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SUMMARY

This summary aims to give you an overview of the information contained in this
document and is qualified in its entirety by, and should be read in conjunction with, the
more detailed information and financial information appearing elsewhere in this
document. As this is a summary, it does not contain all the information that may be
important to you and we urge you to read the entire document carefully.

OVERVIEW

We are a leading supplier of passive optical networking subcomponents, components, modules
and subsystems used in high-speed telecommunications and data communications networks.
We design, manufacture and sell our products and develop solutions with our customers based
upon their product needs and specifications.

Fiber optic components in general can be classified, based on their functions, into two
categories — passive components and active components. Passive components are those which
only pass on a signal but do not alter the signal’s basic characteristics or transmission format.
Typical passive components include WDMs, isolators, attenuators, amplifiers, couplers,
connectors, and optical switches. Active components are those which process a signal and
change its basic characteristics or transmission format. Examples include lasers, tunable lasers,
transmitters, receivers, transceivers, media converters, and transponders. Many active
components contain passive components. Our products are predominantly in the passive
component category, although we do produce certain active components for our customers.
According to Infostone, the global sales revenues of passive components and active
components in 2009 were approximately US$0.9 billion and US$3.2 billion, respectively. As
such, the sales revenues of passive components in 2009 represented approximately 21.9% of
the total sales revenues of the global market of fiber optic components. We have leading market
positions in several key passive optical products including free space optical isolators, WDMs,
EDFAs and VOAs‘". The table below sets forth our market share for these products during the
Track Record Period:

Market Share®

For the year ended December 31

2007 2008 2009

All passive components 3.9% 4.0% 5.1%
Free space optical isolators for

transmission applications 33.9% 33.4% 33.8%

WDM products 7.7% 7.8% 10.0%

VOA products 3.2% 3.2% 3.2%

EDFA 3.5% 3.7% 2.8%

(1) Based on the market research report commissioned by us and prepared by Infostone Communication
Consultant (Shenzhen) Ltd., an independent market research firm in China. For more information on Infostone,
please refer to the section headed “Industry Overview — About this Section” in this document.
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We were incorporated in 2000 as a joint-venture between Hong Kong Kaifa, a wholly-owned
subsidiary of Shenzhen Kaifa, and Mandarin IT Fund I, a private equity fund established in
2000. Shortly after our incorporation, we set up a wholly foreign owned subsidiary in China,
O-Net Shenzhen. O-Net Shenzhen acquired all the assets of the fiber optics department of
Shenzhen Kaifa in 2000.

We are headquartered in Shenzhen, China, where we manufacture our optical subcomponents,
components, modules and subsystems at our facilities. Through internal research and
development, we have developed 40 series of products that we sell or integrate into our optical
communications products. We have internally developed processes, such as our factory
information system (FIS), that allow us to produce technically-advanced solutions to meet our
customers’ needs. More details about our FIS and manufacturing processes can be found in the
section headed “Business — Production Process” of this document.

Our customers include telecommunications and data communications network system vendors
located around the world and their contract manufacturers. Our principal customers include
leading telecommunications system vendors, such as Alcatel-Lucent and Huawei, as well as the
contract manufacturers to Ciena and Infinera. The percentage of revenue contributed by
Alcatel-Lucent, Huawei and these contract manufacturers was approximately 50.2%, 46.5%
and 39.8% for the years ended 31 December 2007, 2008 and 2009, respectively. These
customers in turn sell systems to telecommunications and data communications service
providers and cable TV operators who increasingly require higher bandwidth networks to
support advanced telecommunications and data communications applications. We work with
customers from the earliest stages of their equipment design process to ensure that we can be
their preferred choice as their supplier. By doing so, we believe that our products will be better
tailored to the specific needs of our customers, which will strengthen our business relationship
with our customers. In turn, we expect this will create more business opportunities for us.

We believe that our broad product offering, vertically-integrated business model and emphasis
on high-bandwidth products for use in 10G and newer 40G networks give us a competitive
advantage. Our broad line of products expand optical bandwidth and redirect and amplify
optical signals, as well as monitor and protect wavelength performance and assist signal
transmission and reception across optical networks. Optical network system vendors use our
products to increase the performance of optical networks and provide networks with flexible
and scalable bandwidth to support increases of data traffic on the Internet and other public and
private networks.

We believe we have accumulated strong core competencies in several technology platforms in
our industry which have enabled, and will continue to enable, us to develop high performance
and cost-competitive products and solutions to serve our customers. Particularly, in recent
years we have launched a series of next-generation products targeted at fast-growing 40G and
100G applications and tunable applications. We are also in the process of developing advanced
next-generation products which we expect to be released to the market over the course of the
next year.

As aresult of the global financial crisis in 2008, our customers initially reduced the orders that
they placed with the Group which affected our performance in the fourth quarter of 2008 and
the first quarter of 2009; however, we experienced strong overall growth in 2009. Our revenue
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increased 47.3%, from HK$229.7 million in 2007 to HK$338.4 million in 2009, as a result of
new product launches and customer additions. Our gross profit margin and net profit margin
for the year ended 31 December 2009 were 45.3% and 23.4%, respectively. During this period,
our revenue from sales in the PRC, as a percentage of revenue, continued to grow, and the
relative contribution of our transmission management and power management segments
continued to increase.

The following table sets forth our revenue generated from sales in the PRC, Europe, North
America and Asia (excluding the PRC) regions for the periods indicated.

For the year ended 31 December

2007 2008 2009
HK$’000 % HK$’000 % HK$’000 %
The PRC 61,640 26.8 97,525 34.3 165,697 49.0
Europe 83,597 36.4 77,972 27.4 61,025 18.0
North America 23,362 10.2 79,297 27.9 40,587 12.0
Asia (excluding the PRC) 61,104 26.6 29,844 10.4 71,076 21.0
Total 229,703 100 284,638 100 338,385 100

Our revenue during the Track Record Period was driven by our three largest product segments:
power management, transmission management and wavelength management. Together these
three segments accounted for 94.5%, 93.6% and 94.1% of our revenues for the years ended 31
December 2007, 2008 and 2009, respectively. During the Track Record Period, revenues from
the transmission management segment, as a percentage of our total revenues, increased, while
revenues from the wavelength management segment, as a percentage of total revenues,
decreased. The following table sets forth the amount and percentage of revenue by product
segment during the Track Record Period.

For the year ended 31 December

2007 2008 2009
HK$’000 % HK$’000 % HK$’000 %
Revenue
Power management 77,201 33.6 109,866 38.6 128,568 38.0
Transmission management 53,843 234 73,251 25.7 114,104 33.7
Wavelength management 86,156 37.5 83,474 29.3 75,786 22.4
Signal conditioning and
monitoring management 5,627 2.4 6,461 2.3 6,183 1.8
Others 6,876 3.1 11,586 4.1 13,744 4.1
Total 229,703 100 284,638 100 338,385 100
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COMPETITIVE STRENGTHS

We believe that our principal competitive strengths, outlined below, will enable us to benefit
from the growth in demand we expect for subcomponents, components, modules and

subsystems for optical communications networks. Our key strengths include:

. design and manufacturing expertise in major areas of optical technologies;

. vertically-integrated business model;

. efficient and flexible manufacturing;

. long and proven track record in the fiber optics industry;

. broad product portfolio;

o solid customer base; and

. China strategic advantage.

STRATEGIES

Our goal is to be the leading supplier of fiber optic subcomponents, components, modules and

subsystems to the global fiber optic industry. We plan to achieve this goal by pursuing the
following strategies:

. maintaining and extending our core technology platforms;

. further building up our vertically-integrated business model;

. enhancing and extending our product portfolio with emphasis on next-generation
technologies;

. broadening our customer base;

. increasing our involvement in our customers’ product development cycles; and

. continuing to optimize our manufacturing capabilities.
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SUMMARY OF HISTORICAL FINANCIAL INFORMATION

The following tables set forth a summary of our combined financial information for the three
years ended 31 December 2007, 2008 and 2009, including our combined income statements,
combined balance sheets and combined cash flow statements, all of which have been derived
from our combined financial information included in the Accountants’ Report set out in
Appendix I to this document prepared in accordance with HKFRS. Historical results are not
necessarily indicative of results for any future period. The results were prepared on the basis
of presentation as set out in the Accountants’ Report. The summary combined financial
information should be read in conjunction with the combined financial information set out in
the Accountants’ Report including the related notes to the combined financial information.

Combined Income Statements

For the year ended 31 December

2007 2008 2009
HK$’000 % HK$’000 % HK$’000 %
Revenue 229,703 100 284,638 100 338,385 100
Cost of sales (135,714) (59.1) (177,885) (62.5) (185,137) (54.7)
Gross profit 93,989 40.9 106,753 37.5 153,248 45.3
Other gains — net 228 0.1 1,171 0.4 2,065 0.6

Selling and marketing costs (17,413) (7.6) (18,836) (6.6) (17,436) (5.1)
Research and development

expenses (18,258) (7.9) (21,027) (7.4) (16,875) (5.0)
Administrative expenses (32,891) (14.3) (36,352) (12.8) (31,445) (9.3)
Operating profit 25,655 11.2 31,709 11.1 89,557 26.5
Finance income 314 0.1 132 0.1 44 0.0
Finance costs (5,138) (2.2) (6,990) (2.5) (1,094) (0.3)
Finance costs — net Vor¢ 7 (4,824) (2.1) (6,858) (2.4) (1,050) (0.3)
Profit before income tax 20,831 9.1 24,851 8.7 88,507 26.2
Income tax expenses (531) (0.3) (1,854) (0.6) (9,347) (2.8)

Profit for the year
attributable to equity
holders of
the Company 20,300 8.8 22,997 8.1 79,160 23.4

Earnings per share
for profit attributable to
equity holders of the
Company V¢ 2 N/A N/A N/A

Note 1: We incurred an exchange loss of approximately HK$4.9 million, HK$5.9 million and HK$0.6 million
during the years ended 31 December 2007, 2008 and 2009, respectively. For further details, please refer
to the section headed “Foreign Exchange Rate Risk” in this section below.

Note 2: No earnings per share information is presented, as its inclusion for the purpose of the Accountants’ Report
set out in Appendix I to this document, is not considered meaningful due to the preparation of the results
for the relevant financial periods on a combined basis as disclosed in Note 2.1 of the aforesaid Accountants’
Report.
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Combined Balance Sheets
As at 31 December
2007 2008 2009
HK$’000 HK$’000 HKS$’000
ASSETS
Non-current assets
Land use right 27,828 28,949 28,396
Property, plant and equipment 33,875 38,163 40,157
Intangible assets 484 587 496
Deferred income tax assets 830 737 924
63,017 68,436 69,973
Current assets
Inventories 55,599 46,438 56,293
Trade and other receivables 62,427 88,709 169,508
Pledged bank deposits 53,396 - -
Cash and cash equivalents 12,015 22,979 26,544
183,437 158,126 252,345
Total assets 246,454 226,562 322,318
EQUITY
Attributable to equity holders of the
Company
Owners’ equity 78,150 106,595 188,381
LIABILITIES
Current liabilities
Trade and other payables 109,782 95,549 123,040
Current income tax liabilities - 1,740 10,897
Borrowings 58,522 22,678 -
168,304 119,967 133,937
Total liabilities 168,304 119,967 133,937
Total equity and liabilities 246,454 226,562 322,318
Net current assets 15,133 38,159 118,408
Total assets less current liabilities 78,150 106,595 188,381
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Combined Cash Flow Statements
Year ended 31 December
2007 2008 2009
HK3$’000 HK$’000 HK$’000
Cash flows from operating activities
Cash generated from operating activities 13,320 8,215 35,777
Interest paid (244) (1,041) (525)
Income tax prepaid/paid - (238) (144)
Net cash from operating activities 13,076 6,936 35,108
Cash flows from investing activities
Purchases of property, plant and equipment
and payments for construction-in-progress (12,655) (12,522) (6,116)
Purchase of land use right (27,035) - -
Purchase of intangible assets 477) (207) (44)
Interest received 314 132 44
Proceeds from disposal of property, plant and
equipment 1,895 - 10
Net cash used in investing activities (37,958) (12,597) (6,1006)
Cash flows from financing activities
Payments of share issuance costs - (1,670) (2,796)
Proceeds from borrowings 58,450 22,389 -
Repayments of borrowings (19,635) (58,233) (22,678)
Repayments of amount due to a related party (45) - -
Net (placement)/withdrawal of pledged
deposits (33,987) 53,396 -
Net cash from/(used in) financing activities 4,783 15,882 (25,474)
Net (decrease)/increase in cash and cash
equivalents (20,099) 10,221 3,528
Cash and cash equivalents at the beginning
of the year 31,297 12,015 22,979
Exchange difference 817 743 37
Cash and cash equivalents at the end of
the year 12,015 22,979 26,544
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DIVIDEND POLICY

After completion of the [®], our Shareholders will be entitled to receive dividends we declare.
Any amount of dividends we pay will be at the discretion of our Directors and will depend upon
our future operations and earnings, capital requirements and surpluses, general financial
conditions, contractual restrictions and other factors which our Directors consider relevant. In
addition, our Controlling Shareholders will be able to influence our dividend policy.

Our operations are conducted primarily through our PRC subsidiary and any dividend we
would pay would be from the proceeds of a dividend to us from our PRC subsidiary. PRC laws
require that dividends be paid only out of the net profit calculated according to PRC accounting
principles, which may differ from generally accepted accounting principles in other
jurisdictions, including HKFRS. PRC laws also require FIEs, such as our subsidiary in the
PRC, to set aside part of their net profit as statutory reserves. These statutory reserves are not
available for distribution as cash dividends.

We currently do not plan to distribute a regular dividend following the [®]. If our growth
continues as we expect, all of our cash on hand as well as [®] will be utilized as [®] and
otherwise to expand our business. In the future, however, subject to the factors described
above, when our cash on hand exceeds our expected needs for operations and to grow our
business, the Board will revisit the Company’s dividend policy.

RISK FACTORS

There are certain risks involved in our operations, some of which are beyond our control. These
risks are set out in the section headed “Risk Factors” in this document and are summarized
below:

Risks relating to our business

. Our leasehold titles related to some of our properties may be subject to challenge and
could adversely affect our results of operations.

. We will lose market share if our customers do not qualify us and our products for
integration into their products and systems.

. We depend on a limited number of customers for a significant portion of our total
revenues; we do not have long-term purchase commitments from our customers, and
changes in their purchase and payment terms or patterns may cause significant
fluctuations or declines in our revenues.

. We operate in a highly competitive market.

. In response to industry consolidation, our strategy includes possible alliances and
acquisitions and our failure to successfully implement any such alliance or acquisition
could have a material adverse effect on our business.

_8_
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. If we are unable to develop products that meet the requirements of potential customers,

our business, results of operations and financial condition could suffer.

. We depend on a limited number of vendors for certain key supplies.

. We are exposed to risks related to our indemnification of third parties and product

liability claims of third parties.
. Third parties may claim that we are infringing their intellectual property, and we could
suffer significant litigation or licensing expenses or be prevented from selling products if

these claims are successful.

. We may not be able to increase our production capacity or output in order to increase our
sales and gain additional market share.

. Our inventory may become obsolete.

. Our business is labor-intensive and we may experience increasing difficulty in retaining

qualified personnel to meet our demands.

. We face various risks related to our manufacturing operations that may adversely affect

our business.

. Our business and operations would be adversely impacted in the event of a failure of our

information technology infrastructure.

. Increases in electricity costs and electricity supply shortages may adversely affect our

operations.

Risks relating to the industry in which we operate

. The current global market fluctuations and economic downturn could materially and

adversely affect our business, financial condition and results of operations.

. If information networks do not continue to expand as expected our business will be

adversely impacted.

. We may not be able to prevent others from unauthorized use of our intellectual property,

which could harm our business and competitive position.
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Risks relating to doing business in China

. Changes in China’s political and economic policies and conditions could adversely affect
our business and prospects.

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

. Restrictions on foreign currency exchange may limit our ability to distribute dividends or
to use financing effectively.

. Fluctuation in the value of the Renminbi could expose us to foreign currency risks and
may have an adverse effect on our financial position.

. Expiration of, changes to, or our failure to qualify for, current Chinese tax incentives that
our business enjoys could have a material adverse effect on our results of operations.

. Our PRC subsidiary is subject to existing restrictions on paying dividends or making
other distributions to the Company and changes in foreign exchange regulations may
adversely affect our business, financial condition and results of operations.

. PRC regulations on direct investment and loans by offshore holdings companies to PRC
entities may delay or limit the Company from making loans to our PRC subsidiary.

. It may be difficult to effectuate service of process upon us or our Directors or executive
officers who live in China or to enforce against them in the PRC judgments obtained from
non-PRC courts.

. Our financial results may be adversely affected by the new PRC Labor Contract Law and
competition within the PRC for skilled and experienced workers.

Foreign Exchange Rate Risk

Our costs are predominantly in RMB, whereas our revenues are mainly in US dollars and RMB.
As such we face foreign exchange and conversion risks primarily through sales that are
dominated in currencies other than RMB. Fluctuation in the exchange rate between RMB and
the US dollar may adversely affect our business, financial condition and results of operations.
For illustrative purposes only, the exchange rate of the RMB against the US dollar ranged from
RMB7.3037 per US$1.00 to RMB7.8160 per US$1.00 during the year ended 31 December
2007, from RMB6.8113 per US$1.00 to RMB7.3041 per US$1.00 during the year ended 31
December 2008 and ranged from RMB6.8192 per US$1.00 to RMB6.8519 per US$1.00 during
the year ended 31 December 2009. Due to the rapid appreciation of the RMB against the US
dollar in 2007 and 2008, we incurred an exchange loss of approximately HK$4.9 million and
HK$5.9 million, respectively. Our exchange loss during 2009 was HK$0.6 million. We incurred
significantly less exchange loss during 2009 due to the appreciation of the RMB against the US
dollar stabilizing as well as an increase in the proportion of our sales made in the PRC, which
are generally denominated in RMB.
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We currently do not have a foreign currency hedging policy. However, management monitors
foreign exchange exposure and will consider hedging significant foreign currency exposure
should the need arise. We will also monitor and maintain a US dollar cash balance in order to
minimize the need for unnecessary foreign exchange conversion which may result in exchange
loss. For further details, please refer to the section headed “Risk Factors — Fluctuation in the
value of the Renminbi could expose us to foreign currency risks and may have an adverse effect

on our financial position” in this document.
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DEFINITIONS

In this document, unless the context otherwise requires, the following terms shall have the

meanings set out below.

“affiliate”

“Articles of Association” or
“Articles”

“associate(s)”

“Audit Committee”

“Board”

“Business Day”

“BVI”

“CAGR”

“Cayman Islands Companies

”

Law

“China” or “PRC”

“Company”

“Connected Person(s)”

any person, directly or indirectly, controlling or
controlled by or under direct or indirect common control
with a specified person

the articles of association of our Company, conditionally
adopted on 9 April 2010 to take effect on the [®] and as
amended from time to time, a summary of which is set
out in Appendix V to this document

has the meaning ascribed thereto in the [®]

a committee of the Board formed to review and monitor

the financial and legal affairs of the Company

the board of Directors of the Company

a day which is not a Saturday, a Sunday or a public
holiday and on which banks in Hong Kong are generally
open for business

the British Virgin Islands

compound annual growth rate, a method of assessing the

average growth of a value over time

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

the People’s Republic of China excluding, for the purpose
of this document, Hong Kong, the Macau Special
Administrative Region of the PRC, and Taiwan

O-Net Communications (Group) Limited, a company
incorporated under the laws of the Cayman Islands with
limited liability on 12 November 2009

any director, chief executive or substantial shareholder of

the Company or any of its subsidiaries or any of their
respective associates
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DEFINITIONS

“Controlling Shareholder(s)”

“Director(s)”

“EIT”

“EIT Law”

“EU”

“FIE”

“Great Wall Technology”

“Group”

“HKFRS”

“HKSE”

“Hong Kong”

“Hong Kong Companies
Ordinance”

“Hong Kong dollars” or “HK$”

“Hong Kong Kaifa”*

“Hong Kong Share Registrar”

“Hong Kong Takeovers Code”

refers to Hong Kong Kaifa, Mandarin IT Fund I and
O-Net Holdings

the director(s) of the Company

enterprise income tax of the PRC

the PRC Enterprise Income Tax law (# #E A R 4L 1[5
1> 2 Fr 15 Biik) promulgated in March 2007 and which
became effective in January 2008, by China’s legislature,
the National People’s Congress

the European Union

foreign invested enterprise

Great Wall Technology Company Limited, a company
incorporated in the PRC and listed on HKSE (Stock
Code: 74)

the Company and its subsidiaries

Hong Kong Financial Reporting Standards

The Stock Exchange of Hong Kong Limited

the Hong Kong Special Administrative Region of the
PRC

the Companies Ordinance (Chapter 32 of the Laws of
Hong Kong) (as amended, supplemented or otherwise
modified from time to time)

Hong Kong dollars, the lawful currency of Hong Kong
Kaifa Technology (H.K.) Limited, a company
incorporated in Hong Kong and one of the Controlling
Shareholders upon completion of the Reorganization

Computershare Hong Kong Investor Services Limited

the Hong Kong Code on Takeovers and Mergers
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DEFINITIONS

“Implementation Regulations of
PRC EIT Law”

“Independent Third Party(ies)”

“Infostone”

“Intertrust”

“Latest Practicable Date”

“Mandarin IT Fund I”*

“Mariscal Limited”*

“Memorandum”

“MIIT”

“MOFCOM”

“NDRC”

the Regulations for the Implementation of the PRC
EIT Law (3 A\ R 34 1 [ A 2 BT 15 B i B bt &k 1)) which
were promulgated on 6 December 2007 and became
effective on 1 January 2008

persons who are not Connected Persons

A E R (EYD AR A A (Infostone Communication
Consultant (Shenzhen) Ltd.), an independent company
providing consultancy services in respect of the optical
communications industry, including the provision of
market information to optical component manufacturers

Intertrust Fund Services (Asia) Limited, formerly known
as Infiniti Administration (Asia) Limited, a company
incorporated in Hong Kong and an Independent Third
Party, which is engaged in the business of providing
administration services to investment funds and is the

administrator of Mandarin IT Fund I

13 April 2010, being the latest practicable date before the
printing of this document for ascertaining certain
information contained herein

a company incorporated in the Cayman Islands and one of
the shareholders of O-Net Holdings and also one of the
Controlling Shareholders upon completion of the
Reorganization

a company incorporated in Hong Kong and one of the
shareholders of O-Net Holdings and also one of the
Controlling Shareholders upon completion of the
Reorganization

the memorandum of association of the Company

the Ministry of Industry and Information Technology of
the PRC (1 2 A\ R 3L A0 T 36 A5 2L #6)

the Ministry of Commerce of the PRC (H % A | 3L Al
7 55 )

the National Development and Reform Commission

(B % 8% e AN o i %% B 6r)

_ 14—



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to
change. This Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Information Pack.

DEFINITIONS

“O-Net BVI”

“O-Net Cayman”

“O-Net Employee Plan Limited”*

“O-Net Holdings”

“O-Net Hong Kong”

“O-Net Shenzhen”

“Ovum”

“PBOC”

“PRC Government”

“PRC Labor Contract Law”

O-Net Communications Holdings Limited, a company
incorporated in BVI and a wholly-owned subsidiary of
the Company upon completion of the Reorganization

O-Net Communications Limited, a company incorporated
in the Cayman Islands and a Connected Person upon
completion of the Reorganization with its shareholding
structure before and after the Reorganization shown on
pages 81 and 84 of this document respectively under the
section headed “History and Development”

a company incorporated in BVI and one of the
shareholders of O-Net Holdings upon completion of the
Reorganization

O-Net Holdings (BVI) Limited, a company incorporated
in BVI and one of the Controlling Shareholders upon
completion of the Reorganization

O-Net Communications (Hong Kong) Limited, a
company incorporated in Hong Kong and an indirect
wholly-owned subsidiary of the Company upon
completion of the Reorganization

O-Net Communications (Shenzhen) Limited
(5 A9 15 B B lT (V) A B2 Fl), a company incorporated
in the PRC and an indirect wholly-owned subsidiary of

the Company upon completion of the Reorganization

Ovum Europe Limited, an independent research company
and business information provider which is a part of the
Datamonitor Group of companies

the People’s Bank of China (#f 5 A B4R 47)

the government of the PRC

the PRC Labor Contract Law (J13 A R3LM
258 4 k), which was enacted by the Standing

Committee of the National People’s Congress of the PRC
on 29 June 2007 and became effective on 1 January 2008
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DEFINITIONS

“Remuneration Committee”

“Renminbi” or “RMB”

“Reorganization”

“SAFE”

“SFC”

“Share(s)”

“Share Option Scheme”

“Shareholder(s)”

“Shenzhen Kaifa”

“Track Record Period”

“United States” or “US”

“US dollar” or “US$”

a committee of the Board with responsibility for
overseeing the remuneration of the executive Directors

Renminbi, the lawful currency of the PRC

the corporate reorganization of the companies within our
Group conducted in preparation for the [®], details of
which are set out in the section headed “History and
Development — Reorganization” in this document

State Administration of Foreign Exchange (| % 41 ilE
G )

the Securities and Futures Commission of Hong Kong

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

the existing share option scheme of the Company, details
of which are set out in the section headed “Share Option
Scheme” in Appendix VI to this document

holder(s) of the Share(s)

Shenzhen Kaifa Technology Co., Ltd (ZEIIE I
BH %% Bl & 4 FR 22 7)), a company incorporated in the
PRC in 1985 and [®] on the Shenzhen Stock Exchange;
stock code: 21, 49.64% of which is owned by Great Wall
Technology. Shenzhen Kaifa is a Connected Person upon

completion of the Reorganization

the three financial years ended 31 December 2009

the United States of America

the United States dollar, the lawful currency of the United
States

“VAT” value added tax
“%” per cent
* In relation to the ownership structure of Hong Kong Kaifa, Mandarin IT Fund I, Mariscal Limited and O-Net

Employee Plan Limited, please refer to the notes under the chart illustrating our corporate structure prior to

the Reorganization under the section headed “History and Development” on page 97 of this document.
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DEFINITIONS

In this document:

. “Company”, “the Company” and “our Company” refer to O-Net Communications (Group)
Limited, a company incorporated on 12 November 2009 as an exempted company under
the laws of the Cayman Islands;

o “Group”, “the Group”, “our Group”, “our”, “we”, “us” and “ourselves” means the
Company and its subsidiaries from time to time and where the context refers to any time

prior to the completion of the Reorganization;

. the terms “associate”, ‘“connected transaction”, “subsidiary” and ‘“‘substantial
shareholder” shall have the meanings given to such terms in the [®], unless the context

otherwise requires;

. for ease of reference, the names of companies and entities established in China have been
included in this document in English by way of translation if such Chinese entities do not
have an English name as part of their legal name, and if there is any inconsistency
between the Chinese names of the Chinese entities mentioned in this document and their

English translations, the Chinese version shall prevail; and

. Unless otherwise specified, amounts denominated in foreign currency have been
translated for the purposes of illustration only in Hong Kong dollars in the document at

the following rates:

RMB1.00 = HK$1.14

US$1.00 = HK$7.75

No representation is made that any amounts can be or could have been converted at the relevant

dates at the above rates or any other rates at all.

Certain amounts set out in this document have been rounded. Accordingly, figures shown as

totals of certain amounts may not be an arithmetic sum of such amounts.
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GLOSSARY OF TECHNICAL TERMS

This glossary contains definitions of certain terms used in this document in connection with the

Group and its business. Some of these definitions may not correspond to standard industry

definitions.

“3G” refers to the third generation of mobile communications
technology that works over wireless air interfaces.

“10G” refers to a high data-rate optical network capable of
transmitting at speeds of up to 10 Gigabits per second.

