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

A copy of this prospectus, having attached thereto the documents specified in the section headed “Documents Delivered to the
Registrar of Companies and Available for Inspection — 1. Documents Delivered to the Registrar of Companies” in Appendix VII to
this prospectus, has been registered by the Registrar of Companies in Hong Kong as required by Section 342C of the Companies
(Winding Up and Miscellaneous Provisions) Ordinance (Chapter 32 of the Laws of Hong Kong). The Securities and Futures
Commission of Hong Kong and the Registrar of Companies in Hong Kong take no responsibility for the contents of this prospectus
or any of the other documents referred to above.

The Offer Price is expected to be determined by agreement between us, the Selling Shareholder, the Sole Global Coordinator (on
behalf of the Underwriters) on or about Wednesday, March 25, 2015 and, in any event, not later than Monday, March 30, 2015. The
Offer Price will be not more than HK$5.75 per Offer Share and is currently expected to be not less than HK$4.00 per Offer Share,
unless otherwise announced. Investors applying for the Hong Kong Offer Shares must pay, on application, the maximum Offer Price
of HK$5.75 per Offer Share, together with brokerage of 1.0%, SFC transaction levy of 0.0027% and Hong Kong Stock Exchange
trading fee of 0.005%, subject to refund if the Offer Price is less than HK$5.75 per Offer Share. If, for any reason, the Offer Price is
not agreed between us, the Selling Shareholder and the Sole Global Coordinator (on behalf of the Underwriters) on or before
Monday, March 30, 2015 (Hong Kong time), the Global Offering (including the Hong Kong Public Offering) will not proceed and wiill
lapse.

The Sole Global Coordinator (on behalf of the Underwriters), with our consent, may reduce the indicative Offer Price range stated in
this prospectus and/or reduce the number of Offer Shares being offered pursuant to the Global Offering at any time on or prior to the
morning of the last day for lodging applications under the Hong Kong Public Offering. In such a case, notices of the reduction of the
indicative Offer Price range and/or the number of Offer Shares will be published in the South China Morning Post (in English) and the
Hong Kong Economic Times (in Chinese) not later than the morning of the last day for lodging applications under the Hong Kong
Public Offering. Such notices will also be available on the website of the Hong Kong Stock Exchange at www.hkexnews.hk and on
the website of our company at www.cowelleholdings.com. Further details are set out in the sections headed “Structure of the Global
Offering” and “How to Apply for the Hong Kong Offer Shares” in this prospectus. Prior to making an investment decision, prospective
investors should consider carefully all of the information set out in this prospectus, including the risk factors set out in the section
headed “Risk Factors” in this prospectus. The obligations of the Hong Kong Underwriters under the Hong Kong Underwriting
Agreement are subject to termination by the Sole Global Coordinator (on behalf of the Underwriters) if certain grounds arise prior to
8:00 a.m. on the Listing Date. Such grounds are set out in the section headed “Underwriting — Underwriting Arrangements and
Expenses — Hong Kong Public Offering — Hong Kong Underwriting Agreement — Grounds for Termination” in this prospectus. It is
important that you refer to that section for further details.

The Offer Shares have not been and will not be registered under the U.S. Securities Act or any state securities law in the United
States and may not be offered, sold, pledged or transferred within the United States or to, or for the account or benefit of U.S.
persons, except that Offer Shares may be offered, sold or delivered to QIBs in reliance on an exemption from registration under the
U.S. Securities Act provided by, and in accordance with the restrictions of, Rule 144A or another exemption from the registration
requirements of the U.S. Securities Act. The Offer Shares may be offered, sold or delivered outside the United States in offshore
transactions in accordance with Regulation S.
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EXPECTED TIMETABLE

Latest time for completing electronic applications under
White Form elPO service through the designated

website www.eipo.com.hk@ . .. ... ... ... ... ... 11:30 a.m. on Tuesday, March 24, 2015
Application lists open® ... ... 11:45 a.m. on Tuesday, March 24, 2015
Latest time for lodging WHITE and YELLOW Application

Forms ... 12:00 noon on Tuesday, March 24, 2015

Latest time for completing payment of WHITE FORM
elPO applications by effecting internet banking

transfer(s) or PPS payment transfer(s) ................ 12:00 noon on Tuesday, March 24, 2015
Latest time for giving electronic application instructions

O HKSCCHW . 12:00 noon on Tuesday, March 24, 2015
Application lists close® .. ......... ... .. ... . ... . ..., 12:00 noon on Tuesday, March 24, 2015
Expected Price Determination Date® . ................. Wednesday, March 25, 2015

(1) Announcement of the Offer Price, the level of
indications of interest in the International Offering, the
level of applications in the Hong Kong Public Offering
and basis of allocation of the Hong Kong Offer Shares
under the Hong Kong Public Offering to be published
in the South China Morning Post (in English) and the
Hong Kong Economic Times (in Chinese) on or
before ... ... . Monday, March 30, 2015

(2)  Results of allocations in the Hong Kong Public
Offering (with successful applicants’ identification
document numbers, where appropriate) to be
available through a variety of channels as described in
the section headed “How to Apply for the Hong Kong
Offer Shares — 11. Publication of Results” in this
ProsSpPectUS . ... Monday, March 30, 2015

(8) A full announcement of the Hong Kong Public
Offering containing (1) and (2) above to be published
on the website of the Hong Kong Stock Exchange at
www.hkexnews.hk and our website at
www.cowelleholdings.com from ............... Monday, March 30, 2015

Results of allocations in the Hong Kong Public Offering will
be available at www.iporesults.com.hk with a “search
by ID” functionfrom . ...... ... ... ... . . L Monday, March 30, 2015

Dispatch/collection of Share certificates in respect of wholly
or partially successful applications pursuant to the Hong
Kong Public Offering on or before® .. ............... Monday, March 30, 2015

Dispatch/collection of refund cheques and White Form e-
Refund payment instructions in respect of wholly or
partially successful applications (if applicable) or wholly or
partially unsuccessful applications pursuant to the Hong

Kong Public Offering on or before® . ................ Monday, March 30, 2015
Dealings in the Shares on the Hong Kong Stock Exchange

expectedtocommenceon .......... ... Tuesday, March 31, 2015
Notes:

(1) All times refer to Hong Kong local time, except as otherwise stated.
2) You will not be permitted to submit your application through the designated website at www.eipo.com.hk after 11:30 a.m.
on the last day for lodging applications. If you have already submitted your application and obtained an application reference



EXPECTED TIMETABLE

number from the designated website prior to 11:30 a.m., you will be permitted to continue the application process (by
completing payment of application monies) until 12:00 noon on the last day of lodging applications, when the application lists
close.

If there is a tropical cyclone warning signal number 8 or above, or a “black” rainstorm warning in force in Hong Kong at any
time between 9:00 a.m. and 12:00 noon on Tuesday, March 24, 2015, the application lists will not open on that day. Please
refer to the section headed “How to Apply for the Hong Kong Offer Shares — 10. Effect of Bad Weather on the Opening of
the Application Lists” in this prospectus.

Applicants who apply for the Hong Kong Offer Shares by giving electronic application instructions to HKSCC should refer
to the section headed “How to Apply for the Hong Kong Offer Shares — 6. Applying by Giving Electronic Application
Instructions to HKSCC via CCASS” in this prospectus.

The Price Determination Date is expected to be on or about Wednesday, March 25, 2015 and, in any event, not later than
Monday, March 30, 2015. If, for any reason, the Offer Price is not agreed by Monday, March 30, 2015 between us, the Selling
Shareholder and the Sole Global Coordinator (on behalf of the Underwriters), the Global Offering will not proceed and will
lapse.

Share certificates for the Hong Kong Offer Shares are expected to be issued on Monday, March 30, 2015 but will only
become valid certificates of title provided that the Global Offering has become unconditional in all respects, and neither of the
Underwriting Agreements has been terminated in accordance with its terms, prior to 8:00 a.m. on the Listing Date, which is
expected to be on or around Tuesday, March 31, 2015. Investors who trade Shares on the basis of publicly available
allocation details before the receipt of share certificates or before the share certificates becoming valid certificates of title do
so entirely at their own risk.

e-Refund payment instructions/refund cheques will be issued in respect of wholly or partially unsuccessful applications and in
respect of successful applications if the Offer Price is less than the price payable on application.

The above expected timetable is a summary only. You should refer to the sections headed

“Structure of the Global Offering” and “How to Apply for the Hong Kong Offer Shares” in this
prospectus for details of the structure of the Global Offering, including the conditions of the
Global Offering, and the procedures for application for the Hong Kong Offer Shares.
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IMPORTANT NOTICE TO INVESTORS

This prospectus is issued by Cowell e Holdings Inc. solely in connection with the Hong Kong
Public Offering and the Hong Kong Offer Shares and does not constitute an offer to sell or a solicitation
of an offer to buy any securities other than the Hong Kong Offer Shares offered by this prospectus
pursuant to the Hong Kong Public Offering. This prospectus may not be used for the purpose of, and
does not constitute, an offer or invitation in any other jurisdiction or in any other circumstances. No
action has been taken to permit a public offering of the Offer Shares or the distribution of this
prospectus in any jurisdiction other than Hong Kong. The distribution of this prospectus and the offering
and sale of the Offer Shares in other jurisdictions are subject to restrictions and may not be made
except as permitted under the applicable securities laws of such jurisdictions pursuant to registration
with or authorization by the relevant securities regulatory authorities or an exemption therefrom.

You should rely on the information contained in this prospectus and the Application Forms to
make your investment decision. We have not authorized anyone to provide you with information that is
different from what is contained in this prospectus. Any information or representation not made in this
prospectus must not be relied on by you as having been authorized by us, the Sole Global Coordinator,
the Sole Bookrunner, the Sole Sponsor and the Joint Lead Managers, the Underwriters, any of our or
their respective directors, officers or representatives or any other person involved in the Global Offering.
Information contained in our website, located at www.cowelleholdings.com, does not form part of this
prospectus.
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SUMMARY

This summary aims to give you an overview of the information contained in this prospectus. As it
is a summary, it does not contain all the information that may be important to you. You should read the
whole document before you decide to invest in the Offer Shares. Some of the particular risks in
investing in the Offer Shares are set out in the section headed “Risk Factors” in this prospectus. You
should read this section carefully before you invest in the Offer Shares.

OUR BUSINESS OVERVIEW

We are a major supplier of camera modules for mobile devices. We primarily engage in the design,
development, manufacture and sale, on an OEM basis, of a variety of camera modules that serve as
critical components for smartphones, multimedia tablets and other mobile devices with camera functions.
Our camera modules are manufactured utilizing either “flip-chip” technology (where a semiconductor
processor chip, generally referred to as a die, is mounted directly onto a substrate in a “face-down”
manner) or “chip-on-board” technology (where a die is directly mounted on and electrically interconnected
to a substrate by using metallic wires). According to data compiled by IBS, our share of the global camera
modules market in terms of sales was 1.6% in 2010, 2.6% in 2011, 3.5% in 2012 and 5.0% in 2013,
making us the sixth largest supplier of camera modules in the world in 2013. Our largest customer is
Apple Inc. (together with its affiliates, “Apple”), which has been purchasing our camera modules since
2009. Major customers for our camera modules also include other leading mobile device manufacturers in
the world, such as LG Electronics Co., Ltd. (‘LG Electronics”) and, commencing in October 2013,
Samsung Electronics Co., Ltd. (“Samsung Electronics”). We also design, develop, manufacture and sell
optical components used in a number of consumer electronics products. Major customers for our optical
components include Optis Co., Ltd. (“Optis”) (which is a supplier of electronic components to Samsung
Electronics and Toshiba Corporation (“Toshiba”)) and subsidiaries or affiliates of leading global electronics
companies such as Samsung Electronics, LG Electronics and Hitachi, Ltd. (“Hitachi”).

As of October 31, 2014, we had monthly production capacity to produce up to 14.8 million flip-chip
camera modules, 14.5 milion COB camera modules and 33.1 million optical components. Our turnover
amounted to US$323.1 million in 2011, US$527.5 million in 2012, US$813.9 million in 2013, US$616.1
million in the first ten months of 2013 and US$638.4 million in the first ten months of 2014. We recorded a
profit for the period of US$18.2 million in 2011, US$13.2 million in 2012, US$50.2 million in 2013,
US$32.1 million in the first ten months of 2013 and US$30.6 million in the first ten months of 2014. Our
profit for the first ten months of 2014 decreased by 4.8% from the first ten months of 2013, primarily due
to the increase in our administrative expenses resulting from increases in legal, accounting and other
professional service fees in preparation of the Global Offering, as well as the higher rate of increase in our
cost of sales compared to the increase in turnover resulting mainly from the short-term decrease in
production vyields during the period of adjustment typically associated with the implementation of new
technology and production processes, which was required for the new flip-chip camera modules we
began producing in the second half of 2014. We had total assets of US$442.7 million and total equity of
US$169.2 million as of October 31, 2014, compared to total assets of US$400.2 million and total equity
of US$139.9 million as of December 31, 2013.

RECENT DEVELOPMENTS SUBSEQUENT TO THE TRACK RECORD PERIOD

Since October 31, 2014, we have agreed with LG Electronics to supply high-end camera modules
with resolutions of 13 megapixels starting in the third quarter of 2015. Sales volume of camera modules
increased by 11.2% from 56.3 million units in the three months ended January 31, 2014 to 62.6 million
units in the three months ended January 31, 2015, primarily due to an increase in the number of COB
camera modules sold to LG Electronics, which was partially offset by a decrease in the number of older
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models of COB camera modules sold to Apple. Sales volume of optical components decreased by 4.2%
from 59.4 million units in the three months ended January 31, 2014 to 56.9 million units in the three
months ended January 31, 2015, primarily due to continuing intense competition and a global decline in
demand for end-products utilizing our optical components, which was offset in part by new sales of blue
filters, which we commenced producing commercially in the second half of 2014. For information relating
to trends and other factors which may affect our results of operations, see “Financial Information.”

Subsequent to October 31, 2014 and up to the Latest Practicable Date, we did not experience any
significant change of pricing policy for our products and there was no material change in the unit cost of
our components and materials. Our Directors further confirm that as far as we are aware, since
October 31, 2014 (being the date of our latest audited consolidated financial information) and up to the
Latest Practicable Date, there has been no material adverse change in our business, profitability or
financial condition or in market conditions in the camera modules industry, and there has been no event
since October 31, 2014 which could materially affect the information shown in our consolidated financial
statements included in the Accountants’ Report set out in Appendix | to this prospectus.

We have prepared unaudited preliminary financial information for our Group as of and for the year
ended December 31, 2014, which is set forth in Appendix Il to this prospectus.

SHAREHOLDER INFORMATION

Immediately upon completion of the Global Offering, Mr. Kwak will own approximately 45.00% and
Hahn & Co. Eye will own approximately 29.99% of our issued and outstanding Shares, without taking into
account the Shares which may be sold upon the exercise of the Over-allotment Option. Therefore, they
will be able to exercise significant influence over all matters requiring Shareholders’ approval, including the
election of directors and the approval of significant corporate transactions. They will also have veto power
with respect to any shareholder action or approval requiring a majority vote except where they are
required by relevant rules to abstain from voting. Such concentration of ownership also may have the
effect of delaying, preventing or deterring a change in our control that would otherwise benefit our
Shareholders. Mr. Kwak and Hahn & Co. Eye are subject to a six month lock-up period with respect to
their holding of the Shares after completion of the Global Offering, and Mr. Kwak is also subject to the
requirement to maintain a controlling share ownership in us for an additional six month period following
the expiration of such lock-up period. See “Risk Factors — Future sales or issuances of Shares (or
securities related to the Shares) could adversely affect the market price of the Shares.”

OUR SELECTED HISTORICAL FINANCIAL INFORMATION

The tables below set forth, for the periods indicated, selected historical financial information derived
from our consolidated financial statements, which are included in Appendix | to this prospectus, and they
should be read in conjunction with such financial statements and the related notes.



