on 29 November 1998 and the Administration
of Examination and Approval of Environmental Protection Facilities of Construction Projects
( CEERCIHH % TRIRARER S HFE) ) which was promulgated on 27 December 2001 and
further amended on 22 December 2010, enterprises planning construction projects shall engage
qualified professionals to provide assessment reports on the environmental impact of such

— 88 —



REGULATORY OVERVIEW

projects. The assessment report shall be filed with and approved by the relevant environmental
protection bureau, prior to the commencement of any construction work. The construction
project shall not commence operation, unless inspected and approved by the relevant

environmental protection bureau.
Intellectual property

The products in the PRC shall be subject to intellectual property laws, which include the
Copyright Law of the PRC ( (3£ A\ RILFNE FEAERELL) ), the Patent Law of the PRC (
3N RILMBEIEAE) ) (the “Patent Law”) and the Trademark Law of the PRC ( {##E AR
FLANER S ) ) (the “Trademark Law™).

According to the Trademark Law, which was promulgated on 23 August 1982 and
amended on 22 February 1993, 27 October 2001 and 30 August 2013 respectively, any of the
following acts is an infringement upon the right to exclusive use of a registered trademark: (i)
using a trademark which is identical with the registered trademark on the same kind of
commodities without a license from the registrant of that trademark; (ii) using a trademark
which is similar to the registered trademark on the same kind of commodities, or using a
trademark which is identical with or similar to the registered trademark on the similar
commodities and mislead the public without a license from the registrant of that trademark;
(iii) selling the commodities that infringe upon the right to exclusive use of a registered
trademark; (iv) forging, manufacturing without authorisation the marks of a registered
trademark, or selling the marks of a registered trademark forged or manufactured without
authorisation; (v) changing a registered trademark and putting the commodities with the
changed trademark into the market without the consent of the registrant of that trademark; (vi)
deliberately providing convenient conditions and helping with the acts of infringement upon
the right to exclusive use of a registered trademark; and (vii) causing other damages to the right
to exclusive use of a registered trademark of another person.

The Patent Law was promulgated on 12 March 1984, became effective on 1 April 1985,
and was amended on 4 September 1992, 25 August 2000 and 27 December 2008 respectively.
According to the Patent Law, patent is divided into three categories: invention patent, utility
patent and design patent. Invention patent is intended to protect new technology or measures
for a product, method or its improvement. Utility patent is intended to protect new technology
or measures to improve the utility of a product shape, structure or its combination. Design
patent is intended to protect new designs by combination of product shape, graphic or colour
with aesthetic and industrial application value. According to the Patent Law, any exploitation

of the patent without the authorisation of the patentee constitutes an infringing act.
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Regulations on Domain Names

The Measures for the Administration of Domain Names for the Chinese Internet {H1[#
Wi Al 4 35045 B BRIF):) were promulgated by the Ministry of Information Industry on 5
November 2004 and became effective on 20 December 2004. The aforementioned measures
regulate the registration of domain names in China with the internet country code of “.cn”. The
Measures on Domain Names Dispute Resolution B B 540455 5 H 0o 38044 Sk ff e ks
(20124F447T)) were promulgated by the Chinese Internet Network Information Centre on 28
May 2012 and became effective on 28 June 2012. The aforementioned measures require
domain name disputes to be submitted to institutions authorised by the Chinese Internet

Network Information Centre for resolution.
Mergers and acquisitions rules

On 8 August 2006, the MOFCOM, the PRC Securities Regulatory Commission ([ 7
KEREIZ BE) (the “CSRC™), the SAFE and other three PRC authorities promulgated
Rules on the Mergers and Acquisitions of Domestic Enterprise by Foreign Investors ( {BfR
AN BEEE DI N EREE) ) (the “M&A Rules”), which came into effect on 8
September 2006 and were revised on 22 June 2009.

Foreign investors should comply with the M&A Rules when they purchase shareholding
equities of a domestic non-foreign-funded enterprise or subscribe to the increased capital of a
domestic company, and thus changing the nature of the domestic company into a foreign
investment enterprise; or when the foreign investors establish a foreign investment enterprise
(“FIE”) in PRC and obtain the asset of a domestic company and operate the asset, or purchase
the asset of a domestic company and establish a FIE to operate the asset. According to the
M&A Rules, a special-purpose vehicle (“SPV”) shall mean an offshore company directly or
indirectly controlled by a domestic company or PRC residents for the purpose of listing
overseas with the equity interests of a domestic company actually owned by such company or
individuals, and the overseas listing of a SPV shall be subject to approval from CSRC and
MOFCOM.