“40G” refers to a high data-rate optical network capable of
transmitting at speeds of up to 40 Gigabits per second.

“100G” refers to a high data-rate optical network capable of
transmitting at speeds of up to 100 Gigabits per second.

“Access network” refers to a network that transmits data over optical fiber
over short distances and provides access to the network’s
end-users.

“active component” refers to a device that processes an electronic or optical
signal in the course of which the basic characteristic or
transmission form of such signal is changed, except when
used in the section headed “Industry Overview” of this
document as Infostone and/or Ovum may define the term
differently.

“Amplification” refers to the process of boosting the strength of an
electronic or optical signal.

“Amplifier” refers to a device inserted within a transmission path that
boosts the strength of an electronic or optical signal.

“Attenuation” refers to loss of signal strength during transmission.

“Bandwidth” refers to the volume of data transmitted across
communications infrastructure.

“Beam splitter” refers to a crucial part of most interferometers that splits

a beam in two.
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GLOSSARY OF TECHNICAL TERMS

“Bitn

“Bit-rate”

“Cable”

“C-Band”

“Channel”

“Coarse Wavelength Division

Multiplexer” or “CWDM”

“Connector”

“Crosstalk”

“dB ’

“dBm”

“Demultiplexing”

“Dense wavelength division
multiplexing” or “DWDM”

“Detectors”

refers to the smallest unit of measurement of information

on a machine.

refers to a measurement of speed, describing the number

of bits that are conveyed or processed over time.

refers to coaxial cable, a type of wire that consists of a
center wire surrounded by insulation and a grounded
shield of braided wire widely used for computer
networks.

refers to the wavelength range from 1530 nm to 1565 nm.

refers to the path between two nodes on a network.

refers to a device that combines multiple signals on laser
beams at various wavelengths, usually spaced 20
nanometers apart.

refers to a device used to connect different fiber-optic
devices and equipment.

refers to a signal affecting another nearby signal.

refers to decibel, which is a logarithmic wunit of
measurement that expresses the magnitude of a physical
quantity (usually power or intensity) relative to a
specified or implied reference level.

refers to an abbreviation for the power ratio in decibels
(dB) of the measured power referenced to one milliwatt
(mW).

refers to the process of separating two or more signals
previously combined in a compatible process called
multiplexing.

refers to a technology that enables ultra high-speed
transfer of information on long-distance networks
through multiplexing of several wavelengths in a single
optical fiber.

refers to a device that recovers information contained in
a modulated wave.
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GLOSSARY OF TECHNICAL TERMS

“Differential phase-shift keying”
or “DPSK”

“Differential quaternary phase-
shift keying” or “DQPSK”

“Diplexer”

“DSL”

“Erbium doped fiber amplifier”
or “EDFA”

“Etalon”

“Ethernet”

“Fiber pigtail and collimators”

“Fiber-to-the-building” or “Fiber-

to-the-basement” or “FTTB”

“Fiber-to-the-home” or “FTTH”

“Firmware”

“FIS”

refers to a digital modulation scheme that conveys data
by changing, or modulating, the phase of a reference
signal (the carrier wave).

refers to a digital modulation scheme that conveys data
by using four different values of the phase of a reference
signal (the carrier wave).

refers to a device that implements frequency domain
multiplexing.

refers to all types of digital subscriber lines, which use
modulation schemes to pack data onto copper wires and
which are commonly used for connections from a
telephone switching station to a home or office.

refers to an optical device that is used to boost the
intensity of optical signals being carried through a fiber
optic communications system.

refers to an optical apparatus that is typically made of a
transparent plate with two reflecting surfaces, or two
parallel highly reflective mirrors.

refers to a family of frame-based computer networking
technologies for local area networks.

refers to devices that convert a divergent output laser
beam from a fiber or waveguide into an expanding beam
of parallel light.

refers to broadband network architecture that uses optical
fiber to reach the boundary of the building, such as the
basement in a multi-dwelling unit, with the final
connection to the individual living space being made via
alterative means.

refers to the deployment of a fiber optic network that
extends to individual homes.

refers to programs or data that has been written onto
read-only memory.

refers to our Factory Information System.
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GLOSSARY OF TECHNICAL TERMS

“FTTX”

“Gain-flattening”

“GHZ”

“Interleaver”

“Internet protocol” or “IP”

“Internet Protocol television” or

“IPTV”

“Jumper”

“L-Band”

“Local area network” or “LAN”

“Long-haul network”

refers to any broadband network architecture that uses
optical fiber to replace all or part of the usual metal local
loop used for last mile telecommunications (e.g., fiber-
to-the-home).

refers to a technique for making the gain spectrum of an
optical amplifier device flatter over a certain optical

frequency range.

(gigahertz) refers to frequencies in the billions of cycles
per second range.

refers to a three-port passive fiber-optic device that is
used to combine two sets of dense wavelength-division
multiplexing (DWDM) channels (odd and even channels)

into a composite signal stream in an interleaving way.

refers to the protocol used for communicating data across
a packet-switched network using the Internet Protocol
Suite.

refers to a system through which digital television service
is delivered using the architecture and networking
methods of the Internet Protocol Suite over a packet-
switched network infrastructure, e.g., the Internet and
broadband Internet access networks, instead of being
delivered through traditional radio frequency broadcast,
satellite signal, and cable television formats.

refers to a length of optical fiber cable with two
connectors.

refers to the wavelength range from 1565 nm to 1625 nm.
refers to a computer network covering a small physical
area, like a home, office, or small group of buildings,
such as a school, or an airport.

refers to a network that transmits data through optical

fiber over distances ranging from hundreds of kilometers
to thousands of kilometers.
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GLOSSARY OF TECHNICAL TERMS

“Media Converter”

“Multiple supplier agreement”
‘6MSA?7

“Multiplexing”

“mwa’

113 ”

nm

“NOdC”

“Noise”

“OO0K modulation”

“Optical channel monitor” or
“OCM”

“Optical coating”

“Optical isolator”

or

refers to a device that convert’s Ethernet optical-
electronic signals between 10/100M UTP interface (TX)
and 100M Fiber interface (FX).

refers to millimeter, a unit of length equal to one
thousandth of a meter.

refers to the process of blending data into a carrier signal.

refers to millisecond, a unit of time equivalent to one
thousandth of a second.

refers to a common footprint design and optical/electrical
interface, allowing equipment manufacturers a choice
among several compatible suppliers, simultaneously

reducing lead-times and cost.

refers to a technique to simultaneously transfer several

signals on a common transmission signal.

refers to milliwatt, a unit of power equal to one
thousandth of a watt.

refers to nanometers.

refers to a processing location on a network, such as a

computer or other device.

refers to interference that destroys the integrity of a
signal.

refers to on-off keying modulation which is a form of
amplitude-shift keying modulation that represents digital
data as the presence or absence of a carrier wave.

refers to a device that measures channel power,
wavelength, and optical signal-to-noise ratio for each

channel.

refers to a material deposited on an optical component,
which alters the reflection and transmission of light.

refers to an optical component which allows the
transmission of light in only one direction.
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GLOSSARY OF TECHNICAL TERMS

“Optical packaging”

“Optical signal-to-noise ratio” or
“OSNR”

“passive component”

“Passive optical network™ or
“PON”

“Polarization beam combiner” or
44PBC?7

113 ”

PS

“Reconfigurable optical add-drop
multiplexer” or “ROADM”

“SONET/SDH”

“Storage area network™ or “SAN”

“Switch”

refers to a series of processes that fix one or several
optical function parts into a required dimension package,
with minimum effect on its optical performance.

refers to the ratio of a signal’s power to the noise power
corrupting the signal.

refers to a device that passes an electronic or optical
signal without affecting the basic characteristic or
transmission form of such signal, except when used in the
section headed “Industry Overview” of this document as
Infostone and/or Ovum may define the term differently.

refers to a point-to-multipoint, fiber to the premises
network architecture in which unpowered optical splitters
are used to enable a single optical fiber to serve multiple
premises.

refers to a three-port light wave component based on the
characteristics of polarization.

refers to picosecond or 1 E-12s, a unit of time equivalent
to 107'* of a second.

refers to a multiplexer that adds the ability to remotely
switch traffic from a WDM system at the wavelength

layer.

refers to the standardized multiplexing protocols that
transfer multiple digital bit streams over optical fiber
using lasers or light-emitting diodes (LEDs). Lower rates
can also be transferred via an electrical interface.

refers to an architecture used to increase storage capacity
by attaching remote computer storage devices to servers
in such a way that the devices appear as if they are locally
attached to the operating system.

refers to an intelligent network hardware device that

allows for organization and routing of data by destination

and predetermined rules.
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GLOSSARY OF TECHNICAL TERMS

“TDC”

“Thin-film filter technology”

“Transceiver”

“Triplexer”

“V”

“Variable optical attenuator” or
“VOA?’

“Waveform”

“Waveguide”

“Wavelength”

“Wavelength division
multiplexing” or “WDM”

“Wavelength locker”

“Wi-Fi”

refers to a module that reduces the negative effect of
different wavelengths reaching their destinations in an
irregular fashion.

refers to the use of very thin structured layers of different
materials.

refers to a device that both transmits and receives analog
or digital signals.

refers to a form of a multiplexer consisting of one input
and three outputs.

refers to volt, the unit of electromotive force, commonly
called “voltage”.

refers to a device designed to attenuate the intensity or
power level of an input optical beam in a controlled
manner to produce an output optical beam with different
attenuated intensities.

refers to a graphical representation of a signal as a plot of
amplitude versus time.

refers to a rectangular, circular or elliptical tube through
which electromagnetic waves are transmitted.

refers to the length of a wave measured from any point on
one wave, to the corresponding point on the next wave,

e.g., crest-to-crest distance.

refers to a method of increasing the capacity of a network
by transmitting signals at different wavelengths.

refers to a device used to ensure optical signal
wavelength accuracy and stability for DWDM.

refers any wireless local area network products that are

based on the Institute of Electrical and Electronics
Engineers’ 802.11 standards.
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GLOSSARY OF TECHNICAL TERMS

“Wireless local area network” or  refers to a wireless computer network covering a small
“WLAN” physical area, like a home, office or small group of

buildings, such as a school or airport.

us refers to microsecond, a unit of time equivalent to one
millionth of a second.
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FORWARD-LOOKING STATEMENTS

This document contains forward-looking statements that involve risks and uncertainties. All
statements other than statements of historical facts are forward-looking statements. These
statements involve known and unknown risks, uncertainties and other factors that may cause
our actual results, performance or achievements to be materially different from those expressed
or implied by the forward-looking statements.

LRI

You can identify these forward-looking statements by words or phrases such as “may”, “will”,

113

“expect”, “anticipate”, “aim”, “estimate”, “intend”, “plan”, “believe”, “likely to” or other
similar expressions. We have based these forward-looking statements largely on our current
expectations and projections about future events and financial trends that we believe may affect
our financial condition, results of operations, business strategy and financial needs. These

forward-looking statements include:

. our forecast financial information, such as our profit forecast set out in “Appendix III —
Profit Forecast”;

. our ability to maintain and strengthen our position as a supplier to leading network
systems vendors;

. our goals and strategies;

. our ability and expected timetable to complete our development and expansion projects;
o our future business development, results of operations and financial condition;

. our ability to maintain strong relationships with any particular supplier or customer;

. our planned [®] and capital expenditure plans;

. our ability to attract and retain customers;

. expected growth of and change in the optical networking industry in the global market;

. PRC Government policies relating to the high technology business or foreign
investments; and

. other statements that are not historical facts.

You should read thoroughly this document and the documents that we refer to in this document
with the understanding that our actual future results may be materially different from and
worse than what we expect. We qualify all of our forward-looking statements by these
cautionary statements. Other sections of this document include additional factors that could
adversely impact our business and financial performance. Moreover, we operate in an evolving
environment. New risk factors and uncertainties emerge from time to time and it is not possible
for our management to predict all risk factors and uncertainties, nor can we assess the impact
of all factors on our business or the extent to which any factor, or combination of factors, may
cause actual results to differ materially from those contained in any forward-looking
statements.
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FORWARD-LOOKING STATEMENTS

This document also contains estimates, projections and statistical data related to the optical
networking market globally, as well as in specific countries and regions, such as China. This
optical networking market data speaks as of the date it was published and includes projections
that are based on a number of assumptions and are not representations of fact. Included in this
document is information contained in ready made reports we purchased from Ovum, an
Independent Third Party, including a 26 September 2009 report titled “Market Share: 2Q09
optical networks, global and regional”, a 7 September 2009 report titled “Forecast Update:
optical components” and a 16 June 2009 report titled “Market trends for optical amplifiers”.
The global optical networking market may not grow at the rates projected by the market data,
or at all. The failure of the market to grow at the projected rates may materially and adversely
affect our business and the market price of the Shares. In addition, the rapidly changing nature
of the optical networking market in China subjects any projections or estimates relating to the
growth prospects or future condition of our market to significant uncertainties. If any one or
more of the assumptions underlying the market data proves to be incorrect, actual results may

differ from the projections based on these assumptions.

You should not rely upon forward-looking statements as predictions of future events. We
undertake no obligation to update or revise any forward-looking statements, whether as a result

of new information, future events or otherwise.
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RISK FACTORS

RISKS RELATING TO OUR BUSINESS

Our leasehold titles related to some of our properties may be subject to challenge and
could adversely affect our results of operations.

As at the Latest Practicable Date, we leased properties in China with an aggregate gross floor
area of approximately 6,553 square meters which are used for our production facilities and
offices. This situation will continue until we complete the construction of our new production
facilities on approximately 38,000 square meters of land we purchased in Pingshan New
District, Shenzhen City, China. The title certificates of our landlord in respect of approximately
92.2% of the properties where our production facilities and offices are currently located, as far
as we are aware, expired in 2006. The extension of the title certificates is, as far as we are
aware, subject to negotiations between the landlord and the local government and we are not
certain as to whether the landlord will be able to obtain proper title certificates before the [®].
Pending agreement between the landlord and the local government, the government may take
steps to repossess the property or we may be subject to competing third party claims. If the
government repossesses the property, we may have to relocate our operations at our existing
production facility and the interruption to our production would adversely affect our operations
and financial condition. For illustrative purposes only, in the event of such a case of immediate
relocation, it is estimated that our consolidated net profit attributable to our equity holders will
decrease by approximately HK$[®] million if calculated on a pro-rata basis based on the
forecast net profit attributable to our equity holders of HK$[®] million for the six months
ending 30 June 2010 set out in section headed “Profit Forecast for the Six Months ending 30
June 2010” in the “Financial Information” section in this document and on the basis that our
factory operates 26 days per month. There is no indemnity from the Controlling Shareholders
in respect of any potential loss of profit or costs otherwise arising from any need for immediate
relocation. In addition we lease residential units to house certain employees. Certain landlords
of these residential units are also unable to produce proper title certificates to their property.
Please refer to the section headed “Business — Properties” of this document for further details.

We will lose market share if our customers do not qualify us and our products for
integration into their products and systems.

In the telecommunications industry, service providers and optical system manufacturers often
undertake qualification processes to qualify suppliers and their products, which generally take
an average of a year to qualify suppliers and about nine months to qualify products, prior to
placing orders. Our optical components must function as part of larger existing systems or
networks, making reliability and inter-operability particularly important. For example, one
customer’s qualification processes for our wavelength locker products took 10 months to
complete. Once customers decide to use our products or components, these potential customers
design our products into their systems, which is known as a “design-in” win for a supplier such
as us. Suppliers whose products or components are not designed-in are unlikely to make sales
to that company until the adoption of a future redesigned system at the earliest, which could
occur several years after the last design was adopted. If we fail to achieve design-in wins in
potential customers’ qualification processes, we may lose the opportunity for significant sales
to these customers for a significant period of time.
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We depend on a limited number of customers for a significant portion of our total
revenues; we do not have long-term purchase commitments from our customers, and
changes in their purchase and payment terms or patterns may cause significant

fluctuations or declines in our revenues.

Our top five customers, the composition of which has varied over the Track Record Period, for
the years ended 31 December 2007, 2008 and 2009 collectively accounted for 56.6%, 54.3%
and 44.8% of our revenue, respectively. In addition, our single largest customer for the years
ended 31 December 2007, 2008 and 2009 accounted for 32.7%, 25.8% and 15.7% of our
revenue, respectively. We do not have long-term purchase commitments with our customers,
and their purchases from us may vary from period to period. We had approximately 160
customers that placed purchase orders with us during the Track Record Period.

We expect to continue to rely on a relatively small number of customers for a significant
portion of our total revenue for the foreseeable future. We cannot assure you that any of these
customers will continue to purchase significant quantities of our products. In addition, our
customers could decide to expand their own manufacturing to produce some of the optical
subcomponents, components, modules or subsystems that we manufacture, which could

adversely affect our sales.

If we fail to develop or maintain customer relationships with our significant customers or other
customers, or if any of our significant customers cease to place orders with us, it may be
difficult for us to find alternative customers on a timely basis and on commercially reasonable

terms or at all and our revenue and profitability may be adversely affected.

The amount of our revenue from customers in China has increased during the Track Record
Period. Our customers in China typically have longer credit terms than our other customers
and, as a result, we have experienced an increase in our trade receivable turnover days during
the Track Record Period. If the percentage of our revenue from our customers in China

continues to grow, we may experience greater credit exposure to our customers.

Additionally, we believe that the telecommunications industry has entered a period of
consolidation. The number of network system vendors has consolidated in recent years, a trend
which we expect to continue. As a result of the industry consolidation, network system vendors
have increased their bargaining power with their suppliers, such as us. We cannot assure you
that we will be able to sustain our current profit margins as a result of the increased bargaining
power of customers in our industry. To the extent that there is any additional consolidation of
our customer base and the customer base to which our customers sell products, we will likely
depend on even fewer customers. Following these types of developments, our customers may
be able to exert additional increased pressure on our prices and contractual terms in general.
Customer consolidation could also potentially create pauses in customer demand for our
products as a consequence of their new decision frameworks and periods of operational

streamlining.
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We operate in a highly competitive market.

We operate in a highly competitive market and may not be able to compete successfully against
current or potential competitors. Our principal competitors include the major global
manufacturers of optical subcomponents, components, modules and subsystems. Our principal
competitors include Oclaro, Inc., JDSU Corporation, Oplink Communications, Inc. and
Accelink Technologies Co., Ltd.

These companies may have substantially greater financial, engineering and manufacturing
resources as well as greater name recognition and stronger customer relationships than we do.
Competitors in any portion of our business also may rapidly become competitors in other
portions of our business.

Some of our existing customers and potential customers, as well as our suppliers and potential
suppliers, are also our competitors. These customers and suppliers may develop or acquire
additional competitive products or technologies, which may cause them to reduce or cease their
purchases from us or their supply to us, as the case may be. Further, these customers may
reduce or discontinue purchasing our products if they perceive us as a competitive threat with
regard to sales of products to their customers. Additionally, suppliers may reduce or
discontinue selling materials to us if they perceive us as a competitive threat with regard to
sales of products to their customers. As a result of these factors, we expect that the competitive
pressures we face may intensify and may result in price reductions, reduced margins and loss
of market share.

Competition in the optical subcomponents, components, modules and subsystems industry is
largely price-driven. As a result, sales prices for some of the products we produce have
decreased over time at varying rates. The rapid emergence of new technologies and the
evolution of technical standards can greatly diminish the value of products relying on older
technologies and standards and exacerbate price pressure. In addition, the current economic
and industry environment in the telecommunications sector has resulted in pressure to reduce
prices for our products, and we expect pricing pressure to continue for the foreseeable future,
which may adversely affect our operating results.

In response to industry consolidation, our strategy includes possible alliances and
acquisitions and our failure to successfully implement any such alliance or acquisition
could have a material adverse effect on our business.

The number of suppliers for subcomponents, components, modules and subsystems for the
optical networking industry is consolidating. In response to this industry consolidation, we will
consider entering into strategic acquisitions and investments and establishing strategic
alliances with third parties in the optical communications industry. Strategic acquisitions,
investments and alliances with third parties could subject us to a number of risks, including
integration difficulties and diversion of management’s attention from the normal daily
operations of the business. In addition, any such acquisitions, investments or alliances could
result in increased expenses that may not be offset by increased revenue.
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Acquisitions may also cause us to:

. issue Shares that would dilute the current Shareholders’ percentage ownership;

o assume liabilities, some of which may be unknown at the time of the acquisitions;

. record goodwill and non-amortizable intangible assets that will be subject to impairment

testing and potential periodic impairment charges;

. incur amortization expenses related to certain intangible assets;
. incur large and immediate write-offs of in-process research and development costs; or
. become subject to litigation.

If we are unable to develop products that meet the requirements of potential
customers, our business, results of operations and financial condition could suffer.

The development of new, technologically advanced products is a complex and uncertain
process requiring high levels of innovation and highly skilled engineering and development
personnel. This process also requires the accurate anticipation of technological and market
trends. For example, we are currently developing a number of products for use in
next-generation networks, which we cannot ensure will ever be developed. We cannot assure
you that we will be able to identify, develop, manufacture, market or support new or enhanced
products successfully or on a timely basis. In addition, the introduction of new and enhanced
products may cause our customers to defer or cancel orders for existing products. If customers
defer or cancel orders for existing products due to the expectation of a new product release, or
if there is any delay in development or introduction of our new products or enhancements of
our existing products, our business, results of operations and financial condition would suffer.
Further, we cannot assure you that our new products will gain market acceptance or that we
will be able to respond effectively to competitive products, technological changes or emerging
industry standards. Our failure to respond to technological change would significantly harm
our business, results of operations and financial condition.

We depend on a limited number of vendors for certain key supplies.

Our top five suppliers, the composition of which has varied over the Track Record Period, for
the years ended 31 December 2007, 2008 and 2009 collectively accounted for 44.6%, 37.7%
and 43.1% of our purchases of raw materials, respectively. In addition, our single largest
supplier for the years ended 31 December 2007, 2008 and 2009 accounted for 15.5%, 11.7%
and 15.0% of our purchases of raw materials, respectively.
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We depend on a limited number of suppliers (and in some cases only one supplier) for certain
key raw materials, packaging materials and components that we use as inputs in our
manufacturing process. For example, we rely on only three pre-qualified suppliers for pump
lasers, a critical component of amplifier products. We generally purchase these limited source
products through standard purchase orders or under one-year supply agreements, and we have
no long-term guaranteed supply agreements with our suppliers. In addition, since early 2008,
there has been a significant deterioration in the global economy, therefore, some of our
suppliers may face financial stability, quality, yield, scale or delivery concerns. Some of these
companies may be acquired, undergo material reorganizations or become insolvent. Other
suppliers are larger companies with limited dependency upon our business, resulting in
unfavorable pricing, quantity or delivery terms. Our business and results of operations could
be adversely affected by stoppages or delays in supply, substitution of more expensive or less
reliable products, receipt of defective parts or contaminated materials, increase in the price of
such supplies or our inability to obtain reduced pricing from our suppliers in response to
competitive pressures. Any of these problems could affect our ability to meet customer

expectations and have a material adverse impact on our operations.

For certain key supplies, once a year we generally provide a forecast for the next year that is
based on anticipated product orders, customer forecasts, product order history, warranty and
service demand and backlog. Lead times for the parts and components that we order based on
such forecast vary significantly and depend on factors such as the specific supplier, contract
terms and demand for a component at a given time. If actual usage of these supplies does not
match the orders we have made based on our forecast, we may have excesses or shortfalls of
some materials and components as well as excess inventory purchase commitments. If such
forecast proves to be inaccurate, we can experience reduced or delayed product shipments or
incur additional inventory write-downs and cancellation charges or penalties, which will
increase costs and have a material adverse impact on our results of operations.

We are exposed to risks related to our indemnification of third parties and product
liability claims of third parties.

From time to time, in the normal course of business, we indemnify third parties with whom we
enter into contractual relationships. These contracts include certain customer contracts, real
estate leases, and service agreements with our Directors under which we agree, under certain
conditions, to indemnify and hold these parties harmless against specified losses and liabilities,
such as those arising from a breach of representations or covenants, third party claims that our
products when used for their intended purposes infringe the intellectual property rights of
others, environmental and other liabilities, claims arising from our use of our leased premises
or claims relating to our Directors’ service with us. If these indemnified parties become
involved in legal disputes in which they contend that we have indemnification obligations, we
may be subject to potential liability. It is not possible to determine the maximum potential
amount of liability under any indemnification obligations, whether or not asserted, due to our
history of no prior indemnification claims and the unique facts and circumstances that are
likely to be involved in each particular claim. We did not pay any indemnification during the
Track Record Period.
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We are exposed to risks associated with product liability claims relating to product
malfunctions, defects, improper installations or other causes. We are unable to predict whether
product liability claims will be brought against us in the future or to predict the effect of any
resulting adverse publicity on our business. The successful assertion of product liability claims
against us could result in potentially significant monetary damages and require us to make
significant payments. Moreover, we do not carry any product liability insurance and may not
have adequate resources to satisfy a judgment in the event of a successful claim against us.

Third parties may claim that we are infringing their intellectual property, and we
could suffer significant litigation or licensing expenses or be prevented from selling
products if these claims are successful.

In the course of our business, we may receive claims of infringement or otherwise become
aware of potentially relevant patents or other intellectual property rights held by other parties.
The optical communications industry is characterized by vigorous protection and pursuit of
intellectual property rights and positions. For example, on 20 August 2008, we entered into a
confidential settlement agreement related to a patent infringement dispute, in which we were
named as a defendant, with Oplink Communications, Inc., alleging trade secret
misappropriation and other related claims. Pursuant to the settlement agreement, the parties
agreed to a license agreement and other provisions that are subject to a confidentiality
provision. A stipulation dismissing all claims with prejudice was filed with the court jointly by
the parties in September 2008. We or our customers may be required to obtain licenses for such
patents and if we need to license any such patents, we could be required to pay royalties on
certain of our products. We cannot assure you that if we are required to obtain patent licenses
to develop and sell our optical communications products, we will be able to obtain such patent
licenses on commercially reasonable terms or at all, or if our customers are required to obtain
such patent licenses, our customers’ businesses will not be adversely affected. Our inability to
obtain these patent licenses on commercially reasonable terms or at all could have a material
adverse impact on our business, results of operations, financial condition or prospects. We may
be unaware of intellectual property rights of others that may cover some of our technology,
products and services. In addition, third parties may claim that we or our customers are
infringing or contributing to the infringement of their intellectual property rights.

Any litigation regarding patents or other intellectual property could be costly and time
consuming and could divert our management and key personnel from our business operations.
Because of the complexity of the technology involved and the uncertainty of litigation
generally, any intellectual property litigation involves significant risks. Moreover, patent
litigation has increased in recent years due to the increased numbers of cases asserted by
intellectual property licensing entities and increasing competition and overlap of product
functionality in our markets. If there is a successful intellectual property infringement claim
against us, we might be required to pay substantial damages to the party claiming infringement,
refrain from further sale of our products, develop non-infringing technology, enter into costly
royalty or license agreements or indemnify our customers as our customer contracts generally
require. We may not be successful in implementing these types of measures on terms

acceptable to us or at all. Parties asserting infringement claims against us may also be able to
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obtain an injunction against development and sale of our products containing the allegedly
infringing intellectual property. Any intellectual property litigation or successful claim could

have a material adverse effect on our business, operating results and financial condition.

We may not be able to increase our production capacity or output in order to increase
our sales and gain additional market share.

We need to increase our production capacity and output to be able to meet the growing demand
of our customers and our strategy includes an expansion of our production capacity. To
accommodate our business expansion plan, we have acquired approximately 38,000 square
meters of land in Pingshan New District, Shenzhen City, China in 2007 on which we plan to

construct a new manufacturing facility and dormitories to be occupied by our workers.

Our expansion plan requires increases in personnel and production and ancillary equipment.
Our business is very labor-intensive, and from time to time we have experienced difficulty in
recruiting and retaining assembly workers as competition for such workers in recent years has
increased in the Pearl River Delta region of China. With our planned expansion, these types of

difficulties may become more significant.