SUMMARY

Selected Consolidated Statement of Profit or Loss Data

The following table sets forth our selected consolidated statement of profit or loss data for the

periods indicated:

Year ended December 31, Ten months ended October 31,

2011 2012 2013 2013M 20140

(US$ in millions)

(unaudited)

Turnover ..................... 323.1 527.5 813.9 616.1 638.4
Costofsales ................... (287.3) (485.0) (710.7) (544.9) (566.8)
Grossprofit . .................. 35.8 42.5 108.2 71.2 71.6
Otherrevenue .................. 1.0 7.0 1.3 0.9 1.7
Other net income/(loss) .......... 0.6 1.1 (1.1) (0.6) (0.2)
Selling and distribution expenses . . . (2.5) 4.4) (5.9) (4.8) 4.1
Administrative expenses .. ........ (11.8) (21.5) (28.5) (21.5) (27.4)
Profit from operations ......... 231 24.7 69.0 45.2 41.6
Financecosts .................. 0.9) 4.4) 5.2) 4.2) (2.3
Profit before taxation .......... 22.2 20.3 63.8 41.0 39.3
Incometax ............ ... ..... 4.0) (7.1) (13.6) (8.9 (8.7)
Profit for the year/period .. ... .. 18.2 13.2 50.2 321 30.6
Other comprehensive income
Exchange differences on translation

of financial statements of

overseas subsidiaries .......... 1.3 1.3 3.3 2.1 (1.1
Remeasurement of net defined

benefit liability ................ (0.1) (0.1) 0.0) (0.0) (0.1)
Total comprehensive income for

the year/period . ............. 19.4 14.4 53.5 34.2 29.4

1)

The global mobile devices and consumer electronics markets are characterized by seasonal
increases in production and sales volume in the latter part of the year primarily driven by increased
consumer spending during the year-end holiday season. We normally experience the highest sales
volume for our camera modules in the fourth quarter of each year when our customers increase their
inventories of mobile devices in light of increased seasonal demand. Correspondingly, our
production and sales levels also tend to be the lowest in the first and second quarters of each year.
Seasonal fluctuations in our sales are often exacerbated by the product development and launch
cycles of our major customers, who tend to introduce new or enhanced mobile devices to the
market during the latter part of the year. In line with such product launch cycles of our major
customers, we have historically launched new or enhanced camera module products during the
second half of the year, which has generally led to higher average selling prices, production and
sales volumes and turnover in the third and fourth quarters of the year. As a result of the inherent
seasonality of our business, an analysis of our interim financial performance may not be meaningful
and period to period comparisons of our operating results may not be reliable indicators of overall
trends in our business. See “Risk Factors — Our results of operations are subject to seasonality of
our customers’ product development and launch cycles and may fluctuate.”
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Selected Consolidated Statement of Financial Position Data

The following table sets forth our selected consolidated statement of financial position data as of the
dates indicated:

As of
As of December 31, October 31,
2011 2012 2013 2014
(US$ in millions)

Current assets
IMVENTONIES . . o e 39.2 58.2 55.0 82.4
Trade and otherreceivables . .......... ... i 85.4 157.6 167.4 201.9
Current tax recoverable . ....... ... . — 0.5 — 2.1
Pledged deposits .. ...t 23.0 52.1 26.3 22.0
Cashandcashequivalents . ... e 1839 13,6 452 17.5

161.5 282.0 293.9 325.9
Current liabilities
Trade and other payables . . ... 85.9 1445 123.1 180.5
Bank loans and overdrafts . ....... ... . ... .. 50.4 1421 121.8 83.3
Currenttax payable . . . ... 1.9 47 126 8.2
Loan froma direCtor ... ... . e 2.0 2.0 2.0 —

140.2 293.3 259.5 272.0
Net current assets/(liabilities) ..................... ... .. ... ..., ... 21.3 (11.3) 344 53.9
Capitalandreserves .............. ... i
Share capital . ... 3.0 3.0 3.0 3.0
RESEINVES .. 69.1 83.4 136.9 166.2
Total equity attributable to equity shareholders of the Company ...... 721 86.4 139.9 169.2
Non-controllinginterests . ........... ... .. .. .. .. ... ... ... ... ... 0.2 — — —
Totalequity ...... ... . 723 86.4 139.9 169.2

Selected Consolidated Statement of Cash Flows Data

The following table sets forth our selected consolidated statement of cash flows data for the periods
indicated:

Ten months ended

Year ended December 31, October 31,
2011 2012 2013 2013 2014
(unaudited)

(US$ in millions)

Net cash generated from/(used in) operating activities .. .. ...... 8.1 (8.1) 46.8 38.5 32.0
Net cash used in investing activities . ....................... (8.3) (50.1) (15.8) (12.00 (21.2)
Net cash generated from/(used in) financing activities .......... 9.3 68.8 0.5 (12.6) (38.5)
Cash and cash equivalents at beginning of the period ... ....... 6.2) 2.9 13.6 13.6 45.2
Effect of foreign exchange ratechanges .. ................... - 0.1 0.1 0.0 0.0
Cash and cash equivalents at end of the period .. .. ........... 2.9 13.6 45.2 27.5 17.5
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Fluctuations in our turnover during the Track Record Period primarily reflected changes in sales
volume and product mix for our camera module products, which were affected mainly by the product
development, launch and life cycles of our major customers, as well as the general seasonality of our
business. Fluctuations in our administrative expenses during the Track Record period primarily reflected
changes in labor costs for our administrative and management staff, which were affected mainly by the
level of our turnover as well as the general expansion of our operations, including the addition of our
Huanan office space in 2012. Fluctuations in our cash flows during the Track Record Period primarily
reflected changes in our profit before taxation, purchases of property, plant and equipment in connection
with the opening of our Huanan production facilities in 2012 and changes in the level of our bank loans, as
well as the general seasonality of our business. From time to time, we may receive compensation income
from our customers to compensate us for certain operating losses resulting from having to install new
production equipment for the customer, as agreed between us and the customer, which is recognized as
other revenues. We received no such compensation income in 2011, 2013 and the first ten months of
2014, while we received US$6.0 million of such compensation income in 2012, which was equivalent to
45.4% of the profit for the year for 2012. See “Financial Information”.

SELECTED OPERATING DATA AND KEY FINANCIAL RATIOS

We monitor certain operating and financial metrics we believe are commonly used in the camera
module industry and are important for benchmarking against our competitors.

Selected Operating Data

The following table presents a breakdown of our turnover by product type for the periods indicated:

Year ended December 31, Ten months ended October 31,
2011 2012 2013 2013 2014
(unaudited)

(US$ in millions)

Turnover:
Camera modules
Flip-chip . ........ ... ... . ... ... — 225.0 588.5 422.7 435.0
COB .. 306.8 289.5 214.3 183.9 193.5
306.8 514.5 802.8 606.6 628.5
Optical components . ................ 16.3 13.0 111 9.5 9.9
Total ................. ... ... ...... 323.1 527.5 813.9 616.1 638.4

The following table shows our average selling prices (defined as the applicable turnover divided by
the applicable number of units sold for each product group) and our number of units sold by product
group for the periods indicated:

Year ended December 31, Ten months ended October 31,

Product Group 2011 2012 2013 2013 2014

(In US$ and thousands of units)

Average Average Average Average Average
Selling Units Selling Units Selling Units Selling Units Selling Units
Price(" Sold Price( Sold Price( Sold Price( Sold Price( Sold

Camera Modules . .. ... $ 2.91 105,315 $ 3.51 146,757 $ 4.06 197,554 $ 3.94 153,880 $ 4.21 149,209
Optical Components ... $0.052 314,528 $0.050 256,786 $0.047 238,975 $0.047 200,702 $0.045 217,177

(1) Turnover divided by number of units sold.
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Key Financial Ratios

The following tables set forth certain of our key financial ratios for the periods and as of the dates
indicated:

Year ended December 31, Ten months ended October 31,
2011 2012 2013 2013 2014
Profitability ratios
Turnover growth . ................... N/A 63.3% 54.3% N/A 3.6%
Net profit growth/(decrease) ........... N/A (27.4)% 281.1% N/A (4.8)%
Grossmargin .. ... 11.1% 8.1% 12.7% 11.6% 11.2%
Operatingmargin .. .................. 7.2% 4.7% 8.5% 7.3% 6.5%
Netmargin ............ ... 5.6% 2.5% 6.2% 5.2% 4.8%
Returnonequity .................... 25.1% 15.3% 35.9% 26.6% 18.1%
Return on totalassets ................ 8.5% 3.5% 12.6% 8.5% 6.9%
As of December 31, As of October 31,
2011 2012 2013 2013 2014
Liquidity ratios
Currentratio ........... ... .. ... ... ..... 115.2% 96.2% 113.3% 106.3% 119.8%
Quickratio ... 87.2% 76.3% 92.0% 73.4% 89.5%
Capital adequacy ratios
Gearingratio ........... i 17.7% 47.6% 27.2% 31.7% 20.6%
Debttoequityratio ...................... 21.5% 90.7% 37.4% 46.5% 25.9%
Interest coverageratio . .................. 24.3 5.6 13.3 10.6 18.0

Please see “Financial Information — Key Financial Ratios” for descriptions of the calculations of the
above ratios.

OUR BUSINESS MODEL

We believe that our state-of-the-art manufacturing facilities, engineering capabilities, technical
expertise and accumulated know-how in manufacturing camera modules and optical components, as well
as our strong relationships with our customers, will continue to differentiate us as a provider of high-
performance and cost-effective camera modules and optical components, and position us to take
advantage of attractive growth opportunities. Mobile device and consumer electronics manufacturers
seek suppliers with whom they can better align component technology development with their own
product development efforts. We aim to combine engineering innovation with specific commercialization
strategies and tailor our technology development efforts to our customers’ requirements, taking
advantage of our close working relationship with our customers to develop new products and refine
existing products in cooperation with them.

Products

We manufacture and sell camera modules utilizing flip-chip and COB technologies in a variety of
specifications, which are used as critical components in various mobile devices with camera functions.
We also manufacture and sell optical components used in a number of consumer electronics products
such as CD, DVD and Blu-ray players, as well as CD and DVD drives used in computers.

Production

We produce our products at two production facilities at Hengkeng and Huanan in Dongguan,
Guangdong Province, PRC, where we are able to take advantage of a high-quality labor force, extensive
infrastructure for our operations and a strategic location to facilitate the transportation of products to our
customers. Upon completion of manufacturing and testing of our products at our production facilities, the
products are packaged and sent to our finished goods warehouse in Hong Kong through independent
third-party logistics companies, for storage or further shipping to our customers, primarily in the PRC and
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Korea. Under the terms of our sales arrangements with our customers, we provide product warranties
that are usually limited to replacement of defective items or a credit with respect to amounts paid for such
items.

Components and Materials

We use a variety of components and materials in our manufacturing process. The main components
used in our manufacturing process for camera modules are CMOS image sensors, PCBs, lenses
(including lens holders) and HTCC boards, which in the aggregate accounted for approximately 91.6% of
our component and material costs in 2011, 87.9% in 2012, 86.1% in 2013 and 87.3% in the first ten
months of 2014. Accordingly, a stable source of such components is crucial to our success. We obtained
all of our needs for CMOS image sensors, PCBs, lenses (including lens holders) and HTCC boards from
38 independent suppliers in the first ten months of 2014, 23 of which were designated by our three
largest customers. Components and materials purchased from suppliers designated by our three largest
customers accounted for 91.4% of our component and material costs in 2011, 86.5% in 2012, 80.4% in
2013 and 74.6% in the first ten months of 2014. Other key components and materials utilized in our
manufacturing process include connectors, capacitors, ambient light sensors, raw optical glass and
coating chemicals. We are generally granted a credit period of 30 to 90 days from the date of billing by
our suppliers.

Apple and Other Customers

Our five largest customers together accounted for 99.0% of our turnover in 2011, 99.7% of our
turnover in 2012, 99.7% of our turnover in 2013 and 99.6% of our turnover in the first ten months of
2014. Our largest customer is Apple, which designs, manufactures, and markets mobile communication
and media devices, personal computers and portable digital music players, and sells a variety of related
software, services, peripherals, networking solutions, and third-party digital content and applications. We
have historically supplied fixed-focus camera modules that are attached to the front-end of mobile device
products to Apple. We began supplying COB camera modules directly to Apple in 2009, and we
expanded our relationship by supplying flip-chip camera modules starting in 2012. Apple directly or
indirectly accounted for 86.9% of our turnover in 2011, 87.9% of our turnover in 2012, 85.8% of our
turnover in 2013 and 74.4% of our turnover in the first ten months of 2014. For COB camera modules,
our major customers also include LG Electronics and Samsung Electronics. As a result of increasing sales
to LG Electronics and Samsung Electronics, the share of our turnover accounted for directly or indirectly
by Apple was approximately 77.7% (compared to approximately 19.4% for LG Electronics and
approximately 1.5% for Samsung Electronics) for the full-year 2014, based on our unaudited management
accounts.

We sell our optical components globally to a wide range of consumer electronics manufacturers,
which use our optical components in a variety of electronics products. Our major customers for optical
components include Optis (which is a supplier of electronic components to Samsung Electronics and
Toshiba) and subsidiaries or affiliates of leading global electronics companies such as Samsung
Electronics, LG Electronics and Hitachi. See “Business — Customers, Sales and Marketing.”

While our major customers usually provide us with a forecast of their supply needs on a regular
basis, they are not legally obligated to issue purchase orders to us in accordance with such forecasts and
in certain cases have the right to terminate, without cause, their sales arrangements relating to particular
types of products supplied by us. Accordingly, there is no guarantee that our major customers will
continue to purchase products from us. See “Risk Factors — Risks Relating to Our Business — We
currently sell a substantial portion of our camera modules and optical components to a limited number of
customers. Our dependence on these customers subjects us to events that may cause material
fluctuations or declines in our revenues.” Furthermore, in the case of Apple, our dependence on it as our
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largest customer is exacerbated by the fact that, from time to time, Apple also arranges for the sourcing
and supply of key manufacturing equipment and technology for our production of specific products for it.
Apple also imposes restrictions on our use of such equipment and technology for other customers, and
retains the right to require us to return such equipment and technology to it at its request. In addition,
Apple (as well as most of our other major customers) arranges for sourcing and supply of particular
components for our production of specific products for it.

Step-in Rights and Other Remedies Exercisable by Apple

We have also entered into certain arrangements with Apple, pursuant to which Apple will have
certain “step-in” rights to take over our production facilities in Huanan (which are used exclusively for the
manufacture of camera modules supplied to Apple), and will have the right to draw upon a US$50 million
stand-by letter of credit provided to Apple, in the event of certain breaches by us of our obligations to
Apple. Such arrangements will only become effective as of the Listing Date. The stand-by letter of credit,
once effective, will be treated as a contingent liability and any drawdowns thereunder will be treated as a
bank loan under our statement of financial position and as other loss under our statement of profit or loss
for accounting purposes. See “Risk Factors — Risks Relating to Our Business — We rely substantially on
Apple” and “Business — Customers, Sales and Marketing — Relationship with Apple.”

In the event that Apple exercises the “step-in” rights, we would lose ownership and control over our
production facilities in Huanan, and would lose the turnover and profit generated by such facilities, which
represented 72.3% and 68.1% of our turnover and a majority of our gross profit for the year ended
December 31, 2013 and the ten months ended October 31, 2014, respectively, which would have a
material adverse effect on our business, financial condition and results of operations.

Sales and Marketing

In line with the industry norm for mobile device component suppliers, we generally enter into sales
arrangements with our major customers, pursuant to which the parties agree on the basic terms of
development and supply of particular products for a specified period, typically for a term of one year
(including in the case of LG Electronics and Samsung Electronics, as well as Apple) but which may vary
depending on the customer’s needs as well as the type of product and its expected commercial longevity.
Our sales arrangements usually establish parameters for determining the price of the relevant products
being supplied, which is typically subject to adjustment on a regular basis based on a variety of factors
such as decreases in our operating costs, changes in the prices of components and materials and
improvements in our production yield for the products. Our sales arrangements do not establish fixed
purchase volume commitments, and purchase volumes are generally determined on an ongoing basis
based on purchase orders provided by the customer. Our major customers usually provide us with a
forecast of their supply needs on a regular basis.

We market our products primarily through our sales force. Sales outside of the PRC are supported
by our two sales subsidiaries located in Hong Kong and Korea. Such subsidiaries support our operations
by locating suitable local suppliers and potential new customers (especially for our optical components
business), identifying possible business opportunities and providing information regarding local market
conditions, as well as maintaining relationships with our existing customers. We typically grant our
customers credit terms ranging from 30 to 90 days from the date of billing. We assess the credit terms on
a case-by-case basis, taking into account the customer’s creditworthiness, prior dealing history and
additional information specific to the customer as well as economic environment in which the customer
operates.

OUR COMPETITIVE STRENGTHS

We believe that the following competitive strengths provide us with a number of advantages over our
competitors and position us favorably to take advantage of attractive growth opportunities: (i) major
camera module manufacturer serving the growing mobile devices market; (i) strong relationship with
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major mobile device companies; (i) strong management team supported by extensive engineering
capabilities; and (iv) competitive manufacturing capabilities with advanced process technologies.

OUR BUSINESS STRATEGIES

Our strategic objective is to enhance our position as a major manufacturer of camera modules that
meet the demands of our global customer base which we believe will maximize our value. To achieve this
objective, we plan to pursue the following strategies: (i) continue to focus on leading global mobile device
companies; (i) expand product offerings and market applications; (i) continue to drive product innovation,
design capabilities, enhance operational efficiencies and expand production capacity; and (iv) enlarge
customer base and served market segments.

NO MATERIAL ADVERSE CHANGE

Our Directors confirm that there has not been any material adverse change in our business or
financial, operational or trading position, or in the industries and the market environment in which we
operate, since October 31, 2014 and up to the date of this prospectus.

APPLICATION FOR LISTING ON THE HONG KONG STOCK EXCHANGE

Our Directors consider Hong Kong to be a suitable place for listing as they believe that, with our
businesses and operations being primarily located, managed and conducted in the PRC, a listing in Hong
Kong will not only contribute to opportunities for future fund-raising but also provide better synergy for us
in terms of branding and raising our corporate profile.

LISTING EXPENSES

During the Track Record Period, we incurred listing expenses of approximately US$3.6 million, of
which US$0.5 million and US$2.9 million were recognized as general and administrative expenses for the
year ended December 31, 2013 and the ten months ended October 31, 2014, respectively, and
US$0.2 million was capitalized as prepayments that would have been charged against equity upon
successful listing, in accordance with International Accounting Standard 32, Financial Instruments:
Presentation (“IAS 32”). Pursuant to such accounting standard, expenses that are incremental and directly
attributable to the issuance of new Shares in the Global Offering will be accounted for as a deduction from
equity upon listing. The expenses which do not relate directly to the issuance of new Shares in the Global
Offering are charged to the consolidated statement of profit or loss as incurred. We expect to incur
additional listing expenses of approximately US$4.8 million (including underwriting commissions of
approximately US$1.3 million, assuming an Offer Price of HK$4.88 per Offer Share, being the mid-point of
the indicative range of the Offer Price of HK$4.00 to HK$5.75 per Offer Share), of which US$3.2 million is
expected to be recognized as general and administrative expenses for the two months ended
December 31, 2014 and the year ending December 31, 2015, and US$1.6 million is expected to be
capitalized as prepayments to be charged against equity upon successful listing in accordance with IAS
32. Our Directors do not expect such expenses to have a material and adverse impact on our financial
results for the two months ended December 31, 2014 and the year ending December 31, 2015.