As each of the ultimate individual shareholders of our Company’s PRC subsidiary is a
permanent resident in Hong Kong who holds an oversea passport, and our Company and its
subsidiaries incorporated outside PRC do not fall within the scope of being classified as a SPV
directly or indirectly established or controlled by PRC entities or individuals stipulated in the
M&A Rules, our PRC Legal Advisers are of view that the M&A Rules do not apply to the
restructuring exercise or the proposed Listing, and our Group is not required to obtain
approvals from CSRC or MOFCOM.
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REGULATORY REQUIREMENTS IN THE US

We, among others, (i) do not own or lease any real or tangible property in the US or
conduct any business activities in the US or employ any persons in the US for any length of
time; (ii) do not maintain an office or fixed place of business in the US; (iii) deliver products
to customers in the US on FOB Hong Kong basis; (iv) perform all after-sales and other personal
services outside the US; (v) do not conduct marketing activities in any form in the US; and (vi)
except for gains on the sale of products to US customers, have not received any interest, rent,
royalties, dividends or any items of income from US sources or payments for services

performed in the US. Based on the aforesaid, our US legal advisers have advised us that:

(i) we are not directly responsible for compliance with US laws and regulations with
respect to our products and are also not indirectly liable (e.g. via contractual

obligations) for such compliance;

(i1) it is possible, however, that we may be directly responsible for compliance with
certain US laws and regulations that apply regardless of the location of the
manufacturer, including US patent and trademark protection laws, US laws and
regulations that protect US industry from foreign unfair trade practices and impose
anti-dumping duty, countervailing duty, import quotas and exclusion orders, US
export controls and sanctions laws and regulations and certain state consumer

product regulations.

Product safety and product liability

The US has several legal doctrines and regulations concerning product safety and product
liability and two areas which are relevant to our business include private lawsuits and

administrative actions taken by the US government.

(i) Consumer Product Safety Act (the “CPSA”’) & Consumer Product Safety Improvement
Act (the “CPSIA”)

Pursuant to the CPSA, the US Consumer Product Safety Commission (the “CPSC”) has
jurisdiction over the safety of certain “consumer products” sold to the public. The CPSA
defines a consumer product as any article or component part thereof (except for certain
products subject to other federal regulations) “produced or distributed (i) for sale to a consumer
for use in or around a permanent or temporary household or residence, a school, in recreation,
or otherwise, or (ii) for the personal use, consumption or enjoyment of a consumer in or around
a permanent or temporary household or residence, a school, in recreation, or otherwise.” The
CPSC’s jurisdiction includes enforcement of consumer product regulations against importers

and foreign manufacturers, including our Group and our products.
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The CPSIA governs product testing and documentation requirements and establishes
permissible levels for certain substances, including lead. Products imported in the US which
fail to comply with the CPSIA’s requirements are subject to confiscation, and the importer
and/or distributor in the US is subject to civil and criminal penalties. The CPSC has the
authority to:

. ban a consumer product that the CPSC deems presents an unreasonable risk of
injury;

. order a manufacturer to initiate repairs, recalls, replacements or refunds of products

the CPSC deems to present a substantial product hazard;

. inspect any factory, warehouse or shipping container in which consumer products
are manufactured or held for distribution; and

. refuse entry into the US for any product that fails to comply with applicable

consumer safety rules.

Reporting requirements

Manufacturers, importers, distributors and retailers of consumer products must notify the
CPSC “immediately” if it “obtains information which reasonably supports the conclusion that
the product” fails to meet a consumer product safety rule, contains a defect that could create
a substantial product hazard to consumers, creates an unreasonable risk of serious injury or
death or fails to comply with a voluntary standard upon which the CPSC relies. In addition, a
manufacturer must notify the CPSC of final judgements or settlements of cases if the consumer
product at issue was “the subject of at least 3 civil actions that have been filed in the federal

or state court for death or grievous bodily injury” within a 24-month period.