We cannot assure you that we will be able to implement our business expansion plan on a
timely basis or at all. Our ability to successfully implement our business expansion plan to
establish additional manufacturing capacity and to increase our output and sales is subject to
various risks and uncertainties, including:

. the need to procure additional equipment at reasonable costs and on a timely basis;

. the need to procure sufficient raw materials, packages and components that we use as

inputs in our manufacturing processes at reasonable costs and on a timely basis;

. the need to raise additional funds to finance our purchase of additional raw materials,
packages and components, our purchase of equipment and the construction of additional

manufacturing facilities, which we may be unable to obtain on reasonable terms or at all;

. construction delays and cost overruns;

. difficulties in recruitment and training of additional skilled employees, including
technicians and managers at different levels;

. diversion of significant management attention and other resources; and

. delays or denials of required approvals for our land acquisition and plant construction by

relevant government authorities.
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Our expansion plan contemplates an increase in production capacity and we cannot assure you
that we can successfully implement our expansion plan or manage such an expanded capacity.
If we fail, or encounter significant delays, in our efforts to establish or successfully utilize
additional manufacturing capacity or to increase our manufacturing output, we will be unable
to increase sales and capture additional market share, and our results of operations will be

adversely affected.

Our inventory may become obsolete.

Our success in sales and operations depends largely on our ability to estimate and manage our
inventory in order to meet the changing requirements of our customers, to obtain and remain
up-to-date with the technological expertise in the manufacturing and production processes, and
to timely respond to the constantly advancing communications industry and the changes in the

market conditions.

If we are unable to estimate our inventory accurately or respond to the changes in market
demands or technological advances in an effective manner, demand for our products may
decrease and our inventory may become obsolete. We review our inventories annually to
identify slow moving or obsolete inventories and assess declines in market value of our
inventories. Based upon our projection of market demands, we record write-down of
inventories where events or changes in circumstances indicate that the obsolete inventories
may never be realized. Write-down of inventories was included in the cost of sales in our
combined financial information during the Track Record Period and any increase in write-down
of inventories will result in a corresponding increase in our cost of sales and a corresponding
decrease in our gross profit. Our cost of sale for the three years ended 31 December 2007, 2008
and 2009 included write-down of inventories of HK$0.64 million, nil and HK$0.98 million,
respectively. If our estimate of the net realizable value, being the estimated selling price in the
ordinary course of business less applicable variable selling expenses, is below the cost of the
inventory, we record a provision against the inventory for the difference between the net
realizable value and cost, resulting in a corresponding decrease in our inventories which were
recognized as current assets in our combined financial information during the Track Record
Period. Our provision for write-down of inventories to net realizable values as at 31 December
2007, 2008 and 2009 was HK$1.4 million, HK$1.5 million and HK$2.5 million, respectively.
If we fail to estimate and manage our inventory properly, or if the actual market conditions are
less favorable than those projected by us, additional inventory write-down or provisions may

be required and our results of operation will be adversely affected.
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Our business is labor-intensive and we may experience increasing difficulty in
retaining qualified personnel to meet our demands.

The success of our business relies significantly on our ability to attract and retain qualified
personnel, especially skilled assembly workers and operators for our manufacturing facilities
as well as experienced technical staff for our production engineering team. We also need to
recruit highly-skilled research and development personnel to maintain and enhance our
competitive edge. As at 31 December 2009, we had 1,518 employees, of whom 992 served
manufacturing functions, 239 belonged to our production engineering team, and 63 were
dedicated members of our research and development division, which in the aggregate
contributed to over 85.0% of our total employees. If we fail to recruit and retain these
personnel to meet our needs, our business operation will be harmed and we may not be able
to grow our business as planned.

As a result of the rapid economic growth in the PRC and the increase in demand for labor in
the Pearl River Delta region, factories in this region have been facing a shortage of labor
supply and increased labor costs in recent years. During the Track Record Period, we have from
time to time experienced difficulty in recruiting and retaining assembly workers due to the
increasing competition for such workers in the Pearl River Delta region. For the three years
ended 31 December 2007, 2008 and 2009, our staff costs amounted to HK$45.8 million,
HK$57.1 million and HK$61.5 million, respectively. The increase in the staff costs during the
Track Record Period was primarily due to an increase of the number of our staff during the
Track Record Period and the competition for qualified workers in the Pearl River Delta region
and as a result higher compensation required to attract and retain such workers.

Competition for qualified employees is intense, and the process of recruiting personnel with
the combination of skills and attributes necessary to execute our strategy can be difficult,
time-consuming and expensive. If we are unable to maintain sufficient labor for our
manufacturing activities or fail to recruit and retain talent for our production engineering and
research and development teams, our productivity may decrease and we may lose our
competitive position which will have a negative impact on the results of our operations.

We face various risks related to our manufacturing operations that may adversely
affect our business.

We may experience delays, disruptions or quality control problems in our manufacturing
operations, and, as a result, our product shipments to customers could be delayed beyond
shipment schedules, which would negatively affect our business, results of operations and
financial condition. In the past, we have experienced disruptions in the manufacturing of some
of our products due to changes in our manufacturing processes, which resulted in reduced
manufacturing yields, delays in the shipment of our products and deferral of revenue
recognition. Also, relocation of operations to expanded facilities could result in manufacturing
disruptions. Any disruptions could adversely affect our revenues, gross margins and results of
operations. Changes in our manufacturing processes, or the inadvertent use of defective
materials could significantly reduce our manufacturing yields and product reliability. Lower
than expected manufacturing yields could delay product shipments and further impair our gross
margins.
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For example, at the request of a customer we changed our testing process for our WDM
products. In this particular example, to demonstrate the impact on our manufacturing process,
our operating data showed the unit cost was increased by approximately 5.0%, the gross profit
margin was reduced by approximately 3.0%, the manufacturing yields were reduced by 2.4%,
the manufacturing hours per unit were increased by 10.0% and the lead time was increased by

five days.

We may need to develop new manufacturing processes and techniques that will involve higher
levels of automation to keep pace with technological developments in our industry. If we fail
to effectively manage this process, or if we experience delays, disruptions or quality control
problems in our manufacturing operations, our shipments of products to our customers could

be delayed, which could adversely affect our operating results and financial condition.

Our manufacturing facilities could be damaged from accidents or national disasters. In such
event, the coverage under our property casualty insurance policy and business interruption
insurance policy may be inadequate or subject to exclusions depending on the facts and
circumstances of individual occurrences. Further, we have limited control over the actual
processing time and procedure which our insurance carrier will require to review the insurance
claims. As a result, any business disruption, accident or natural disaster could result in

substantial losses and diversion of our resources.

Our business and operations would be adversely impacted in the event of a failure of

our information technology infrastructure.

We rely upon the capacity, reliability and security of our information technology hardware and
software infrastructure and our ability to expand and update this infrastructure in response to
our changing needs. We are constantly updating our information technology infrastructure. For
example, we continually upgrade and add new features and functions to our FIS to cover more
products. Any failure to manage, expand and update our information technology infrastructure
or any failure in the operation of this infrastructure could harm our business.

Despite our implementation of security measures, our systems are vulnerable to damages from
computer viruses, natural disasters, unauthorized access and other similar disruptions. Any
system failure, accident or security breach could result in disruptions to our operations. To the
extent that any disruption or security breach results in a loss of or damage to our data, or in
inappropriate disclosure of confidential information, it could harm our business. In addition,
we may be required to incur significant costs to protect against damage caused by these

disruptions or security breaches in the future.
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Increases in electricity costs and electricity supply shortages may adversely affect our
operations.

We are dependent on electricity in our operations. With the rapid development of the Chinese
economy, demand for electricity has increased, particularly in the Pearl River Delta region of
China where we operate. There have been shortages in electricity supply in various regions
across China, especially during peak seasons, such as summer. Electrical outages have
disrupted and in the future could disrupt our coating and other manufacturing processes. For
example, we experienced unscheduled power outages in the past. Although more regular
disruptions have not occurred recently, such disruptions could occur in the future. Increases in
electricity costs or shortages in electricity supply may disrupt our normal operations and
adversely affect our profitability.

RISKS RELATING TO THE INDUSTRY IN WHICH WE OPERATE

The current global market fluctuations and economic downturn could materially and
adversely affect our business, financial condition and results of operations.

The global capital and credit markets have been experiencing extreme volatility and disruption
in recent times. Concerns over inflation or deflation, energy costs, geopolitical issues, the
availability and cost of credit, the level of asset prices and valuations in the US and elsewhere
have contributed to unprecedented levels of market volatility and diminished expectations for
the global economy and the capital and consumer markets in the future. These factors,
combined with volatile oil prices, declining business activities and consumer confidence and
increased unemployment, have precipitated an economic slowdown and a possibly prolonged
global recession. These events have led to a slowdown in the global economy which a number
of economists predict could be significant and protracted. As a result, the demand for our
products may significantly decrease, thereby materially and adversely affecting our business,
financial condition and results of operations.

Our revenue for the first quarter of 2009 dropped significantly which was primarily attributable
to a reduction of sales due to the global economic and financial crisis that commenced in the
forth quarter of 2008 and worsened in the first quarter of 2009. While we offered customary
annual price concessions to our existing customers for existing products in our ordinary course
of business, our Directors exercised their business judgment and decided not to reduce the sales
price of our products as a direct solution to the reduction of sales during the aforementioned
periods. Therefore, the sales price of the Company’s products during the Track Record Period
was not materially affected by the global economic and financial crisis. As the global economic
situation started to improve in the second quarter of 2009, especially in Asia, we experienced
a strong and steady recovery of sales during the last three quarters of 2009, primarily driven
by the increasing demand from customers in the PRC and other Asian countries and the
increasing demands for our transmission products such as our new wavelength locker product.
Although we experienced strong growth in sales during the last three quarters of 2009, the
demand for our products may again decrease if the future market conditions and economic
circumstances change towards the direction that is unfavorable to our business and the results
of our operation may be materially and adversely affected.

— 38 —



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to
change. This Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Information Pack.

RISK FACTORS

If information networks do not continue to expand as expected, our business will be
adversely impacted.

Our future success as a manufacturer of optical subcomponents, components, modules and
subsystems ultimately depends on the continued growth of the communications industry and,
in particular, the continued expansion of global information networks. As part of that growth,
we are relying on increasing demand for high-content voice, video, text and other data
delivered over high-speed connections (high-bandwidth communications). As network usage
and bandwidth demand increase, so does the need for advanced networks to provide the
required bandwidth, as well as for advanced instruments and equipment to facilitate the
installation, maintenance and operation of these networks. Lack of network and bandwidth
growth would jeopardize the need for our products and future growth. Currently, while
increasing demand for network services and for broadband access, in particular, is apparent,
several factors limit potential growth, including, among others, an uncertain regulatory
environment, reluctance from content providers to supply video and audio content over the
communications infrastructure and uncertainty regarding long-term sustainable business
models, as multiple industries including cable television, conventional telecommunications and
wireless communication offer non-complementary and competing content delivery solutions.

We may not be able to prevent others from unauthorized use of our intellectual
property, which could harm our business and competitive position.

We rely on a combination of patent, copyright, trademark and trade secret laws, as well as
nondisclosure agreements and other methods to protect our intellectual property rights, which
may not be sufficient to protect our intellectual property. As at the Latest Practicable Date, we
had 31 patents and 29 pending patent applications in China, three PCT applications in the PRC
and five pending patent applications in the United States. Chinese intellectual property-related
laws have historically been ineffective, primarily because of ambiguities in Chinese laws and
difficulties in enforcement. Accordingly, intellectual property rights and confidentiality
protections in China may not be as effective as those in more developed countries. Policing any
unauthorized use of our intellectual property is difficult and costly and the steps we have taken
may be inadequate to prevent the misappropriation of our technology. Reverse engineering,
unauthorized copying or other misappropriation of our technologies could enable third parties
to benefit from our technologies without paying us. In addition, others may independently
develop similar proprietary information and techniques, gain access to our intellectual property
rights, disclose such technology or design around our patents. A large number of third parties
hold patents or have patent applications pending that relate to core technologies used in optical
communications. Additionally, we cannot assure you that any patent or registered trademark
owned by us will be enforceable or that it will not be invalidated, circumvented or otherwise
challenged, that the rights granted thereunder will provide competitive advantages to us or that
any of our pending or future patent applications will be issued with the scope of the claims
sought by us, if at all. Furthermore, litigation may be necessary to enforce our patents and other
intellectual property rights, protect our trade secrets, determine the validity of and scope of the
proprietary rights of others or defend against claims of infringement or invalidity. Litigation
of this type could result in substantial costs and diversion of resources that could harm our
business, could ultimately be unsuccessful in protecting our intellectual property rights and
may result in our intellectual property rights being held invalid or unenforceable.
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RISKS RELATING TO CONDUCTING BUSINESS IN CHINA

Changes in China’s political and economic policies and conditions could adversely
affect our business and prospects.

China has been, and will continue to be, our primary operation base. Although the PRC
Government has been pursuing economic reforms to transform its economy from a planned
economy to a market-oriented economy since 1978, a substantial part of the Chinese economy
is still being operated under various government controls. By imposing industrial policies and
other economic measures, such as control of foreign exchange, taxation and foreign
investment, the PRC Government exerts considerable direct and indirect influence on the
development of the Chinese economy. Some of the economic reforms carried out by the PRC
Government are unprecedented or experimental and are expected to be refined and improved.
Other political, economic and social factors may also lead to further adjustments of the Chinese
reform measures. This refining and adjustment process may not necessarily have a positive
effect on our operations and our future business development. For example, the PRC
Government has in the past implemented a number of measures intended to slow down certain
segments of the Chinese economy that the government believed to be overheating, including
placing additional limitations on the ability of commercial banks to make loans, by raising
bank reserves against deposits. Our business, prospects and results of operations may be
materially and adversely affected by changes in the Chinese economic and social conditions
and by changes in the policies of the PRC Government, such as measures to control inflation,
changes in the rates or method of taxation and the imposition of additional restrictions on
currency conversion.

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

We are a holding company established in the Cayman Islands and conduct our business
operations through our subsidiary incorporated in China. This subsidiary is generally subject
to laws and regulations applicable to foreign investment in China and, in particular, laws
applicable to FIEs.

When the PRC Government started its economic reform in 1978, it began to formulate and
promulgate a comprehensive system of laws and regulations to provide general guidance on
economic and business practices in China and to regulate foreign investments. China has made
significant progress in the promulgation of laws and regulations dealing with economic matters
such as corporate organization and governance, foreign investment, commerce, taxation and
trade. However, the promulgation of new laws, changes in existing laws and abrogation of local
regulations by national laws may have a negative impact on our business and prospects. The
Chinese legal system is a civil law system based on written statutes. Unlike the common law
system, the Chinese legal system is a system in which prior court decisions may be cited for
reference but have little precedential value. In addition, since the Chinese legal system
continues to rapidly evolve, the interpretations of many laws, regulations and rules are not
always uniform. The enforcement of these laws, regulations and rules involves uncertainties,
which may limit legal protections available to us. Furthermore, any litigation in China may be
protracted and result in substantial costs and diversion of resources and management attention.
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Restrictions on foreign currency exchange may limit our ability to distribute dividends
or to use financing effectively.

A substantial portion of our revenues and expenses are denominated in Renminbi. We may need
to convert a portion of our revenues into other currencies to meet our foreign currency
obligations, including, among others, payment of dividends declared, if any, in respect of our
Shares. Under China’s existing foreign exchange regulations, dividend payments to foreign
shareholders of FIEs constitute current account transactions. Accordingly, our PRC subsidiary,
which is an FIE, is able to pay dividends in foreign currencies, without prior approval from the
SAFE, by complying with certain procedural requirements. However, we cannot assure you
that the PRC Government will not take further measures in the future to restrict access to

foreign currencies for current account transactions.

Foreign exchange transactions by our subsidiary in China under capital accounts continue to
be subject to significant foreign exchange controls and require the approval of, or registration
with, PRC Governmental authorities. In particular, if our PRC subsidiary borrows foreign
currency loans from us or other foreign lenders, these loans must be registered with the SAFE.
If we finance them by means of additional capital contributions using, for instance, proceeds
from the [®], these capital contributions must be approved or registered by certain
governmental authorities including the SAFE, MOFCOM or their local counterparts. These
limitations could affect the ability of these entities to obtain foreign exchange through debt or

equity financing, and therefore could affect our business and financial condition.

Fluctuation in the value of the Renminbi could expose us to foreign currency risks and
may have an adverse effect on our financial position.

Our costs are predominantly in Renminbi, whereas our revenues are mainly in US dollars and
Renminbi. The value of the Renminbi against the US dollar and other currencies may fluctuate
and is affected by, among other things, changes in the PRC’s political and economic conditions.
The PBOC issued a public notice (# B A E SR AT % 58 & A B W 5 T2 s 4 il 20 3 19 22 #5) on
21 July 2005 increasing the exchange rate of the Renminbi against the US dollar by
approximately 2% to RMBS8.11 per US$1.00. Further to this notice, the PRC Government has
reformed its exchange rate regime by adopting a managed floating exchange rate regime based
on market supply and demand with reference to a portfolio of currencies. Under this regime,
the Renminbi is no longer pegged to the US dollar. We cannot predict how and to what extent
the exchange rate of the Renminbi will fluctuate in the future.

We face foreign exchange and conversion risks primarily through sales that are denominated
in currencies other than the Renminbi. During the years ended 31 December 2007, 2008 and
2009, approximately 81.3%, 75.1% and 64.2% of our sales were denominated in US dollars,
respectively. Any appreciation of the Renminbi against the US dollar and other currencies may
have the effect of rendering our exports more expensive and less competitive than products
from manufacturers in other countries. Our exchange loss for the each of years ended 31
December 2007, 2008 and 2009 was approximately HK$4.9 million, HK$5.9 million and

HKS$0.6 million, respectively. In addition, to the extent that we need to convert Hong Kong
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dollars we receive from the [®] into Renminbi for our operations, appreciation of the Renminbi
against the Hong Kong dollar could have a material adverse effect on our business, financial

condition and results of operations.

Conversely, as we rely entirely on dividends paid to us by our PRC subsidiary, any depreciation
of the Renminbi may materially and adversely affect our cash flows, revenue and financial
condition, and the value of, and any dividends payable on, our Shares in foreign currency
terms. Further information on our foreign exchange risks and certain exchange rates is set forth
in the section headed “Financial Information — Quantitative and Qualitative Disclosure about

Market Risk — Foreign Exchange Rate Risk” in this document.

Expiration of, changes to, or our failure to qualify for current Chinese tax incentives
that our business enjoys could have a material adverse effect on our results of

operations.

In March 2007, China’s legislature, the National People’s Congress (4 A B ft%E K €),
enacted a new Enterprise Income Tax Law, or the EIT Law, which became effective on 1
January 2008. In December 2007, the PRC State Council (Ff % A R 4t F01 [ B %5 f%) promulgated
the Implementation Regulations of PRC EIT Law, or the EIT Implementation Regulation,
which also became effective on 1 January 2008. The EIT Law imposes a unified income tax
rate of 25% on all domestic enterprises and FIEs unless they qualify under certain limited

exceptions.

Our PRC subsidiary, O-Net Shenzhen, has enjoyed certain preferential tax treatments during
the Track Record Period; during the Track Record Period, the generally applicable tax rate has
changed to 25% since the EIT Law took effect. According to the previous tax regulations that
had expired when the EIT Law took effect, O-Net Shenzhen, as a FIE with an operating term
of more than ten years, was exempt from the income tax for two years starting from the first
year that it began to make profit, namely the two years ended 31 December 2007, and is
entitled to a 50% reduction in the income tax for the three years thereafter, namely 2008, 2009
and 2010. According to the EIT Law, O-Net Shenzhen has continued to enjoy such preferential
tax treatments since the EIT Law took effect on 1 January 2008.

In addition, O-Net Shenzhen is a FIE located in Shenzhen, one of the Special Economic Zones
of the PRC, and therefore enjoyed a preferential income tax rate of 15% before the EIT Law
took effect. According to the EIT Law and the Notice on the Policy of Enforcing Transitional
Preferential Treatment of Enterprise Income Tax (<[ %5 b B Fy B bt A 2E A 45 B it I 48 B BOOR
1 4 %1) ) promulgated on 26 December 2007 by the State Council, O-Net Shenzhen is subject
to an income tax rate of 18% for 2008, 20% for 2009, 22% for 2010, 24% for 2011 and 25%

for 2012 and every year thereafter unless it is also entitled to other preferential tax treatments.
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Meanwhile, O-Net Shenzhen applied to the relevant authorities in the PRC and has successfully
been granted the qualification as a High and New Technology Enterprise in the PRC. It would
be entitled to a concessionary income tax rate of 15%. Given that adopting the applicable
transitional income tax rates and the “2-year exemption and 3-year half payment” is more
preferential and beneficial to O-Net Shenzhen, the income tax rate applicable to O-Net
Shenzhen is 15% for 2007, 18% for 2008, 20% for 2009, 22% for 2010, 24% for 2011 and 25%
for 2012 and every year thereafter unless it will be entitled to other tax incentives. After
offsetting all unexpired tax losses carried forward from previous years, the “2-year exemption
and 3-year half payment” tax preferential period started from 2006 which was the first profit
making year of O-Net Shenzhen. According to a confirmation issued by Shenzhen Nanshan
Local Tax Authority (3% 3l T 74 L1 & b 5 %% %5 J71 ) dated 10 March 2010, O-Net Shenzhen’s first
year of profit making was 2006 and it started to enjoy two years of full tax exemption from
2006. Therefore, O-Net Shenzhen was exempt from income tax in 2006 and 2007. From 2008
to 2010, O-Net Shenzhen has been and will be entitled to a 50% reduction of the income tax.
The income tax rate for 2011 is 24% and from 2012, O-Net Shenzhen will be subject to the
regular income tax rate of 25% unless O-Net Shenzhen can be qualified as a High Technology
Enterprise with priority support by the state government (as O-Net Shenzhen currently is), in
which event O-Net Shenzhen will be subject to a preferential tax rate of 15% under current
PRC tax laws and regulations.

As at the Latest Practicable Date, O-Net Shenzhen had an outstanding enterprise income tax
of approximately RMB1.3 million for the year 2008 as result of an issue of confirmation from
the Shenzhen Nanshan Local Tax Authority (% 3l 17 76 1L & #s )5 B %5 J5) dated 10 March 2010
stating a change in the first year of profit-making of O-Net Shenzhen. According to the Law
of PRC Concerning the Administration of Tax Collection (& A F 1 B B i 80l 5 B %),
any enterprise not paying the enterprise income tax in the specified period is subject to a daily
0.05% surcharge unless otherwise provided. We will pay such outstanding enterprise income
tax in respect to O-Net Shenzhen and we understand that it is customary for the relevant tax
bureau to confirm the amount of surcharge, if any, nearer the time of payment. As at the Latest
Practicable Date, we have not received any notification regarding the imposition of or demand
for such tax and related surcharges (if any).

If our current tax benefits expire or otherwise become unavailable to us for any reason, our
profitability may be materially and adversely affected.

Our PRC subsidiary is subject to existing restrictions on paying dividends or making
other distributions to the Company and changes in foreign exchange regulations may
adversely affect our business, financial condition and results of operations.

The Company is a holding company incorporated in the Cayman Islands, and it relies on
dividends paid by its PRC operating subsidiary for its cash requirements, including the funds
necessary to pay dividends and other cash distributions to Shareholders, to service any debt it
may incur, and to pay its operating expenses. PRC regulations currently permit payment of
dividends only out of accumulated profits, as determined in accordance with the accounting
standards and regulations in the PRC, which differ in many aspects from generally accepted
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accounting principles in other jurisdictions, including the HKFRS. Our PRC subsidiary is
required to set aside at least 10% of its accumulated profits after tax each year, if any, to fund
certain reserve funds, until the aggregate accumulated reserve funds exceeds 50% of its
registered capital. These reserve funds cannot be distributed as cash dividends. In addition, if
our PRC subsidiary incurs debt on its own or enters into certain other agreements in the future,
the instruments governing the debt or such other agreements may restrict its ability to pay
dividends or make other distributions to the Company. Therefore, these restrictions on the
availability and usage of the Company’s major source of funding may materially and adversely
affect its ability to pay dividends to Shareholders and to service its debts.

Pursuant to the EIT Law and the Implementation Regulations of PRC EIT Law, dividends
payable by an FIE to its foreign investors are subject to a 10% withholding tax, unless any such
foreign investor’s jurisdiction of incorporation has a tax treaty with China that provides for a
different withholding arrangement. BVI, where O-Net BVI is incorporated, does not have such
a tax treaty with the PRC.

PRC regulations on direct investment and loans by offshore holdings companies to
PRC entities may delay or limit the Company from making loans to its PRC
subsidiary.

Any capital contribution or loans that the Company, as an offshore entity, makes to its PRC
subsidiary, are subject to PRC regulations. For example, any loans by the Company to any PRC
subsidiary cannot exceed the difference between the total amount of investment that such PRC
subsidiary is approved to make under relevant PRC laws and the registered capital of such PRC
subsidiary, and any such loans must be registered with the local branch of SAFE. In addition,
the Company’s additional capital contributions to its PRC subsidiary must be approved by
MOFCOM or its local counterpart. The Directors cannot be certain that the Company will be
able to obtain these approvals on a timely basis, or at all. If the Company fails to obtain such
approvals, its ability to make equity contributions or provide loans to its PRC subsidiary or to
fund its operations may be adversely affected, which could harm the Company’s PRC
subsidiary’s liquidity and its ability to fund its working capital and expansion projects and meet

its obligations and commitments.

It may be difficult to effectuate service of process upon us or our Directors or
executive officers who live in China or to enforce against them in the PRC judgments
obtained from non-PRC courts.

All of our assets are, and our operating subsidiary is, located in China. In addition, most of our
Directors and officers reside within China, and the assets of our Directors and officers may also
be located mostly within China. As a result, it may not be possible to effect service of process
outside China upon most of our Directors and officers for violations of laws of jurisdictions
other than China, including matters arising under applicable securities laws. Moreover, a
judgment of a court of another jurisdiction may be reciprocally recognized or enforced if the
jurisdiction has a treaty with China or if judgments of the PRC courts have been recognized

before in that jurisdiction, subject to the satisfaction of other requirements. Our PRC legal

_44 —



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to
change. This Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Information Pack.

RISK FACTORS

advisors, Global Law Office, have advised us that China does not have treaties providing for
the reciprocal enforcement of judgments of courts with Japan, the United Kingdom, the United
States and most other western countries. In addition, Hong Kong has no arrangement for the
reciprocal enforcement of judgments with the United States. As a result, recognition and
enforcement in the PRC of court judgements from Japan, the United Kingdom and the United
States in relation to any matter not subject to a binding arbitration provision is subject to

uncertainties.

Our financial results may be adversely affected by the new PRC Labor Contract Law
and competition within the PRC for skilled and experienced workers.