OFFERING STATISTICS

Offer Price per Share : HK$4.00 to HK$5.75 per Share
Board lot : 1,000 Shares
Offering structure : 90% International Offering and 10% Hong Kong Public Offering (subject to

reallocation and the Over-allotment Option)
DIVIDEND POLICY

After completion of the Global Offering, our Shareholders will be entitled to receive dividends that we
declare. The payment and the amount of any dividends will be at the discretion of our Directors and will
depend upon our future operations and earnings, capital requirements and surplus, general financial
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condition, contractual restrictions and other factors that our Directors deem relevant. Any declaration and
payment as well as the amount of dividends will be subject to the Articles of Association and the Cayman
Companies Law, including the approval of our Shareholders. If we decide to declare dividends, cash
dividends on our Shares will be paid in Hong Kong dollars. Other distributions, if any, will be paid to our
Shareholders by any means which our Directors deem legal, fair and practicable.

Future dividend payments will also depend upon the availability of dividends received from our
operating subsidiaries, including our operating subsidiary in China. PRC laws require that dividends be
paid only out of the net profit calculated according to PRC accounting principles, which differ in many
aspects from generally accepted accounting principles in other jurisdictions. PRC laws also require our
subsidiary in China to set aside part of its net profit as statutory reserves, which are not available for
distribution as cash dividends. Distributions from our operating subsidiaries may also be restricted if they
incur debt or losses or in accordance with any restrictive covenants in bank credit facilities, convertible
bond instrument or other agreements that we or our subsidiaries may enter into in the future.

We did not declare or pay any dividends on the Shares for the years ended December 31, 2011,
2012 and 2013 or for the ten months ended October 31, 2014,

FUTURE PLANS AND USE OF PROCEEDS
See “Business — Strategies” for a detailed discussion of our future plans.

The aggregate net proceeds to us from the Global Offering (after deduction of underwriting fees for
the Offer Shares to be newly issued by us and the total estimated expenses paid and payable by us in
connection with the Global Offering, and assuming an Offer Price of HK$4.88 per Offer Share, being the
mid-point of the indicative range of the Offer Price of HK$4.00 to HK$5.75 per Offer Share) will be
approximately HK$340.4 million. We plan to use the net proceeds to us from the Global Offering in the
following manner:

° as part of our overall business strategy, we intend to invest approximately 79% of the net
proceeds to us (approximately HK$269.0 million) for the enhancement and expansion of our
production capacity as follows:

()  approximately 66% of the net proceeds to us (approximately HK$225.8 million) for
enhancing the production capacity of the existing production lines for fixed-focus camera
modules and to enable us to begin manufacturing high-end camera modules. As a result
of such investments, which are expected to take place in 2016, and other capital
expenditures (which we intend to fund through cash flow from operating activities and
available banking facilities), our annual production capacity for camera modules is
expected to increase by approximately 29% by the first half of 2016 (as compared to
October 31, 2014);

(i)  approximately 13% of the net proceeds to us (approximately HK$43.2 million) to enhance
existing production lines to produce high-end COB camera modules by improving our
end-of-line testing processes through installation of more advanced machinery used in
quality control and testing procedures (without increasing our overall production capacity
for COB camera modules), which is expected to be completed by the first half of 2015;

° Approximately 12% of the net proceeds to us (approximately HK$40.8 million) for the
repayment of a term bank loan for working capital from HSBC with a maturity of November
2016 and an interest rate of 3.2%; and

° Approximately 9% of the net proceeds to us (approximately HK$30.6 million) for working
capital and other general corporate purposes.

If the Offer Price is determined at the highest point of the stated range, the proceeds to us would be
increased by approximately HK$70.6 million. In such event, we have the present intention to apply such
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amount for additional investment on each of the aforementioned uses on a pro rata basis. If the Offer
Price is determined at the lowest point of the stated range, the proceeds to us would be decreased by
approximately HK$71.4 million. In such event, we expect to first use HK$269.0 million for the
enhancement and expansion of our production capacity and reduce the amounts to be used for
repayment of the term bank loan and working capital by HK$71.4 million.

The net proceeds to us from the Global Offering will cover a major part of our current capital
expenditure needs for our expansion of production capacity during 2015 and 2016 and we expect such
net proceeds to be utilized in these two years according to the actual timetable for these capital
expenditure projects. To the extent that any part of the net proceeds to us from the Global Offering are
not immediately used for the above purposes, the Directors may allocate such proceeds to short-term
interest-bearing deposits and/or money-market instruments with authorized financial institutions and/or
licensed banks in Hong Kong and/or the PRC.

We will not receive any of the proceeds from the sale of the Sales Shares by the Selling Shareholder
in the Global Offering. The Selling Shareholder estimates that, after deduction of underwriting fees for the
Sale Shares and the estimated expenses payable by it in the Global Offering and assuming an Offer Price
of HK$4.88 per Share (being the midpoint of the indicative Offer Price range), it will receive net proceeds
from the Global Offering of approximately HK$587.0 million (assuming the Over-allotment Option is not
exercised) and approximately HK$735.4 million (assuming the Over-allotment Option is exercised in full),
respectively.

REGULATORY COMPLIANCE

Our PRC legal advisor, Jingtian & Gongcheng, has advised us that, during the Track Record Period
and up to the Latest Practicable Date, Cowell China has complied with relevant PRC laws, rules and
regulations in all material respects, including obtaining all the necessary licenses, approvals and permits,
except for a number of non-compliance incidents. The non-compliance incidents that are not immaterial
are summarized below.

° Our PRC subsidiary registered equipment whose title belongs to one of our major customers
with the relevant PRC government authorities as capital contributed by our Hong Kong
subsidiary. In connection with such non-compliance incident, Cowell China may be required to
pay the Underpaid EIT (as defined in “Business — Legal Proceedings and Regulatory
Compliance — Non-Compliance Matters”) and any related late payment surcharge, in the total
maximum amount of RMB21.7 million as of December 31, 2014 and RMB23.1 million as of
May 31, 2015;

° Our PRC subsidiary failed to compile the relevant information for tax declaration and did not
withhold the required portion of the salaries paid to its expatriate employees for individual
income tax purposes prior to September 2013;

° Our PRC subsidiary did not set up a housing provident fund account and pay housing
provident fund contributions for all of its employees in accordance with the applicable PRC
laws and regulations before December 2013;

° During the Track Record Period, our PRC subsidiary has been contributing to the employee
social welfare schemes based on a lower amount of wages instead of the actual wages of
employees as required under applicable PRC laws and regulations;

] Our PRC subsidiary failed to go through certain formalities in relation to occupational disease
prevention during the construction of our production facilities in Hengkeng and Huanan;

For further information regarding the above non-compliance incidents, please see “Business —
Legal Proceedings and Regulatory Compliance — Non-Compliance Matters.”
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RISK FACTORS

Our business faces risks including those set out in “Risk Factors” in this prospectus. As different
investors may have different interpretations and criteria when determining the significance of a risk, you
should read the “Risk Factors” section in its entirety before you decide to invest in the Offer Shares.

A summary of certain of these risk factors is set forth below. Any of the following developments may
have a material and adverse effect on our business, financial condition, results of operations and
prospects:

° We currently sell a substantial portion of our camera modules and optical components to a
limited number of customers. Our dependence on these customers subjects us to events that
may cause material fluctuations or declines in our revenues;

° We rely substantially on Apple;

° Our business is dependent on the global mobile device industry, and if the industry
experiences a downturn, our sales could decrease and we may face pressure to reduce
prices;

° Our manufacturing processes are complex and potentially vulnerable to impurities in the
production environment and manufacturing disruptions, which could reduce our production
yields and hurt our sales;

° Our dependence on a limited number of suppliers for key components and materials could
result in supply disruptions and prevent us from delivering our products in a timely manner to
our customers in the required quantities;

° Our continued success depends on our ability to respond to technological upgrades
demanded by mobile device manufacturers, and our failure to further refine our technology and
introduce new products or improved processes could render our products or production
methods uncompetitive or obsolete and reduce our sales and market share;

° Our future growth and profitability depend on our ability to upgrade our manufacturing facilities
and increase production capacity, and our ability to achieve our facility upgrades and capacity
expansion goals is subject to a number of risks and uncertainties;

® \We may not grow at a rate comparable to our growth rate in the past;

° Our results of operations are subject to seasonality of our customers’ product development
and launch cycles and may fluctuate;

° In line with general industry practice, we make capital expenditures based on forecasts of
supply needs provided by our customers as well as our projections of future demand for our
products, and discrepancies between such forecasts and projections and actual order volume
for our products could harm our business; and

° We operate in highly competitive markets and our failure to compete successfully would
adversely affect our businesses and market position.
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DEFINITIONS

In this prospectus, unless the
meanings set out below.

context otherwise requires, the following terms shall have the

“Accountants’ Report”

“affiliate”

“Application Form(s)”

“Articles” or “Articles of
Association”

“Bai Shi”

“BNP Paribas”

“Board” or “Board of Directors”

“business day”’

“CAGR’

“Cayman Companies Law”

“CCASS”

“CCASS Clearing Participant”

“CCASS Custodian Participant”

“CCASS Investor Participant’

“CCASS Participant”

“China” or “the PRC”

“CIMB”

the report of the Reporting Accountants dated March 19, 2015,
the text of which is set out in Appendix | of this prospectus

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

WHITE Application Form(s), YELLOW Application Form(s) and
GREEN Application Form(s) or, where the context so requires,
any of them

the articles of association of the Company (as amended from
time to time), conditionally adopted on March 10, 2015, a
summary of which is set out in Appendix V to this prospectus

Bai Shi Electronics Limited (FHETAHMRAT), a limited liability
company incorporated in Hong Kong on June 11, 2008, which is
wholly owned by Mr. Lee

BNP Paribas Securities (Asia) Limited
the board of Directors

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

compound annual growth rate

the Companies Law (2013 Revision) of the Cayman Islands,
Cap. 22 (Law 3 of 1961), as amended or supplemented or
otherwise modified from time to time

the Central Clearing and Settlement System established and
operated by HKSCC

a person admitted to participate in CCASS as a direct participant
or a general clearing participant

a person admitted to participate in CCASS as a custodian
participant

a person admitted to participate in CCASS as an investor
participant who may be an individual or joint individuals or a
corporation

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

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

CIMB Securities Limited
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“Companies Ordinance”

“Companies (Winding Up and
Miscellaneous Provisions)
Ordinance”

“Company” or “our Company”

“Controlling Shareholders”

“Cowell Asset’

“Cowell China”

“Cowell Hong Kong”

“Cowell Korea”

“Director(s)”
liGDPll
“Global Offering”

“Green Application Form(s)’

LTS L T

“Grou our Grou we” or “us”
’ )

“Hahn & Co. Eye”

(:HK$7J

“HKSCC”

the Companies Ordinance (Chapter 622 of the Laws of Hong
Kong), as amended or supplemented from time to time

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

Cowell e Holdings Inc., an exempted company incorporated in
the Cayman Islands with limited liability on November 28, 2006

Mr. Kwak and Hahn & Co. Eye

Cowell Asset Co., Ltd., a stock corporation incorporated under
the laws of Korea on May 26, 1998, which is wholly owned by
Mr. Kwak

RERBOLEETAMRAF (Dongguan Cowell Optic Electronics
Co., Ltd.), a wholly foreign-owned enterprise incorporated in the
PRC on February 5, 2002, which is a wholly owned subsidiary of
Cowell Hong Kong

Cowell Optic Electronics Limited (S tEETHRAH), a limited
liability company incorporated in Hong Kong on March 6, 2002,
which is a wholly owned subsidiary of the Company

Cowell Electronics Co., Ltd. (formerly known as Cowell World
Optic Co., Ltd. and World Optic Co., Ltd.), a stock corporation
incorporated under the laws of Korea on January 29, 1997,
which is a wholly owned subsidiary of the Company

the director(s) of our Company
gross domestic product
the Hong Kong Public Offering and the International Offering

the application form(s) to be completed by the White Form elPO
Service Provider, Computershare Hong Kong Investor Services
Limited

our Company and our subsidiaries and, in respect of the period
before we became the holding company of our present
subsidiaries, the businesses operated by such subsidiaries or
their predecessors (as the case may be)

Hahn & Company Eye Holdings Co., Ltd.,, a company
incorporated in Korea on July 15, 2011 which is one of our
Controlling Shareholders

Hong Kong dollars, the lawful currency of Hong Kong

Hong Kong Securities Clearing Company Limited
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“HKSCC Nominees”
“Hong Kong”

“Hong Kong Offer Shares”

“Hong Kong Public Offering”

“Hong Kong Share Registrar”
“Hong Kong Stock Exchange”

“Hong Kong Underwriters”

“Hong Kong Underwriting
Agreement”

“IFRS”

“Independent Third Party(ies)”

“International Offer Shares”

“International Offering”

“International Underwriting
Agreement”

HKSCC Nominees Limited, a wholly-owned subsidiary of HKSCC
the Hong Kong Special Administrative Region of the PRC

the 20,800,000 Shares being initially offered for subscription in
the Hong Kong Public Offering, subject to reallocation

the offer of the Hong Kong Offer Shares for subscription by the
public in Hong Kong

Computershare Hong Kong Investor Services Limited
The Stock Exchange of Hong Kong Limited

the underwriters of the Hong Kong Public Offering listed in the
section headed “Underwriting — Hong Kong Underwriters” in this
prospectus

the underwriting agreement dated March 18, 2015 relating to the
Hong Kong Public Offering and entered into by us, the Selling
Shareholder, the Sole Global Coordinator and the Hong Kong
Underwriter

International  Accounting Standards, International Financial
Reporting  Standards, amendments and the related
interpretations issued by the International Accounting Standards
Board

an individual(s) or a company(ies) who or which is/are not
connected (within the meaning of the Listing Rules) with any
directors, chief executive or substantial shareholders (within the
meaning of the Listing Rules) of us, our subsidiaries or any of
their respective associates

the 187,200,000 Shares being initially offered in the International
Offering (comprising 62,400,000 new Shares being offered by us
and 124,800,000 Sale Shares being offered by the Selling
Shareholder for subscription or purchase under the International
Offering) together with, where relevant, any additional Shares
which may be sold by the Selling Shareholder pursuant to the
exercise of the Over-allotment Option, subject to reallocation

the offer of the International Offer Shares at the Offer Price
outside the United States in offshore transactions in accordance
with Regulation S and in the United States to QIBs only in
reliance on Rule 144A or any other available exemption from
registration under the U.S. Securities Act

the international underwriting agreement relating to the
International Offering, which is expected to be entered into by us,
the Selling Shareholder, the Sole Global Coordinator and the
International Underwriters on or about March 25, 2015
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“International Underwriters”

“Joint Lead Managers”
“Korea”

“KOSDAQ”

“KRW”

“Latest Practicable Date”

“Listing”

“Listing Committee”

“Listing Date”

“Listing Rules”

“Memorandum” or “Memorandum
of Association”

“MOFCOM”

“Mr. Kwak”

“Mr. Lee”
[13 NPCH

“OEM”

“Offer Price”

“Offer Shares”

the group of underwriters, led by the Sole Global Coordinator,
that is expected to enter into the International Underwriting
Agreement to underwrite the International Offering

the Sole Sponsor, BNP Paribas and CIMB
the Republic of Korea

Korean Securities Dealers Automated Quotations Markets of the
Korea Exchange

Korean Won, the lawful currency of Korea

March 11, 2015, being the latest practicable date prior to the
publication of this prospectus for the purpose of ascertaining
certain information contained in this prospectus

the listing of the Shares on the Main Board of the Hong Kong
Stock Exchange

the listing committee of the Hong Kong Stock Exchange

the date, expected to be on or about March 31, 2015, on which
the Shares are listed on the Hong Kong Stock Exchange and
from which dealings in the Shares are permitted to commence on
the Hong Kong Stock Exchange

the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited, as amended or supplemented
from time to time

the memorandum of association of our Company (as amended
from time to time), conditionally adopted on March 10, 2015, a
summary of which is set out in Appendix V to this prospectus

Ministry of Commerce of the PRC (1# NRILFBIFTH ) or its
predecessor, the Ministry of Foreign Trade and Economic
Cooperation of the PRC (113 A\ R ILHI B3 5151 5 K895 & V)

Mr. Kwak Joung Hwan, one of our Controlling Shareholders
Mr. Lee Nam Oh, the brother-in-law of Mr. Kwak

National People’s Congress of the PRC (T3 AR

PN RAFRKE)
original equipment manufacture

the final offer price per Offer Share (exclusive of brokerage of
1.0%, SFC transaction levy of 0.0027% and Hong Kong Stock
Exchange trading fee of 0.005%)

the Hong Kong Offer Shares and the International Offer Shares
together with, where relevant, any additional Shares which may
be sold by the Selling Shareholder pursuant to the exercise of the
Over-allotment Option
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“Over-allotment Option”

“PRC Government” or “State”

“Price Determination Date”

“QIB(s)”

“Regulation S”
“Reporting Accountants”
“RMB”

“Rule 144A”

“SAFE”

“Sale Shares”

“Selling Shareholder”
“SFC”

“SFO”

“Share(s)”

“Share Option Scheme”

the option expected to be granted by the Selling Shareholder to
the International Underwriters, exercisable by the Sole Global
Coordinator (on behalf of the International Underwriters), pursuant
to which the Selling Shareholder may be required to sell up to an
aggregate of 31,200,000 Shares at the Offer Price to, among
other things, cover over-allocations in the International Offering, if
any

the central government of the PRC, including all political
subdivisions (including provincial, municipal and other regional or
local government entities) and its organs or, as the context
requires, any of them

the date, expected to be on or about March 25, 2015, on which
the Offer Price will be determined and, in any event, not later than
March 30, 2015

qualified institutional buyer(s) within the meaning of Rule 144A
Regulation S under the U.S. Securities Act

KPMG

Renminbi, the lawful currency of the PRC

Rule 144A under the U.S. Securities Act

State Administration of Foreign Exchange of the PRC
(3 N RN S AE 2E )

the 124,800,000 Offer Shares initially being offered for sale by the
Selling Shareholder at the Offer Price under the International
Offering

Hahn & Co. Eye
the Securities and Futures Commission of Hong Kong

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

ordinary share(s) in the capital of our Company, the nominal value
of which is US$0.004 each following the subdivision of the shares
in our Company pursuant to the resolutions in writing of our
Shareholders passed on September 19, 2014

the share option scheme conditionally adopted by our Company
for the benefit of our employees, Directors, customers and
suppliers of our Group, business or joint venture partners and
certain advisors of our Group and their respective employees, a
summary of the principal terms of which is set forth in “Statutory
and General Information — D. Share Option Scheme” in
Appendix VI to this prospectus
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DEFINITIONS

“Shareholder(s)”

“Sole Sponsor”, “Sole Global
Coordinator” or “Sole
Bookrunner”

“Stabilizing Manager”

“State Council”

“Stock Borrowing Agreement”

“Track Record Period”

“Underwriters”

”

“Underwriting Agreements

uus$”
I‘VAT”
“U.S.” or “United States”

“U.S. Securities Act”

“White Form elPO”

“White Form elPO Service
Provider”

holder(s) of Shares

Morgan Stanley Asia Limited

Morgan Stanley Asia Limited or any of its affiliates or any persons
acting for it

the PRC State Council (17 A B A 555 )

the stock borrowing agreement expected to be entered into on
or about the Price Determination Date between the Stabilizing
Manager (or its affiliates acting on its behalf) and the Selling
Shareholder, pursuant to which the Selling Shareholder will agree
to lend up to 31,200,000 Shares to the Stabilizing Manager on
terms set forth therein

the three financial years of the Company ended December 31,
2011, 2012 and 2013 and the ten months ended October 31,
2014

the Hong Kong Underwriters and the International Underwriters

the Hong Kong Underwriting Agreement and the International
Underwriting Agreement

U.S. dollars, the lawful currency of the United States of America
value added tax
the United States of America

the United States Securities Act of 1933, as amended from time
to time, and the rules and regulations promulgated thereunder

the application for Hong Kong Offer Shares to be issued in the
applicant’s own name by submitting applications online through
the designated website of White Form elPO www.eipo.com.hk

Computershare Hong Kong Investor Services Limited

In this prospectus, the terms “associate”, “close associate”, “connected person”, “connected
transaction”, “core connected person”, “controlling shareholder”, “subsidiary” and “substantial
shareholder” shall have the meanings given to such terms in the Listing Rules, unless the context

otherwise requires.