Children’s products

The CPSIA contains special provisions directed at “children’s products,” which are
defined as “a consumer product designed or intended primarily for children 12 years of age or
younger.” These provisions include imposing lead-concentration limits and phthalate
bans/limits for toys and certain products intended for children under age 3, requiring the
product to have permanent tracking labels, and requiring the children’s products be tested
before sale. The CPSC may consider baby monitors to be a “children’s product” for which such
regulations apply.
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General conformity certification

Under the CPSIA, domestic manufacturers or importers of consumer products imported
into the US subject to a product safety rule under the CPSA are required to issue a “general
conformity certification,” wherein the manufacturer or importer must certify that their products
comply will all applicable consumer product safety rules and similar rules, bans, standards and
regulations under any law administered by the CPSC. The certification must be based on a “test
of each product or a reasonable testing program,” and should specify each “rule, ban, standard
or regulation applicable to the product.” The certification must accompany the product or
shipment, and must be furnished to United States Customs. The importer of record to the US
is required to supply the certificate of conformity.

(i) State consumer product regulations — California specific regulations

In addition to the federal consumer product regulatory standards that are enforced by the
CPSC, each state may have additional regulations that apply to our products. The most
significant state regulations are found in California. Of particular importance is California’s
Proposition 65, which requires a manufacturer to provide warnings in regards to substances
found by the state of California to be a carcinogen and/or a reproductive toxicant. California
has also prohibited the use of certain Proposition 65 substances in certain products, such as
those intended for use by children. Proposition 65’s list includes lead and lead compounds,
phthalate substances, and certain cobalt compounds.

(iii) Federal Communications Commission

The FCC regulates the marketing, sale, and importation of RF devices in the US. The
rules cover devices such as cell phones, musical equipment, baby monitors, garage door
openers, wireless home security systems, keyless automobile entry systems, microwave oven,
and remote control cars. The purpose behind these regulations is to ensure that RF devices do
not cause objectionable interference to other devices operating in the same frequency range or
in surrounding frequency ranges. In addition, the rules are intended to protect people from
harmful exposure to RF energy.

Under the FCC’s rules, an RF device is any device that is capable of emitting RF energy
by radiation, conduction, or other means. RF devices are divided into three main categories by
the FCC, and the FCC has different authorisation procedures for each type of device. On Real’s
devices are “intentional radiators.” Devices that intentionally generate and emit RF energy are
called “intentional radiators.” This category includes smart phones, baby monitors, two-way

radios, and microwave ovens.

Generally speaking, all devices that emit RF energy must be authorised by the FCC. The
FCC has established different procedures to authorise the devices depending upon the level of
the device’s RF emissions. The three types of equipment authorisation procedures used by the
FCC are verification, declaration of conformity and certification. Under the FCC’s rules, our
baby monitors and two-way radios would be classified as intentional radiators subject to the
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certification procedure. The certification process is the most stringent equipment authorisation
process. Generally speaking, devices that are intentional radiators must go through the
Certification process which requires that equipment be sent to the FCC or a designated
telecommunications certification body for testing and approval under specified certification
procedures.

There are specific labelling requirements for equipment subject to an FCC equipment
authorisation. The labelling requirements vary depending upon the type of authorisation
applicable.

(iv) Product liability law

Regardless of a product’s compliance with federal regulatory provisions, if a product
injures a person, the injured person may be able to file a product liability lawsuit against the
manufacturer. Such lawsuits are typically filed in state court, and there is no federal products
liability law. While the product liability laws of different states vary greatly, a product liability
lawsuit will typically be based on any combination of the following theories: (i) strict liability;
(ii) negligence; and (iii) breach of warranty.

Strict liability

Under strict liability, the defendant is liable when it is shown that a manufacturer’s
defective product caused the injury of the plaintiff. The three types of product defects that may
incur liability in manufacturers include design defects, manufacturing defects and
warning/marketing defects.

Design defects are inherent; they exist before the product is manufactured. Thus, even if
the product serves its purpose well, a manufacturer can be liable if the product is “unreasonably
dangerous” to use due to a design flaw. Depending on the state, a design is considered defective
if its risks outweigh its utility, or if it fails to meet the reasonable expectations of consumers.

Manufacturing defects occur during the construction or production of the product, and
exist when the product is not produced as intended by the manufacturer. That is, the product
does not conform to design specifications or performance standards, or otherwise deviates in
some material way from other units in the same product line.

Warning/marketing defects occur when a manufacturer fails to provide proper instructions
or adequate warnings of latent dangers in a product.