As at 31 December 2009, we employed 1,518 employees in the PRC. On 29 June 2007, the PRC
Government promulgated a new labor law, namely, the PRC Labor Contract Law, which
became effective on 1 January 2008. The PRC Labor Contract Law imposes requirements
relating to, among others, the types of contracts to be executed between an employer and an
employee, and establishes time limits for probation periods and provides for how long and how
many times an employee can be placed on a fixed-term employment contract. It also requires
that social insurance be paid on behalf of employees, otherwise employees are entitled to
unilaterally terminate the labor contract. Under the PRC Labor Contract Law, when we
terminate our PRC employees’ employment, we are required to compensate them for an amount
which is determined based on their length of service with us. In the event we decide to
significantly change or decrease our workforce, the Labor Contract Law could adversely affect
our ability to effect these changes cost-effectively or in the manner we desire, which could
negatively impact our results of operations. In addition, we have recently experienced increases
in our labor costs as a result of increased compensation required to attract and retain skilled

and experienced workers at our manufacturing facilities.
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In preparation for the [®], our Company has sought the following waiver from strict compliance
with the relevant provision of the [®]:

MANAGEMENT PRESENCE IN HONG KONG

Pursuant to Rule 8.12 of the [®], we must have a sufficient management presence in Hong
Kong. This normally means that at least two of our executive Directors must be ordinarily
resident in Hong Kong. Since our principal business operations are managed and conducted
primarily in Shenzhen, the PRC, and all the executive Directors and the non-executive
Directors, except for Mr. Ong Chor Wei and Mr. Tam Man Chi, currently reside in the PRC,
our Company considers that it would be practically difficult and commercially unnecessary to
either relocate two executive Directors to Hong Kong or to appoint two additional executive
Directors who are ordinarily resident in Hong Kong. We do not have, and do not contemplate
in the foreseeable future that we will have, sufficient management presence in Hong Kong for
the purpose of satisfying the requirements under Rule 8.12 of the [®]. Therefore, we have
applied to the [®] for, [and the [®] has granted, a waiver from strict compliance with the
requirements of Rule 8.12 of the [®]] and the following arrangements have been made for

maintaining regular and effective communication with the [®]:

(a) we have appointed two authorized representatives pursuant to Rule 3.05 of the [®], who
will act as our principal channel of communication with the [®]. The two authorized
representatives to be appointed are Mr. Na Qinglin, an executive Director and Mr. Lee
Hang Tat (the company secretary of the Company). Mr. Lee Hang Tat ordinarily resides
in Hong Kong and has the requisite qualifications and experience to serve as an
authorized representative. The authorized representatives and the alternate authorized
representative of Mr. Na Qinglin (Mr. Xue Yahong, who is also an executive Director)
will be available to meet with the [®] on reasonable notice as and when required and will
be able to contact the Directors promptly at all times by telephone, facsimile and email

as and when the [®] wishes to contact the Directors on any matters;

(b) each of our two authorized representatives and the alternate authorized representative of
Mr. Na Qinglin will be readily available by telephone, email and facsimile to promptly
address the inquiries of the [®] and their contact details (including mobile phone numbers,

residential and office phone numbers and facsimile numbers) will be provided to the [®];

(c) all Directors will provide their mobile phone numbers, residential and office phone
numbers, facsimile numbers and email addresses to the [®];

(d) each of the Directors (including the independent non-executive Directors) holds valid
travel documents such that he will be available to travel to Hong Kong to meet with the
[®] within a reasonable time frame upon request of the [®]. Each of the Directors will be
readily contactable by telephone, facsimile and email, and is authorized to communicate

on behalf of our Company with the [®];
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(e)

)

we will appoint Quam Capital Limited as our a compliance advisor pursuant to Rule
3A.19 of the [®] who will have access at all times to the authorized representatives and
the alternate authorized representatives, the Directors and the other senior management of
our Company. The compliance advisor will be appointed for a period commencing on the
date on which [®] and ending on the date on which [®] in accordance with Rule 13.46 of
the [®]; and

meetings between the [®] and the Directors could be arranged through the authorized
representatives or our compliance advisor, or directly with the Directors within a
reasonable time frame. We will inform the [®] promptly in respect of any change in the
authorized representatives, alternate authorized representatives and/or compliance

advisor.
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CORPORATE INFORMATION

DIRECTORS

Name Residential Address

Nationality

Executive Directors

Mr. Na Qinglin Flat 16B, 1st Building, Block 4
Group II, Shijicun
Nanshan District
Shenzhen, PRC

Mr. Xue Yahong Room 2-403, Building #6
Lian Hua Yi Cun
Futian District
Shenzhen, PRC

Non-Executive Directors

Mr. Tam Man Chi Flat 33, G/F, Stg 2, Windsor Park
1 Ma Lok Path
Shatin, New Territories
Hong Kong

Mr. Chen Zhujiang Room 803-24 Building
Qianhaihuayuan
Nanshan District
Shenzhen, PRC

Mr. Huang Bin #17 Xisongshu Bystreet
Hepingmennei
Xicheng District
Beijing, PRC

Independent Non-Executive Directors

Mr. Bai Xiaoshu Room 19E, Building #4
Yongxin Ga 100 Xingeng Road
Xuhui District
Shanghai, PRC

Mr. Deng Xinping No.9, the 23rd Street, Fengmin Yuan
Phoenix City
Guangyuan East Road
Guangzhou, PRC

Mr. Ong Chor Wei Flat A, 3/F
Greenview Gardens
No. 125 Robinson Road
Hong Kong
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PARTIES INVOLVED

Legal advisor to the Company As to Hong Kong law:
Deacons
5th Floor, Alexandra House
18 Chater Road
Central, Hong Kong

As to Chinese law:

Global Law Office

15th Floor

Tower 1, China Central Place
No. 81 Jianguo Road
Chaoyang District

Beijing 100025

China

As to Cayman Islands law:
Conyers Dill & Pearman
Cricket Square

Hutchins Drive

P.O. Box 2681

Grand Cayman

KYI1-1111

Cayman Islands

Auditors and reporting accountants PricewaterhouseCoopers
Certified Public Accountants
22 Floor, Prince’s Building
Central, Hong Kong

Property valuer Jones Lang LaSalle Sallmanns Limited
17th Floor Dorset House
Tai Koo Place
979 King’s Road
Quarry Bay, Hong Kong

Registered office Cricket Square
Hutchins Drive
PO Box 2681
Grand Cayman
KYI1-1111
Cayman Islands
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Headquarter in the PRC 10-1 South
Magqueling Industrial Park
Nanshan District
Shenzhen 518057
China

Principal place of business in Hong Kong  Unit 1608, West Tower, Shun Tak Centre
168-200 Connaught Road
Central, Hong Kong

Website WWW.0-netcom.com
Company secretary Mr. Lee Hang Tat, ACCA, AHKSA
Authorized representatives Mr. Na Qinglin

Flat 16B, 1st Building

Block 4

Group II, Shijicun
Nanshan District Shenzhen
China

Mr. Lee Hang Tat, ACCA, AHKSA
Room 11, 3/F

Block A

343 Des Voeux Road West

Hong Kong

Alternate authorized representative Mr. Xue Yahong
(alternate to Mr. Na Qinglin)
Room 2-403 Building
#6 Lian Hua Yi Cun
Futian District
Shenzhen
China
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Audit Committee

Remuneration Committee

Nomination Committee

Cayman Share Registrar

Hong Kong Share Registrar

Principal banker

Compliance advisor

Mr. Ong Chor Wei (Chairman)
Mr. Bai Xiaoshu
Mr. Deng Xinping

Mr. Tam Man Chi (Chairman)
Mr. Na Qinglin

Mr. Bai Xiaoshu

Mr. Deng Xinping

Mr. Ong Chor Wei

Mr. Na Qinglin (Chairman)
Mr. Bai Xiaoshu

Mr. Deng Xinping

Mr. Ong Chor Wei

Mr. Tam Man Chi

Codan Trust Company (Cayman) Limited

Cricket Square
Hutchins Drive
PO Box 2681
Grand Cayman
KYI1-1111
Cayman Islands

Computershare Hong Kong Investor

Services Limited
Shops 1712-1716, 17th Floor
Hopewell Centre
183 Queen’s Road East
Wanchai
Hong Kong

China Merchants Bank Overseas
Chinese City Branch

1st Floor, Service Centre
Eastern Garden

Overseas Chinese Town
Shenzhen, China

Quam Capital Limited

32nd Floor, Gloucester Tower
The Landmark

11 Pedder Street

Central

Hong Kong
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INDUSTRY OVERVIEW

ABOUT THIS SECTION

General

This “Industry Overview” section quotes and includes information extracted from ready-made
publications of Ovum, a Datamonitor company, purchased by us, and a commissioned market
research report prepared by Infostone for purposes of this document. We 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 following sets forth certain information about the background of Ovum and Infostone and

the reports we have used to prepare this “Industry Overview” section.

. Ovum, a Datamonitor company, is a research, consulting and analysis group with a 25
year history of advising enterprises and their suppliers on the business value of
information and communication technologies. The publications we purchased from Ovum
are ready made reports including a 26 September 2009 report titled “Market Share: 2Q09
optical networks, global and regional”, a 7 September 2009 report titled “Forecast
Update: optical components” and a 16 June 2009 report titled “Market trends for optical
amplifiers”. We paid Ovum US$18,000 for these reports. Ovum’s research is based on
independently audited methodologies. Ovum implements a charter of independence
setting out principles of independent behavior to be adhered to by its employees,
including, among other things, (1) Ovum does not endorse vendors and service providers
or individual products or services, (2) Ovum’s research is independent and (3) Ovum is
not dependent on any single client. For full details please see www.ovum.com. Although
certain data or statistics in Ovum’s reports state assumptions on which they were prepared
and Ovum indicated that it tracked a number of variables that shaped the assumptions
such as inflation and currency exchange rates with respect to certain findings in the
reports, Ovum does not include an overall statement of assumptions as a whole for the
reports. Ovum expressly indicates in its reports that while every care is taken to ensure
the accuracy of the information contained in the reports, the facts, estimates and opinions
stated are based on information and sources which, while it believes them to be reliable,
are not guaranteed. In particular, it should not be relied upon as the sole source of

reference in relation to the subject matter.
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. Infostone is an independent market research firm in China which we have commissioned
to prepare a market research report for RMB26,500. According to the information
provided by Infostone, it was established in 2001 and its services include the provision
of market research reports and information related to the optical communications
industry. According to Infostone, in preparing the report, Infostone obtained and reviewed
data and information from its customers and other resources. Infostone also gathered and
analyzed relevant financial reports and internal materials of various [®] companies in our
industry, including resources available from the public domain. Data was also analyzed
and compared against information obtained from other market research companies,
organizations or committees including but not limited to Ovum, the International Data
Corporation, the Fiber-to-the-Home Council and the MIIT. Infostone further compared
such analyzed data and information against the historical figures, market size and market
demand of the industry retrieved from its database. In addition, Infostone also took into
account the knowledge built up by its internal team of consultants for the forecast of
industry development. To determine the market share in the market research report,
Infostone advised us that they also considered several assumptions including, but not
limited to, (i) the impact of the global economic downturn which commenced in 2008 and
the potential recovery of the global economy in 2011 as forecasted by the International
Monetary Fund; (ii) the adoption and execution of government policies in relation to the
telecommunications industry covering Europe, the United States and Asia along with the
increasing trend of global broadband usage; and (iii) the expected increase of capital
expenditures in the telecommunications market as forecasted by the Telecommunications
Industry Association. According to Infostone, the market share of the Group for passive
optical components is calculated based on the proportion of the Group’s sales revenue to
the total passive components market revenue; the relevant market shares of the Group for
free space optical isolators and EDFAs are calculated based on the proportion of the
Group’s sales volume by piece to the total market volume by piece; while the relevant
market shares of the Group for WDMs and VOAs are calculated based on the proportion
of the Group’s sales volume by channels to the total market volume by channels. For more

details on Infostone, please see www.iccsz.com/Site/EN.
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OPTICAL NETWORKING INDUSTRY

Overview

Optical telecommunications and data communications networks use fiber optic cables to
transfer information in the form of light signals. Light signals are transmitted through fiber
optic systems and subsystems in these networks. Components within these network systems
split, clean, amplify, isolate, route, or otherwise enhance light signals. The optical networking
landscape consists of network operators such as AT&T in the United States and China Telecom
in China, network system vendors such as Huawei and Alcatel-Lucent, and optical component,
module and subsystem manufacturers, such as ourselves, which we generally refer to as fiber

optic component manufacturers.

Telecommunications and data communications network operators in recent years have faced
dual challenges — accommodating end-user demand for applications that require high-speed,
intelligent networks, while at the same time reducing operating costs. As network operators
have addressed these challenges, telecommunications and data communications networks have
undergone extensive changes. In recent years, consumer demand for high-bandwidth
applications, such as music and video downloads and streaming, online gaming, peer-to-peer
file sharing and IPTV, has increase significantly. The increased demand for high-bandwidth
applications has in turn increased network utilization across long-haul, metro and local area
networks. In response, telecommunications and data communications network operators have
deployed, and continue to deploy, high-speed network access technologies such as Wi-Fi, 3G,
DSL, cable and FTTx. At the same time end-users are requiring high-speed, intelligent
networks, discrete long-established networks for delivering voice, video and data are
converging into unified IP-based networks. In addition to network operators, businesses,
universities and other entities which employ data communications networks are also facing
demands for high-speed, intelligent networks. As a result these entities are also investing in

high-speed local area networks and storage area networks.

As telecommunications and data communications network operators address the technological
challenges of providing high-speed, intelligent networks, they are also seeking to deploy these
upgraded networks at the lowest possible cost. Network operators are relying on optical
networking technologies to address these dual challenges and, as a result, network system
vendors, such as Huawei and Alcatel-Lucent are faced with the challenge of producing optical
systems capable of supporting 10G and 40G speeds while at the same time reducing costs.
These technology and cost challenges are causing many network system vendors to focus on
their core competencies, such as software and systems integration. As network system vendors
narrow their focus, they increasingly rely upon fiber optic component manufacturers, such as
us, for the design and manufacture of optical components, modules and subsystems, that can

be integrated into and support high-speed, intelligent networks.
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Fiber optic components in general can be classified, based on their functions, into two
categories — passive components and active components. Passive components are those which
only pass on a signal but do not alter the signal’s basic characteristics or transmission format.
Typical passive components include WDMs, isolators, attenuators, amplifiers, couplers,
connectors, and optical switches. Active components are those which process a signal and
change its basic characteristics or transmission format. Examples include lasers, tunable lasers,
transmitters, receivers, transceivers, media converters, and transponders. Many active
components contain passive components. Our products are predominantly in the passive

component category, although we do produce certain active components for our customers.

According to Infostone Communication Consultant (Shenzhen) Ltd., an independent market
research firm based in China', during the three years ended 31 December 2007, 2008 and 2009,
we were one of the top five global suppliers of passive optical components with a 3.9%, 4.0%
and 5.1% market share, respectively. Within specific product categories, for the year ended 31
December 2009, we were the leading global supplier of free space optical isolators for
transmission applications with a 33.8% market share, and we were a top five global supplier
of WDM products with a market share of 10.0%. For VOA and EDFA products, we were among
the top 10 global suppliers, with a market share of 3.2% and 2.8%, respectively, for the year
ended 31 December 2009. Please refer to the section headed “Competition” below for details
about our competitors.

Competition

We operate in a highly competitive market and may not be able to compete successfully against
current or potential competitors. Our principal competitors include the major global
manufacturers of optical subsystems and components. Our principal competitors include
Oclaro, Inc., JDSU Corporation, Oplink Communications, Inc., and Accelink Technologies
Co., Ltd.

For more information about Infostone, see the section headed “About This Section” herein.
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Please see below for the market shares of the top five global suppliers of passive optical
components for the year ended 31 December 2009 according to Infostone Communication
Consultant (Shenzhen) Ltd., an independent market research firm based in China
commissioned by us?, and the information about these companies as obtained from publicly

available information.

Location of Market

Company headquarters Principal business activities shares
(Note)

Company A Wuhan, PRC Specializes in the research, 10.1%

development and manufacturing
of passive optical components,
optical instruments and integrated
photo-electronic devices.

Company B Fremont, Engaged in designing, 9.5%
California, manufacturing and selling optical
usS networking components and
subsystems.
Company C Milpitas, A provider of communications test 8.6%
California, and measurement solutions and
US optical products for

telecommunications service
providers, cable operators, and
network equipment
manufacturers. Also a provider of
optical solutions for biomedical
and environmental
instrumentation, semiconductor
processing, aerospace and
defense, brand authentication,
visual display and custom color
product differentiation

applications.
Company D San Jose, A provider of optical components, 7.3%
California, modules and subsystems to the
uUsS telecommunications market.

For more information about Infostone, see the section headed “About This Section” herein.
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Location of Market

Company headquarters Principal business activities shares

(Note)

The Company Shenzhen, A supplier to fiber optic network 5.1%
PRC system vendors of optical

networking subcomponents,
components, modules and
subsystems used in high-speed
telecommunications and data

communications networks.

Note: This represents the market shares of the top five global suppliers of passive optical components for the year
ended 31 December 2009 according to Infostone Communication Consultant (Shenzhen) Ltd., an independent
market research firm based in China commissioned by us. Please refer to the paragraph headed “About this
section” of this section for further details.

We maintain what we believe are higher profit margins than most of the other companies in our
industry. Our gross profit margin for the years ended 31 December 2007, 2008 and 2009 was
approximately 40.9%, 37.5% and 45.3%, respectively. According to the most recent annual
reports published by our competitors that are listed companies, the gross profit margin of our

competitors for their most recently completed fiscal year ranged from 22.0% to 38.0%.

Our overall competitive position depends upon a number of factors, including:

. availability, performance and reliability of our products;

. selling price;

. the quality of our manufacturing processes;

. the breadth of our product line;

. our ability to participate in the growth of emerging technologies;

. our ability to win designs through prototyping;

. the compatibility of our products with existing communications networks; and

. our manufacturing capacity and capability.
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Our competitors may have substantially greater financial, engineering and manufacturing
resources as well as greater name recognition and stronger customer relationships than we do.
Competitors in one part of our business also may rapidly become competitors in other portions
of our business. In addition, our industry has recently experienced significant consolidation,
and we anticipate that further consolidation will occur. This consolidation has increased, and

will likely continue to increase, competition.

Despite the above, we believe the specific impact on particular companies of the consolidation
of the telecommunications industry depends on their respective qualification status. In our
case, the consolidation of the telecommunications industry has resulted in an increase of sales
volume during the Track Record Period. The merger of Alcatel and Lucent and the acquisition
of the optical networking and carrier Ethernet assets of Nortel by Ciena allowed us to gain
business opportunities that we would not have otherwise enjoyed because we were not

previously qualified by Lucent and Nortel as a supplier.

Some of our existing customers and potential customers, as well as our suppliers and potential
suppliers, are also our competitors. These customers and suppliers may develop or acquire
additional competitive products or technologies, which may cause them to reduce or cease their
purchases from us or their supply to us, as the case may be. Further, these customers may
reduce or discontinue purchasing our products if they perceive us as a competitive threat with
regard to sales of products to their customers. Additionally, suppliers may reduce or
discontinue selling materials to us if they perceive us as a competitive threat with regard to
sales of products to their customers. As a result of these factors, we expect that the competitive
pressures we face may intensify and may result in price reductions, reduced profit margins and

loss of market share.

Competition in the optical subcomponent, component, module and subsystem industry has
contributed to substantial price-driven competition. As a result, sales prices for some of the
products we produce have decreased over time at varying rates. The rapid emergence of new
technologies and the evolution of technical standards can greatly diminish the value of
products relying on older technologies and standards and exacerbate price pressure. In
addition, the current economic and industry environment in the telecommunications sector has
resulted in pressure to reduce prices for our products, and we expect pricing pressure to

continue for the foreseeable future, which may adversely affect our operating results.
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Demand Environment for Optical Components

Recent network traffic volume growth has been driven by the proliferation of enhanced voice
and video applications delivered over IP networks, which has resulted in higher network
utilization and the need for additional bandwidth capacity from carrier networks. According to
the Forecast update: optical components report, 7 September 2009 from Ovum, from 2006 to
2008, the total demand for optical components, modules and subsystems increased from
approximately US$5.0 billion in 2006 to approximately US$6.0 billion in 2008, representing
a CAGR of 8.8%. Such demand is estimated on the assumption that the market is perfectly
segmented and assumes revenues are generated from every component needed in the market.
Taking into account vertical integration and inter-company sales, Ovum estimates that total
spending was approximately US$3.2 billion in 2006 and increased to approximately US$3.8
billion in 2008, representing a CAGR of 8.6%.

Global Optical Component Manufacturers’ Market Revenue
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As a result of the global financial crisis of 2008-2009, the industry experienced cautious
spending among network service providers as they were faced with an uncertain economic
outlook. Optical component manufacturers have experienced revenue declines caused by
reduced capital expenditures among telecommunications network providers, which were
further amplified by the weakness of the US dollar. As a result, according to Ovum, the revenue
for the global fiber optic component industry is forecast to decline by 21.3% in 2009 as
compared to 2008.
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However, as demand for bandwidth continues to increase and the global economy recovers,
spending growth by network system vendors on fiber optic components is expected to resume
in 2010 and is expected to continue to improve with a CAGR of 14.3% from 2009 to 2014,
according to Ovum.

In spite of the weakness in global demand for optical components in 2009, especially in the US
and Europe, the Asia-Pacific market continues to perform well and experience rising demand.
According to Ovum, the Asia-Pacific market accounted for over 36.6% of global optical
network system vendors’ revenues in the first half of 2009, compared to 27.1% in 2006. The
greater than average growth was a result of China’s and India’s mobile and fixed infrastructure
build-outs, which together accounted for 24.2% of the global optical network system vendors’
revenues share in the first two quarters of 2009, compared to 5.0% market share in 2006. In
particular, China’s share of global optical network system vendors’ revenues increased from
2.7% in 2006 to 18.8% in the first half of 2009. Network system vendors and optical
component manufacturers with greater exposure to China, and to a lesser extent India, can

expect a better outlook.
Global Optical Network System Vendors’ Revenue by Region
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Rise of Chinese Network System Vendors

Initiatives by telecommunications network system vendors to reduce costs have resulted in a
significant shift of certain manufacturing operations moving to lower-cost geographic regions,
in particular to China, where the availability of low-cost engineering talent and scale
manufacturing capabilities have created a network effect among companies in the sector and
their suppliers. China’s telecommunications network system vendors have been consistently
exposed to international competition since the early 1990s. Chinese telecommunications
network system vendors initially grew their market share by demonstrating their ability to offer
quality telecommunications products at competitive prices and, since 2002, have benefited
from the drive by telecommunications network operators to reduce costs.

Chinese telecommunications equipment network system vendors are able to tap into China’s
large pool of highly-skilled engineers and technical professionals, and benefit from their highly
competitive electronics manufacturing supply chain. Further, Chinese network system vendors
have made rapid technology advances by focusing on reliability, functionality, cost efficiency,
inter-operability and scalability of their systems. An understanding of local markets has
allowed Chinese network system vendors to dominate the Chinese market and they continue to
benefit from China’s rapid urbanization and growth in its telecommunications networks.

Chinese telecommunications network system vendors have risen to become leading companies
in the field, and have become technology leaders in their own right. For example, Huawei and
ZTE have grown to become leading network system vendors, estimated by Ovum to be the
second and eighth largest optical network system vendors worldwide by revenues in 2008.
According to Ovum, Huawei has grown its market share in the optical networking industry
from 11.1% in 2006 to 17.8% in 2008, becoming the second largest optical network system
vendor in the world, while ZTE has also increased its share from 2.0% in 2006 to 4.8% in 2008,
ranking eighth on the worldwide list of top optical network system vendors. Both Huawei and

ZTE are expected to increase their market share in 2009.

Optical Network System Vendors’ Revenue 2008

Vendor Re \"en.ue's
(US$ million)

1 Alcatel-Lucent 3.613
2 Huawei 2832
3 Nortel 1,105
4 Fujitsu 1.031
5 NEC 205
6 Ericsson 855
7 Nokia Siemens 834
8 ZTE 785
9 Tellabs 730
10 Ciena 00

Source: Ovum
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Our long and proven track record in the optical components industry in China is one of our
competitive advantages because we expect to benefit from the success and rapid growth of our
network system manufacturer customers. Our revenue in China, as a percentage of our total
revenue, has increased from 26.8% in 2007 to 49.0% in 2009.

Key Development Trends

Increasing demand for broadband

Telecommunications network operators are continuing to upgrade their networks in order to
stay competitive and increase revenues. Specifically, fixed-line and cable providers are
investing in fiber optic infrastructure in order to offer higher-speed data services. This
transformation has been fueled by investment in mobile and fixed infrastructure with global
network operators’ capital expenditures reaching US$226.1 billion in 2008, according to
Ovum. The result has been a CAGR of 19.6% in fixed broadband subscribers from 279 million
in 2006 to 400 million broadband subscribers in 2008. Ovum forecasts that global fixed
broadband subscribers will reach over 650 million by 2014. In particular, subscriber growth of
the high-bandwidth FTTx segment is expected to grow at a CAGR of 29.3% between 2009 and
2014, while mobile broadband subscriptions are expected to grow at a CAGR of 46.8% from
2009 to 2014.

Global Fixed Broadband Subscribers
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Chinese telecommunications network operators have spent a significant amount in the
development of broadband infrastructure. According to MIIT, China’s annual capital
expenditure increased by 45.3% from RMB203.5 billion in 2003 to RMB295.4 billion in 2008,
reflecting China’s rapid urbanization. This high level of investment is expected to continue as
service providers roll out 3G telecommunications networks beginning in early 2009. Base
stations for 3G networks are expected to be connected to the telecommunications network
through fiber optic lines. According to Ovum, as of the end of 2008 China had 91 million fixed
broadband subscribers, which is forecast to rise to over 173 million by the end of 2014, which
represents a CAGR of over 11.4%. As China’s cities experience rapid urbanization, we believe
much of this broadband growth is expected to be delivered through new FTTx networks, rather
than through existing copper networks.
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Rising optical network spending in China is having a beneficial effect on local component
manufacturers and system providers, with Chinese telecommunications system equipment
vendors experiencing the largest gain in market share and becoming the major beneficiaries of
China’s broadband growth. According to Ovum, in 2008, China overtook the US to have the

largest number of fixed broadband subscribers.

Fixed Broadband Subscribers
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Government support for broadband

Communications infrastructure plays an increasingly important role in national development
and some governments, including those in the US, certain countries in Europe and Asia-Pacific,
including China, are investing in extending and upgrading high-speed access both for national
development and as part of fiscal stimulus packages in response to the recent economic
downturn. For example, according to information provided by the Speaker of the US House of
Representatives, the US government has earmarked US$7.2 billion for extending broadband
and wireless access to underserved communities across the US as part of the American
Recovery and Reinvestment Act of 2009, an US$787.0 billion economic stimulus package
enacted by the US Congress in February 2009. Further, the increasing importance of broadband
is highlighted by the US Federal Communications Commission including affordable access to
robust and reliable broadband products and services as one of six goals in its 2009-2014
Strategic Plan.
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According to the Official Journal of the European Commission published on 30 September
2009, in September 2009, the European Commission adopted guidelines on the application of
the EC Treaty state aid rules to the public funding of broadband networks in September 2009.
The guidelines provide a clear and predictable framework for stakeholders and will help
member states of the European Union to accelerate and extend broadband deployment. The
guidelines also contain specific provisions concerning the deployment of next-generation
access networks, allowing public support to foster investment in this strategic sector without
creating undue distortions of competition. Moreover, the guidelines note that as part of the
European Economic Recovery Plan adopted by the European Commission on 26 November
2008, with the aim of achieving 100% high speed Internet coverage for all European Union
citizens by 2010, the European Commission decided to inject EUR1.0 billion into the European
Agricultural Fund for Rural Development. Part of this amount will be used for deploying

broadband infrastructure in rural areas.

The PRC Government has also implemented various measures to stimulate the information
technology industry. Under China’s 11th Five-Year Plan, MIIT places broadband as one of the
important infrastructures to improve information technology with the goal of providing a
broadband connection to over 95% of villages by the end of the fifth year in 2012.