The English translation of the PRC entities, enterprises, nationals, facilities, regulations in Chinese or
another language included in this prospectus is for identification purposes only. To the extent there is any
inconsistency between the Chinese names of the PRC entities, enterprises, nationals, facilities, regulations
and their English translations, the Chinese names shall prevail.
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GLOSSARY

This glossary contains explanations of certain terms used in this prospectus that relate to our
business and the industry in which we operate. These terms and their meanings may not always
correspond to standard industry meaning or usage of these terms.

“ACF” anisotropic conductive film, a lead-free and environmentally
friendly epoxy system that is used to make electrical and
mechanical connections from the driver electronics to the
substrates

“Auto-focus” a feature of some optical systems that automatically adjusts to
obtain the correct focus on a subject, instead of requiring the
operator of the optical system to adjust the focus manually

“Blu-ray” a digital optical disc data storage format, referring to the blue
laser used to read the disc, which allows information to be stored
at a greater density than is possible with the longer-wavelength
red laser used for DVDs

“Camera module” an optoelectronic assembly of lens components and sensors or
other parts, such as a PCB, with various packaging technologies
including COB and FC. It is used to capture images which may
be transmitted or saved in the electronic device in the future
which the module is incorporated

“CD” compact disc(s)

“CMOS” complementary metal oxide semiconductor, a fabrication process
that incorporates n-channel and p-channel complementary MOS
transistors within the same silicon substrate. CMOS technology is
used in chips and for various analog circuits

“Coating” sputtering one layer or more of optical thin film on the surface of
an optical lens by a coating machine. This processing technology
can increase the transmittance of the lens by reducing its
reflections

“coB” chip-on-board, a technology wherein a semiconductor processor
chip or die is directly mounted on and electrically interconnected
to its final circuit board

“Die” one individual semiconductor processor chip before being
packaged
“‘DVD” digital video disc

i

“Fixed-focus’ a feature of some optical systems where the focus is set during

the manufacturing process and is not adjustable

“Flip-chip” an assembly technology where a semiconductor processor chip
is mounted directly onto a substrate in a “face-down” manner
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GLOSSARY

“FPCB”

“‘HTCC”

“IR cut filter”

“Lens holder”

(:PCBH

“Pixel(s)”

“Prism(s)”

uSMTn

“Stiffener”

“Substrate”

flexible printed circuit board, a patterned arrangement of printed
wiring utilizing flexible base material with or without flexible cover
layers

a high temperature co-fired ceramic, which is ceramic made of
conductive, resistive, and dielectric materials fired together at the
same time at a high temperature

a glass filter designed to prevent infrared light exposure to the
CMOS image sensor chip in order to enhance the photographic
image

an assembly of optical products which consists of several pieces
of lenses, a lens barrel and other materials

printed circuit board, a flat plate or base of insulating material
containing a pattern of conducting materials, which becomes an
electronic circuit when components are attached and soldered to
it

picture element, a basic unit of programmable color on a

computer display or in a computer image

device(s) used to refract light, reflect it or to disperse it into its
constituent spectral colors

surface mount technology, a process by which electronic
components are mounted directly on the surface of a substrate,
increasing board capacity, facilitating product miniaturization and
enabling advanced automation of production

a thin metallic plate designed to absorb heat produced by the
electrical current running through the camera module

a solid substance onto which a semiconductor device and other
electronic parts can be applied



FORWARD-LOOKING STATEMENTS

This prospectus contains certain forward-looking statements and information relating to us and our
subsidiaries that are based on the beliefs of our management as well as assumptions made by and
information currently available to our management. When used in this prospectus, the words “aim”,

” o w "« "« LIS [T

“anticipate”, “believe”, “could”, “expect”, “going forward”, “intend”, “may”, “ought to”, “plan”, “project”,
“seek”, “should”, “will”, “would” and the negative of these words and other similar expressions, as they
relate to us or our management, are intended to identify forward-looking statements. Such statements
reflect the current views of our management with respect to future events, operations, liquidity and capital
resources, some of which may not materialize or may change. These statements are subject to certain
risks, uncertainties and assumptions, including the risk factors as described in this prospectus. You are
strongly cautioned that reliance on any forward-looking statements involves known and unknown risks
and uncertainties. The risks and uncertainties facing us which could affect the accuracy of forward-looking
statements include, but are not limited to, the following:

° our business prospects;

° our ability to maintain relationships with, and the actions of and developments affecting, our
major customers and suppliers;

° the demand for end products into which our products are incorporated;

° future developments, trends and conditions in the industries and markets in which we operate;
° general economic, political and business conditions in the markets in which we operate;

° changes to the regulatory environment in the industries and markets in which we operate;

° the ability of third parties to perform in accordance with contractual terms and specifications;
° our ability to retain senior management and key personnel, and recruit qualified engineers;

° our business strategies and plans to achieve these strategies, including our expansion plans;
° the level and nature of, and potential for, future development of our business;

° the actions of and developments affecting our competitors;

° our ability to reduce costs and offer competitive prices;

] our ability to defend our intellectual property rights and protect confidentiality;

° change or volatility in interest rates, foreign exchange rates, equity prices, trading volumes,
commodity prices and overall market trends;

° capital market developments; and
° our dividend policy.

By their nature, certain disclosures relating to these and other risks are only estimates and should
one or more of these uncertainties or risks, among others, materialize, actual results may vary materially
from those estimated, anticipated or projected, as well as from historical results. Specifically but without
limitation, sales could decrease, costs could increase, capital costs could increase, capital investment
could be delayed and anticipated improvements in performance might not be fully realized.
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FORWARD-LOOKING STATEMENTS

Subject to the requirements of applicable laws, rules and regulations, we do not have any and
undertake no obligation to update or otherwise revise the forward-looking statements in this prospectus,
whether as a result of new information, future events or otherwise. As a result of these and other risks,
uncertainties and assumptions, the forward-looking events and circumstances discussed in this
prospectus might not occur in the way we expect or at all. Accordingly, you should not place undue
reliance on any forward-looking information. All forward-looking statements in this prospectus are qualified
by reference to the cautionary statements in this section.

In this prospectus, statements of or references to our intentions or those of the Directors are made
as of the date of this prospectus. Any such information may change in light of future developments.



RISK FACTORS

An investment in our Shares involves various risks. Before investing in us, you should carefully
consider all of the information set forth in this prospectus, and in particular, the specific risks set out
below. Any of the risks and uncertainties described below could have a material adverse effect on our
business, financial condition and results of operations or the trading price of the Shares, and could
cause you to lose your investment. You should pay particular attention to the fact that we conduct our
operations in the PRC, the legal and regulatory environment of which may differ in some respects from
that which prevails in other countries. Please be cautioned that the risks and uncertainties described
below are not exhaustive.

RISKS RELATING TO OUR BUSINESS

We currently sell a substantial portion of our camera modules and optical components to a
limited number of customers. Our dependence on these customers subjects us to events that
may cause material fluctuations or declines in our revenues.

We currently sell a substantial portion of our products to a limited number of customers. Our three
largest customers accounted for approximately 97.3% of our turnover in 2011, 98.8% in 2012, 99.1% in
2013 and 98.6% in the first ten months of 2014. In particular, our largest customer is Apple. It currently
purchases mainly flip-chip camera modules from us. Apple directly or indirectly accounted for 86.9% of
our turnover in 2011, 87.9% in 2012, 85.8% in 2013 and 74.4% in the first ten months of 2014 and,
based on our unaudited management accounts, accounted for approximately 77.7% of our turnover for
the full-year 2014. See “— We rely substantially on Apple.” In line with the industry norm, we generally
enter into sales arrangements with our major customers, pursuant to which the parties agree on the basic
terms of development and supply of particular products for a specified period, typically for a term of one
year but which may vary depending on the customer’s needs as well as the type of product and its
expected commercial longevity. Our sales arrangements usually establish parameters for determining the
price of the relevant products being supplied, which is typically subject to adjustment on a regular basis
based on a variety of factors such as decreases in our operating costs, changes in the prices of
components and materials and improvements in our production yield for the products. In evaluating
potential pricing parameters prior to entering into a sales arrangement, we generally use a pricing model
that takes into account factors such as our production costs (including the cost of components and
materials and labor costs), production cycle, production yield and transportation costs plus a targeted
manufacturing margin for the relevant products. Our sales arrangements do not establish fixed purchase
volume commitments, and purchase volumes are generally determined on an ongoing basis based on
purchase orders provided by the customer. While our major customers usually provide us with a forecast
of their supply needs on a regular basis, they are not legally obligated to issue purchase orders to us in
accordance with such forecasts and in certain cases have the right to terminate, without cause, their sales
arrangements relating to particular types of products supplied by us. Accordingly, there is no guarantee
that our major customers will continue to purchase products from us. See “Business — Customers, Sales
and Marketing.”

While we are continually aiming to expand the number of customers to whom we sell as well as
diversify our product portfolio and target additional industry and market segments, we anticipate that our
dependence on a limited number of major customers will continue for the foreseeable future.
Consequently, any of the following events may cause material declines in our revenues and have a
material adverse effect on our business, results of operations and financial condition:

° a reduction, delay or cancellation of orders from one or more of our major customers for any
reason, whether or not related to us;

° a change in preference for our competitors’ products over our products by one or more of our
major customers;
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° the adoption of alternative camera module technologies by our customers that we may not
offer or be able to develop;

° the loss of one or more of our major customers and our failure to identify additional or
replacement customers;

° the lack of success of devices incorporating our products that are launched and sold by our
major customers;

° the failure of any of our major customers to make timely payment for our products for any
reason, whether or not related to us;

° financial or operational difficulties or a decline in sales or market shares experienced by our
major customers; and

° our inability to meet our customers’ product quality standards, which may vary from time to
time.

Moreover, we have limited bargaining power against our major customers and consequently we
cannot assure you that we will be successful in negotiating favorable pricing and other terms of supply
with them. Our inability to negotiate favorable commercial terms with our major customers may adversely
affect our future sales and margins.

We rely substantially on Apple.

We depend on Apple as our largest customer for a majority of our turnover, as described above in
“— We currently sell a substantial portion of our camera modules and optical components to a limited
number of customers. Our dependence on these customers subjects us to events that may cause
material fluctuations or declines in our revenues.” Such dependence is exacerbated by the fact that, from
time to time, Apple also arranges for the sourcing and supply of key manufacturing equipment and
technology for our production of specific products for it. Apple also imposes restrictions on our use of
such equipment and technology for other customers, and retains the right to require us to return such
equipment and technology to it at its request. In particular, from time to time, Apple has provided us with
key manufacturing equipment and technology used in our production facilities in Huanan. See “Business
— Production Facilities — Manufacturing Lines.” Apple has not agreed to any form of technology transfer
to us under these arrangements.

In addition, Apple (as well as most of our other major customers) arranges for sourcing and supply of
particular components for our production of specific products for it. Furthermore, we have also entered
into certain arrangements with Apple, pursuant to which a material breach by us of our supply obligations
to Apple or our obligation to obtain its consent prior to a “change of control transaction” whereby
Mr. Kwak loses “control” over our Company, as described in “Relationship with the Controlling
Shareholders — Independence from Our Controlling Shareholder — Operational Independence,” will give
Apple the right to (i) draw upon a US$50 million stand-by letter of credit provided to Apple and (i) exercise
certain “step-in” rights to take over our production facilities in Huanan (which are used exclusively for the
manufacture of camera modules supplied to Apple). Such arrangements will only become effective as of
the Listing Date. The stand-by letter of credit, once effective, will be treated as a contingent liability and
any drawdowns thereunder will be treated as a bank loan under our statement of financial position and as
other loss under our statement of profit or loss for accounting purposes. In the event of the exercise of
such “step-in” rights by Apple, we would lose ownership and control over our production facilities in
Huanan, and would lose the turnover and profit generated by such facilities, which represented 72.3%
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and 68.1% of our turnover and a majority of our gross profit for the year ended December 31, 2013 and
the ten months ended October 31, 2014, respectively, which could materially and adversely affect our
business and performance. See “Business — Customers, Sales and Marketing — Relationship with
Apple.”

As in the case of our other major customers, Apple is not legally obligated to issue purchase orders
to us under its sales arrangements with us. In addition, Apple has the right to terminate its sales
arrangements with us generally, for cause, as well as the right to terminate its sales arrangements with us
relating to particular types of products supplied by us, without cause. Accordingly, there is no guarantee
that Apple will continue to purchase products from us. While we have plans to diversify our customer
base in order to reduce our reliance on Apple, we anticipate that our dependence on Apple as our largest
customer will continue for the foreseeable future. In the event that Apple reduces or no longer purchases
products from us in the future, our business, results of operations and financial condition may be
materially and adversely affected.

In addition, our reliance on Apple also subjects us to the risks faced by Apple, which according to
Apple’s public filings include but are not limited to the following:

Global and regional economic conditions could materially adversely affect Apple. Apple’s operations
and performance depend significantly on global and regional economic conditions. Uncertainty about
global and regional economic conditions poses a risk as consumers and businesses may postpone
spending in response to tighter credit, higher unemployment, financial market volatility, government
austerity programs, negative financial news, declines in income or asset values and/or other factors.
These worldwide and regional economic conditions could have a material adverse effect on demand for
Apple’s products and services.

Global markets for Apple’s products and services are highly competitive and subject to rapid
technological change, and it may be unable to compete effectively in these markets. Apple’s products and
services compete in highly competitive global markets characterized by aggressive price cutting and
resulting downward pressure on gross margins, frequent introduction of new products, short product life
cycles, evolving industry standards, continual improvement in product price/performance characteristics,
rapid adoption of technological and product advancements by competitors, and price sensitivity on the
part of consumers. It markets certain mobile communication and media devices based on its mobile
operating system and also markets related third-party digital content and applications. It faces substantial
competition in these markets from companies that have significant technical, marketing, distribution and
other resources, as well as established hardware, software and digital content supplier relationships; and
Apple has a minority market share in the smartphone market. Additionally, Apple faces significant price
competition as competitors reduce their selling prices and attempt to imitate it's product features and
applications within their own products or, alternatively, collaborate with each other to offer solutions that
are more competitive than those they currently offer. There can be no assurance Apple will be able to
continue to provide products and services that compete effectively.

To remain competitive and stimulate customer demand, Apple must successfully manage frequent
product introductions and transitions. Due to the highly volatile and competitive nature of the industries in
which Apple competes, it must continually introduce new products, services and technologies, enhance
existing products and services, and effectively stimulate customer demand for new and upgraded
products. The success of new product introductions depends on a number of factors including, but not
limited to, timely and successful product development, market acceptance, Apple’s ability to manage the
risks associated with new product production ramp-up issues, the availability of application software for
new products, the effective management of purchase commitments and inventory levels in line with
anticipated product demand, the availability of products in appropriate quantities and at expected costs to
meet anticipated demand, and the risk that new products may have quality or other defects or
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deficiencies in the early stages of introduction. Accordingly, Apple cannot determine in advance the
ultimate effect of new product introductions and transitions.

In the event that Apple is affected by any of the above or other risks relating to its business or
unfavorable economic conditions, or if its business or financial condition deteriorates for any reasons,
such developments could lead to payment delays to us or reduced orders for our products, which in turn
may have a material adverse effect on our business, results of our operations or financial condition. For
further details regarding our relationship with Apple, see “Business — Customer, Sales and Marketing —
Relationship with Apple.”

Our business is dependent on the global mobile device industry, and if the industry experiences
a downturn, our sales could decrease and we may face pressure to reduce prices.