Negligence

Negligence claims require a plaintiff to prove that the defendant owed a duty of care to
the plaintiff, that the defendant breached that duty of care, that the defendant’s breach of that
duty caused the plaintiffs injury and that the defendant’s actions caused the plaintiff to incur
damages. The defendant is said to have breached its duty when it failed to exercise reasonable
care during any phase of getting the product to the public. Negligence claims can be brought
against any entity that owes a duty of care to the product user.
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Breach of warranty

Breach of warranty actions are governed by contract law. Generally speaking, a warranty
is any promise, claim or representation made by the manufacturer of a product about the
product’s quality, performance or use. Most claims of breach of warranty will be governed by
the Uniform Commercial Code, which recognises both express and implied warranties.

Employment of minors and child labor laws

The laws regulating the employment of minors are a combination of federal and state laws
and regulations. The federal Fair Labor Standards Act (the “FLSA”) defines a “child” for the
purposes of child labor laws as an individual under the age of 18. The FLSA restricts the use
of child labor. Some of these restrictions regulate working conditions and hours for minors. All
states have child labor provisions regulating or prohibiting the use of child labor.

The FLSA prohibits the employment of “oppressive child labor” in the production of
goods for interstate or foreign commerce. The Act does not directly prohibit the employment
of child labor but rather prohibits the shipment or delivery in interstate or foreign commerce
of goods produced by manufacturers that have employed oppressive child labor. “Oppressive
child labor” includes nearly any work by children under the age of 16.

State laws typically involve both the local Labor Code and Education Code. Several states
require that an employer who employs a minor who is in school and under 18 years of age
obtain a work permit from the minor’s school. Many states also limit the number of hours or
the time of day a minor may work.

The federal Alien Tort Statute provides broad federal court jurisdiction for any tort
committed in violation of customary international law. In some instances, child labor
constitutes a violation of an international legal norm. For example, a federal district court in
Indiana held in 2007 that adults and children who had worked on a rubber plantation in Liberia
could sue Liberian, Japanese, and American companies under the Alien Tort Statute for alleged
violations of the Convention Concerning the Prohibition and Immediate Elimination of the
Worst Forms of Child Labor, an international child labor convention.

Trade laws and regulations
(i) Customs laws and regulations

Our products being sold to our US customers are subject to US statutes and regulations
that impose requirements and procedures for importing goods into the US. Our products being
imported for sale in the US may be subject to tariff duties as provided in the Harmonized Tariff
Schedule of the United States (the “HTSUS”). Under section 484 of the Tariff Act of 1930, as
amended (the “Tariff Act”), at the time of importation, importers of our product, namely our
customers or their agents, must submit entry documentation with US Customs and Border
Protection (“CBP”), report the value of the imported merchandise, identify the country of
origin of the products, assign tariff codes to the merchandise and pay tariff duties in accordance
with the HTSUS so that the merchandise can be released from CBP to be sold on the US
market. Our products must also be properly marked with the country of origin.
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CBP is the principal administrative and enforcement agency of US customs laws. CBP
may stop goods at US ports of entry or impose penalties on persons who fail to comply with
the laws and regulations governing the importation of foreign products. Section 592 of the
Tariff Act imposes penalties on any person who, by fraud, gross negligence, or negligence,
introduces or attempts to enter or introduce any merchandise into the commerce of the US by
means of any document or electronically transmitted data or information, written or oral
statement, or act which is material and false, or any omission which is material. Any person
who aids or abets any other person, including foreign producers of exports, to commit such
violations may also be penalised. In addition, CBP has the authority to seize and forfeit

merchandise that is unlawfully imported into the US.

Our customers or their agents act as the importers of our products and therefore are
primarily responsible for the importation process. However, we as their supplier play a role in
ensuring that the importation of our products to the US complies with US laws, which include
providing our customers with documentation or information required for the customs entry

process and properly marking our products with the country of origin.

(it) Anti-dumping and countervailing duty laws

US laws offer protection for US businesses that suffer from injurious, unfair competition
through dumping or subsidisation of foreign products. Dumping occurs when a foreign
producer sells a product in the US at a price that is below that producer’s sales price in its home
market, or at a price that is lower than the cost of production. Foreign governments subsidise
their domestic industries when they provide financial assistance to benefit the production,
manufacture or exportation of goods. Forms of subsidies include direct cash payments, tax
incentives, and loans at terms that do not reflect market conditions. The US anti-dumping and
countervailing statutes establish specific standards for determining when dumping has

occurred or a subsidy has been conferred.