Increased demand for higher speed transmission

As of today, 10G remains the dominant transmission rate for fiber network solutions. Among
10G fiber network components, tunable transponders are the largest segment, with a market
valued at over US$1 billion in 2007 and expected to rise to over US$1.5 billion in 2014.
Although 10G DWDM and Ethernet products have been available in the market for over three
years, they are not yet commoditized. According to Ovum, about one million 10G Ethernet
optical transceivers were shipped in 2008, a record level, with lower cost leading to more

widespread adoption and further volume increases of over 80% expected in 2011 and 2012.
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As the demand for high bandwidth and total transport capacity continues to grow, the optical
communications industry’s focus is expected to move from 10G to higher transmission speeds
such as 40G and 100G. High-growth product segments include 40G transceivers and
transponders of which DPSK or DQPSK is a key component, with revenues forecast by Ovum
to rise from US$235.2 million in 2009 to over US$1 billion in 2014, as DWDM deployment
migrates from long-haul networks to metro-based networks. TDC, which is a critical
component of 40G systems, is expected to grow from US$14 million to US$129 million by
2014, with a CAGR of 56.3%. 100G interfaces are also expected to grow from a low base of
US$4.5 million in 2009 to over US$400 million by 2014.
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As the demand for IP-based services continues to increase, the need to enhance network
intelligence to support diversified services is growing. Such need creates an increase in the
demand for ROADMs and associated components and modules. According to Ovum, demand
for ROADMs is expected to expand from US$171.7 million in 2009 to over US$390.0 million
in 2014, driven by demand in metro networks from network operators for remote, software-
driven, control over the network. Greater use of ROADMs requires an optical network to be
sufficiently robust in order to permit rapid and constant channel changes in response to channel
add/drop by the ROADMs.
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Technical Challenges of Next-Generation Networks and Our Products

The cost effective deployment of high-speed intelligent and agile 40G and 100G optical
networks presents a number of challenges for optical component, module and subsystem
manufacturers:

Challenges of high speed transmission

To allow the cost effective upgrade from 10G networks to 40G and 100G transmission speeds,
newer 40G or 100G systems should be deployable over the existing 10G DWDM systems using
10G link engineering design rules. However, higher bit-rates have less tolerance to chromatic
dispersion and require higher OSNR, compared with 10G. This need for high OSNR can be
addressed by using more advanced modulation formats together with tunable dispersion
compensation at the receiver end. The most commonly used modulation formats for the 40G
and 100G systems are DPSK or DQPSK in contrast with the OOK modulation format which
is used in 10G networks. DPSK and DQPSK demodulators are able to connect optical phase
modulation into a suitable format to be processed by optical receivers and are one of the key
building blocks in 40G and 100G next-generation optical networks.

Other key building blocks of next generation optical networks include tunable dispersion
compensators, which can dynamically compensate a wide range of channels, 40G and 100G
optical modulators and demodulators with high insertion loss, which require per-channel
optical amplification at both the transmitter and receiver ends, and compact EDFAs with low
power consumption.

In anticipation of the increasing demand for 40G and 100G, we have developed a range of
products incorporating the key enabling technologies used in 40G networks. For example, we
have developed DPSK and DQPSK demodulators and compact EDFAs, and we are in the
process of developing additional products such as TDC. We believe being an early mover in
developing products for next generation networks will be essential to our continued success
and will enable us to increase our market share.

Challenges of enhancing network intelligence

The requirement for greater intelligence and agility in optical networks presents distinct
technical challenges. Agile and intelligent optical networks are characterized by the use of
ROADMs and tunable transponders not only in core networks but also in metro and regional
networks.

The increased use of ROADMSs requires that an optical network be robust in response to
channel add or drop. Intelligent optical amplifiers provide fast transient suppression when the
number of channels is constantly changing, while tunable lasers with wavelength lockers
provide greater network agility. Manufacturing of ROADMs for metro and regional networks
typically reduce the port count to reduce cost. Among the solutions for low port count, low cost
ROADMs is to use various discrete components such as tunable filters, VOAs, optical
switches, and tap-PDs to build the whole module.
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To ensure continual optical signal performance, intelligent networks need the ability to monitor
and automatically adjust for ageing and changes in operating conditions, which can be

provided by optical channel monitors and other smart modules.

We have developed many products targeted at network intelligence enhancement, including
wavelength lockers, intelligent optical amplifiers, VOAs, optical switches and tap-PD monitor
arrays and we are also developing additional products such as OCM to meet the needs of our

customers as they build next-generation networks.

Challenges of cost-effective manufacturing

The fiber optic component industry presents a number of key challenges in manufacturing. The
production processes for our products, particularly passive optical components, are
heterogeneous, numerous and product-specific which we would characterize as low-volume,
high-mix. The need of our customers for lower prices requires yield optimization, quality and
reliability maintenance, and skillful capacity management. We believe that fiber optic
component manufacturers, such as ourselves, need to either have a flexible and adaptive
manufacturing system with good scalability to cope with continuously changing demand for
components, or must outsource key components and subcomponents to outside contract

manufacturers with the consequent reduction of profit margins.

With over 15 years’ experience in the optical networking industry, we believe we have
successfully developed both manufacturing expertise and operating systems (including our
FIS) that allow us to manufacture our products in-house efficiently and in a flexible way, while
minimizing outsourcing to outside manufacturers. We have a vertically-integrated business
model with intelligent and adaptive manufacturing processes which we believe enable us to
achieve high yields and higher margins than some of our peers. Our comprehensive product
portfolio makes us an appealing manufacturer to leading optical network system vendors and
we have obtained approved vender status, and have completed any required pre-qualification,
with 234 customers, while our vertical integration enhances our margins. See the section

headed “Business — Our Strengths” in this document for further details.

Our Competitive Advantage

Except as disclosed herein, please refer to the section headed “Business — Our Strengths” in

this document for further details about our competitive advantages.
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This section sets forth a summary of the most significant laws, regulations and requirements
that affect our business activities in China or our Shareholders’ right to receive dividends and
other distributions from us. As confirmed by the Directors and advised by our PRC legal
counsel, all relevant PRC regulatory requirements to which O-Net Shenzhen, our PRC
operating subsidiary, is subject and which have a material impact on it have been set forth
below.

REGULATIONS ON PRIVATE AND FOREIGN INVESTMENTS

The principal regulations governing private and foreign investments in the optical networking

industry in China include:

Catalogue for the Guidance of Foreign Investment Industries (1 December 2007)

UrEREEXETE K (2007))

Under this catalogue, most of our products are listed in the catalogue of “encouraged

industries” and some in the catalogue of “permitted industries”.

INDUSTRY REGULATIONS

Guidelines of Key Areas of High Technology Industry with Development Priority
(2007) (ERELEBENSEMERCERELDER 2007FE))

According to these guidelines jointly issued by National Development and
Reform Commission (4 % A [ 3L FEEMNHEZ B €), Ministry of Science and
Technology (2 A\ R 4t 1 B Bl £ 4% 1f7 #5), MOFCOM and State Intellectual Property Office
(B8 % 01 &% 7 #E /%) on 23 January 2007, our products fall into the key areas of high technology
industry with development priority. Therefore, we are entitled to certain tax benefits or
preferential tax treatments as described in more detail in the subsection titled “Tax” in this

section.

Electronic Information Industry Adjustment and Revitalization Plans

(BEFEEREXARNKRERE)

The General Office of the State Council issued these plans to emphasize the adjustment and
revitalization of the electronic information industry from 2009 to 2011. Further, the General
Office of National Development and Reform Commission (|5 5 #§ J& 1 ok &5 & 8 & ## /) BE) and
the General Office of MIIT (I 215 B 1k & /> BE) jointly promulgated the Direction of
Technological Advancement and Reform Investment for Electronic Information Industry
(715 B 75 S35 17 4 25 0 45 fiff ol %5 $% & J7 19) on 3 September 2009 which provides detailed
guidance with respect to the advancement and development of the electronic information
industry. Our products and technological developments have closely followed such

governmental policies and guidelines.
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Measures on Pollution Control of Electronic Information Products (1 March 2007)

EFEERERSREHNEERE)

According to these pollution control measures, poisonous and hazardous materials contained in
the electronic information products must be controlled and shall not exceed the national and
industrial limits; the importers and the manufacturers must indicate on the electronic
information products the environment friendly use period, the specific poisonous and
hazardous materials contained in such products and the packaging materials. O-Net Shenzhen
is complying with such requirements in its production.

Compulsory certification is required for products that fall into the Pollution Control Catalogue
of Electronic Information Products (7 115 B & & 75 Je £ i & B4 # H #), which will be
issued by the Certification and Accreditation Administration of the PRC. The first draft of this
catalogue has been published for public comment only and has not been officially promulgated.
Until official guidelines are published, we do not know whether any of our products will be
subject to compulsory certification.

INTELLECTUAL PROPERTY LAWS AND REGULATIONS

China has adopted legislation related to intellectual property rights, including trademarks,
patents and copyrights. China is a signatory to all major intellectual property conventions,
including the Paris Convention for the Protection of Industrial Property
(ff 3 T 3£ 7 #E M 22\ 4)), the Madrid Agreement on the International Registration of Marks
and Madrid Protocol (75 f% B M5 5: 56 % B 1% 7€), the Patent Cooperation Treaty
(4 F) & VEM %)), the Budapest Treaty on the International Recognition of the Deposit of
Microorganisms for the Purposes of Patent Procedure and the Agreement on Trade-Related
Aspects of Intellectual Property Rights (B8 5 £ B i 0 3% 7 HE 15 5%).

Regulations on Patents

China began reviewing patent applications and granting patents under the PRC Patent Law
(b 3 AR 4L F0 B 2 F1 :) (as amended) in 1985. Under PRC law, invention patents are valid for
twenty years and external design patents and utility model patents are valid for ten years, in
each case commencing on their respective application dates. Persons or entities who use
patents without the consent of the patent owners, make counterfeits of patented products, or
engage in activities that infringe upon patent rights are held liable to the patent owner for
compensation and may be subject to fines and even criminal punishment.

The patent prosecution system in China is different in many ways from that in other countries.
The patent system in China uses the “first to file” principle. This means that when more than
one person files a patent application for the same invention, the patent will be granted to the
person who files the application first. In addition, China requires absolute novelty in order for
an invention to be patentable. Therefore, in general, a patent will be denied if it is publicly
known in or outside of China. Furthermore, patents issued in China are not enforceable in Hong

Kong, Taiwan or Macau, each of which has an independent patent system.
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When a patent infringement dispute arises, the parties concerned usually settle. However, if a
settlement cannot be reached, parties may either file a civil law suit or an administrative
complaint at a provincial or municipal office of the PRC State Intellectual Property Office
(F#EANR LM KA # FERE)S). At a party’s request, a PRC court may issue a preliminary
injunction. Damages for infringement are calculated as either the loss suffered by the patent
holder arising from the infringement or the benefit gained by the infringer from the
infringement. If it is difficult to ascertain damages in either manner, damages may be
determined by using a reasonable multiple of the license fee under a contractual license. In
China, the burden of proving infringement is on the patent holder. However, in cases of alleged
production process patent infringement, the alleged infringing party has the burden of proving
that there has been no infringement.

Although patent rights are national rights, the Patent Cooperation Treaty to which China is a
signatory, allows applicants in one country to seek patent protection for an invention that may
simultaneously exist in a number of other member countries by filing a single international
patent application. The fact that a patent application is pending is no guarantee that a patent
will be granted, and even if granted, the scope of a patent may not be as broad as the subject
of the initial application.

Regulations on Trademarks

Both the PRC Trademark Law (# % A K JL F0 [5 % 2% 7%) adopted in 1982 and revised in 2001,
and the Implementation Regulation of the PRC Trademark Law (3 A\ RILA
T 15 3 it 5 7)) adopted by the State Council of the PRC in 2002 give protection to the
holders of registered trademarks. The Trademark Office under the State Administration for
Industry and Commerce (2 A & 3L F LR 4T B B 48 )5 P9 H% 5)) handles trademark
registrations and grants a term of ten years to registered trademarks, renewable every ten years.
Trademark license agreements must be filed with the Trademark Office or its regional
counterparts. We have registered two trademarks in China, namely our “O-Net” logo and our
tradename.

ENVIRONMENTAL REGULATIONS

We are subject to a variety of PRC national and local environmental laws governing the
construction, use, discharge and disposal of toxic and hazardous materials, the discharge and
disposal of waste water, solid waste, and waste gases, the control of industrial noise and fire
prevention. Our operating activities involve the use of hazardous materials and chemicals. The
major environmental regulations applicable to us include the Environmental Protection Law of
the PRC (sp 3 A B I F0 [ Br 45 % i 15 ), the Law of PRC on the Prevention and Control of
Water Pollution (4 % A B 3L A1 B 7K 75 4 B ¥6 75 ), Implementation Rules of the Law of PRC on
the Prevention and Control of Water Pollution (2 A B 30 8 /K ¥5 Y2 B 34 1 B i 40 1)), the
Law of PRC on the Prevention and Control of Air Pollution (77 % A & L A1 B K 56 75 4L By 16 15),
Implementation Rules of the Law of PRC on the Prevention and Control of Air Pollution
(2 N RS 3L Bk S8005 Y B VA s B i 40 HI)), the Law of PRC on the Prevention and Control of
Solid Waste Pollution (# #& A [% 4t B 3% 4 95 Y B B B 76 %), and the Law of PRC on the
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Prevention and Control of Noise Pollution (v 2 A E 3L 1 B Br 355 M % v Yt (7 76 7% ). These laws
and regulations set out detailed procedures that must be implemented throughout a project’s

construction and operation phases.

Pursuant to the Environmental Regulations, any company or enterprise which causes
environmental pollution and discharges polluting materials that endanger the public should
implement environmental protection methods and procedures into their business operations.
This may be achieved by setting up a system of accountability within our business structure for
environmental protection; adopting effective procedures to prevent environmental hazards such
as waste gases, water and residues, dust powder, radioactive materials and noise arising from
production, construction and other activities from polluting and endangering the environment.
We must submit environmental impact assessment reports to the relevant environmental
protection authorities for review and approval before construction begins. If the environmental
impact assessment documents of a construction project have not been examined by the relevant
environmental protection administrations or are not approved after examination, the authority
in charge of examination and approval of the project shall not approve construction of the
project, and the construction work unit may not commence work. We are also required to apply
to the competent environmental authority and file information on the types and quantities of
liquid, solid and gaseous wastes we plan to discharge, and the manner of discharge and
disposal, as well as industrial noise and other related issues. If the authorities find that these
types of waste and noise are within regulated levels, they will issue renewable discharge
permits for a specified period of time. O-Net Shenzhen has obtained a pollution discharge
permit in December 2009 for discharge of pollutants.

The PRC’s environmental protection authorities continuously monitor and conduct periodic
audits of our levels of environmental protection compliance. If we discharge liquid, solid and
gaseous waste at levels above those permitted, we may be subject to penalties such as fines.
Further, if we do not correct such activities within a specified period, PRC authorities may

suspend our operations.

According to the Law of PRC on the Prevention and Control of Solid Waste Pollution
(b 3 N B L 70 B[] B BE 4 05 QL BR 5 B VA %) and other relevant laws and regulations, an
enterprise which produces hazardous waste should engage a company licensed by the
applicable environmental protection agency to collect, store, dispose of and transfer the waste.

O-Net Shenzhen has appointed a qualified company to collect and dispose hazardous waste.

O-Net Shenzhen has received confirmation from the Human Settlements and Environment
Commission of Shenzhen Municipality (ZE I A& B 3% Z 5 ) on 20 November 2009 that it

has no material violations of environmental regulations in the last three years.
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PRODUCTION SAFETY LAW

Pursuant to the requirements of the PRC Law on Production Safety (7% A R 3LHI
4 A EE %), which was promulgated by the National People’s Congress on 29 June 2002 and
became effective on 1 November 2002, and other relevant laws and regulations, an entity
engaged in production activities is required to meet the conditions for safe production
stipulated by the laws and regulations, strengthen managerial control over production safety,
improve on safety precautions at the production sites, and establish or improve accountability
systems with regard to safety incidents to ensure workplace safety at the production sites. To
ensure our compliance with above laws and regulations. O-Net Shenzhen has adopted several
production safety control systems.

TAX

The PRC taxes that are levied on our subsidiary in China mainly include enterprise income tax
and value added tax, or VAT. Under PRC law, our PRC subsidiary is also required to withhold
taxes on dividends payable to us.

PRC Enterprise Income Tax

On 16 March 2007, the Fifth Plenary Session of the Tenth National People’s Congress passed
the Enterprise Income Tax Law of the People’s Republic of China (/2 A R 3LA
1> 2 Fr 15 8l 1%), with effect from 1 January 2008. The EIT Law adopted a uniform tax rate of
25% for all enterprises (including FIE) and revoked the current tax exemption, reduction and
preferential treatments applicable to FIE. However, there is a transition period for both
domestic and foreign invested enterprises that received preferential tax treatments granted by
relevant tax authorities prior to the effectiveness of the EIT Law. Enterprises that were subject
to an enterprise income tax rate lower than 25% before the effectiveness of the EIT Law may
continue to enjoy the lower rate and gradually transition to the new tax rate within five years
after the effective date of the EIT Law.

Under the EIT Law, enterprises are classified as either “resident enterprises” or “non-resident
enterprises”. Pursuant to the EIT Law and its implementation rules, besides enterprises
established within the PRC, enterprises established outside China whose “de facto management
bodies” are located in China are considered “resident enterprises” and subject to the uniform
25% enterprise income tax rate for their global income. According to the implementation rules
of the EIT Law, “de facto management body” refers to a managing body that exercises, in
substance, overall management and control over the production and business, personnel,
accounting and assets of an enterprise. In our circumstance, substantially our management is
currently based in China and is expected to remain in China in the future. It is not clear whether
we would be deemed as “resident enterprises” or not. In addition, although the EIT Law
provides that dividend income between “qualified resident enterprises” is exempted income,
and the implementing rules refer to “qualified resident enterprises” as enterprises with “direct
equity interest”, it is not clear whether dividends we receive from our subsidiary are eligible
for exemption. If we are considered a PRC “resident enterprise” and thus required to withhold
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income tax for any dividends we pay to our non-PRC resident investors, the amount of
dividends we can pay to our shareholders could be materially reduced. In addition, any gain
realized on the transfer of ordinary shares by our non-PRC resident investors is also subject to
10% PRC income tax if such gain is regarded as income derived from sources within the PRC.

Furthermore, the EIT Law provides that a non-resident enterprise refers to an entity established
under foreign law whose “de facto management bodies” are not within China but which have
an establishment or place of business in the PRC, or which do not have an establishment or
place of business in the PRC but have income sourced within the PRC. The implementation
rules of the EIT Law provide that after 1 January 2008, an income tax rate of 10% will
normally be applicable to dividends declared to non-PRC resident investors which do not have
an establishment or place of business in the PRC, or which have such establishment or place
of business but the relevant income is not effectively connected with the establishment or place
of business, to the extent such dividends are derived from sources within the PRC. The income
tax on the dividends may be exempted or reduced by the State Council of the PRC or pursuant
to a tax treaty between China and the jurisdictions in which our non-PRC shareholders reside.
We are a Cayman Islands holding company and our wholly-owned subsidiary, O-Net BVI,
holds 100% of the equity interests in O-Net Shenzhen. Since we derive substantially all of our
income from dividends we receive from our subsidiary in China, if we are deemed as
“non-resident enterprises” and declare dividends from such income, it is unclear whether the

income will be deemed to be sourced in China under the EIT Law.

Our PRC subsidiary, O-Net Shenzhen, has enjoyed certain preferential tax treatments during
the Track Record Period and is entitled to reduction of or exemption from the 25% income tax
rate generally applicable in China. According to the previous tax regulations that expired when
the EIT Law took effect, O-Net Shenzhen, as a FIE with an operating term of more than ten
years, was exempt from income tax for two years starting from the first year that it began to
make profit, namely the two years ended 31 December 2007, and it is entitled to a 50%
reduction in the income tax rate for the three years thereafter, namely 2008, 2009 and 2010.
According to the EIT Law, O-Net Shenzhen has continued to enjoy such preferential tax
treatments since the EIT Law took effect on 1 January 2008.

In addition, O-Net Shenzhen is a FIE located in Shenzhen, one of the Special Economic Zones
of the PRC, and therefore enjoyed a preferential income tax rate of 15% before the EIT Law
took effect. According to the EIT Law and the Notice on the Policy of Enforcing Transitional
Preferential ~ Treatment of Enterprise Income  Tax (% b B i B i A 2 T 5 Bl
i U BB A ) promulgated on 26 December 2007 by the State Council, O-Net
Shenzhen is subject to an income tax rate of 18% for 2008, 20% for 2009, 22% for 2010, 24%
for 2011 and 25% for 2012 and every year thereafter unless it is also entitled to other
preferential tax treatments.
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Meanwhile, O-Net Shenzhen applied to the relevant authorities in the PRC and has successfully
been granted the qualification as a High and New Technology Enterprise in the PRC. It would
be entitled to a concessionary income tax rate of 15%. Given that adopting the applicable
transitional income tax rates and the “2-year exemption and 3-year half payment” is more
preferential and beneficial to O-Net Shenzhen, the income tax rate applicable to O-Net
Shenzhen is 15% for 2007, 18% for 2008, 20% for 2009, 22% for 2010, 24% for 2011 and 25%
for 2012 and every year thereafter unless it will be entitled to other tax incentives. After
offsetting all unexpired losses carried forward from previous years, the “2-year exemption and
3-year half payment” tax preferential period started from 2006, which is the first profit making
year of O-Net Shenzhen. According to a confirmation issued by Shenzhen Nanshan Local Tax
Authority (V&Y T 7 1l [ s 7 B %5 J7)) dated 10 March 2010, our first year of profit making was
2006 and we started to enjoy our two years of full tax exemption in 2006. Therefore, O-Net
Shenzhen was exempt from income tax in 2006 and 2007. From 2008 to 2010, O-Net Shenzhen
will be entitled to a 50% reduction of the income tax. The income tax rate for 2011 is 24%, and
from 2012, O-Net Shenzhen will be subject to the regular income tax rate of 25% unless O-Net
Shenzhen can be qualified as a High Technology Enterprise with priority support from the state
government (as O-Net Shenzhen currently is), in which event O-Net Shenzhen will be subject
to a preferential tax rate of 15% under current PRC tax laws or regulations.

To encourage research and development, the State Administration of Taxation (B % B 1% 44 ),
or the SAT, promulgated a Regulation on Before-Tax Deduction of the Research and
Development Expenses of the Enterprise (4> fF 75 B %% 2 ] B i 30 4% 2 2L 2% (5447)), which
became effective as at 1 January 2008. According to the regulation, enterprises engaged in
projects that fall into High Technology Areas with Priority Support by the State Government
(I 2% & 3B 37 4% 19 550 58 2 95 46 38 ) and the Guidelines of Key Areas of High Technology Industry
with Development Priority (% iy & 55 % & (%) & 30l 22 3L & 25 4E 4845 79) (2007), are entitled
to a deduction of the research and development expenses before calculating the payable EIT.
Our PRC subsidiary, O-Net Shenzhen, filed for this deduction for the year ended 31 December
2008 with the Local Taxation Bureau of Shenzhen Nanshan District (% 3177551 &
M7 BB JR) in April 2009.

As at the Latest Practicable Date, O-Net Shenzhen had an outstanding enterprise income tax
of approximately RMB1.3 million for the year 2008 as result of an issue of confirmation from
the Shenzhen Nanshan Local Tax Authority (% 3l 17 75 1l 1% #s 75 B %5 J5) dated 10 March 2010
stating a change in the first year of profit-making of O-Net Shenzhen. According to the Law
of PRC Concerning the Administration of Tax Collection (4 %f& A & 3L A B0 B i #l &° #23%),
any enterprise not paying the enterprise income tax in the specified period is subject to a daily
0.05% surcharge unless otherwise provided. We will pay such outstanding enterprise income
tax in respect to O-Net Shenzhen and we understand that it is customary for the relevant tax
bureau to confirm the amount of surcharge, if any, nearer the time of payment. As at the Latest
Practicable Date, we have not received any notification regarding the imposition of or demand

for such tax and related surcharges (if any).
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PRC VAT Tax

Pursuant to the PRC Provisional Regulation on the Value Added Tax (# % A E 3L 0 [57 4% (& B
B f7 4% #1), or VAT, and its implementation rules, any entity or individual engaged in the sale
of goods, the provision of specified services or the importation of goods in China is generally
required to pay VAT on the added value derived during the process of production, sale or
service provided. Depending on the category of taxable goods, the VAT rate may be 0%, 13%
or 17%. Our PRC subsidiary, O-Net Shenzhen, is an ordinary taxpayer, as categorized by the

taxation bureau. Our products for domestic sale in China are subject to VAT at the rate of 17%.

REGULATION OF FOREIGN CURRENCY EXCHANGE AND DIVIDEND
DISTRIBUTION

Foreign Currency Exchange

Pursuant to the Foreign Currency Administration Rules (¥ 2 A R 3 A1 [ 4 FE 45 5346 )
promulgated on 29 January 1996 and amended on 1 August 2008, the Renminbi is freely
convertible only to the extent of current account items, including the distribution of dividends,
interest payments, trade and service-related foreign exchange transactions by complying with
certain procedural requirements. Capital account items, such as direct equity investment, loans
and repatriation of investment, require the prior approval from or registration with the SAFE
or its local branch for conversion of RMB into a foreign currency, and remittance of the foreign

currency outside the PRC.

Dividend Distribution

The principal regulations governing distributions of dividends of foreign holding companies
include the PRC Company Law (4 # A R ILAIE] A 7 %) (2005), the Foreign Investment
Enterprise Law (F# A RILA B MG 2EDE) (1986), as amended in 2000, and the
Administrative Rules under the Foreign Investment Enterprise Law (/2 A K 3L A1
NG A 2B E A A (1990), as amended in 2001.

Under these laws and regulations, foreign invested enterprises in China may pay dividends
only out of their accumulated profits, if any, determined in accordance with PRC accounting
standards and regulations. In addition, wholly foreign owned enterprises in China, like our
PRC subsidiary, are required to allocate at least 10% of their respective accumulated profits
after tax each year, if any, to fund certain reserve funds unless these accumulated reserves have
reached 50% of the registered capital of the enterprises. These reserves are not distributable as

cash dividends.
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SAFE REGULATIONS ON OVERSEAS INVESTMENT OF PRC RESIDENTS AND
EMPLOYEE STOCK OPTIONS

Notice 75

On 21 October 2005, the SAFE issued the Notice on Issues Relating to the Administration of
Foreign Exchange in Fund-raising and Reverse Investment Activities of Domestic Residents
Conducted via Offshore Special Purpose Companies (B 55 A JE B8 @ 8 44k B 1Y
N T A B 3R P AR A E AR PR A7 A Y % %8 40), or Notice 75, which became effective as at 1
November 2005. According to Notice 75, prior registration with the local SAFE branch is
required for PRC residents to establish or to control an offshore company for the purposes of
financing that offshore company with assets or equity interests in an onshore enterprise located
in China. An amendment to registration or filing with the local SAFE branch by such a PRC
resident is also required for the injection of equity interests or assets of an onshore enterprise
in the offshore company or overseas funds raised by such offshore companies, or any other

material change involving a change in the capital of the offshore company.

Moreover, Notice 75 applies retroactively. As a result, PRC residents who have established or
acquired control of offshore companies that have made onshore investments in China in the
past are required to complete the relevant registration procedures with the local SAFE branch.
Under the relevant rules, failure to comply with the registration procedures set forth in Notice
75 may result in restrictions being imposed on the foreign exchange activities of the relevant
onshore company, including on increase of its registered capital, the payment of dividends and
other distributions to its offshore parent or affiliate as well as the capital inflow from the
offshore entity, and may also subject relevant PRC residents to penalties under PRC foreign

exchange administration regulations.

As advised by our PRC counsel, since the acquisition of our shares by the PRC resident
shareholders does not constitute round trip investment, the PRC resident shareholders are not

required to attend to the No. 75 registration.