We primarily design, manufacture and sell a variety of camera modules, which are critical
components for a broad range of mobile devices designed to incorporate a camera, including
smartphones and multimedia tablets. Therefore, our camera module business is affected by changing
market demand for our customers’ mobile devices. Sales of our camera modules accounted for 94.9% of
our total turnover in 2011, 97.5% in 2012, 98.6% in 2013 and 98.5% in the first ten months of 2014.
While the mobile device industry has generally enjoyed significant growth in recent years, it has
experienced slowdowns in the past, which often occur in connection with declines in global or local
economic conditions. The mobile device industry’s volatility results primarily from fluctuations in market
demand for mobile devices, as well as fluctuations in the industry’s available production capacity and
rapid changes in consumer preferences. Demand growth expectations for mobile devices, combined with
intense competition among mobile device manufacturers, have typically been accompanied by increased
capital investment to expand production capacity. The lead times for new manufacturing lines to become
operational may result in increases in the industry’s production capacity coinciding with weakening
demand, resulting in excess capacity, oversupply of products and declining prices.

In recent years, the slowdown of economic growth in the PRC and other major emerging markets,
as well as the weakness of the economic recovery in the U.S. and Europe, have resulted in continued
uncertainty regarding global economic prospects. An actual or anticipated further deterioration of global
economic conditions may depress consumer confidence and spending, particularly discretionary
spending on consumer electronics products, resulting in a decline in demand for high-end mobile devices
that would have a negative impact on the demand and pricing for our camera modules. If the mobile
devices industry experiences a downturn in the future, or if demand for mobile devices incorporating our
products decreases as a result of changes in consumer preferences, technological changes or otherwise,
we will face pressure to reduce prices and we may need to rationalize our production capacity and reduce
fixed costs. At the same time, our ability to reduce expenditures for research and development and
infrastructure during an industry downturn may be limited because of the need to maintain our competitive
position. If we are unable to reduce our expenses sufficiently to offset reductions in prices and sales
volume, our operating results and financial condition may be materially and adversely affected.

Our manufacturing processes are complex and potentially vulnerable to impurities in the
production environment and manufacturing disruptions, which could reduce our production
yields, hurt our sales and adversely affect our customer relationships and business reputation.

Manufacturing camera modules and optical components is a highly complex and precise process,
requiring production in a tightly controlled and clean environment. Microscopic impurities such as dust
and other contaminants, minor deviations in the manufacturing process or malfunctions of equipment or
facilities can cause substantial decreases in production vyields, affect the quality of the product, and in
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some cases, cause production to be suspended or result in products unfit for commercial sale. In
addition, our manufacturing processes require the use of sophisticated and costly equipment, which is
regularly modified and updated to improve production yields and product performance and reduce unit
manufacturing costs. These updates and migration to advanced technologies expose us to the risk that
production difficulties will arise from new or changed processes that could affect the quality of the
products and cause delivery delays, reduced output or both. As we expand our production capacity or
modify our production processes to adjust to new product specifications from our customers, we may
experience lower production yields initially as is typical with any new equipment or process, which may
have an adverse impact on our turnover and profit margins.

While we employ strict quality assurance procedures at key manufacturing stages to anticipate and
mitigate potential quality issues, our products may contain undetected defects or otherwise fail to perform
as expected, especially when new camera modules and optical components manufactured using the
latest technologies are first introduced to the market. These defects could cause us to incur significant re-
engineering costs, divert the attention of our engineering personnel from product development efforts or
lead to returns of our products and adversely affect our customer relationships and business reputation. In
addition, our sales arrangements with our customers typically contain customary product warranties, and
we may be exposed to substantial warranty claims. Widespread product failures, or perceptions of such
failures, may damage our market reputation, reduce our market share and adversely affect our business,
results of operations and financial condition.

Our dependence on a limited number of suppliers for key components and materials could
result in supply disruptions and prevent us from delivering our products in a timely manner to
our customers in the required quantities.

We currently purchase certain of our key components and materials for the production of camera
modules and optical components from a limited number of suppliers. In particular, a stable source of
CMOS image sensors, PCBs, lenses (including lens holders) and HTCC boards, which are the most
important components for our camera modules and which determine their product quality to a large
extent, is crucial to our success.

In accordance with their general practice, our major customers typically enter into short-term supply
agreements with suppliers for our main components, pursuant to which we are designated as an
authorized purchaser, and most of which contain pricing terms that may be adjusted from time to time
between the customer and the supplier. As we generally have minimal control over the prices of our main
components, the prices which are agreed between our major customers and the suppliers are typically
reflected in the price of our products supplied to such customers. In the event that we or our customers
cannot reach agreement on the pricing terms with our suppliers in the future or our suppliers fail to deliver
on their volume commitment, we will need to seek alternative supply sources after consultation with our
customers. In particular, in the case of camera modules that we produce for some of our major
customers, we are required to source certain components only from a select group of suppliers approved
by the customers, which further limits our ability to find alternative suppliers in the event of a supply
disruption. We expect to continue to depend upon a relatively limited number of suppliers for certain of
our key components and materials. Failure of a supplier to supply key components or materials that meet
our quality, quantity and cost requirements in a timely manner, failure to maintain our relationships with
our major suppliers, or our inability to obtain supplies from alternative sources on a timely basis or on
commercially reasonable terms could prevent us from timely delivering our products to our customers in
the required quantities, impair our ability to manufacture our products and increase our production costs,
which could have a material adverse effect on our business, results of operations and financial condition.
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The success of our business depends on the continuing efforts of our key management and
technical personnel, and our business may be severely disrupted if we lose their services.

Our future success depends, to a significant extent, on our ability to attract, train and retain qualified
executive officers, engineers and technical personnel, particularly those with expertise in the camera
module and optical component industries and established relationships with our major customers. In
particular, we are highly dependent on Mr. Kwak, our current chairman, chief executive officer and
controlling shareholder, due to his experience, relationships and knowledge in the camera module
industry. Furthermore, we are placing higher emphasis on research and development in order to develop
proprietary product and manufacturing technologies and continually bring to market innovative products in
response to rapidly evolving customer preferences and technology developments. Accordingly, we must
recruit top engineers and technical personnel. There is substantial competition for qualified personnel, and
there can be no assurance that we will be able to attract or retain qualified personnel on commercially
reasonable terms or at all. If one or more of our key executive officers, engineers or technicians are unable
or unwilling to continue in their present positions, we may not be able to replace them easily or at all. As a
result, our business may be severely disrupted and we may incur additional expenses to recruit and retain
new personnel or find other suitable replacements. All of our full-time employees have entered into a
confidentiality agreement with us, which also contains non-competition provisions. However, if any
disputes arise between our employees and us, we cannot assure you as to the extent to which we may
be able to effectively enforce any of these agreements. The loss of the services of any of our key
personnel without adequate replacement, the inability to attract new qualified personnel, significant
increases in the cost to retain such personnel, or the inability to enforce our confidentiality or non-
competition agreements with our employees may have a material adverse effect on our operations.

Our continued success depends on our ability to respond to technological upgrades demanded
by mobile device manufacturers, and our failure to further refine our technology and introduce
new products or improved processes could render our products or production methods
uncompetitive or obsolete and reduce our sales and market share.

The mobile devices industry is characterized by changing technologies, evolving industry standards
and continual improvements in performance characteristics and product features, which result in short
product cycles, frequent introduction of new products and price erosion of existing products. Advances in
technology typically lead to rapid declines in sales volumes for products made with older technologies and
lead to certain products becoming less competitive in the marketplace, or even obsolete. We expect that
improvements in mobile phones (including smartphones), multimedia tablets, digital media devices and
laptop computers will further increase the pace and importance of technological innovation in the mobile
devices industry in the future.

Changes in our customers’ requirements in light of such improvements may result in new and more
demanding product specifications and performance parameters, which may also necessitate changes to
our manufacturing processes. Our ability to remain competitive will depend upon our ability to timely
develop and introduce technologically advanced products and manufacturing processes in a cost-
effective manner. For example, our ability to manufacture our products by utilizihng advanced
manufacturing processes to increase production yields at relatively low costs as well as manage the risks
associated with new production ramp-up will be critical to maintaining our competitiveness. Accordingly,
we expect to continually invest in research and development to upgrade our products and enhance our
production facilities and manufacturing processes. If we do not adequately anticipate changes in
technology and effectively introduce new and innovative products and manufacturing processes, we may
not be able to produce products that meet customer requirements or produce them at competitive prices,
which could render our products or production methods uncompetitive or obsolete and reduce our sales
and market share.
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Our future growth and profitability depend on our ability to upgrade our manufacturing facilities
and increase production capacity, and our ability to achieve our facility upgrades and capacity
expansion goals is subject to a number of risks and uncertainties.

The camera module and optical components businesses require capital expenditures in order to
maintain competitiveness. In particular, our future growth and profitability depend in part on our ability to
timely and cost-effectively upgrade our manufacturing facilities and increase our production capacity. We
plan to continue to strategically invest in upgrading and expanding our manufacturing lines to add
production capacity selectively and achieve additional economies of scale that will enable us to generate
further production cost savings. Our capital expenditures (equivalent to the cash we spent for payment for
purchases of property, plant and equipment) amounted to US$8.7 million in 2011, US$50.7 million in
2012, US$15.8 million in 2013 and US$20.4 million in the first ten months of 2014. The increase in our
capital expenditures in 2012 mainly reflected investments in facilities and equipment in connection with
the establishment of new production facilities in Huanan. We have spent approximately US$21.5 million in
capital expenditures for the full-year 2014, primarily to purchase equipment to produce more advanced
flip-chip camera modules.

Our ability to build and successfully operate our additional production capacity and increase output
is subject to significant risks and uncertainties, including:

° the inability on our part to raise sufficient funds to build additional production capacity and
maintain adequate working capital to operate new manufacturing lines;

° delays and cost overruns associated with the build-out of additional facilities due to a variety of
factors, many of which may be beyond our control, such as delays in or the inability to obtain
government approvals, problems with suppliers of manufacturing equipment and equipment
malfunctions and breakdowns;

° the inability on our part to effectively operate our new manufacturing lines to meet cost and
production requirements of existing and new customers;

° the inability on our part to secure adequate additional supplies of components and materials as
well as additional land and skilled labor to build and operate our new manufacturing lines; and

e  diversion of management attention and other resources.

Furthermore, expansion of production capacity often leads to a short-term drop in profitability due to
the lead-time and investments required to achieve desired production yields and for additional personnel
training and other adjustments necessary for the successful operation of the new manufacturing lines. If
we are unable to successfully build and operate additional manufacturing lines and increase our output,
we may not be able to meet demand from our existing or new customers, which could result in loss of
customers and market share. In addition, our investments typically will be made well in advance of any
sales that will be generated from making such expenditures. If unforeseen adverse market conditions and
corresponding shortfall in actual demand for our products result in a mismatch between sales volume and
anticipated production volume, or if unit sales prices are lower than forecasted due to market oversupply,
we may not be able to recover our investments, in part or in full, or the recovery of these investments may
take longer than expected, which could materially and adversely affect our business, results of operations
and financial condition.



RISK FACTORS

The successful implementation of our customer base expansion and product diversification
strategy depends on a variety of factors, some of which are beyond our control.

Our overall strategy includes further expanding our customer base by entering into additional camera
module supply arrangements with major mobile device manufacturers, as well as selectively diversifying
into a wider variety of camera modules and optical components, particularly high-end camera modules
and blue filters, which we believe can help generate sales growth and enhance our profitability. As part of
this strategy, we commenced supplying fixed-focus camera modules to Samsung Electronics in October
2013 and high-end camera modules with resolutions higher than 8 megapixels to LG Electronics in
August 2014, and have agreed with LG Electronics to supply high-end camera modules with resolutions
of 13 megapixels starting in the third quarter of 2015. However, our past operating history may not serve
as an accurate basis to judge our future prospects and results of operations, and therefore, past growth in
sales experienced by us should not be taken as indicative of the rate of sales growth, if any, that can be
expected in the future pursuant to our customer base expansion and product diversification strategy. In
addition, our future success with respect to our additional customers and new and diversified product
offerings will require us to continue to expand our production capacity and output significantly beyond
current levels. The risks of cost overruns or delays in delivery of new product offerings, in particular, are
greater than those for the types of camera modules and optical components that we have manufactured
in the past.

Our ability to implement our expansion and diversification strategy will also depend on a variety of
factors, some of which are beyond our control, including the availability of qualified engineers and
personnel, establishment of new relationships and expansion of existing relationships with customers and
suppliers, procurement of necessary technology and know-how to diversify our operations and access to
investment capital at reasonable costs. Following the expansion of our customer base and production
capacity, as well as the diversification of our product offerings, we may not be able to achieve or maintain
satisfactory production yields, which may materially and adversely affect our results of operations and
financial condition. Our plan to expand our customer base and diversify our product offerings may not be
successful, and our business and prospects should be evaluated in light of the risks, uncertainties and
expenses that we will face as a company seeking to add new customers and develop and manufacture
new products in continually evolving markets.

We may not grow at a rate comparable to our growth rate in the past.

We have experienced a period of rapid growth and expansion. For the years ended December 31,
2011, 2012 and 2013, we recorded turnover of US$323.1 million, US$527.5 million and US$813.9 million,
respectively, representing a CAGR of 58.7%, and profit for the year of US$18.2 million, US$13.2 million
and US$50.2 million, respectively, representing a CAGR of 66.4%. For the ten months ended October 31,
2013 and 2014, we recorded turnover of US$616.1 million and US$638.4 million and profit for the period
of US$32.1 million and US$30.6 million, respectively. The sustainability of our growth depends on a
number of factors, many of which are beyond our control, including the continued success of our major
customers, our ability to maintain and expand our customer base and diversify our product offerings, our
research and development efforts, continued expansion of our production capacity, the competitive
environment in our industry and the availability of adequate management, labor and financial resources, as
well as economic, political and legal developments in the PRC, Hong Kong and our overseas markets. We
cannot assure you that our growth rate can be maintained at any particular level or at all. Should there be
any changes which adversely affect our operations, our growth and profitability could be reduced.
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Our results of operations are subject to seasonality of our customers’ product development
and launch cycles and may fluctuate.

The mobile devices and consumer electronics markets are characterized by seasonal increases in
production and sales volume in the latter part of the year primarily driven by increased consumer spending
during the year-end holiday season. We normally experience the highest sales volume for our camera
modules in the fourth quarter of each year when our customers increase their inventories of mobile
devices in light of increased seasonal demand. Correspondingly, our production and sales levels also tend
to be the lowest in the first and second quarters of each year. Seasonal fluctuations in our sales are often
exacerbated by the product development and launch cycles of our major customers, who tend to
introduce new or enhanced mobile devices to the market during the latter part of the year. In line with
such product launch cycles of our major customers, we have historically launched new or enhanced
camera module products during the second half of the year, which has generally led to higher average
selling prices, production and sales volumes and turnover in the third and fourth quarters of the year. As a
result of the inherent seasonality of our business, our results of operations may fluctuate from period to
period. For example, in 2013, our turnover for the first half and second half of the year represented 37.1%
and 62.9%, respectively, of our total turnover for the year. An analysis of our interim financial performance
may not be meaningful due to the seasonality of our sales and period to period comparisons of our
operating results may not be reliable indicators of overall trends in our business. We believe that the
seasonal variability in our results of operations will continue in the future.

In line with general industry practice, we make capital expenditures based on forecasts of
supply needs provided by our customers as well as our projections of future demand for our
products, and discrepancies between such forecasts and projections and actual order volume
for our products could harm our business.

As described above, our sales arrangements with our major customers usually do not establish fixed
purchase volume commitments, and purchase volumes are generally determined based on purchase
orders provided by our customers. Our major customers usually provide us with a non-binding rolling
forecast of their supply needs on a regular basis, and in line with general industry practice, we make many
of our capital expenditure decisions, including those relating to expansion and upgrading of our
production facilities, based on such forecasts as well as our projections of future demand for our
products.

There is no assurance that, at any given time, we will be able to accurately estimate the volume of
future purchase orders to be generated by our customers. If the actual order volume is lower than our
estimates, we may experience under-utilization of production capacity and excess inventory and fail to
recover our capital expenditures made based on such estimates. On the other hand, if the actual order
volume exceeds our estimates, we may be unable to satisfy our customers’ purchase orders and our
customer relationships and reputation could be harmed. Any of these occurrences could hurt our
business, results of operations and financial condition.

We operate in highly competitive markets and our failure to compete successfully would
adversely affect our businesses and market position.

The camera module industry and the optical component industry are intensely competitive. We face
significant competition in each of our product lines, as we believe there are certain products from other
manufacturers that are competitive with our products in terms of quality and price. Although barriers to
entry exist in the design and manufacturing of camera modules and optical components in terms of
technical expertise, substantial capital requirements and difficulties relating to building customer
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relationships and establishing market credibility, new entrants may seek to develop or acquire the required
technical capability and customer base through substantial investments in the necessary technology,
production facilities and marketing network to compete with our existing business.

Our principal competitors in the camera module industry currently include LG Innotek Co., Ltd.,
Samsung Electro-Mechanics Co., Ltd., Partron Co., Ltd. and Sharp Corporation. We also compete with
various companies in the optical component industry, and we face potential competition from emerging
companies that may be seeking to significantly expand the scale of their operations. Such intense
competition has been characterized from time to time by oversupply, erosion of average selling prices and
frequent product enhancements from changes in technology. As a result of the competitive environment,
many of our competitors have used aggressive pricing and marketing strategies as well as different
product design approaches and alternative technologies that customers may prefer over those utilized by
us, in order to maintain or gain market share.

Some of our principal competitors, which may be affiliates of our major customers, have greater
financial, technological and other resources than we do and may be better positioned to withstand
periodic downturns. Our competitors’ greater size, more diversified product offerings and, in some cases,
longer operating histories and relationships with key customers and suppliers provide them with a
competitive advantage. Such competitors may have stronger bargaining power with customers and
suppliers and have an advantage over us in pricing as well as in securing the necessary key components
and materials at times of shortages. Some of our competitors may also have greater brand name
recognition, more established distribution networks, larger customer bases and extensive knowledge of
our target markets. They may be able to devote greater resources to research and development and
marketing of their products and respond more quickly to evolving industry standards and changes in
market conditions than we can, as well as influence market pricing. Our ability to compete successfully
with them in the camera module and optical component industries depends on many factors, including:

° product performance, quality and reliability;
° competitive pricing;
° availability of adequate production capacity;

° ability to accurately identify and respond to emerging technological trends and demand for
product features and performance characteristics;

° successful and timely development of new products and manufacturing processes;

° ability to develop and maintain customer and supplier relationships;

° customer service, including after-sales service of products and technical support; and

®  prand recognition and financial strength.