If a US industry believes it is being materially injured or threatened with material injury
by dumped or subsidised imports of a foreign product, it may request the imposition of
anti-dumping or countervailing duties by filing a petition with both the US Department of
Commerce (“Commerce”) and the US International Trade Commission (the “Trade
Commission”). Commerce determines the dumping margins and the subsidy rates (the amount
of impermissible subsidies received by the foreign producers) for foreign producers and
exporters. The Trade Commission determines whether the US industry is suffering material
injury or threat of material injury as a result of the dumped or subsidised imports. If both
Commerce and the Trade Commission make affirmative findings of dumping and/or
subsidisation and injury, Commerce issues anti-dumping and countervailing orders and
instructs CBP to assess anti-dumping and countervailing duties against imports of that product
into the US. The anti-dumping and countervailing duties are duties in addition to the regular
tariff duties that are assessed under the HTSUS. In some cases, the anti-dumping and/or
countervailing duties are substantial and in effect prohibit imports of the product.
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(iii) Tariff Act of 1930

Under section 337 of the Tariff Act, the Trade Commission conducts investigations into
allegations of certain unfair practices in US import trade. Most section 337 investigations
typically involve allegations of patent infringement by imported products. Section 337 also
protects companies from other types of unfair competition such as misappropriation of trade
secrets and infringement of registered trademarks. If the Trade Commission determines that
section 337 has been violated, the Trade Commission may issue an exclusion order banning
infringing products from being imported into the US. The Trade Commission may also issue
a cease and desist order directing the infringing party to cease certain unlawful activities.
Section 337 is frequently used by US companies to try to stop allegedly infringing products
from being imported into the US. Products imported from China to the US, including electronic
products, frequently are subject to Section 337 investigations and some products have been

barred from entering the US market by the Trade Commission’s exclusion orders.

(iv) Export controls and sanctions

The US government controls exports and re-exports of goods, services, software and
technology and also restricts transactions with various countries, entities and individuals.
While the US export controls and sanctions apply primarily to US items, US individuals and
US entities (wherever located), they reach certain foreign produced goods with US content as
well as foreign individuals and entities in certain circumstances. US export controls are
imposed for various reasons, including foreign policy and national security goals. Violations
of US export controls and sanctions laws may result in civil and criminal penalties, which

include denial of export privileges, fines and imprisonment.

Intellectual property

(i) Trade secrets

In the US, trade secrets are generally governed by state law. A “trade secret” is typically
defined as all forms and types of financial, business, scientific, technical, economic, or
engineering information, including patterns, plans, compilations, program devices, formulas,
designs, prototypes, methods, techniques, processes, procedures, programs, or codes, whether
tangible or intangible, and whether or how stored, compiled, or memorialised physically,
electronically, graphically, photographically, or in writing. A trade secret is protected if the
owner has taken reasonable measures to keep such information secret and the information
derives independent economic value, actual or potential, from not being generally known to,
and not being readily ascertainable through proper means by, the public. In order to preserve
rights in a trade secret, a company must take reasonable measures to keep such information
secret. We are obligated to maintain the confidentiality of any trade secrets we may gain access

to in the course of our business with US customers.
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(ii) Patent

US patents are governed by federal law. In the US, a patent is a right to exclude others
from making, using, selling, or offering for sale an invention throughout the US or importing
the invention into the US. Persons or entities who engage in activities that infringe upon patent
rights without a license or consent from the patent holder may be liable to the patent holder for

compensation and may be enjoined from engaging in further infringing activities.

(iii) Trademark

Under applicable US trademark and trade dress law, a trademark includes any word,
name, symbol, slogan, or device (such as a design), or any combination of these, used to
identify goods or services and to distinguish them from those manufactured, sold, or serviced
by others. Trade dress generally relates to the distinctive packaging or design of a product that
promotes the product and distinguishes it from other products in the marketplace. Persons or
entities that utilise trademarks or trade dress on their products that are confusingly similar to
the earlier-utilised trademarks or trade dress of others commit trademark or trade dress
infringement. The remedies for trademark or trade dress infringement can include injunctions,

lost profits, and damages.

Other miscellaneous US regulations

Foreign Corrupt Practices Act (the “FCPA”)

The FCPA has two parts, the anti-bribery provisions that prohibit individuals and
businesses from bribing foreign government officials in order to obtain or retain business, an