Implementation Rules of the Administration Measures for Individual Foreign
Exchange and Notice 78 on Share Option Scheme

On 5 January 2007, SAFE issued the Implementation Rules of the Administration Measures for
Individual Foreign Exchange (fil A #h [ 4 B8 3 3% B i 41 H)). On 28 March 2007, the SAFE
further issued the Application Procedure of Foreign Exchange Administration for Domestic
Individuals Participating in Employee Stock Holding Plans or Stock Option Plans of Overseas
Listed Companies (5 iyl A 22 58 86 b 15 25 7] B T 4% Mt R0 o2 A 00 4 s 0 26 S0 A 3
#AE AR ), or Notice 78. Under these regulations, PRC citizens who participate in an employee
stock holding plan or a stock option plan of an overseas [®] company are required, through a
PRC domestic agent or a PRC subsidiary of the overseas [®] company, to register with the

SAFE and follow certain other procedures.
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NEW MERGERS AND ACQUISITIONS REGULATIONS AND OVERSEAS
LISTINGS

On 8 August 2006, six PRC regulatory agencies, including the MOFCOM, the State Assets
Supervision and Administration Commission (% b7 B A & & & & & M % 8 6), the State
Administration for Taxation (B % Fi%5#)5), the State Administration for Industry and
Commerce (' #& A\ [ JL Al % L6 17 B % B 44 J5), China Securities Regulatory Commission
(PR AFEEEMEE®) (the “CSRC”) and the SAFE, jointly issued the Regulations on
Mergers and  Acquisitions of Domestic  Enterprises by  Foreign Investors
(B8 S A0 1 £ 2 O 1 55 0 4 269 L 58), or the New M&A Rules, which became effective on 8
September 2006 and was amended on 22 June 2009. The New M&A Rules, among other things,
includes provisions that require that an offshore special purpose vehicle, formed for the
purpose of overseas [®] of equity interests in PRC companies, and controlled directly or
indirectly by PRC companies or individuals, must obtain the approval of the CSRC prior to [®]
and trading of such special purpose vehicle’s securities on an overseas stock exchange.

On 21 September 2006, the CSRC published on its official website procedures regarding its
approval of overseas listings by special purpose vehicles. The CSRC approval procedures
require the filing of a number of documents with the CSRC and it would take several months
to complete the approval process. The application of the new M&A Rules remains unclear.

Our PRC counsel, Global Law Office, has advised us, based on their understanding of current
PRC laws and regulations as well as the procedures announced on 21 September 2006, that the
CSRC currently has not issued any definitive rule or interpretation concerning whether

offerings like [®] under this document are subject to this new procedure.

In spite of the above, given that (i) O-Net Shenzhen is a wholly-foreign owned enterprise since
its establishment; (ii) our single largest shareholder, namely O-Net Holdings is not a PRC
resident; and (iii) we are not controlled by PRC resident, we are not required to submit an
application to the CSRC for its approval of the [®].

The issuance and sale of our Shares and the [®] and trading of the shares on the [®] do not
conflict with or violate this new M&A Rules.

Subject to the timing and contents of any new laws, rules and regulations or clear requirements
from the CSRC in any form relating to the New M&A Rule, the legal advice of Global Law
Office summarized above may need to be changed.

Pursuant to the Notice of Reinforcing the Administration of Overseas Stock Offering and [®]
issued and promulgated by the State Council on June 20, 1997 (% b B 7~ i — & i i
TE 55 A 84T M ZZ A0 b AT A B A9 3@ ) (the “1997 Notice™), if a foreign registered and Chinese
invested Non-listing Company (as defined below) owns assets in China via an overseas entity
and such ownership has lasted for at least three years, then any overseas application for a [®]
of such overseas entity holding assets in China, will require prior approval from the Provincial

government or relevant departments of the State Council.
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According to the 1997 Notice, the “Chinese invested Non-listing Company” includes
non-listed company wholly owned or controlled by the PRC shareholder. In practice, an
outright majority interest of more than 50% will be deemed to have “control” over the
non-listed company, and according to Article 1 of the 1997 Notice, “control” by a PRC
shareholder also includes a situation where a PRC shareholder is the single largest shareholder
of the non-listed company.

As far as we are concerned, Shenzhen Kaifa (through Hong Kong Kaifa) neither has the
“control” shareholding as referred to above in the Company nor is it the single largest
shareholder of the Company upon completion of the Reorganisation. Therefore, our PRC legal
counsel is of the opinion that the 1997 Notice does not apply to the [®].

As advised by our PRC legal counsel, as part of the Reorganization process in removing O-Net
Cayman from the Group, Shenzhen Kaifa or China Electronics Cooperation (“CEC”) is
required to file an application with MOFCOM, NDRC and Shenzhen SAFE. The obligation is
that of Shenzhen Kaifa or CEC, but not the Company. Our PRC legal counsel is not aware of
any legal impediment in respect of Shenzhen Kaifa’s completing the procedures. From a PRC
legal perspective, the [®] will not be materially affected even if the relevant PRC legal

procedures for Shenzhen Kaifa’s overseas investment are not duly completed.

REGULATORY COMPLIANCE

As at the Latest Practicable Date, our PRC legal counsel, Global Law Office, has advised us,
and the Directors have confirmed that except as disclosed in the sections headed “Business —
Properties” and “Risk Factors — Risks relating to conducting business in China — Expiration of,
changes to, or our failure to qualify for current Chinese tax incentives that our business enjoys
could have a material adverse effect on our results of operations” of this document, the Group
has in all material aspects complied with all relevant laws and regulations in the PRC necessary
for conducting our business operations and O-Net Shenzhen has obtained all the relevant
permits and licenses for its current operation in the PRC.

To ensure ongoing compliance with the relevant regulatory requirements, we have taken the

following measures:

(i) to obtain updates on laws and regulations and international standards and to check
whether or not our existing practice is in compliance with these updates and, if not, to
conduct remedial measures;

(i) to accept on the spot inspection by governmental departments and to rectify the problem
immediately upon discovery of any non-compliance of regulatory requirements;

(ii1) to attend regular audits required by the relevant governmental departments to maintain
our different certificates;

(iv) to appoint auditors to audit our financial position and to issue audit reports;
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(v) to ensure our quality control management system and environmental management system
are effective, which include regular check and internal audit of such systems, and annual

audit by the certifying institution; and

(vi) to improve and change our operating system upon receipt of audit results from the
customers which audit us from time to time.

Pursuant to section 122 of the Hong Kong Companies Ordinance, the directors of a Hong Kong
company shall cause the profit and loss account and balance sheet of the company to be made
up and laid before the company and its shareholders at each of its annual general meetings.

O-Net Hong Kong, a subsidiary of the Company, did not adopt any financial statements at its
first annual general meeting (“AGM?”) in 2001 since the relevant financial statements were still
in the process of being audited when O-Net Hong Kong convened its first AGM, and the
adoption of its first financial statements was adjourned to its second AGM. The directors of
O-Net Hong Kong at the time its first AGM was held were Mr. Na Qinglin and Mr. Wang
Zhirong. In December 2009, O-Net Hong Kong wrote to the Hong Kong Companies Registry
seeking clarification as to whether the non-presentation of the financial statements at the first
AGM on the basis that the relevant financial statements were at the relevant time unavailable
had amounted to a non-compliance with section 122 of the Hong Kong Companies Ordinance,
and the Companies Registry confirmed that no action would be taken against the then directors

of the Company in relation to such possible non-compliance.

The relevant audited financial statements of O-Net Hong Kong have been presented and
approved at all of its subsequent AGMs since 2002 as per the requirements of section 122 of

the Hong Kong Companies Ordinance.
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CORPORATE HISTORY

We trace our origin to 2000 when Hong Kong Kaifa, a wholly-owned subsidiary of Shenzhen
Kaifa, and Mandarin IT Fund I, a private equity fund established in 2000, entered into a
shareholders’ agreement, pursuant to which Hong Kong Kaifa and Mandarin IT Fund I agreed
to inject US$14 million and US$5 million respectively to establish O-Net Cayman as a joint
venture company between them. Each of Hong Kong Kaifa and Mandarin IT Fund I enjoyed
the usual rights of voting, dividend and appointment of directors and was obligated to inject
their respective amounts into O-Net Cayman in accordance with the terms and conditions of the

shareholders’ agreement.

In October 2000, O-Net Cayman set up two wholly-owned subsidiaries, O-Net Shenzhen and
O-Net Hong Kong. On 18 November 2000, with a view toward developing the business of fiber
optics related products, O-Net Shenzhen acquired all the assets of the fiber optics department
(other than the intangible assets) of Shenzhen Kaifa in consideration of approximately
RMB16.3 million which was determined among the parties by reference to the then net asset
value of the fiber optics department of Shenzhen Kaifa as at 30 September 2000. On the same
date, the parties further entered into a technology transfer agreement whereby Shenzhen Kaifa
transferred all intangible assets in its fiber optics department to O-Net Shenzhen in
consideration of RMB38 million which was determined after arms-length negotiations between
O-Net Shenzhen and Shenzhen Kaifa. During that time, Shenzhen Kaifa was primarily engaged
in the hard disc drive head business. O-Net Hong Kong was established to engage in logistics.
It also handled part of the Group’s material purchases from overseas suppliers, and conducted
trading by way of buying from O-Net Shenzhen and selling to certain overseas customers.
Starting from isolator design and manufacturing, we have over the years broadened the scope
of our business to include the design, manufacture and sale of optical networking
subcomponents, components, modules and subsystems for power management, transmission,

wavelength management, signal conditioning and monitoring.

We maintain our existing capabilities across all areas of our business and, considering that
most of our products require advanced product design and manufacturing techniques, we intend
to enhance our capabilities to meet the constantly advancing demands of our customers, driven
by continuing advances in communications network speed and complexity. Throughout our
history, we have continually extended our core technology platform. For example, at our
inception, we primarily focused on optical component packaging technologies and over time
developed optical coating and optical precision processing technologies. We have also
developed electronic hardware and firmware design, and significant manufacturing processes
and know-how. In recent years we have invested significant resources into and have
successfully developed next-generation technologies, including many components and
modules for 40G and 100G transmission speeds and tunable network applications. As our
customers’ needs change, we intend to continue to evolve and extend our core technical

capabilities consistent with our historical development.
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Starting in late 2006, we have undertaken a series of consolidations and reorganizations. Mr.
Na Qinglin, being our chairman and one of our executive Directors, established O-Net BVI in
November 2006, as a dedicated holding company to consolidate our optical component
business. In March 2007, Mr. Na Qinglin transferred all his equity interest in O-Net BVI to
O-Net Cayman at a consideration of US$50,000 which was determined after arms-length
negotiations by reference to the then net asset value of O-Net BVI (being US$50,000) as at 15
March 2007.

In 2007, O-Net BVI entered into agreements to acquire O-Net Cayman’s equity interests in
O-Net Shenzhen and O-Net Hong Kong as its main operating subsidiaries at a consideration of
HK$24,274,424.06 which was determined based upon the total outstanding intercompany
balance which O-Net Cayman owed to O-Net Shenzhen (being HK$10,375,861.26) and O-Net
Hong Kong (being HK$13,898,562.80).

As our optical networking business continued to expand, we underwent various procedures in
preparation for [®], including the Reorganization, the particulars of which are set out below and
in the paragraph headed “Reorganization” in Appendix VI of this document. After the
Reorganization, the assets and businesses not related to our optical networking business will
be retained by O-Net Cayman and segregated from the Company. Please see “Excluded
Business of the Company” under the section headed ‘“Relationship with Controlling

Shareholders” for details of companies retained by O-Net Cayman.

The chart below illustrates our corporate structure immediately prior to the Reorganization:

Hong Kong Mandarin IT Mariscal O-Net Employee -
. Fund I . .. Minority
Kaifa Limited Plan Limited -
(Cayman Na Qinglin Xue Yahong Shareholders
(Hong Kong) Islands) (Hong Kong) (BVI) (Note 6)
ands
(Note 1) (Note 2) (Note 3) (Note 5)
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l 100%
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Notes:

Hong Kong Kaifa is wholly-owned by Shenzhen Kaifa, approximately 49.64% of which is owned by Great
Wall Technology.

Mandarin IT Fund I is legally and beneficially owned approximately 0.00005% by Mr. Na Qinglin,
approximately 0.00005% by Mr. Huang Bin and approximately 99.9999% by ten corporate shareholders, out
of which approximately 37.25% is owned by HC Capital Limited, an indirect wholly-owned subsidiary of Hsin
Chong International Holdings Limited with Mr. Geoffrey Yeh Meou-tsen as its controlling shareholder. Except
for Mandarin Venture Partners Limited, a company owned approximately 75% by Mr. Na Qinglin, which owns
approximately 2.59% of Mandarin IT Fund I and Mandarin VP (BVI) Limited, a company indirectly owned
approximately 75% by Mr. Na Qinglin, the other eight corporate shareholders including HC Capital and all its
direct or indirect shareholders are Independent Third Parties. Mandarin IT Fund I has appointed Intertrust, an
Independent Third Party, as its administrator, transfer agent and registrar, responsible for, inter alia, the
arrangement for the transfer and allotment of shares in the fund, safe custody of the register of shareholders
and assisting the investment manager in calculating the share price and valuation of the fund’s assets.
Mandarin VP (BVI) Limited has been appointed as its investment manager for providing investment
supervision, management services and general administrative services to the fund. Mandarin VP (BVI) Limited
has further appointed Mandarin VP (HK) Limited, which is qualified to carry out Type 4 of the regulated
activities as set out in schedule 5 to the [®], to provide it with investment advice. Each of Mandarin VP (BVI)
Limited and Mandarin VP (HK) Limited is 100% owned by Mandarin Venture Partners Limited.

Mariscal Limited is held 44.44% by Mandarin IT Fund I and 55.55% by Mandarin Assets Limited (Note 4).
Mandarin Assets Limited is 100% owned by Mr. Na Qinglin.

O-Net Employee Plan Limited is held 33.33% respectively by Mr. Na Qinglin, Mr. Tam Man Chi and Mr. Xue
Yahong. O-Net Employee Plan Limited holds the shares of O-Net Cayman as trustees for the benefit of its
directors, selected employees and consultants.

The other minority shareholders are Mr. Tam Man Chi, Archcom Technology, Inc. (Note 7), Mr. Li Yi, Mr.
Liang Shaohua and Mr. Ke Danqun, which hold 1.60%, 0.68%, 0.52%, 0.14% and 0.14% respectively of O-Net
Cayman. Mr. Li Yi, Mr. Liang Shaohua and Mr. Ke Danqun are all former employees of the Company.

Approximately 11.03% preferred shares of Archcom Technology, Inc. are owned by Mandarin IT Fund I and
approximately 5.62% preferred shares are owned by Mandarin IT Fund II (Note 8). Except as otherwise
mentioned, all other issued share capital of Archcom Technology Inc. is held by Independent Third Parties.

Except for Mandarin VP (BVI) Limited, which owns one share of Mandarin IT Fund II, Mandarin IT Fund II
is held by Independent Third Parties.

REORGANIZATION

In preparation for the [®], we have undergone the Reorganization and as a result, our Company

is a holding company for our operating companies.

Details of the Reorganization are as follows:

(@)

Incorporation of our Company as an exempted company under the laws of the Cayman
Islands on 12 November 2009 under the name “O-Net Communications (Group) Ltd.”. At
the time of its establishment, the Company had an authorized share capital of
HK$390,000 divided into 39,000,000 shares of HK$0.01 each and was wholly-owned by
O-Net Cayman. Subsequently on 14 December 2009, the name of the Company was
changed to “O-Net Communications (Group) Limited (5 & ¢4 (5 (£ ) AR ).
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(b)

(c)

(d)

(e)

()

Incorporation of O-Net Holdings under the laws of BVI on 13 January 2010 with an
authority to issue up to 50,000,000 shares of US$0.001 each. At the time of its
establishment, O-Net Holdings was wholly-owned by Mariscal Limited.

Transfer of all the shareholding interests in O-Net BVI from O-Net Cayman to our
Company in consideration of which our Company had (i) credited its one nil-paid share
held by O-Net Cayman as fully paid up capital and (ii) issued an additional 9,999 new
shares credited as fully-paid in favor of O-Net Cayman. After the transfer, O-Net BVI
became a wholly-owned subsidiary of our Company.

Mandarin IT Fund I, Mariscal Limited, O-Net Employee Plan Limited, Mr. Na Qinglin
and Mr. Xue Yahong, being the direct shareholders of O-Net Cayman, transferred all their
respective shares in O-Net Cayman to O-Net Holdings.

In consideration of the transfer set out in (d) above, O-Net Holdings credited the one
initial subscriber share held by Mariscal Limited as fully paid up, and then issued and
allotted 14,761,713 shares credited as fully paid up to such shareholders, to the effect that
the total 14,761,714 issued shares in O-Net Holdings were held by them in the following
manner in proportion to their shareholdings in O-Net Cayman:

Number of shares (approximate

Name of shareholders in shareholding percentage in O-Net
O-Net Holdings Holdings)

Mandarin IT Fund I 7,259,139 shares (49.18%)
Mariscal Limited 3,497,793 shares (23.70%)

O-Net Employee Plan Limited 2,728,359 shares (18.48%)

Na Qinglin 1,027,365 shares (6.95%)

Xue Yahong 249,058 shares (1.69%)

O-Net Cayman effected a distribution in specie such that the existing shareholders of
O-Net Cayman became direct Shareholders in proportion to their existing shareholdings
in O-Net Cayman, as follows:

Number of shares (approximate
shareholding percentage in our
Name of shareholders in our Company Company)

O-Net Holdings 5,092 shares (50.92%)
Hong Kong Kaifa 4,600 shares (46.00%)
Tam Man Chi 160 shares (1.60%)
Archcom Technology, Inc. 68 shares (0.68%)

Li Yi 52 shares (0.52%)
Liang Shaohua 14 shares (0.14%)

Ke Danqun 14 shares (0.14%)
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The chart below illustrates the corporate structure of O-Net Cayman immediately after

completion of the Reorganization:
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The chart below illustrates our corporate structure immediately after completion of the
Reorganization and the [®], but prior to the [®] (assuming the [®] is not exercised):
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OPTIONS GRANTED BY O-NET EMPLOYEE PLAN LIMITED TO CERTAIN
EMPLOYEES

Pursuant to a trust deed (the “Old Trust Deed”) entered into between O-Net Cayman and O-Net
Employee Plan Limited (formerly known as Wainwright Assets Limited) in November 2000,
O-Net Cayman established a discretionary trust, known as O-Net Trust, for the purposes of
assisting employees (whether full-time or part-time), Directors (including non-executive
Directors) or officers of O-Net Cayman or any of its subsidiaries or any of its consultants
(collectively the “Grantees” and each a “Grantee”) to acquire shares and other securities of
O-Net Cayman.

Since 2002, O-Net Employee Plan Limited and O-Net Cayman had entered into option
agreements with each of the Grantees (the “Old Option Agreements”) for the purpose of
rewarding their contributions to our Company. Immediately prior to the Reorganization,
2,553,637 outstanding options to purchase 2,553,637 shares of O-Net Cayman, representing
approximately 8.81% of the then issued share capital of O-Net Cayman, were granted by O-Net
Employee Plan Limited to 66 Grantees under the O-Net Trust, by way of 95 Old Option
Agreements. Pursuant to the terms of each Old Option Agreement, a Grantor obtaining an
option would, upon a valid exercise of such option, receives one share in O-Net Cayman from
O-Net Employee Plan Limited.

As part of the Reorganization, O-Net Cayman effected a distribution in specie such that the
original shareholders of O-Net Cayman became directly or indirectly the shareholders of our
Company. Subsequent to the Reorganization, O-Net Employee Plan Limited would be
interested in 2,728,359 shares, representing 18.48% of O-Net Holdings and would indirectly be
interested in 54,567,180 Shares, representing approximately 9.41% of the issued share capital
of our Company (as enlarged by the [®] but prior to the [®]).

On 9 April 2010, O-Net Holdings, O-Net Cayman and O-Net Employee Plan Limited entered
into a supplemental trust deed, whereby the parties agreed, subject to the [®], that O-Net
Holdings would become a party as if O-Net Holdings was named in the Old Trust Deed as the
settlor in place of O-Net Cayman and the trust property in the O-Net Trust would become the
shares in O-Net Holdings held by O-Net Employee Plan Limited. On the same day, O-Net
Cayman, O-Net Employee Plan Limited and each Grantee entered into a supplemental
agreement (“Supplemental Option Agreement”), whereby each Grantee agreed to receive a
certain number of options, which was determined by reference to the then-existing options each
Grantee had received under the Old Option Agreements, and which would, upon a valid
exercise of such option, become a certain number of shares in O-Net Holdings from O-Net
Employee Plan Limited.

Pursuant to the above arrangement, the same 66 Grantees originally granted options under the
Old Option Agreements, most of whom are employees of the Group, of which two are
Directors, have a right to receive a total of 2,553,637 shares in O-Net Holdings, representing

approximately 17.30% of the issued share capital of O-Net Holdings, and as such, the 66
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Grantees will have an effective interest of approximately 8.81%"

of the issued share capital
of the Company. No single Grantee will have an effective interest of more than 1% of the
issued share capital of the Company (as enlarged by the [®] but prior to the [®] and the exercise
of the [®]) upon exercise of all their options. The balance of 174,722 shares, representing
approximately 1.18% of O-Net Holdings that have not been granted to the Grantees as options
by O-Net Employee Plan Limited will continue to be held by O-Net Employee Plan Limited
after the [®]. We understand that O-Net Employee Plan Limited currently does not have plans
to grant the remaining options. There is no exercise price for the options and the right to
exercise the options will expire no later than 7 October 2016, depending on the terms of the

individual Supplemental Option Agreements.

Of the two Directors who were originally granted options under the Old Option Agreements,
as at the Latest Practicable Date, Mr. Huang Bin had been granted 186,794 options, and has a
right to receive the same number of shares in O-Net Holdings, representing approximately
1.27% of the issued share capital of O-Net Holdings and an effective interest of approximately
0.64% of the issued share capital of the Company (as enlarged by the [®] but prior to the [®]
and the exercise of the [®]) upon exercise of all his options; while Mr. Xue Yahong had been
granted 140,095 options, and has the right to receive the same number of shares in O-Net
Holdings, representing approximately 0.95% of the issued share capital of O-Net Holdings and
an effective interest of approximately 0.48% of the issued share capital of the Company (as
enlarged by the [®] but prior to the [®] and the exercise of the [®]) upon exercise of all his

options.

When the options (convertible into shares of O-Net Cayman) were originally granted by O-Net
Employee Plan Limited to the Grantees pursuant to the Old Option Agreements, O-Net Cayman
was (and still is) a private company whose shares were not listed and before there was any
specific plan to list the fiber optic business on the HKSE. There has not been any agreed rights
in favor of the Grantees that the Grantees would, under the O-Net Trust, be eligible for shares
which are publicly traded and listed. Pursuant to the Old Option Agreements entered into
between O-Net Employee Plan Limited and each of the Grantees, the Company might grant any
option convertible into shares of a listed company to the Grantees. In connection with the
migration of the options to the Grantees from the conversion of shares of O-Net Cayman to the
shares of O-Net Holdings, each Grantee may consider if it would be commercially beneficial
to him/her/it to migrate his/her/its existing options to the new options (convertible into shares
of O-Net Holdings) before entering into the Supplemental Option Agreements.

As the options held by the Grantees are options convertible into shares of O-Net Holdings
instead of our Company, and the [®] will have no dilution effect on the Grantee’s shareholding
interests in O-Net Holdings, the Directors consider that the above option arrangement is not
regulated by Chapter 17 of the [®].

' The 8.81% is calculated by multiplying 17.30% by 50.92%, which represents the equity interests of O-Net
Holdings in our Company (as enlarged by the [®] but prior to the [®] and assuming that the [®] is not
exercised). Please see the first shareholding structure of our Company on page 84 of this document under the
section headed “Reorganization” for the related shareholding percentage of O-Net Holdings in our Company.
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OVERVIEW

Fiber optic components in general can be classified, based on their functions, into two
categories — passive components and active components. Passive components are those which
only pass on a signal but do not alter the signal’s basic characteristics or transmission format.
Typical passive components include WDMs, isolators, attenuators, amplifiers, couplers,
connectors, and optical switches. Active components are those which process a signal and
change its basic characteristics or transmission format. Examples include lasers, tunable lasers,
transmitters, receivers, transceivers, media converters, and transponders. Many active
components contain passive components. Our products are predominantly in the passive
component category, although we do produce certain active components for our customers.
According to Infostone, the global sales revenues of passive components and active
components in 2009 were approximately US$0.9 billion and US$3.2 billion respectively. As
such, the sales revenues of passive components in 2009 represented approximately 21.9% of
the total sales revenues of the global market of fiber optic components.

We are a leading supplier of passive optical networking subcomponents, components, modules
and subsystems used in high-speed telecommunications and data communications networks.
We have leading market positions in several key passive optical products including free space
optical isolators, WDMs, EDFAs and VOAs"’. We design, manufacture and sell our products
and develop with our customers solutions based upon their product needs and specifications.
We have developed a business model, including proprietary technology platforms and systems,
that caters to the needs of high-speed and intelligent optical networks. Apart from internally
sourcing materials for our production and the use of our internally developed FIS, we conduct
our sales making use of our distribution partners for sales in North America, Europe, Japan,
South Korea, India and Israel and our own sales force for sales in the PRC. As a matter of our
business strategy and building on our established relationship with our customers, we try, and
we plan to increase our efforts, to work with customers from the earliest stages of their
equipment design process to ensure that we can be their preferred choice as their supplier. By
doing so, we believe that our products will be more tailored to the specific needs of our
customers, which will strengthen our business relationship with our customers. In turn, we
expect this will create more business opportunities for us. Our broad line of products expand
optical bandwidth and redirect and amplify optical signals, as well as monitor and protect
wavelength performance and assist signal transmission and reception across optical networks.
Optical network system vendors use our products to increase the performance of optical
networks and provide networks with flexible and scalable bandwidth to support increases of
data traffic on the Internet and other public and private networks.

According to Infostone Communication Consultant (Shenzhen) Ltd., an independent market
research firm based in China, during the three years ended 31 December 2007, 2008 and 2009,
we were one of the top five global suppliers of passive optical components with a 3.9%, 4.0%
and 5.1% market share respectively. At the specific product level, for the year ended 31

M Based on the market research report commissioned by us and prepared by Infostone Communication

Consultant (Shenzhen) Ltd., an independent market research firm in China. For more information on Infostone,
please refer to the section headed “Industry Overview — About this section”. in this document.
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December 2007, 2008 and 2009, we were the leading global supplier of free space optical
isolators for transmission applications with a market share of 33.9%, 33.4% and 33.8%,
respectively, and we were a top five global supplier of WDM products with a market share of
7.7%, 7.8% and 10.0%. For VOA and EDFA products, we were among the top 10 global
suppliers for the three years ended 31 December 2007, 2008 and 2009, with a market share of
VOA products of 3.2%, 3.2% and 3.2%, respectively and a market share of EDFA products of
3.5%, 3.7% and 2.8%, respectively.

We believe we have accumulated strong core competencies in several technology platforms in
our industry which have enabled, and will continue to enable, us to develop high performance
and cost-competitive products and solutions to serve our customers. Particularly, in recent
years we have launched a series of next-generation products targeted at fast-growing 40G and
100G applications such as DPSK, DQPSK and 40G EDFA, and tunable applications such as
wavelength lockers, high-precision etalons and variable gain EDFAs. We are also in the process
of developing advanced next-generation products which we expect to be released to the market
over the course of the next year.