In light of the characteristics of the camera module and optical component industries and their pace
of change, we cannot assure you that we will be able to effectively adapt to changing market conditions

and compete successfully with existing or new competitors. Our failure to do so may materially and
adversely affect our business, results of operations and financial condition.
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If we fail to protect our intellectual property rights and our customers’ technology that we
utilize, our competitive position may be undermined and we may be exposed to claims and
liabilities.

We rely primarily on a combination of patent, trademark and trade secret protections, as well as
confidentiality agreements, to safeguard our intellectual property, as well as the technologies of our major
customers that we utilize in our production process. With respect to proprietary know-how that is not
patentable and production processes for which patents are difficult to enforce, we rely on trade secret
protections and confidentiality agreements to safeguard our interests. We believe that many elements of
our products and manufacturing processes involve proprietary know-how that is not covered by patents
or is impractical to patent. In order to safeguard our intellectual property and that of our major customers,
all of our full-time employees have entered into a confidentiality agreement with us as part of their terms of
employment. We also take other precautionary measures, such as using a dedicated server for technical
data and hiring specialized third-party IT firms to manage our data security. However, the steps taken by
us to protect such proprietary information may not be adequate to prevent misappropriation of our
technology or that of our major customers that we utilize. In addition, such proprietary rights and
technologies may not be adequately protected because:

° individuals may not be deterred from misappropriating our and our customers’ technologies
despite the existence of laws or contracts prohibiting it;

° policing unauthorized use of our and our customers’ intellectual property may be difficult,
expensive and time-consuming, and we may be unable to determine the extent of any
unauthorized use; and

° certain countries in which we do business do not protect intellectual property rights to the
same extent as in developed countries.

Reverse engineering, unauthorized copying or other misappropriation of our or our customers’
proprietary technologies and manufacturing processes could enable third parties to benefit from such
technologies without compensating us or our customers for doing so. We cannot assure you that
infringement of our or our customers’ intellectual property rights by other parties does not exist now or
that it will not occur in the future. Furthermore, if our customers’ technology that we utilize is
misappropriated by third parties due to our inadequate protection of such technology, we may be subject
to claims from and liability to our customers for violating the terms of our agreements with them. Our
competitors may also independently develop substantially equivalent technologies, or otherwise gain
access to our proprietary technologies, and obtain patents for such intellectual properties in other
jurisdictions, including the countries in which our camera modules and optical components are
manufactured or sold. If any third parties are successful in obtaining patents for technologies that are
substantially equivalent or the same as the technologies we use in our production of camera modules and
optical components in any of our markets before we do and enforce their intellectual property rights
against us, we may be required to stop selling such allegedly infringing products, seek licenses and pay
royalties for the relevant intellectual properties, or redesign such products with non-infringing technologies.

To protect our intellectual property rights and those of our customers, and to maintain our
competitive advantage, we may file suits against parties that we believe are infringing such intellectual
property. Such litigation may be costly and may divert management attention as well as other resources
away from our business, and there is no assurance that any outcome will adequately compensate us. In
certain situations, we may have to bring suit in overseas jurisdictions, in which case we would be subject
to additional risks as to the results of the proceedings and the amount of damages that we can recover.
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An adverse determination in any such litigation or in lawsuits by our customers against us may harm our
business, prospects and reputation. In addition, we have no insurance coverage against litigation costs
and would have to bear all costs arising from such litigation to the extent we are unable to recover them
from other parties. The occurrence of any of the foregoing could have a material adverse effect on our
business, results of operations and financial condition.

We may be exposed to infringement or misappropriation claims by third parties, which, if
determined adversely to us, could cause us to lose significant rights and pay significant
damage awards.

Our success depends largely on our ability to use and develop our technology and know-how
without infringing the intellectual property rights of third parties. The validity and scope of claims relating to
camera module patents and optical components technology patents involve complex scientific, legal and
factual questions and analysis and, therefore, may be highly uncertain. Although we are not currently
aware of any parties pursuing or intending to pursue infringement claims against us, we cannot assure
you that we will not be subject to such claims in the future. Also, because patent applications in many
jurisdictions are kept confidential for an extended period before they are published, we may be unaware of
pending patent applications by other parties that relate to our technologies, products or processes. The
defense and prosecution of intellectual property suits, patent opposition proceedings and related legal
and administrative proceedings can be both costly and time consuming and may significantly divert the
efforts and resources of our technical and management personnel. An adverse determination in any such
litigation or proceedings to which we may become a party could subject us to significant liability to third
parties, require us to seek licenses from third parties, to pay ongoing royalties, or to redesign our products
or subject us to injunctions prohibiting the manufacture and sale of our products or the use of our
technologies. Protracted litigation could also result in our customers deferring or limiting their purchase or
use of our products until resolution of such litigation. The occurrence of any of the foregoing could have a
material adverse effect on our business, results of operations and financial condition.

Work stoppages and other labor-related issues may adversely affect our operations.

We consider our relations with our work force to be good. While we have maintained a cooperative
relationship with our employees and have not experienced any significant labor-related disputes to date,
there can be no assurance that a work slowdown, work stoppage or strike will not occur in the future, as
a result of, among others, our employees’ desire for higher wages, increased benefits or improvements in
working conditions. For example, we experienced minor operational disruptions in July 2014 when a small
number of our factory employees in the PRC went on a strike due to workload issues. The dispute was
resolved within a day after we met with representatives of the striking employees to address their
demands, and the Liaobu Town government supported us during the settlement process. While we seek
to be fully compliant with all applicable labor laws and regulations, we cannot assure you that our
employees will always be satisfied with their working conditions, and we may be subject to similar
operational disruptions in the future as a result of disputes with our employees.

Furthermore, as our production process remains highly labor-intensive, we require a certain number
of employees to fulfill our customers’ purchase orders and maintain our production levels. There is no
guarantee that the available supply of labor and our labor costs will continue to be stable. In particular, as
with other manufacturing companies in the PRC, we experience a high rate of employee turnover during
Chinese New Year holidays. If we fail to retain our existing labor force and/or recruit sufficient replacement
labor in a timely manner, we may not be able to accommodate sudden increases in demand for our
products or successfully implement our expansion plans. Work slowdowns, stoppages, strikes or other
labor-related issues or disputes affecting us could have a material adverse effect on our business, results
of operations and financial condition.
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We depend on a limited number of qualified suppliers for key manufacturing equipment, and
the unavailability of such equipment could cause interruptions to our operations or delay
implementation of our expansion plans.

We have purchased, and expect to continue to purchase, a substantial portion of our key
manufacturing equipment from a limited number of qualified suppliers. As a result, such equipment is not
readily available from multiple suppliers and may be difficult to repair or replace in a timely manner or on
commercially reasonable terms. Some of our major customers also require us to source certain key
equipment from a select group of equipment manufacturers approved by the customer, which further
limits our ability to find alternative suppliers. In order to mitigate the impact from delay or unavailability of
key equipment on our operations, we continually assess our future need for new equipment, procure key
equipment while taking into account potential lag-time, and seek to maintain close relationships with our
key equipment suppliers. Increased market demand for manufacturing equipment may cause lead times
to extend beyond those normally required by the equipment suppliers from time to time, and any
significant delays in the sourcing, delivery and installation of new or replacement equipment could cause
material interruptions to our operations. In addition, the unavailability or delays in delivery of key
equipment, or failure of equipment to meet our specifications, could delay implementation of our
expansion plans and impair our ability to meet customer orders, which could have a material adverse
effect on our business, results of operations and financial condition.

Exchange rate fluctuations can adversely affect our financial results due to sales and expenses
in different currencies.

There has been volatility in currency exchange rates in recent years, including rates between the
Renminbi, the U.S. dollar, the Korean Won and other major foreign currencies. To the extent that we incur
costs in one currency and generate sales in another, our margins and profits may be affected by changes
in the exchange rates between the two currencies. While both our sales of products and our purchases of
components, materials and equipment are denominated mainly in U.S. dollars, a portion of our purchases,
as well as our labor and other operating costs, are denominated in other currencies, including Renminbi
and Korean Won. In 2013 and the first ten months of 2014, 12.6% and 6.3%, respectively, of our total
cost of sales was denominated in currencies other than the U.S. dollar. Accordingly, fluctuations in
exchange rates, in particular between the U.S. dollar and the Renminbi, may adversely affect our margins
and our operating and pre-tax profit.

In recent years, the value of the U.S. dollar relative to the Renminbi has generally decreased, while
the value of the U.S. dollar to the Korean Won has fluctuated. A depreciation of the U.S. dollar against the
Renminbi increases the cost in U.S. dollar terms of our labor costs. The depreciation of the U.S. dollar
against the Renminbi therefore generally has a net negative impact on our results of operations. It is
difficult to predict how the U.S. dollar to Renminbi exchange rates will change in the future. In the event
that the U.S. dollar’s depreciation against the Renminbi continues or becomes more pronounced as a
result of pressure from the PRC’s trading partners such as the United States or otherwise, such
developments may adversely affect our results of operations.

We do not use forward contracts or other derivative instruments to hedge our exchange rate
exposures, as we have historically had limited exposures and the impact of exchange rate fluctuations on
our results of operation has in the past been partially mitigated by the natural offset of our foreign currency
receivables with our foreign currency payables. However, there is no guarantee that such offsets will be
able to reduce the impact of such fluctuations in the future.
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Compliance with environmental regulations can be expensive, and non-compliance may result
in adverse publicity and potentially significant monetary damages and fines.

We are subject to environmental protection laws and regulations in the areas where we operate. We
use, generate and discharge toxic, volatile and otherwise hazardous chemicals and wastes in our
research and development and manufacturing activities, and we are subject to regulations and periodic
monitoring by PRC local environmental protection authorities and are required to comply with all PRC
national and local environmental protection laws and regulations. The relevant governmental authorities
may impose fines or deadlines to cure instances of non-compliance and order us to cease our production
if we fail to comply with their requirements. Under the PRC environmental regulations, we are required to
maintain the pollutant emission levels at each of our facilities within the levels prescribed by the relevant
governmental authorities. We are also required to obtain a permit from, or to submit a report to, the
relevant governmental authorities in order to install facilities that emit pollution. Also, prior to commencing
operation of a new manufacturing line or an extension of an existing line, we may be required to obtain
safety appraisals and government permits or filings for storage and use of hazardous chemicals and
production and use of high pressure gas.

If we fail to comply with relevant environmental regulations in the future, we may be required to pay
fines, suspend production or cease operations. In addition, if more stringent regulations are adopted in
the future, the costs of compliance with these new regulations could be substantial. Any failure by us to
control the use of, or to adequately restrict the discharge of, hazardous substances could have a material
adverse effect on our business, results of operations and financial condition.

We have limited insurance coverage and may incur significant losses resulting from operating
hazards or business interruptions.

As with other camera module and optical component manufacturers, our operations involve the use,
handling, generation, processing, storage, transportation and disposal of hazardous materials, which may
result in fires, explosions, spills and other unexpected or dangerous accidents causing personal injuries or
death. In addition, the normal operation of our manufacturing facilities may be interrupted by accidents
caused by operating hazards, power supply disruptions and equipment failures, as well as natural
disasters. While we carry insurance against certain events in line with general industry practice, we do not
carry business interruption insurance and therefore are not covered against the interruption of normal
operation of our manufacturing facilities. In addition, although we currently maintain commercial general
liability insurance against third party claims relating to personal injury arising from accidents at our
properties or relating to our operations, our recoveries under such policy may not be sufficient to cover
our losses resulting from such claims. Any occurrence of these or other accidents in our operation could
result in potentially significant monetary damages, diversion of resources, production disruption and delay
in delivery of our products, which may have a material adverse effect on our business, results of
operations and financial condition.

We had negative net operating cash flow for the year ended December 31, 2012, and any future
shortfalls in operating cash flow may expose us to liquidity risks.

We had negative net cash flow from operating activities of US$8.1 million for the year ended
December 31, 2012, primarily due to our increased trade and other receivables and inventories during
2012 as we increased our turnover. In addition, our gearing ratio, which represents net debt (defined as
bank loans and overdrafts and loan from a director less cash and cash equivalents and pledged deposits)
as a percentage of the sum of net debt and total equity, was 17.7%, 47.6%, 27.2% and 20.6% as of
December 31, 2011, 2012 and 2013 and October 31, 2014, respectively, which increased significantly for
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2012 due to the additional bank borrowings we incurred for our working capital and to expand our
production capacity during 2012.

We cannot assure you that we will not experience negative net cash flow from our operating
activities or a high gearing ratio position in the future again. A negative net cash flow position for operating
activities could impair our ability to make necessary capital expenditures and constrain our operational
flexibility as well as adversely affect our ability to meet our liquidity requirements. For example, if we do not
have sufficient net cash flow to fund our future capital requirements, pay our trade and bills payable and
repay our outstanding debt obligations when they become due, we may need to significantly increase
external borrowings or secure other external financing. If the increase in our total borrowings results in our
gearing ratios being higher, our capability for further external financing will be limited. If adequate funds are
not available from external borrowings, whether on satisfactory terms or at all, we may be forced to delay
or curtail our development and expansion plans, and our business, financial condition and results of
operations may be materially and adversely affected.

We may require additional funding in the future and may not be able to secure such funding on
terms acceptable to us.

Access to financing is required in order for us to execute our business strategies, including
expanding or upgrading manufacturing facilities and equipment, developing new technologies and
products and expanding our operations into new businesses. Our ability to continue to obtain debt
financing at a reasonable cost will depend on several factors, some of which may be outside our control,
including general economic conditions and the liquidity of the international capital markets. In the event of
adverse financial market conditions, our external financing activities combined with our internal sources of
liquidity may not be adequate to support our current and future business plans. If such were the case, we
may not be able to implement our business strategies as scheduled, including capital investments related
to capacity expansion of our existing facilities or construction of new production facilities, all of which
could have an adverse effect on our business, results of operations and financial condition.

Unavailability of title documents related to certain buildings occupied by us in the PRC might
adversely affect our continued usage of such buildings.

As of the Latest Practicable Date, we have leased buildings with a total gross floor area of
approximately 112,033 square meters in the PRC, with respect to which the relevant lessors failed to
provide building ownership certificates for buildings with a total gross floor area of approximately 70,529
square meters, including: (i) three factory buildings and one office building with a gross floor area of
approximately 17,535 square meters located in Hengkeng Cowell Industrial Park, and (i) 13 buildings (all
of which are dormitories or ancillary buildings) with a gross floor area of approximately 52,994 square
meters located in Hengkeng Cowell Industrial Park, Huanan Industrial Park and Jinfuhuang Business
Street. The turnover attributable to the three factory buildings and one office building described above, all
of which are located at our Hengkeng production facilities, accounted for approximately 100%, 57%, 28%
and 31% of our total turnover for the years ended December 31, 2011, 2012 and 2013 and the ten
months ended October 31, 2014, respectively, and the production capacity attributable to such buildings
accounted for approximately 100%, 50%, 50% and 49% of our total monthly camera modules production
capacity, and all of our total monthly optical components production capacity, as of December 31, 2011,
2012 and 2013 and October 31, 2014, respectively. See “Business — Properties — Leased Properties.”

As advised by Jingtian & Gongcheng, our PRC legal advisor, if a demolition notice is issued with

respect to, or any third party challenges our use of, our leased buildings for which the relevant lessor failed
to provide a building ownership certificate, we may no longer be able to occupy such buildings. Although
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as of the Latest Practicable Date we are not aware of any demoalition notices issued with respect to any
such buildings or any third party challenges to the validity of the relevant leases, we cannot assure you
that no third party would seek to demolish such buildings or challenge such leases in the future. In the
event that issues arise due to unavailability of title documents for such properties, we could encounter
difficulties in continuing to use such properties and incur additional costs relating to business interruption
and relocation of our operations.

In particular, our three leased factory buildings and one leased office building for which the relevant
lessor failed to provide a building ownership certificate, all of which are located at our production facilities
in Hengkeng, are crucial to our operations. If a demolition notice is issued with respect to such buildings
or our right to such leased buildings is challenged in the future, we may need to move our relevant
operations to an alternative site and incur business interruption and relocation costs. Based on currently
available information and a contingency plan we have prepared for the possible relocation of such
operations, our Directors have estimated that (i) the total relocation cost for such buildings will not exceed
RMB31.8 million; (i) the relocation process should be able to be completed within three months; and
(iii) the estimated loss of turnover during such relocation process would amount to approximately US$60
million.

Failure to renew our current leases or to locate desirable alternatives for our facilities could
materially and adversely affect our business.

Most of our production facilities, offices and warehouses are presently located on leased premises.
At the end of each lease term, we may not be able to negotiate an extension of the lease and may
therefore be forced to move to a different location, or the rent we pay may increase significantly. This
could disrupt our operations and adversely affect our profitability. In addition, we may not be able to
obtain new leases at desirable locations on acceptable terms to accommodate our future growth, which
could materially and adversely affect our business.

We have not contributed to the housing provident fund schemes for some of our employees.

Prior to December 2013, our PRC subsidiary did not pay housing provident fund contributions in
accordance with applicable PRC laws and regulations. Commencing in December 2013, our PRC
subsidiary has registered housing provident fund accounts and pays the housing provident fund
contributions, but only for a proportion of its employees because some of its employees have refused to
make their own housing provident fund contributions.

To the extent practicable, our PRC subsidiary has liaised with its employees with a view to rectifying
the non-compliances and has made certain make-up payments in respect of past required contributions.
However, certain employees still chose not to make their own housing provident fund contributions. After
the make-up payments, our PRC subsidiary has also liaised with the relevant housing provident fund
authority and, based on a review of its case, the housing provident fund authority issued a letter to our
PRC subsidiary in February 2014 confirming that it has legally established a housing provident fund
system and paid housing provident fund contributions for its employees and that it had not been
penalized by such authority for prior breach of the housing provident fund related PRC laws and
regulations. The housing provident fund authority issued a letter on October 27, 2014 confirming the
same.

Pursuant to the Housing Provident Fund Management Regulations (fE/5 AR &% BIGA), entities
failing to register housing provident fund accounts within the prescribed time may be subject to a fine
ranging from RMB10,000 to RMB50,000, and entities failing to pay housing provident fund contributions
may be ordered to make payments within the prescribed time. The relevant housing provident fund
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authority may apply to the PRC courts for enforcement of such payments in case of further failure to make
such payments. Therefore, our PRC subsidiary may be ordered by the relevant housing provident fund
authority to pay the outstanding housing provident fund contributions within a prescribed period of time. If
it fails to make the relevant payments within such time, it may become subject to administrative penalties
and the relevant government authorities may also apply to the courts for enforcement, which could have a
negative effect on our financial results and reputation.

We may be subject to additional social insurance contributions, as well as any related late
payments or fines imposed by relevant governmental authorities

In accordance with applicable PRC laws and regulations, our PRC subsidiary is obliged to provide
our employees in the PRC with social welfare schemes covering pension insurance, unemployment
insurance, maternity insurance, injury insurance and medical insurance, calculated as a percentage of the
actual wages paid to our employees. However, our PRC subsidiary has been contributing to the employee
social welfare schemes based on an amount of wages accepted by the relevant social insurance
authorities in Dongguan, which was lower than the actual wages paid to our employees. For the three
years ended December 31, 2011, 2012 and 2013 and the ten months ended October 31, 2014, the
difference between the social insurance contributions we made and the amount of contributions
calculated based on the actual wages of employees was approximately RMB3.5 million, RMB7.5 million,
RMB6.9 million and RMB6.6 million, respectively.

As of the Latest Practicable Date, we had not received any notice, penalty-related or otherwise, from
the local social insurance authorities regarding such differences. However, in the event that the relevant
social insurance authorities require us to pay the differences in social insurance contributions, we will be
required to pay such differences and additional overdue fines (if applicable). Furthermore, if we do not
make the payments within the prescribed time limit, the relevant authorities may also impose additional
fines on us. If we are required to make additional payments of statutory employee benefits or fines, our
operating expenses will increase and our results of operations and financial condition may be materially
and adversely affected as a result. See “Business — Legal Proceedings and Regulatory Compliance —
Non-Compliance Matters.”

We are required to reduce the number of dispatched workers used by our PRC subsidiary to
below 10% of its overall work force, which may increase our labor costs.

Our PRC subsidiary uses dispatched workers provided by certain third-party dispatch agencies
rather than directly employing them, and the total number of such dispatched workers accounted for
more than 10% of its total work force as of the Latest Practicable Date.

Pursuant to the Interim Provisions on Labor Dispatch (9#5 k& & 178L5E) issued by the PRC Ministry
of Human Resources and Social Security in January 2014, our PRC subsidiary is required to adopt plans
to lower the percentage of dispatched workers to below 10% of its total work force within a grace period
of two years commencing from March 1, 2014 and to refrain from using any new dispatched workers until
the percentage of its dispatched workers is lower than 10%. The replacement of dispatched workers with
workers directly employed by our PRC subsidiary may increase our labor costs, which in turn could have
adverse effect on our business, financial condition and results of operations.

We may be subjected to penalties for our failure to comply with PRC requirements relating to
occupational disease prevention facilities.

According to the Law of the PRC on the Prevention and Treatment of Occupational Diseases
(h2E N R B 675) and Interim Measures for Supervision and Administration of the “Three
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Simultaneities” for Occupational Health at Construction Projects (E2sH HE#E “ =[RIF" BB B
B1THHE), occupational disease prevention facilities for a construction project are required to be designed,
constructed, and put into operation and use simultaneously (referred to as the “Three Simultaneities”) with
the main part of the construction project, and the party undertaking the construction is required to
undergo filing, review, inspection and final acceptance formalities with respect to the Three Simultaneities.
Failing to do so, the party undertaking the construction may be given a disciplinary warning and be
ordered to make rectification within a time limit, and if no rectification is made, the party undertaking the
construction may be fined between RMB100,000 and RMB500,000. If the circumstances are serious, the
party undertaking the construction may be ordered to discontinue the operation that produces
occupational disease hazards or to close down its construction project.

During the construction of our production facilities in Hengkeng and Huanan, our PRC subsidiary
failed to undergo the relevant formalities with respect to the Three Simultaneities, and such production
facilities have already been put into use and operation. According to the Notice on Further Strengthening
the Work of “Three Simultaneities” for Occupational Health at Construction Projects
(R HE— 25 in i T H 2R “ =R TAERYAE A issued by the State Administration of Work Safety,
for a construction project which has been put into use and operation but did not undergo the relevant
formalities with respect to the Three Simultaneities, in addition to the above-mentioned administrative
penalties, the party undertaking the construction may be ordered to undergo an assessment of the effect
of occupational disease hazard control and, if such assessment indicates that the occupational disease
hazard is serious and the concentration of occupational disease hazard factors in the workplace is not in
compliance with the requirement of relevant laws and regulations to a severe degree, such party may be
ordered to suspend production for purposes of rectification.

Our PRC subsidiary has obtained a confirmation letter from the Liaobu Branch of Dongguan
Administration of Work Safety dated March 12, 2014 which indicates that both its Hengkeng and Huanan
production facilities are workplaces with ordinary occupational disease hazards, that the concentration of
occupational disease hazard factors in the workplace is in compliance with the requirements of relevant
laws and regulations and that it has taken necessary occupational disease prevention measures. Given
the above confirmation, we believe that our PRC subsidiary will not be ordered to discontinue operations,
close down its production facilities or suspend production for purposes of rectification. However, there is
no guarantee that our PRC subsidiary will not become subject to administrative penalties for its failure to
comply with PRC requirements relating to occupational disease prevention facilities.

RISKS RELATING TO CONDUCTING BUSINESS IN THE PRC

Adverse changes in economic, political and social conditions and government policies in the
PRC could have a material adverse effect on our business, financial condition, results of
operations and prospects.

A substantial majority of our business, operations and assets are located in the PRC. As a result, we
are subject to political, economic, legal and regulatory risks specific to the PRC. The PRC economy differs
from the economies of most developed countries in many respects, including the extent of government
involvement, level of development, growth rate, control of foreign exchange and allocation of resources. A
substantial portion of productive assets in the PRC remain state-owned and the PRC Government
exercises a high degree of control over these assets. The PRC Government continues to play a significant
role in regulating industry development by imposing industrial policies. The PRC Government also
exercises significant control over PRC economic growth through allocation of resources, restrictions on
payment of foreign currency-denominated obligations, the setting of monetary policy and provision of
preferential treatment to particular industries or companies.
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While the PRC economy has experienced significant growth over the past decade, growth has been
uneven, both geographically and among various sectors of the economy. The PRC Government has
implemented various measures to guide the allocation of resources. Some of these measures may benefit
the overall PRC economy, but may also have a negative effect on us. For example, our financial results
may be adversely affected by government control over capital investments or changes in tax regulations
that are applicable to us. The PRC Government has in the past implemented certain measures, including
interest rate increases, in an attempt to control the rate of economic growth. The PRC economy has
begun to show signs of a potential slowdown in recent years, including decreased gross domestic
product growth rates. In response, the PRC Government has announced stimulus measures, but the
overall impact of such stimulus measures is uncertain, and they may not have the intended effects.

Furthermore, the PRC economy relies significantly on exports and is accordingly closely tied to, and
is affected by developments in, the global economy. Liquidity and credit concerns and volatility in the
global financial markets in recent years and persistent concerns regarding a potentially long-term and
widespread recession have contributed to reduced consumer confidence and spending and diminished
expectations for economic growth around the world. In particular, there has been increased uncertainty
and volatility as a result of the continuing financial difficulties affecting European countries, as well as
recent signs of economic slowdown in large developing economies such as India and Brazil, and any of
these and other developments could potentially trigger another financial crisis or global economic
downturn. Accordingly, the overall prospects for the PRC and global economies in 2015 and beyond
remain uncertain.

Any future deterioration of the PRC and global economies or the adoption by the PRC Government
of policies detrimental to the camera module and optical component industries or the mobile devices
industry could materially and adversely affect our business, results of operations and financial condition.

Uncertainties with respect to the PRC legal system could have a material adverse effect on us.

While we are incorporated in the Cayman Islands, a substantial majority of our business and
operations are conducted in the PRC and governed by PRC laws, rules and regulations. The PRC legal
system is a civil law system based on written statutes. Prior court decisions may be cited for reference,
but have limited precedential value. Since the late 1970s, the PRC Government has significantly enhanced
PRC legislation and regulations to provide protections to various forms of foreign investments in the PRC.
However, the PRC has not yet developed a fully integrated legal system and recently enacted laws and
regulations may not sufficiently cover all aspects of economic activities in the PRC. As many of these laws,
rules and regulations are relatively new, and because of the limited volume of published court decisions
and their non-binding nature, the interpretation and enforcement of these laws, rules and regulations may
involve uncertainties and may not be as consistent or predictable as in other more developed jurisdictions.
For example, in 2011, the PRC tax authorities reversed their previous determination that our PRC
subsidiary had incurred an operating loss for the year ended December 31, 2005. As such, our PRC
subsidiary was required to pay additional tax and related late payment fees of RMB95,311.53. Also, our
PRC subsidiary affected a capital reduction in June 2014 and we made provisions accordingly to
accommodate our potential tax obligations associated with such capital reduction. We disclosed and
discussed our tax treatment with the local tax authorities in light of the previous incident, and the local tax
authorities have not given us any instructions or directions otherwise in that regard as of the date hereof,
other than verbal instructions for us to make certain rectifications in due course. See “Business — Legal
Proceedings and Regulatory Compliance — Non-Compliance Matters”. However, in light of the previous
incident, we cannot assure you that the local tax authorities will not, upon further review, later require us to
make adjustments to our tax treatment as in the case of the previous incident. If required to do so, the
amount of provisions and the type of taxes we made provisions for may not be sufficient to cover our tax
obligations. In such event, our financial and operating results may be adversely affected.
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Furthermore, the legal protections available to us under PRC laws, rules and regulations may be
limited. Any litigation or regulatory enforcement action in the PRC may be protracted and could result in
substantial costs and diversion of our resources and management attention. Moreover, there can be no
assurance that the PRC Government will not amend or revise existing laws, rules or regulations, or
promulgate new laws, rules or regulations, in a manner which materially and adversely affects our
business, results of operations or financial condition. For example, the PRC Government may require
additional approvals, licenses or permits for our business and operations, or impose stricter requirements
or conditions for the maintenance or renewal of approvals, licenses or permits required for our business
and operations. Any loss of or failure to obtain, maintain or renew our approvals, licenses or permits could
disrupt our operations or subject us to fines or penalties imposed by the PRC Government. See
“Regulatory Overview.”

The heightened scrutiny over acquisitions from the PRC tax authorities may have an adverse
impact on our business, acquisition or restructuring strategies or the value of your investment
in us.

On February 3, 2015, the PRC State Administration of Taxation issued the Public Announcement on
Several Issues Concerning Enterprise Income Tax for Indirect Transfer of Assets by Non-Resident
Enterprises (A I J& B Ab & W] He g v i A PR B T RIERI A (“Circular 77), which abolished certain
provisions in the Notice on Strengthening the Administration of Enterprise Income Tax on Non-Resident
Enterprises (B JF J& B A 3 i s 4 36 A5 B4 PLAYE ) (“Circular 698”), which was previously issued
by the State Administration of Taxation on December 10, 2009, as well as certain other rules providing
clarification on Circular 698. Circular 7 provided comprehensive guidelines relating to, and also heightened
the PRC tax authorities’ scrutiny over, indirect transfers by a non-resident enterprise of assets (including
equity interests) of a PRC resident enterprise (“PRC Taxable Assets”).

For example, Circular 7 specifies that the PRC tax authorities are entitled to reclassify the nature of
an indirect transfer of PRC Taxable Assets, when a non-resident enterprise transfers PRC Taxable Assets
indirectly by disposing of equity interests in an overseas holding company directly or indirectly holding
such PRC Taxable Assets, by disregarding the existence of such overseas holding company and
considering the transaction to be a direct transfer of PRC Taxable Assets, if such transfer is deemed to
have been conducted for the purposes of avoiding PRC enterprise income taxes and without any other
reasonable commercial purpose. Although Circular 7 contains certain exemptions (including, (i) where a
non-resident enterprise derives income from the indirect transfer of PRC Taxable Assets by acquiring and
selling shares of a listed overseas holding company which holds such PRC Taxable Assets on a public
market; and (i) where there is an indirect transfer of PRC Taxable Assets, but if the non-resident
enterprise had directly held and disposed of such PRC Taxable Assets, the income from the transfer
would have been exempted from enterprise income tax in the PRC under an applicable tax treaty or
arrangement), it remains unclear whether any exemptions under Circular 7 will be applicable to the
transfer of our Shares or to any future acquisition by us outside of the PRC involving PRC Taxable Assets,
or whether the PRC tax authorities will reclassify such transaction by applying Circular 7. Therefore, the
PRC tax authorities may deem any transfer of our Shares by our Shareholders that are non-resident
enterprises, or any future acquisition by us outside of the PRC involving PRC Taxable Assets, to be
subject to the foregoing regulations, which may subject our Shareholders or us to additional PRC tax
reporting obligations or tax liabilities.
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We may be deemed a PRC resident enterprise under the Enterprise Income Tax Law of the PRC
(the “EIT Law”) and be subject to PRC taxation on our worldwide income, which could result in
unfavorable tax consequences to us and our non-PRC Shareholders.

Under the EIT Law that took effect on January 1, 2008, enterprises established outside of the PRC
whose “de facto management bodies” are located in the PRC are considered to be “tax resident
enterprises” and are subject to an uniform 25% corporate income tax rate as to their aggregate worldwide
income, unless otherwise provided by PRC laws and regulations. The Regulation on Implementing the
Enterprise Income Tax Law of the PRC further defines “de facto management bodies” as bodies that have
substantial or overall management and control over operations, personnel, finances, property and other
aspects of the enterprise. The PRC State Administration of Taxation issued Notice Regarding the
Determination of Chinese-Controlled Offshore Incorporated Enterprises as PRC Tax Resident Enterprises
on the Basis of De Facto Management Bodies (BIZBiHs AR B S Ah ki b 4 IR A SEAR IR TR 4 A Ao
BEUERRE £ R AR SEAT B B A ) (“Circular 82”), with retrospective effect from January 1, 2008, which
sets out certain specific criteria for determining whether the “de facto management body” of a PRC-
controlled enterprise that is incorporated offshore is located in the PRC.

As our management functions with respect to daily operations, financial decisions and personnel
decisions are mainly located in Hong Kong and Korea, we believe that we are not a “tax resident
enterprise” and do not meet the criteria under Circular 82 to be considered as having our “de facto
management body” located in the PRC. We cannot assure you, however, that the PRC tax authorities will
share our position, or that the PRC State Administration of Taxation will not implement Circular 82 or
amend the EIT Law and its implementation rules in the future to the effect that such rules will apply to us
or any of our overseas subsidiaries. If we were considered a “tax resident enterprise,” we would be
subject to a 25% enterprise income tax on our global income unless otherwise provided by PRC laws and
regulations, which could have an impact on our effective tax rate and materially and adversely affect our
financial condition and results of operations.

In addition, under the EIT Law and its implementation rules, to the extent dividends from earnings
derived since January 1, 2008 are sourced within the PRC and if we were considered a “resident
enterprise” in the PRC, PRC income tax at the rate of 10% (or a lower rate pursuant to an applicable tax
treaty) would be withheld from dividends on the Shares payable by us to investors that are “non-resident
enterprises” so long as such “non-resident enterprise” investors do not have an establishment or place of
business in the PRC or, despite the existence of such establishment or place of business in the PRC, the
relevant income is not effectively connected with such establishment or place of business in the PRC.
Furthermore, any gains realized on the transfer of the Shares by such “non-resident enterprise” investors
would be subject to a 10% PRC income tax if such gains are deemed income derived from sources within
the PRC and we are considered a “resident enterprise” in the PRC. If we are required under the EIT Law
to withhold PRC income tax on our dividends payable to foreign holders of the Shares who are “non-
resident enterprises,” or if you are required to pay PRC income tax on the transfer of the Shares under
PRC tax laws, the value of your investment in the Shares may be materially and adversely affected. It is
unclear whether, if we are considered a PRC “resident enterprise,” holders of the Shares may be able to
claim the benefit of income tax treaties or agreements entered into between the PRC and other countries
or areas.
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Sales between our PRC subsidiary and our Hong Kong subsidiary are related party transactions
which may be subject to scrutiny by the PRC tax authorities, and additional PRC taxes or
penalties imposed on us as a result of such scrutiny may adversely affect our business and
performance.

In the normal course of our operations, our Hong Kong subsidiary purchases certain materials from
third party suppliers and sells such materials to our PRC subsidiary, and our PRC subsidiary sells almost
all of the products it manufactures to our Hong Kong subsidiary which re-sells such products to third
party customers. Such intra-Group transactions between our Hong Kong subsidiary and our PRC
subsidiary constitute related party transactions which, according to the Enterprise Income Tax Law of the
PRC (3 ARILFIE R 2E7138L1%) and the Regulation on Implementing the Enterprise Income Tax Law of
the PRC (2 N RILFIEN (R 3E AT 138 IE H i fl), must be conducted on an arm’s length basis. Such
transactions between related parties may be subject to audit or scrutiny by the PRC tax authorities within
ten years after the taxable year when the transactions are conducted. If the relevant PRC tax authorities
determine that the related party transactions between our PRC subsidiary and our Hong Kong subsidiary
have not been conducted on an arm’s length basis, they may adjust the taxable income of our PRC
subsidiary through a transfer pricing adjustment and impose additional taxes (together with applicable
interest) on our PRC subsidiary, as well as penalties for under-reporting of taxable income.