We are headquartered in Shenzhen, China, where we manufacture our optical subcomponents,
components, modules and subsystems at our facilities. Our subsidiary in Hong Kong, O-Net
Hong Kong, was established to engage in logistics. It also handles part of the Group’s material
purchases from overseas suppliers, and conducts trading by way of buying from O-Net
Shenzhen and selling to certain overseas customers. Through internal research and
development we have developed 40 series of products that we sell or integrate into our optical
communications products. In addition to manufacturing individual products, we internally
source many subcomponents and components for the production of our module and subsystem
products. We have also internally developed our FIS which monitors the production and quality
of our products. More details of how the FIS operates are set out in the section headed
“Business — Production Process” of this document. These processes allow us to produce
technically-advanced solutions to meet our customers’ needs. We do this by integrating optical,
electronic and firmware design with optical precision processing and assembly, as well as
passive, active and waveguide packaging, optical coating, manufacturing processing and
auto-testing. We work closely with our customers during the product design and development
cycle, enabling us to respond efficiently to the volume production requirements of our
customers.

We believe that our broad product offering, vertically-integrated business model and emphasis
on high-bandwidth products for use in 10G and newer 40G networks give us a competitive
advantage. Our customers include telecommunications and data communications network
system vendors located around the world and their contract manufacturers. Our principal
customers include leading telecommunications system vendors, such as Alcatel-Lucent and
Huawei, as well as the contract manufacturers to Ciena and Infinera. The percentage of revenue
contributed by Alcatel-Lucent, Huawei and these contract manufacturers was approximately
50.2%, 46.5% and 39.8% for the years ended 31 December 2007, 2008 and 2009, respectively.
These customers in turn sell systems to telecommunications and data communications service
providers and cable TV operators who increasingly require higher-bandwidth networks to
support advanced telecommunications and data communications applications.
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Certain materials, Optical Telecommunications Telecommunications
subcomponent & subcomponent, and data and data
component component, module communications communications
manufacturers and subsystem network system vendors network operators
manufacturers
Our Customers, such as Our Customers’ customers,
Alcatel-Lucent such as China Mobile
Our Suppliers The Company Huawei China Telecom
Ciena AT&T

For the years ended 31 December 2008 and 2009, 34.3% and 49.0%, respectively, of our
revenues were from customers in China, 27.9% and 12.0%, respectively, of our revenues were

from customers in North America, 27.4% and 18.0%, respectively, of our revenues were from
customers in Europe, and 10.4% and 21.0%, respectively, of our revenues were from customers
in Asia (excluding the PRC).

Our revenue increased 47.3%, from HK$229.7 million in 2007 to HK$338.4 million in 2009,
as a result of new product launches and customer additions. During this period, our revenue
from sales in the PRC increased 168.8%, from HK$61.6 million in 2007 to HK$165.7 million
in 2009, primarily due to an increasing number of our customers transferring their
manufacturing operations to China or outsourcing their manufacturing to partners in China, and
new customer additions in China.

We experienced strong growth in 2009. Our revenue was HK$338.4 million for the year ended
31 December 2009. As a result of the global financial crisis in 2008, our customers initially
reduced the orders that they placed with the Group which affected our performance in the forth
quarter of 2008 and the first quarter of 2009.

OUR STRENGTHS

We believe our success is built upon a range of competitive advantages including product
design, performance, reliability, cost, delivery and responsiveness. Our principal strengths,
outlined below, will enable us to benefit from the growth in demand we expect for
subcomponents, components, modules and subsystems for optical communication networks.

Design and manufacturing expertise in major optical technologies

Throughout our history, we have successfully designed and developed a broad range of
proprietary technologies which can be categorized into five core platforms, namely optical
coating, optical precision processing and assembly, optical packaging, highly-efficient and
flexible manufacturing processes and FIS, and firmware and electronic design. As these areas
are interrelated with one another when developing new products for optical communications
networks, our proprietary technologies enable us to complete new designs with high
performance specifications and achieve a fast time-to-market development cycle. We believe
that by utilizing these five core platforms, we are able to respond quickly to meet the changing
needs and expectations of our customers. We consider our quick responsiveness to customers
to be essential to our success given that our industry is characterized by rapid technological

changes. Furthermore, this broad design and manufacturing expertise helps us achieve
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cost-effective solutions and high product reliability. For details about our five core technology
platforms, please refer to the subsection headed “Research and Development” under this
section of the prospectus. In addition, our design expertise is demonstrated by our 31 patents
and 29 pending patent applications in China, three PCT applications in the PRC and five
pending patent applications in the United States.

Vertically-integrated business model

Our design and manufacturing expertise covers a wide range of the value chain in our industry,
including subcomponents, components, modules and subsystems for optical communications
networks. By internally supplying many key parts used in our products, we are able to offer our
customers a competitive solution at the whole product level while maintaining what we believe
are higher profit margins than most of the other companies in our industry. Our gross profit
margin for the years ended 31 December 2007, 2008 and 2009 was approximately 40.9%,
37.5% and 45.3%, respectively. According to the most recent annual reports published by our
competitors that are listed companies, the gross profit margin of our competitors for their most
recently completed fiscal year ranged from 22.0% to 38.0%. As an example of our internal
sourcing of subcomponents and components, we internally source a fiber stub used in our
pigtail isolator product. By internally sourcing the fiber stub rather than purchasing it from a
third party supplier, we increase our profit margin on our pigtail isolator product. In addition,
in some cases we manufacture key components that are not commonly available in the industry,
which provides us advantages in terms of fewer competitors, product performance and total
cost structure. Please see our product map in the subsection headed “Our Products” in this
section below.

Efficient and flexible manufacturing

We view our manufacturing process expertise as one of our key strengths. Unlike some of our
competitors that outsource manufacturing to third parties, we generally handle all
manufacturing of our products ourselves. Over the years we have accumulated a large amount
of manufacturing process technologies and expertise with respect to optical packaging and
assembly, including various technologies we have developed for which we have registered
patents, or are in the course of applying for registration. Please refer to the section headed
“Appendix VI — Statutory and General Information — B. Further information about the business
— 2. Intellectual property rights” in this document for details. By manufacturing products
in-house, we are able to control the entire manufacturing process to ensure the products are
manufactured in a timely and cost-effective manner. This is particularly important to our
operations since many of the subcomponents or components that we produce are used in our
other products. We utilize a customized FIS that can track our operation flow in a timely and
accurate way, which enables us to successfully navigate the low-volume, high-mix nature of
fiber optic component manufacturing. We have built a large engineering workforce that works
closely with our research and development and production divisions to ensure we smoothly
transfer the research and development of new products into volume manufacturing. Although
most of the design and solutions of our products are unique and customized, the process of

production and the technology involved are similar. In setting up our production lines, we place
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production of products that require similar production processes and technology in the same
production line in a reasonable manner. This allows us to achieve volume manufacturing and
higher production yields. For example, we place products that require the production process
of dicing, polishing and crystaling in one line and products that require the production process
of assembling, testing and ageing in another line. Our staff will act according to the
instructions given by our FIS in the process of production. Please refer to the workflow
diagram set out under the subsection headed “Production Process” in this section of the
prospectus for details of the process involved in volume manufacturing.

Our customers demand high-quality products from their suppliers, which are required to be
approved under stringent supplier qualification requirements to demonstrate the functionality,
reliability and stability of their products. By manufacturing our products in-house we are able
to implement quality control procedures at each point in the manufacturing process in order to
manufacture products that consistently meet our customers’ expectations.

We believe that our manufacturing model allows us to manufacture our products quickly and
in a cost-effective manner, and that our higher production yields and our efficient work
practices are a contributor to our higher profit margins as compared to the listed companies
which are our competitors.

Long and proven track record in the fiber optics industry

We have been supplying network system vendors with our products for over 15 years, which
includes the history of the fiber optics department of Shenzhen Kaifa, the parent of one of our
joint-venture shareholders when we were incorporated in 2000. We believe that this makes us
one of the earliest manufacturers specializing in optical communication network equipment.
During this period, we have developed extensive expertise, business relationships and
manufacturing capabilities, establishing our reputation within the industry as a highly-reliable
partner for leading telecommunications network system vendors. For example, according to
Infostone Communication Consultant (Shenzhen) Ltd., we are the industry leader in the
manufacturing of several key passive optical products, such as free space optical isolators. We
believe that our reputation helps us to retain our existing customers and obtain new ones.

Broad product portfolio

We have developed and manufacture 40 series of products, including 7,771 part numbers that
we sell or integrate into our optical communications products. Given the amount of time and
resources network system vendors typically need to spend with their strategic suppliers such
as us, we believe customers are reducing the number of suppliers on which they rely. As such,
the ability of a supplier to provide a broad range of products is one of the key criteria for being
selected as a qualified supplier and, as a result, our comprehensive product portfolio makes us
an appealing partner for our customers.

Solid customer base

As at 31 December 2009, we had successfully completed pre-qualification and obtained
approved-vendor status with 234 customers (calculated cumulatively), many of which are
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leading optical network system and subsystem vendors, including Alcatel-Lucent and Huawei,
as well as the contract manufacturers to Ciena and Infinera. Our significant customers typically
require us to complete a lengthy and rigorous pre-qualification process. As a result, our
existing solid customer base forms a significant advantage compared to suppliers that have not
yet completed this process. During the pre-qualification process, customers will visit our
manufacturing facility and conduct a factory audit. In addition, the other criteria used by our
customers in the pre-qualification process include the ability to meet product specifications,
the range of the product portfolio, the number of other parties supplying the applicable
products, delivery times and pricing terms. During the years ended 31 December 2007, 2008
and 2009, we had 190, 216 and 234 customers for which we were approved and had completed
any required pre-qualification process. We believe our ability to increase the number of
customers that have pre-qualified us, and in particular our qualification by leading optical
network system and subsystem vendors, demonstrates our competitive strength. In addition, the
quality of our existing customer base demonstrates our ability to meet the expectations of large
optical network system and subsystem vendors and provides assurance for future potential
customers who intend to qualify us as their supplier.

China strategic advantage

Our facilities are located in Shenzhen, in the Pearl River Delta region of China, which not only
gives us a low-cost manufacturing base, but also puts us in the middle of a dynamic
manufacturing and development center for the optical networking industry. Unlike certain of
our competitors, our research and development activities occur in the same facility as our
manufacturing operations. Moreover, our location is beneficial to customer relations, as many
of our customers, such as Huawei, are either located in this region or focus their sourcing here.
We believe our proximity to these important customers will enable us to provide a more timely
response and better service in terms of customer communication, technical support and closer
collaboration than our competitors who locate all or a portion of their operations, including
research and development, outside of China. In recent years, fiber optic networking demand in
China has grown rapidly. For example, according to Ovum, within China, optical network
system vendors’ revenues increased from US$326.7 million in 2006 to approximately US$1.4
billion in 2007 and approximately US$1.8 billion in 2008. In addition, according to Ovum, for
the first half of 2009 alone, optical network system vendors’ revenue in China was
approximately US$1.4 billion. Our revenue in China as a percentage of our total revenue has
also recently increased from 26.8% in 2007 to 49.0% in 2009, a trend we expect to continue
in the future. We believe our location in China will provide us with a strategic advantage as
investment in, and manufacturing of, optical networks in China grows.

OUR STRATEGIES

Our goal is to be the leading supplier of fiber optic subcomponents, components, modules and
subsystems to the global optical networking industry. We plan to achieve this goal by pursuing
the following strategies:

Maintaining and extending our core technology platforms

Most of our products require advanced product design and manufacturing techniques. We
intend to maintain our existing capabilities across all areas of our business and to further
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enhance our capabilities to meet the constantly advancing demands of our customers, which
track the continuing advances in communications network speed and complexity. Throughout
our history, we have continually extended our core technology platforms. For example, at our
inception, we primarily focused on optical component packaging technologies and over time
developed coating and optical precision processing technologies. We have also developed
optical electronic hardware and firmware design expertise and manufacturing process
expertise. We have, in recent years, focused on the development of optical technologies to
increase network agility and support the higher transmission speeds of next-generation
networks. As our customers’ needs change, we intend to continue to evolve and extend our core
technical capabilities consistent with our historical development. In addition, we will pursue
opportunistic acquisitions to further expand our core technology platforms and product
offerings.

Further building up our vertically-integrated business model

We have a vertically-integrated business model, focusing on subcomponents, components,
modules and subsystems. In expanding our product range, customer base and overall level of
sales, we plan to continue our vertically-integrated model, which we believe will help us to
maintain and improve efficiencies and product reliability. For example, one of our current
research and development focuses is to develop additional subcomponents utilizing our optical
coating and high precision optical assembly technologies, which in turn should expedite the

development of our tunable and higher-transmission speed modules and subsystems.

Enhancing and extending our product portfolio with emphasis on next-generation
technologies

We have expanded our product portfolio, growing from a portfolio of approximately 5,100
products at the beginning of 2007 to 7,771 products as at 31 December 2009. Relying on our
engineering team’s extensive knowledge and experience, we intend to continue to enhance and
extend our product portfolio to include more products in the value chain in our industry,
particularly in regard to developing technologies that we believe will help distinguish us from
our competitors and offer us the most attractive opportunities for growth and increased profit
margin. We are currently working on a series of components and modules in the 40G, 100G and
tunable product categories to cope with our customers’ development plans for next-generation
networks. Such products include DPSK, DQPSK, 40G EDFA, TDC and many others.

Broadening our customer base

We plan to expand our customer base by relying on our existing distribution partners and our
own sales force. Please refer to the paragraph headed “Sales, Marketing and Distribution” in
this section for further details. Our industry primarily serves a group of large network system
vendors, each of which has substantial worldwide market share. Historically, the addition of
each new strategic customer tends to have a significant impact on our revenue and operations
growth. Over the years we have established a strong core customer base, and are in the process

of being pre-qualified by additional significant customers in China and overseas. The
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pre-qualification process takes about a year, on average. Our goal is to be pre-qualified by two
additional significant customers by the middle of 2010. We intend to obtain new customers by
rapidly introducing top-quality component and module solutions to the market, and providing
the best mix of product performance, cost and flexible delivery.

Increasing our involvement in our customers’ product development cycles

In our industry, most products are designed to meet the specific needs of customers, and we
expect the custom solution-driven expectation of customers to be even more pronounced in the
future. Accordingly, as a matter of our business strategy and building on our established
relationship with our customers, we try, and we plan to increase our efforts, to work with
customers from the earliest stages of their equipment design process to ensure that we can be
their preferred choice as their supplier of subcomponents, components, modules and
subsystems. We have increased the number of technical exchange meetings we have with our
core customers, and set up regular discussion channels between our customers and our research
and development staff, including weekly conference calls with certain key customers. By doing
so, we believe that our products will be more tailored to the specific needs of our customers,
which will strengthen our business relationship with our customers. In turn, we expect this will

create more business opportunities for us.

We believe that involvement by our research and development staff in our customers’ early
stage equipment design processes will have a beneficial impact for both us and our customers
and further our customer relationships. Early stage involvement will allow our research and
development staff to obtain a better understanding of our customers’ products and,
consequently, develop more compatible and efficient component solutions. Likewise, we will
benefit from early involvement in our customers’ design process because we will have a greater
opportunity to design our components into our customers’ products. Over time, we expect that
earlier involvement in our customers’ design processes, will result in deeper customer
relationships, more efficient component design, an increased product acceptance rate and

greater reliance on our products by our customers.

Continuing to optimize our manufacturing capabilities

We plan to continue to optimize our manufacturing capabilities, in terms of manufacturing
efficiency and product reliability. We intend to achieve this through further improvements to
our FIS, such as deploying a fully-automated production flow control system. In addition, we
plan further improvements to, and continuous development of, new packaging and micro-optic
processing technologies and better training of our operator task force. In addition, the new
facility we plan to build in Pingshan New District, Shenzhen City, will provide us the space
needed to further improve manufacturing efficiencies and to expand production capacity, if

necessary.
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OUR PRODUCTS

We believe we have accumulated strong core competencies in several technological platforms
in our industry which have enabled, and will continue to enable, us to develop high
performance and cost-competitive products and solutions to serve our customers. Particularly,
in recent years we have launched a series of next-generation products targeted at fast-growing
40G and 100G applications such as DPSK, DQPSK and 40G EDFA, and tunable applications
such as wavelength lockers, high-precision etalons and variable gain EDFAs. We are also in the
process of developing advanced next-generation products which we expect to be released to the
market over the course of the next year. We categorize our products by the function the product
performs within a network, including power management, transmission, wavelength
management, signal conditioning and monitoring and other products. The majority of our
products are related to passive optical networking subcomponents, components, modules and
subsystems, except FTTH products and cable television products (which are categorized as
“Other products” below). We actively monitor customer needs as technological advances and
other factors drive increases or decreases in demand for our various products. We respond to
such market changes as appropriate by, for example, shifting our production focus to higher
margin products.

The following table sets forth the amount and percentage of revenue by product segment during
the Track Record Period.

For the year ended 31 December

2007 2008 2009
HK$’000 % HK$’000 % HK$’000 %
Revenue
Power management 77,201 33.6 109,866 38.6 128,568 38.0
Transmission management 53,843 23.4 73,251 25.7 114,104 33.7
Wavelength management 86,156 37.5 83,474 29.3 75,786 22.4
Signal conditioning and
monitoring management 5,627 2.4 6,461 2.3 6,183 1.8
Others 6,876 3.1 11,586 4.1 13,744 4.1
Total 229,703 100 284,638 100 338,385 100

Power Management Products

Power management products are used to amplify optical signals once they lose power or to
reduce or otherwise adjust the power of specific optical channels as needed. We offer power
attenuators, which dampen optical signal power and power amplifiers, which enhance optical
signal power. We mainly design and manufacture four types of power management products,
namely power attenuators, EDFAs, EDFA components and VMUX.
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Power attenuators. Power attenuators are passive optical networking components that dampen
signal strength at selected locations in the network without distorting the waveform of the
signal. Fiber optic attenuators are used in telecommunications networks to maintain signals
within the dynamic range of the optical receiver, prevent damage from high-power optical
signals, regulate fluctuating power levels and regulate the output power of EDFAs. We
manufacture variable optical attenuators, or VOAs, which achieve highly repeatable optical
attenuation through thermally-actuated reflected vanes that intercept light. Our VOAs are
compact, reliable and suitable for application over a wide temperature range and in a variety
of environmental conditions.

Power amplifiers. Optical fiber power amplifiers are widely used in optical communications
networks to enhance optical signal power. Optical signals typically lose power and are
eventually lost after traveling a long distance along an optical fiber in long-haul networks. In
access and metro networks, optical signals lose power at add/drop nodes, which are locations
in a network where wavelength channels enter or exit the network. This power loss is called
attenuation. Through recent advances in technology, erbium doped fiber amplifiers, or EDFAs,
can amplify optical signals without relying on opto-electrical conversion, which was the case
with many earlier technologies. Amplifiers are arranged along fiber cable lines at regular
intervals in long-haul networks and at selected nodes in access and metro networks to enable
the optical signal to reach its destination clearly. Although amplifiers range in complexity, a
typical amplifier consists of a fiber and a number of fiber optic components. We offer EDFA
amplification products including EDFAs and the components used in EDFAs and amplifier
designs as detailed below:

. EDFAs. EDFAs are passive optical networking subsystems that employ gain blocks,
which are the basic optical components of the amplifiers, advanced electronics, firmware
and software to control the optical gain of an incoming optical signal. We offer compact
industry-standard multiple supplier agreement amplifiers in both narrow-band and
gain-flattening versions. Narrow-band products are used for power-gain equalization in
single-channel applications, and gain-flattening products are used for power-gain
equalization in WDM applications. We provide a wide range of EDFA products, from
standard small-form factor gain blocks for metro applications to complete custom
transient-controlled, multi-stage amplifiers serving the most technically challenging
long-haul applications. We have also developed a series of EDFAs targeted at 40G optical
networks and high-end variable gain EDFAs which enable more intelligent networks.

. EDFA components. EDFA components are passive optical components which include gain
flattening filters, or GFF, tap-PD monitors and in-line isolators for the power
equalization, conditioning and monitoring functions in EDFAs. Gain flattening filters are
used to ensure that signals are amplified by equal amounts. Our thin-film filter
technology, is a technology in which layers of thin-film separate optical signals and
employs multiple layers of optical materials on glass to adjust optical output at different
wavelengths. This thin-film filter technology is used to meet the requirements of high
power amplifiers that are currently in development. Tap-PD monitors integrate photo
detectors, or PDs, used for power monitoring functions with tapping functions into
compact single-channel and array packages with high performance and reliability.
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Variable multiplexers (VMUXs). VMUXs are passive optical networking modules which
control several signals’ intensity and multiplex them into a single mode fiber. They typically
incorporate VOA arrays and OADM to achieve this function. Our VMUXs utilize internally-
manufactured VOAs and OADM.

Transmission Products

Transmission products used in fiber optic networks transmit and receive optical signals. They
mainly include transponders, devices that pick up and automatically respond to an incoming
signal, and transceivers, devices combining a transmitter and receiver. Both transponders and
transceivers incorporate an internal optical laser, a device to generate optical signals, and a
photo-detector, a device to receive optical signals.

A key issue related to signal transmission in optical networks that needs to be addressed by
network system vendors is interference. Numerous forms of interference can prevent the
reliable transmission of optical signals. We make components for transmission products that
direct and convert optical signals to alleviate these types of problems. For example, a reflected
light signal can interfere with a laser’s process and create noise, which can impair system
performance and quality in optical networks. Our optical isolators are used in high-speed lasers
and transceivers to transmit light in only one direction, thus preventing reflected light from
returning to its laser source. In tunable laser and ultra-dense WDM transmitter applications, a
drift of wavelength can result in crosstalk between different optical channels and impact the
quality at the receiving side. Our wavelength locker is used in these products to achieve
accurate wavelength control. In the emerging and fast-growing area of 40G and 100G network
applications, we are among the handful of companies that have successfully introduced new
products, such as DPSK demodulators and DQPSK demodulators, to the market.

We mainly design and manufacture five types of transmission products, namely optical
isolators, wavelength lockers, DPSK demodulators, DQPSK demodulators, and polarization
beam combiners.

Optical isolators. Isolators are passive optical subcomponents that transmit light in only one
direction, thus preventing a reflected light signal from returning to its laser source. Reflected
light can interfere with a laser’s process and create signal noise, or interference, which can
impair system performance in optical networks. Our optical isolators are extremely reliable
over high and low temperatures and comply with EU environmental standards, specifically the
Restriction of the Use of Certain Hazardous Substances in Electrical and Electronic Equipment
(RoHS). Optical isolators have been in production by us, and our predecessor, Shenzhen Kaifa,
for the past 15 years.

Wavelength lockers. Wavelength lockers are passive optical components that control signal
wavelength to ensure that signals do not interfere with those traveling on an adjacent
wavelength. Our wavelength lockers stabilize wavelengths of lasers used in tunable or

ultra-density WDM transmission systems, which require a high degree of precision.
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Optical differential phase shift-keying (DPSK) demodulators. Optical differential phase
shift-keying, or DPSK demodulators, a passive optical networking component, allow the
optical phase difference between adjacent bits to carry information. To directly detect a DPSK
signal, conventional intensity detectors require DPSK demodulators to convert phase-coded
signals into intensity-coded signals. This conversion supports data transmission rates of 10G
to 40G. Our DPSK modulators offer high receiver sensitivity, high tolerance to major
non-linear effects in highspeed transmissions and high tolerance to coherent crosstalk.

Differential quaternary phase-shift keying (DQPSK) demodulators. DQPSK, passive optical
networking components, are the four-level version of DPSK demodulators. DQPSK
demodulators use a narrower optical spectrum, which tolerates more dispersion, allowing for
stronger optical filtering and enables closer channel-spacing. As a result, DQPSK is the only
modulation format that allows processing of 40G data-rate and above signals in a transmission
system and requires only half the bandwidth bit-rate. Our DQPSK demodulators improve signal
quality and performance to meet the expanding demand for higher data rates and more complex
transmission formats.

Polarization beam combiners (PBCs). PBCs, passive optical networking component, are
recently-developed products currently being introduced to the market. PBCs are three-port
light wave components based on the characteristics of material birefringence or polarization
film. The typical configuration uses two polarization-maintenance fibers for the input and a
single mode fiber for the output. Our PBCs can be used for combining two input polarization
signals in 40G and 100G transmission systems.

Wavelength Management Products

Wavelength management products allow more data to be transmitted over a fiber. These
products include multiplexing devices, which consolidate optical signals traveling over
different wavelengths. We mainly design and manufacture three categories of wavelength
division multiplexers, or WDMs, namely, thin-filter WDMs, optical add/drop modules or
OADMs and interleavers.

Thin-film WDMs. Thin-film WDMs simultaneously transmit signals on multiple wavelengths
over a single fiber, rather than just one wavelength, as was done in older technologies; this use
of multiple wavelengths increases bandwidth. At one end of the fiber, a multiplexing device
consolidates optical signals traveling over different wavelengths and transmits them over a
single fiber. At the other end of the fiber, the optical signal is demultiplexed, or separated,
much like a prism separates different colors of light from a single source. In this way, thin-film
WDMs manage bandwidth and expand capacity of existing fiber optic structures. We provide
a broad range of thin-film WDM products for long-haul, metro and access applications.

. Dense Wavelength Division Multiplexers (DWDMs). DWDMs, passive optical networking
components, are reliable, scalable, protocol-independent bandwidth creation devices.
DWDMs combine two or more wavelengths for transmission over a single fiber, through
multiplexing, and separate these wavelengths at the receiving end, through
demultiplexing. Our DWDM module and subsystem solutions are derived from thin-film
filters.
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. Coarse Wavelength Division Multiplexers (CWDMs). CWDMs, are passive optical
networking components, are cost-effective bandwidth creation devices that are typically
used in access, cable TV and metro networks. CWDM s are integrated optical module are
or subsystem are that combine two or more wavelengths, at a channel spacing that is many

times wider than standard DWDM channel spacing for multiplexing or demultiplexing.

Optical Add/Drop Modules (OADMs). OADMs are passive optical networking modules used
in wavelength division multiplexing systems for multiplexing and routing different channels of
light into or out of a single mode fiber. Our OADM solution adopts thin-film filter technologies
with flexibility of channel arrangement.

Interleavers. Interleavers are passive optical components which double the number of channels
per fiber by interleaving two multiplexed signals. For example, an interleaver can combine two
sets of 100GHz spacing DWDM signals whose offset is S0GHz to create a single set of DWDM
signals with 50GHz spacing. This process can be repeated, creating even denser composite
signals with 25GHz or 12.5GHz spacing. Our interleavers multiplex and demultiplex
wavelengths in groups to create higher bandwidth application and narrower channel spacing.

Signal Conditioning and Monitoring Products

Signal conditioning products are used in optical networking products along with DWDM
multiplexers and demultiplexers, optical amplifiers and optical add/drop multiplexers to
provide optimized signal performance and quality for long distance or high-speed transmission.
Signal monitoring products are widely used in DWDM channel performance monitoring,
optical network switching/protection monitoring, reconfigurable optical add/drop multiplexing
and gain/attenuation monitoring of amplifier systems. The ability to monitor wavelengths
within an optical network enables service providers to maintain quality of service even in the
event of an interruption in the signal path, such as a cut in the fiber. We design and manufacture
tunable dispersion compensation products for signal conditioning and integrated tap-PD
monitors and OCM/OPM modules for signal monitoring. We mainly design and manufacture
three types of signal conditioning and monitoring products, namely tap-PD arrays, TDC

devices and modules and OCM modules.

Tap-PD monitor arrays. Tap-PD monitors are passive optical networking modules which
convert optical signals into electrical signals for network signal power monitoring. Tap-PD
monitors integrate tap couplers, devices that split light off from a single path, and third-party
supplied photo detectors, devices that receive light signals in optical networks and convert
them into electrical signals. Tap-PD monitors allow communications service providers to
monitor whether or not optical signals are being transmitted properly through the network. Our
Tap-PD monitors can be used in single channel devices or array module form factors for single

channel or multi-channel power monitoring.
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Tunable dispersion compensation (TDC) devices and modules. Signal dispersion limits the
distance an optical signal travels and adds to network cost. A dispersion compensator is a
passive optical networking module that reduces the negative effect of different wavelengths
reaching their destinations in an irregular fashion. We are developing flexible tunable
dispersion management solutions for advanced high-speed optical transmission networks, such
as 40G and 100G networks. These devices and modules will utilize our advanced technology,
which provides high resolution, continuous chromatic dispersion tuning for any channel with
reliable optical performance.

Optical channel monitors (OCMs). Optical channel monitors, or OCMs, also known as optical
performance monitors, or OPMs, are passive optical networking modules that measure critical
information data on optical transmission signals in DWDM networks to monitor signal
dynamics, determine system functionality, identify performance changes and provide feedback
for controlling network elements to optimize operational performance. Our OCM modules are
currently in development.

Other Products

Other products that we design and manufacture include fiber to the home products, cable
television products and subcomponent products.

Fiber to the home (FTTH) products. FTTH applications are products that bring high-
bandwidth signals closer to end-users. FTTH networks use a passive optical network, or PON,
architecture that requires a combination of high performance (gigabit per second) and high
bandwidth utilization, providing low system-costs and low levels of signal interference. We are
expanding our portfolio in this growing market and provide a full range of FTTH products,
including optical diplexers and triplexers based on patented optical bench technology, which
integrates photodetectors and laser chips on a ceramic bench, and PON WDM filters and power
splitters, which are widely used in FTTH networks in Asia and North America.

Cable television products. Cable television systems are evolving from television
retransmission networks to WDM bi-directional systems that support a variety of services,
including broadcast television retransmission, video-on-demand and high-speed Internet access
via cable modems. We offer a line of integrated components and equipment specifically for
cable television, including transmitters, receivers, cable television EDFAs and media
converters.

Subcomponent products. Our subcomponents include various parts for light collimating and
connecting. We provide various types of thin-film filters for WDM, amplification and
signal-conditioning applications. Our subcomponent products reflect our capabilities in optical
precision assembly, including crystal dicing and lapping, optical grinding and polishing,
optical contacts, and optical coating, which includes evaporation, ion assistant deposition and
ion beam sputtering. In addition, we manufacture and occasionally sell various types of glass
products, such as etalons and prisms, which are basic materials for different types of optical
networking products. Our automated coating machines and experienced engineers and
operators further contribute to our subcomponent product capabilities.
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Selling Price and Specifications of Our Major Products

As disclosed in the subsection headed “Overview” of this section of the prospectus, our major
products include (i) free space optical isolators; (i) WDM products; (iii) VOA products and
(iv) EDFA products. The average price for the year ended 31 December 2009 and the main
specification of our major products are set forth below:

0

(i)

Free Space Isolator
Average price: US$12.35
Specifications

Parameter

Center Wavelength (\.)
Single/Dual Stage

Isolation Min
Insertion Loss Max
Clear Aperture Typ

Maximum Power Handling
Note: All values tested at A, & 23°C.
WDM Products

Average price: US$167.51

Specifications

Parameter

Channel Center Wavelength
Channel Spacing

Channel Clear Passband
Number of Channels
Insertion Loss

Passband Ripple

Adjacent Channel Isolation
Non-adjacent Channel Isolation
Return Loss

Directivity

Polarization Dependent Loss
Polarization Mode Dispersion
Operating Temperature Range
Storage Temperature Range
Maximum Power Handling
Package Dimension (L*W*H)

E
>

el
e
e

Specification Unit
1310/1550 or CWDM wavelength nm
Single Stage Dual Stage
35 (Typ 40) 55 (Typ 60) dB
0.3 (Typ 0.18) 0.5 (Typ 0.3) dB
¢0.9 ¢0.9 mm
300 mW
-
- - _
L~
: "
Specification Unit
C/L band, ITU-T grid nm
0.8 (100GHz) 1.6 (200GHz) nm
ITU = 0.11 ITU = 0.25 nm
8 16 8 16
Max 3.0 4.0 3.0 4.0 dB
Max 0.5 0.5 0.5 0.5 dB
Min 28 28 30 30 dB
Min 40 40 40 40 dB
Min 45 45 45 45 dB
Min 45 45 45 45 dB
Max 0.15 0.2 0.15 0.2 dB
Max 0.1 0.1 0.1 0.1 ps
0~+70 °C
-40~+85 °C
300 mW
110%90*12 mm

Note: All values referenced without connector.

Available in LGX and 19”° rack mount package.
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(iii) VOA Products

r'r.r o
Average price: US$272.55 e

Specifications \

Parameter Specification Unit
C-band:
. 1525~1575
Operating Wavelength Range L-band: nm
1570~1610
Attenuation Range 25 dB
Insertion Loss (BOL) Max 0.8 dB
Insertion Loss (EOL) Max 1.0 dB
Tuning Speed Max 20 ms
Wavelength Dependent 0~10dB attenuation Max 0.3 dB
Flatness 10~20dB attenuation Max 0.6 dB
Temperature Dependent at IL Max *0.3 dB
Attenuation at 10dB Max *0.5 dB
at 20dB Max *0.7 dB
Polarization Dependent 0~10dB attenuation Max 0.1 dB
Loss 10~20dB attenuation Max 0.2 dB
Return Loss Min 45 dB
Repeatability Max 0.1 dB
Optical Power Handling Max 24 dBm
Power Consumption Max 150 mW
Drive Voltage Max 6 v
Operating Temperature Range 0~+70 °C
Storage Temperature Range -40~+85 °C
Package Dimension (L*W#*H) 21%7.4%5.5 mm

Note: All values referenced without connector.
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1. Max gain & max output power.

2. 15dB add/drop.

3. Without heatsink.
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(iv) EDFA Products
Average price: US$2,800.23 Ry
¢
Main Specifications ’
Parameter Specification Unit
Operating Wavelength 1529~1564 nm
Input Power -28~+7 dBm
Output Power Max +23 dBm
Gain 6~25 dB
Gain Accuracy -0.5~+0.5 dB
Gain Flatness (Peak to Peak) Max 1.0 dB
Noise Figure' Max 6.5 dB
Input/Output Return Loss Min 40 dB
PDG Max 0.5 dB
PMD Max 0.5 ps
Transient Suppression Time> Max 1000 us
Transient Over/Shot” Max 2 dB
Transient Offset” Max 0.5 dB
Operating Temperature Range -5~+65 °C
Storage Temperature Range -25~+75 °C
Package Dimension (L*¥*W*H)? 200%130*15 mm
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Set out below are the average prices for the year ended 31 December 2009 and the main

specification of our FTTH products and cable television products:

(i) FTTH Products

Average price: US$90.30

Specifications (Example: GPON Triplexer with DFB
laser & APD FSAN G.985.4 compliant)

Transmitter Characteristics

Parameter Specification Unit
Center Wavelength (CW) 1310 nm

Operating Wavelength Range 20 nm

Data Transmitter Speed 1.25 Gbps
Optical Output Power (CW,

If=Ith+20mA) 0.5~5 (Typ 3) dBm
Side Mode Suppression Ratio (CW,

If=Ith+20mA) Min 30 dB
Spectral Width (CW, If=Ith+20mA) Typ 0.32 nm
Threshold Current (at 25°C, CW) Max 30 (Typ 10) mA
MPD Current (VrP=5V,

If=Ith+20mA) 0.1~1.5 mA
Tracking Error (over -40°C~+85°C) -1.5~+1.5 dB

Digital Receiver Characteristics

Parameter Specification Unit
Center Wavelength (CW) 1490 nm
Operating Wavelength Range 10 nm
Data Receiver Speed 2.5 Gbps
Sensitivity (BER 107'°) Max -28 (Typ -30) dBm
Capacitance (C) Max 0.5 (Typ 0.4) pF

Breakdown Voltage (Vb) 40~60 (Typ 50) \%
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Analog Receiver Characteristics (Only for Triplexer)

Parameter Specification Unit
Center Wavelength (CW) 1555 nm
Operating Wavelength Range 5 nm
Dark Current Max 10 nA
Bandwidth (3dB) Typ 2000 MHz
Responsivity Min 0.85 (Typ 0.95) A/W
IMD2 Min -70 dBc
IMD3 Min -80 dBc

Optical Characteristics

Parameter Specification Unit
Isolation, 1550 Video to 1490 Rx
(only for Triplexer) Min 40 dB
Isolation, 1490 data to 1550 Rx
(only for Triplexer) Min 40 dB
Isolation, 1550 Video to 1310 Tx
(only for Triplexer) Min 40 dB
Isolation, 1490 data to 1310 Tx Min 40 dB
Crosstalk, 1310 Tx to 1550 Rx
(only for Triplexer) Max -47 dB
Crosstalk, 1310 Tx to 1490 Rx Max -47 dB
Digital Rx 1480-1500nm band pass <1450 and
filter isolation' >1530 20 dB
<1441 and
>1539 35 dB
VRx 1550-1560nm Band pass filter <1530 and
isolation' (only for Triplexer) >1574 30 dB
Optical Return Loss @1490nm Max -20 dB
Optical Return Loss @1550nm
(only for Triplexer) Max -30 dB

1. Only for FSAN G985.4 compliant component.

Other Specifications

Parameter Specification Unit
Fiber Pigtail Type SMEF-28 or
equivalent,
900m or 250m
Package Dimension (L*W*H) 22.5%17*%5.6 Mm
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(ii) Cable Television Products
Average price: US$738.15 m
Parameters Unit Value Note
Optical parameters
Wavelength nm 1310 = 20
Optical power mW =4
Fiber connector FC/APC
Return loss dB =60

Operating bandwidth
Input level

Band flatness

Input impendence
Return loss
Connector type

RF Monitor Point

CNR
C/CSO
C/CTB

Operating Temperature
Storage Temperature
Relative Humidity

User Interface

Power Supply
Power consumption
Dimension

RF parameters

MHz 45~750
dBuV 65~85
dB < * 0.75
Q 75
dB =16
F Type
dB 20 = 1.5

Optical Line Performance

dB =53
dB =60
dB =65

Environmental requirements

°C 0~50

°C -25~55
% < 85

Others
Red LED

Alarm

VAC 85~265
W <30

Receiving at -1 dBm

Relative to RF input

Testing with
O-Net OR9S,
receiving at -1dBm

Output power problem
Power supply problem
50Hz

482.6mm x 369.5mm x 43.6mm

- 106 —



BUSINESS

change. This Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Information Pack.

THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to

plog uj syonpo.ud s.dnoig inQ AT =
dANIT LONAO0dd IAISNIHIHANOD H..H.Zlﬁ%

‘ NOOJV.Llvad
"y
FENILEY 03|08 BUI|-U] ﬂ _ ..
H1ll4 navo =i : -
10)ejos| [eonydQ

Jewsues )
i
1
jouisylg o0l

I WIS AL T

Bury sseooy

Wam
J10je|oS| dul|-u|
vd4a3

43A1999Y ALVD
13}19AUOD BIPA Kep @yen

103e|08] [eondO dioa INamo
wamo WAM NOd
i ¥
sl = ..LL.,...__. - H_._.._n.. . -
S ol e ..r..”._”._. Janids samogd
W JoulIBU| Bury one ..__.. i oo
H _—
[ l e Wavo 1axa|duy [eondo
: o otost [e2ndo = VOA WamMo/Wama
sigits wavo - s
| -
L1l NAMO/Nama _l_n_ln_ln_ Jonopsom
. Nsad Pl
Aenry qd-dey
Wama

ﬁnlll

VOA

wnama 449 193207 Yibuajanem

Nam Jojejos| |eanndQ

|[neH @COl_ Aoselost autiul ysdoanisda
vda3

uoissiwsuel |

- 107 -



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to
change. This Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Information Pack.

BUSINESS

The following table includes a list of our major products and the functions that they perform.

Product

Function

Power Management Products
Power Attenuators
Power Amplifiers

— EDFAs

— EDFA components
VMUXs
Transmission Products
Optical isolators
Wavelength lockers
DPSKs
DQPSKs

PBCs

Wavelength Management Products

Thin-film WDMs
— DWDMs

— CWDMs
OADMs

Interleavers

a device (including VOAs) designed to attenuate an intensity or power level of an
input optical beam in a controlled manner to produce an output optical beam with
different attenuated intensities.

an optical device that is used to boost the intensity of optical signals being carried
through a fiber optic communications system.

the optical components used in EDFAs.

a device that controls several signals’ intensity and multiplexes them into a single
mode fiber (SMF).

an optical component which allows the transmission of light in only one direction.

a device used to ensure optical signal wavelength accuracy and stability for DWDM.
a digital modulation scheme that conveys data by changing, or modulating, the phase
of a reference signal (the carrier wave).

a digital modulation scheme that conveys data by using four different values of the
phase of a reference signal (the carrier wave).

a three-port light wave component based on the characteristics of material
birefringence or polarization film.

a device that enables ultra high-speed transfer of information on long-distance
networks through multiplexing of several wavelengths in a single optical fiber.

a device that combines multiple signals on laser beams at various wavelengths, usually
spaced 20 nanometers (nm) apart.

a device that is used in wavelength-division multiplexing systems for multiplexing and
routing different channels of light into or out of a single mode fiber (SMF).

a three-port passive fiber-optic device that is used to combine two sets of dense
wavelength-division multiplexing (DWDM) channels (odd and even channels) into a
composite signal stream in an interleaving way.

Signal Conditioning and Monitoring Products

Tap-PD monitor arrays
TDC devices and modules

OCM/OPM modules

Other Products

FTTH

Optical Diplexers
Optical Triplexers
PON WDM filter
Power Splitters

Cable Television
Transmitters

Receivers

Cable television EDFAs

Media Converters

Subcomponent products
Fiber pigtail and collimators

Etalon

Beam splitters

Thin-film filters (not sold directly to
customers)

Connectors (not sold directly to
customers)

Jumpers (not sold directly to
customers)

a device that taps several optical signals by a specific ratio and convert them to
electrical signals for monitoring.

a module that reduces the negative effect of different wavelengths reaching their
destinations in an irregular fashion.

a device that measures channel power, wavelength, and optical signal-to-noise ratio for
each channel.

a device that implements frequency domain multiplexing.

a form of a multiplexer consisting of one input and three outputs.

a device that multiplexes signals at different wavelengths in Passive Optical Network.
refers to a device that equally splits the input signal into multiple fibers.

a device that transmits analog or digital signals.

a device that receives analog or digital signals.

an optical device that is used to boost the intensity of optical signals being carried
through cable television systems.

Convert Ethernet optical-electronic signals between 10/100M UTP interface (TX) and
100M Fiber interface (FX).

devices that convert a divergent output laser beam from a fiber or waveguide into an
expanding beam of parallel light.

an optical apparatus that is typically made of a transparent plate with two reflecting
surfaces, or two parallel highly reflective mirrors.

a crucial part of most interferometers that splits a beam in two.

a very accurate color filter used to selectively pass light of a small range of colors
while reflecting other colors.

a device used to connect different fiber-optic devices and equipment.

a length of optical fiber cable with two connectors.
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PRODUCTION

Production Facilities and Capacity

We currently manufacture all of our products at our manufacturing facilities in Shenzhen,
China. Our facilities maintain complete in-house manufacturing capabilities, including
component and module design, integration, production and testing. Our principal facility,
located in the High Tech Park Plant in Shenzhen, China, has approximately 6,553 square meters

and is used to produce and manufacture all of our products.

Due to the diversity of our products and the customer-specific nature of certain of our products,
and given that there is no common production bottleneck and the sections in our production
lines can be modified to suit variable production demands, we find it difficult to give a
meaningful estimate of our total production capacity by way of units. Instead, we keep track
of the capacity and utilization rate of our production processes and products on an individual
basis and have established our production processes such that we are able to manufacture
products as necessary to fill customers’ purchase orders. The following table shows the
production volumes* and the indicative utilization rates of the more commonly adopted
production processes during the Track Record Period calculated based on the formula
described below.

For the years ended 31 December

2007 2008 2009
Production Processes volume utilization volume utilization volume utilization
Coating 2,079,792 90.9% 2,177,700 91.5% 3,798,600 97.4%
Bonding 710,010 88.2% 755,650 88.9% 1,389,100 95.8%
Crystal Processing 22,000 88.0% 27,001 87.1% 31,605 90.3%
Dicing 1,679,260 89.8% 1,869,600 91.2% 2,700,000 90.0%
Assembling 1,114,619 94.7% 1,227,786 94.3% 1,850,550 94.9%
Aging 1,189,476 89.3% 1,352,995 89.9% 2,122,900 92.3%
Testing 1,105,524 96.3% 1,247,745 96.5% 2,027,450 98.9%
Sealing - - 17,490 79.5% 133,068 85.3%
Profiling - - 17,500 87.5% 102,000 85.0%
Package 1,056,210 95.0% 1,214,840 96.8% 1,863,900 98.1%

Note: The indicative utilization rate is calculated based on a formula, the numerator adopted represents the actual
number of products that were manufactured by utilizing the indicated production processes and volume which
is sold to our customers. The denominator adopted represents the capacity which is the maximum number of
products that we were capable of manufacturing by utilizing the indicated production processes, which
number is projected based on the actual number of products sold in the prior year and the rolling monthly
forecast of our customers’ purchase orders and assuming consecutive operations for eighteen hours a day and
twenty-six days a month without taking into account any non-consecutive operations. The utilization rates of
sealing and profiling were not applicable for 2007 because these two production lines were purchased in the
year 2008.

* Number of units that have actually gone through such production process.
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As shown in the above table, the indicative utilization rates of most of the more commonly
adopted production processes for the year ended 31 December 2009 are more than 90%. To
meet the increasing production demand and further expand our business, we plan to build a
substantially larger facility. In 2007, we purchased approximately 38,000 square meters of land
in Pingshan New District, Shenzhen City, China, on which we are planning to construct a new
facility. We expect to use a portion of that land to construct an 80,000 square meter multi-story
facility for our operations and another portion of that land to construct an 18,000 square meter
dormitory for our workers. We expect the first phase of the facility will be completed around
31 March 2011. We intend to consolidate all of our manufacturing and other operations at the
new facility. After the construction of the planned facility is completed, we expect to transfer
our existing operations to the new facility and set up additional production lines and other
auxiliary operations at the new facility in stages over a three year period. Upon consummation
of such transfer and expansion processes, we expect that the total production capacity at the
new facility will be approximately five times our existing production capacity. Our Directors
believe that the expansion plan and the related increase in production capacity will enable us
to meet the growing demand for our products in the future. Our senior management team has
estimated the required increase in production capacity based on the estimated sales growth in
the following five years in light of various factors including, but not limited to, our historical
revenue and the demand forecast of 2010 received from our customers and the assumption that
the demand for our products and the industry in which we operate will continue to grow at a
steady pace. Based on the foregoing, our senior management team has estimated that our
production capacity needs to be increased gradually every year and reach approximately five
times our existing production capacity by 2014 in order to meet the growing production
demands. As mentioned above, we expect that it will take three years to complete the expansion
plan and, as a result, the increase in our production capacity will only occur in phases and be
expected to be in line with the gradual increase in the future demand of our products as
estimated by our senior management team. We believe our plan to construct the new facility
will give us the flexibility to expand our business in the future. The following schedule sets

forth our expansion plans at the new facility:

Expected
completion Square
time of meters Production
Phase relocation " Plant Facilities occupied Capacity™”  Personnel line  Volume®
First Phase ~ March 2011 Current Plant (to  Production-related 7,200 1 1,550 18 1,822,000
be transferred  facilities
in the First ~ Other supporting 6,100 - - - -
Phase) facilities"
Grand Total 13,300 1 1,550 18 1,822,000

Note: We expect our current plant to cease production upon completion of our relocation. For indicative purpose
only, we assume our existing capacity to be 1.
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New Plant
Expected Square
completion meters Production
Phase time Plant Facilities occupied Capacity ~ Personnel line  Volume®
First Phase March 2011  Ist New Plant ~ Production-related 4,560 0.67 1,000 12 1,214,667
facilities
Other supporting 3,500 - - - -
facilities"
Sub-total 8,060 0.67° 1,000 121,214,667
Second Phase  March 2012 2nd New Plant  Production-related 14,400 2 2,100 36 3,644,000
facilities
Other supporting 8,000 - - - -
facilities'
Sub-total 22,400 ? 2,100 36 3,644,000
Third Phase ~ March 2013 3rd New Plant  Production-related 21,600 3 2,900 545,466,000
facilities
Other supporting 14,000 - - - -
facilities"
Sub-total 35,600 3 2,900 54 5,466,000
Grand Total - 66,060 5.67 6,000 102 10,324,667
excluding existing
capacity
Grand Total - 79,360 0.67 7,550 120 12,146,667
including existing
capacity upon
relocation to new
facility
Notes:
1. “Other supporting facilities” refer to the set up of research and development facilities, office space, laboratory

and all equipment, such as air-conditioning and the air-exchange room, air-source and power source and
exchange room station, water source location, machine room, machine maintenance room, train room, resting
room for operators and all auxiliary equipment for specific rooms (such as clean room and temperature control
room).

2. Upon completion of the First Phase and after relocating our existing plant to the new plant, for indicative
purpose only, we expect our accumulated capacity upon completion of the First Phase will be 1.67 (which
represents the capacity of our existing plant and the expected capacity of our new plant in the First Phase)
during the period from March 2011 to March 2012.
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3. Upon completion of the Second Phase, for indicative purpose only, we expect our accumulated capacity will
be 3.67 (which represents the capacity of our existing plant and the expected capacity of our new plant in the
First Phase and the Second Phase) during the period from March 2012 to March 2013.

4. Upon completion of the Third Phase, for indicative purpose only, we expect our accumulated capacity will be
6.67 (which represents the capacity of our existing plant and the expected capacity of our new plant in the First
Phase, Second Phase and Third Phase) after March 2013.

5. For the year ended 31 December 2009, we produced 1,822,000 products by operating 18 production lines. The
indicative volume of production for the new plants is calculated based on the ratio of the volume of products
produced to the current number of production line we have for the year ended 31 December 2009.

Assuming the construction of the new facility will be completed around 31 March 2011, it is
expected that the first phase, second phase and third phase of the expansion plan will be
completed on 31 March 2011, 31 March 2012, and 31 March 2013, respectively.

Our expansion plan requires increases in personnel and production and ancillary equipment.
Our business is very labor-intensive, and from time to time we have experienced difficulty in
recruiting and retaining assembly workers as competition for such workers in recent years has
increased in the Pearl River Delta region of China. These types of difficulties may become
more significant in light of our planned expansion. In order to provide for the recruitment of
additional staff for our expansion, we plan:

(I) to broaden our channel of recruitment by considering recommendations of candidates
from staff and institutes and by way of the Internet;

(2) to maintain a good relationship with tertiary and vocational institutes and to provide them
with resources such as equipment and information to recruit students possessing the
relevant skill for employment by us in the future; and

(3) to increase compensation payable to key technical staff and to consider promotions and
salary increases if our staff passes our internal assessment to increase the incentive of our
current staff to stay with us and to attract more candidates to join us.

Our operations are also dependent on electricity. With the development of the Chinese
economy, demand for electricity has increased, particularly in the Pearl River Delta Region of
China where we operate. There have been shortages of electricity supply in various regions
across China, especially during peak seasons, such as summer. Electricity outages have
disrupted and in the future could disrupt our coating and other manufacturing processes. We
have experienced various power outages during the Track Record Period. Most of the power
outages we experienced in 2007 were communicated to us in advance and occurred about once
a week during the peak season, each power outage lasting approximately ten hours. In 2008 and
2009, we only experienced unscheduled power outages, most of which lasted a few minutes
except in one instance a power outage lasted approximately four hours due to a breakdown of
the power line that serviced our production facilities. Although more regular disruptions have
not occurred recently, such disruptions could occur in the future and could disrupt our normal
operations and affect our profitability.

With respect to scheduled power outages, we were able to compensate for the lost production
time by either reallocating the production hours to Sundays or arranging over-time production
by our workers. The Directors have confirmed that such power outages did not have any
material adverse effect on our operations during the Track Record Period.
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PRODUCTION PROCESS

Set out below is a diagram that depicts our operation flow including, without limitation, the
time and resources involved in our customer qualification process, research and development,
sourcing of materials, synchronization in the production stages, quality control and customers’
acceptance.

Research & Development
Division 1: Conducts
research and development
related to optical components

Research & Development
Division 2: Conducts research
and development related to
modules and subsystems

Ensure compatibility between
subcomponent, component, module and
subsystem products

v

Production planning

— !

Production team

Customer qualification process
(see details on the next page)

analyzes Customer places order
production
schedules,

necessary i

materials and

timing to fill order Group provides response E—— Customer does not order
Customer submits
FIS a purchase order

Production team coordinates o Orders components/
production schedule g subcomponents
Production engineering team L
conducts production
process R&D
v v Raw materials inspected
Production

(see details on
page 109 to 112

l

Quality control checks occur
at each stage of production

l

Completed product
Ready to sell

]

Customer acceptance

Note: The time required for the conduct of research and development varies depending on each individual product
and we cannot generalized the time required for conducting research and development. For more information
about the time frame in general from the first point of contact from our customer to product delivery, please

refer to pages 130 to 132.

- 113 -



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is incomplete and is subject to
change. This Information Pack must be read in conjunction with the section headed “Warning” on the cover of this Information Pack.

BUSINESS

Customer Qualification Process

Customer/potential customer designs new system

I

Customer approaches manufacturers and requests
an initial stage evaluation/request for information

l

Group provides initial stage evaluation +—
i Customer provides
feedback to the Group
Customer evaluates the Group’s response E—
Customer requests a quotation
Group provides a quotation
v i
Customer discontinues .
. . ] Customer evaluates quotation
qualification process
7Y i
Customer submits purchase order for sample testing
Group provides sample to customer +—
Customer provides feedback
i to the Company on
the product modification
L

Customer testing (3 - 6 months)

I

Customer qualifies the Group as a supplier

Note: The above process applies both to new customers and new products for existing customers. Generally, it takes
an average of one year for the Group to be qualified as a supplier by a new customer and about nine months
to qualify products.

We have 40 series of products, which include 7,771 part numbers as at 31 December 2009 that
we sell or integrate into our optical communications products. We manufacture most of our
products to meet specific customer orders and our production team works closely with our

research and development team to deliver products that satisfy our customers’ specific needs.
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In normal circumstances, customers inform us of their product needs about four to seven weeks
in advance by notifying us of their volume and delivery requirements and, in some cases, price
expectations. After we provide a response, our customers will decide if that response meets
their expectations. If our response is acceptable, the customer will then submit a purchase
order. During this information, delivery and order process, our production team analyzes the
production schedule of each product from each customer in terms of production process
involved, materials, quality requirements and timing. The team then coordinates the production
schedule for each product with a view to optimizing our overall production efficiency. This
includes placing orders for component materials and arranging production flow. Actual
production will commence upon receipt of customers’ orders, which are normally placed three
to six weeks ahead of the required delivery time.

We believe we have an efficient and cost-effective manufacturing process. We generally plan
our production schedule based on our customers’ monthly rolling forecasts. Our customized
FIS aids us in developing an effective production schedule. The FIS is a system we developed
internally which monitors the production and quality of our products. The FIS allows us to
manage data in an electronic and systematic way. Our FIS records and tracks various kinds of
data in the production process, including the staff who are involved in the process and data
about raw materials used so that we are in a position to trace which personnel were involved
in the production and the kind and type of raw materials used in the production of any
particular product we manufacture. Each product that we produce is assigned a serial number
(which is bar-coded) from the very beginning of the production process so that the entire
production process of each product can be monitored and traced. Parameters such as the type
of raw materials and how they are to be used in each production process will be entered in our
FIS for our staff to follow. Computers are installed in the workstations which are all connected
to our FIS and our staff will record data in our FIS when they have completed the tasks required
in the production process. Parameters relating to quality control are also entered into our FIS.
Products which fail the quality control test do not continue in the production process. The latest
version of th