We believe that the transactions between our PRC subsidiary and our Hong Kong subsidiary have
been conducted on an arms’ length basis. We have reported such transactions to the relevant PRC tax
authorities in each year during the Track Record Period, and such tax authorities have not raised any
objections or imposed any additional taxes or penalties with respect to such transactions. However, there
is no guarantee that the PRC tax authorities will not audit such past transactions or raise objections with
respect to the pricing terms of such transactions in the future. If the PRC tax authorities conclude that the
related party transactions between our PRC subsidiary and our Hong Kong subsidiary have not been
conducted on an arms’ length basis, we may become subject to additional PRC taxes and penalties
which, if significant, could have a material adverse effect on our financial condition and results of
operations.

PRC regulation of loans to and direct investment by offshore holding companies in PRC entities
may delay or prevent us from using the proceeds we receive from the Global Offering to make
loans or additional capital contributions to our PRC subsidiary.

In utilizing the proceeds from the Global Offering, we (as an indirect offshore holding company of our
PRC subsidiary) may make loans or additional capital contributions to our PRC subsidiary. Any such loans
or additional capital contributions to our subsidiaries in the PRC are subject to PRC regulations and
approvals. For example, loans made by us to our PRC subsidiary cannot exceed statutory limits and must
be registered with the SAFE or its local branch. We may also determine to finance our PRC subsidiary by
means of capital contributions through our Hong Kong subsidiary, which must be approved by MOFCOM
or its local counterpart. However, because our operating entity is a domestic PRC enterprise, financing its
activities by means of capital contributions may give rise to regulatory issues relating to foreign investment
in domestic PRC enterprises, and other regulatory issues. We cannot assure you that we will be able to
obtain the required registrations or approvals from the PRC Government with respect to such loans or
capital contributions by us to our PRC subsidiary on a timely basis, or at all. If we fail to obtain such
registrations or approvals, our ability to use the proceeds from the Global Offering to fund our operations
in the PRC would be negatively affected, which would materially and adversely affect our liquidity in the
PRC and ability to expand our business.
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Government control over currency conversion may limit our ability to utilize our cash
effectively.

A substantial portion of our operation costs, relating primarily to our labor costs, is denominated in
Renminbi. The PRC Government imposes controls on the convertibility of Renminbi into foreign currencies
and, in certain cases, the remittance of currency out of the PRC. Under existing PRC foreign exchange
regulations, payments of current account items, including profit distributions, interest payments and
expenditures from trade related transactions, can be made in foreign currencies without prior approval
from the SAFE by complying with certain procedural requirements. However, approval from the SAFE or
its local branch is required where Renminbi is to be converted into foreign currency and remitted out of
the PRC to pay capital expenses such as the repayment of loans denominated in foreign currencies. The
PRC Government may also at its discretion restrict access in the future to foreign currencies for current
account transactions.

Shortages in the availability of foreign currency may restrict the ability of our PRC subsidiary to remit
sufficient foreign currency to pay dividends or make other payments to us or otherwise satisfy its foreign
currency-denominated obligations. In addition, since a substantial portion of our future cash flow from
operations is likely to continue to be denominated in Renminbi, any existing and future restrictions on
currency exchange may limit our ability to purchase goods and services outside of the PRC or otherwise
fund our business activities that are conducted in foreign currencies.

Foreign investors may find it difficult to enforce foreign judgments obtained against our
properties or our Directors or members of our senior management in the PRC.

We are a holding company incorporated in the Cayman lIslands with primary manufacturing
operations conducted through our PRC subsidiary, with marketing and other management operations
conducted through our subsidiaries in Hong Kong and Korea. A substantial majority of our consolidated
assets are located in the PRC. In addition, all of our Directors and senior management reside within Hong
Kong, Korea, Japan or the PRC. As a result, it may not be possible for investors to effect service of
process within the United States or elsewhere outside of China upon us or our Directors and senior
management or to enforce, in the U.S. courts or outside the United States, judgments obtained against us
in U.S. courts or in courts outside the United States, including judgments predicated upon the civil liability
provisions of the U.S. federal securities laws or the securities laws of any state or territory within the
United States. Moreover, a judgment of a court of another jurisdiction may be reciprocally recognized or
enforced in the PRC only if the jurisdiction has a treaty with the PRC or if the jurisdiction has been
otherwise deemed by the PRC courts to satisfy the requirements for reciprocal recognition, subject to the
satisfaction of other requirements. However, the PRC is not a party to treaties providing for the reciprocal
enforcement of judgments of courts with foreign countries such as the United States, the United
Kingdom, Japan and Korea, and enforcement in the PRC of judgments of a court in these jurisdictions
may consequently be difficult or impossible.

The Supreme People’s Court of the PRC and the Hong Kong government signed the Arrangement
on Reciprocal Recognition and Enforcement of Judgments in Civil or Commercial Matters by the Courts of
the Mainland and of the Hong Kong Special Administrative Region Pursuant to Choice of Court
Agreements between Parties Concerned (B A B s R FIA T IBC IR 12 g A EL R AT A AT 5 3 N B ek
FEER R HE R LY. Under this arrangement, which came into effect on August 1, 2008,
whenever a designated People’s Court of the PRC or a designated Hong Kong court has made an
enforceable final judgment requiring payment of money in a civil or commercial case pursuant to any
written agreement between the parties on choice of forum for dispute resolution, the party concerned may
apply to the relevant People’s Court of the PRC or Hong Kong court for recognition and enforcement of
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the judgment. However, the rights under the arrangement may be limited and the interpretation of and
cases decided under the arrangement have not been fully developed, and, therefore, there is uncertainty
with respect to the outcome and effectiveness of any action brought under the arrangement.

Any future natural disaster, acts of God, outbreak of communicable diseases or any other
epidemics in the PRC may adversely affect our operational results.

Our business is subject to general economic and social conditions in the regions where we operate.
Natural disasters, epidemics and other acts of God, which are beyond our control, may adversely affect
the economy, infrastructure and livelihood of people in the regions where we operate. Some regions of the
PRC, including the cities where we operate, are under the threat of flood, earthquake, sandstorm,
snowstorm, fire, drought or epidemics such as Severe Acute Respiratory Syndrome, or SARS, or H5N1
avian flu. For instance, a serious earthquake and its successive aftershocks hit Sichuan Province in May
2008 and resulted in tremendous loss of lives and destruction of assets in the region. In April 2009, a
human swine influenza also known as Influenza A (H1N1) broke out in Mexico and spread globally,
resulting in the loss of lives and widespread fear. Past occurrences of epidemics, depending on their
scale, have caused different degrees of damage to the national and local economies in the PRC. If in the
future any of our employees in our facilities are suspected of having SARS, H5N1 avian flu, HIN1 human
swine flu or any other epidemic or any of our facilities are identified as a possible source of spreading such
epidemic, we may be required to quarantine the employees that have been suspected of becoming
infected, as well as others that had come into contact with those employees. We may also be required to
disinfect the affected properties and thereby suffer a temporary suspension of our operations. Any
quarantine or suspension of our operations will affect our operational results. A recurrence of SARS or an
outbreak of any other epidemics in the PRC, such as the H5N1 avian flu or the HIN1 human swine flu,
may result in material disruptions to our operations and delays in meeting our customers’ orders, which in
turn could materially and adversely affect our business, financial condition and results of operations.

The enforcement of labor-related laws in China could adversely affect our results of operations.

A substantial majority of our employees are located in the PRC. The Standing Committee of the
NPC adopted the PRC Labor Contract Law (1# A RILAME S8 52) on June 29, 2007, which became
effective on January 1, 2008 and was amended on December 28, 2012. The PRC Labor Contract Law
imposes requirements relating to, among other things, minimum wage, severance payment and non-fixed
term employment contracts, and establishes time limits for probation periods as well as the duration and
the number of times that an employee can be placed on a fixed-term employment contract. For example,
under the PRC Labor Contract Law, an employer is obligated to sign an unlimited-term labor contract with
any employee who has worked for the employer for ten or more consecutive years. Furthermore, if an
employee requests or agrees to renew a fixed-term labor contract that has already been consecutively
entered into twice, the resulting contract must have an unlimited term, with certain exceptions. The PRC
Labor Contract Law also requires employers to pay severance to an employee whose labor contract is
terminated or expires, with certain exceptions. It also provides that social insurance is required to be paid
for employees and that employees are entitled to unilaterally terminate the labor contract if such
requirement is not satisfied. In addition, the PRC government has continued to introduce new labor-
related regulations. Among other things, such new regulations require that annual leave ranging from five
to fifteen days be made available to employees and that employees be compensated for any untaken
annual leave days in the amount of three times of their daily salary, subject to certain exceptions. As a
result of such labor-related PRC laws and regulations, which are designed to enhance labor protection,
we expect our labor costs to increase, as the continued success of our business depends significantly on
our ability to attract and retain qualified employees.

— 46 —



RISK FACTORS

There exist uncertainties as to the interpretation, implementation and enforcement of these
obligations under the relevant PRC labor laws. If relevant government authorities determine that we have
not complied fully with such obligations, we could be in violation of applicable PRC labor laws and we
cannot assure you that PRC governmental authorities will not impose penalties on us for any alleged
failure to comply with such labor laws. If we become subject to severe penalties or incur significant
liabilities in connection with labor disputes or investigations, our business and results of operations may be
adversely affected. In addition, in case we decide to change our employment or labor practices, the labor-
related laws in the PRC may limit our ability to effect such changes in a manner that we believe to be
cost-effective.

RISKS RELATING TO THE OFFERING

There was no prior public market for the Shares immediately prior to the Global Offering, and
the market price of the Shares may decrease or fluctuate after the Global Offering.

Immediately prior to the Global Offering, there was no public market for the Shares. We cannot
provide any assurance that an active public market for the Shares will develop or be sustained. The public
offering price of the Shares was determined through negotiations between the underwriters and us, and it
may not necessarily be indicative of the market price after the Global Offering is completed. The prices at
which the Shares will trade after the Global Offering will be determined by the marketplace and may be
influenced by many factors including:

° our financial results;

° our history and prospects, as well as those of our competitors in the camera module and
optical component industries;

° an assessment of our management, our past and present operations, and the prospects for,
and timing of, our future revenues and our cost structures;

° the valuation of publicly traded companies that are engaged in business activities similar to
ours;

° the growth rate of the PRC and global economies; and
° any volatility in the Hong Kong and international securities markets.

You may be unable to resell the Shares at or above the public offering price and, as a result, you
may lose all or part of your investment.

The market price of the Shares may be volatile, which could result in substantial losses for
investors purchasing Shares in the Global Offering.

The market price of the Shares may fluctuate significantly and rapidly as a result of a variety of
factors, many of which are beyond our control, including:

° actual and anticipated variations in our results of operations;
° changes in securities analysts’ estimates or market perception of our financial performance;

° announcement by us of significant acquisitions, dispositions, strategic alliances or joint
ventures;
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° recruitment or loss of key personnel by us or our competitors;

° developments affecting our major customers;

®  market developments affecting us or the mobile devices and consumer electronics industries;
®  regulatory or legal developments, including litigation;

° the operating and stock price performance of other companies, other industries and other
events or factors beyond our control;

° fluctuations in trading volumes or the release of lock-up or other transfer restrictions on our
outstanding Shares or sales of additional Shares by us; and

° general economic, political and stock market conditions in Hong Kong, the PRC and
elsewhere in the world.

Moreover, in recent years, stock markets in general have experienced significant price and volume
fluctuations, some of which have been unrelated or disproportionate to the operating performance of the
listed companies. These broad market and industry fluctuations may adversely affect the market price of
the Shares.

Future sales or issuances of Shares (or securities related to the Shares) could adversely affect
the market prices of the Shares.

We cannot predict the effect, if any, that market sales of Shares (or securities related to the Shares)
or their availability for sale will have on the market price prevailing from time to time. The market price of
the Shares could decline as a result of future sales of substantial amounts of the Shares or other securities
related to the Shares in the public market or the issuance of new Shares or other securities, or the
perception that such sales or issuances may occur. Future sales, or perceived sales, of substantial
amounts of our securities, including any future offerings, could also materially and adversely affect our
ability to raise capital in the future at a time and at a price we deem appropriate. In addition, our
Shareholders may experience dilution in their holdings to the extent we issue additional securities in future
offerings.

Certain amounts of the Shares currently outstanding are and/or will be subject to contractual and/or
legal restrictions on resale for a period of time after completion of the Global Offering. For example,
Mr. Kwak and Hahn & Co. Eye, our Controlling Shareholders, are subject to a six month lock-up period
with respect to their holding of the Shares, and Mr. Kwak is also subject to the requirement to maintain a
controlling share ownership in us for an additional six month period following the expiration of such lock-
up period.

Any future sales or issuances of a significant number of Shares or securities related to Shares by us
or any of our Shareholders (including those subject to a lock-up, at any time after the end of the
applicable lock-up periods) or the perception that these events may occur could cause the trading price
of the Shares to decrease or to be lower than it might be in the absence of these events or perceptions.

Since there will be a gap of several days between pricing and trading of the Offer Shares, the
price of the Offer Shares could fall during the period before trading of the Offer Shares begins.

The Offer Price of the Shares is expected to be determined on the Price Determination Date.
However, the Offer Shares will not commence trading on the Hong Kong Stock Exchange until they are
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delivered, which is expected to be five Hong Kong business days after the Price Determination Date. As a
result, investors may not be able to sell or deal in the Offer Shares during that period. Accordingly, holders
of the Offer Shares are subject to the risk that the price of the Offer Shares could fall before trading begins
as a result of adverse market conditions or other adverse developments, that could occur between the
time of sale and the time trading begins.

You will experience an immediate and substantial dilution in the book value of your investment,
and may experience further dilution if we issue additional Shares in the future.

Based on the Offer Price range, the Offer Price is expected to be higher than the net tangible book
value per Share prior to the Global Offering. Therefore, you will experience an immediate dilution in pro
forma net tangible book value per Share. In addition, we may issue additional Shares or equity-related
securities in the future to raise additional funds, finance acquisitions or for other purposes. If we issue
additional Shares or equity-related securities in the future, the percentage ownership of our existing
Shareholders may be diluted. In addition, such new securities may have preferred rights, options or pre-
emptive rights that make them more valuable than or senior to the Shares.

Our existing major Shareholders currently have and will continue to have substantial control
over us after the Global Offering, and their interests or actions may conflict with the interests of
our other Shareholders.

Immediately upon completion of the Global Offering, Mr. Kwak will own approximately 45.00% and
Hahn & Co. Eye will own approximately 29.99% of our issued and outstanding Shares, without taking into
account the Shares which may be sold upon the exercise of the Over-allotment Option. Therefore, they
will be able to exercise significant influence over all matters requiring Shareholders’ approval, including the
election of directors and the approval of significant corporate transactions. They will also have veto power
with respect to any shareholder action or approval requiring a majority vote except where they are
required by relevant rules to abstain from voting. Such concentration of ownership also may have the
effect of delaying, preventing or deterring a change in our control that would otherwise benefit our
Shareholders. For instance, if a transaction occurs whereby Mr. Kwak loses control over our Company,
Apple may be able to exercise certain rights against us. See “— We rely substantially on Apple,” and
“Business — Customers, Sales and Marketing — Relationship with Apple.” The interests of the Controlling
Shareholders may not always coincide with our or your best interests. If the interests of the Controlling
Shareholders conflict with our interests or those of our other Shareholders, or if the Controlling
Shareholders choose to cause us to pursue strategic objectives that conflict with our interests or those of
other Shareholders, we or those other Shareholders, including you, may be disadvantaged as a result.

We may not pay any dividends on the Shares.

We cannot guarantee when, if, or in what form, dividends will be paid on the Shares following the
Global Offering. A declaration of dividends must be proposed by our Board and will be based on, and
limited by, various factors, including our business and financial performance, capital and regulatory
requirements and general business conditions. Furthermore, we may not have sufficient profits to make
dividend distributions to Shareholders in the future, even if our financial statements prepared under IFRS
indicate that our operations have been profitable. For further details on our dividend policy, see “Financial
Information — Dividend Policy.”

Facts and statistics in this prospectus relating to the market and the industry in which we
operate may not be fully reliable.

Facts and statistics in this prospectus relating to the PRC and the industries in which we operate,
including those relating to the PRC economy and the camera modules and mobile devices markets, are
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derived from various publications of governmental agencies or independent third parties and obtained in
communications with various governmental agencies or independent third parties which we believe are
reliable. We cannot guarantee, however, the quality or reliability of these materials. We believe that the
sources of this information are appropriate sources for such information and have taken reasonable care
in extracting and reproducing such information. We have no reason to believe that such information is
false or misleading in any material respect or that any material fact has been omitted that would render
such information false or misleading. The information has not been independently verified by us, the Sole
Sponsor or any other party involved in the Global Offering and no representation is given as to its
accuracy and completeness. Investors should not place undue reliance on such facts or statistics.

This prospectus contains forward-looking statements that are our management’s present
expectations of future events and are subject to uncertainties that could cause actual results to
differ materially from those described in the forward-looking statements.

In addition to the risks related to our business discussed above, other factors could cause actual
results to differ materially from those described in the various forward-looking statements contained in this
prospectus. These factors include, but are not limited to, the following:

] general economic, business and political conditions;

° changes in competitive conditions in the camera module and optical component industries;
° adverse trends in regulatory, legislative and judicial developments;

e the ability of third parties to perform in accordance with contractual terms and specifications;
° changes in interest rates and conditions in the capital markets; and

° declines in consumer confidence.

By their nature, certain disclosures relating to these and other risks are only estimates and should
one or more of these uncertainties or risks materialize, actual results may vary materially from those
estimated, anticipated or projected, as well as from historical results. For example, sales could decrease,
costs (including capital costs) could increase, investments could be delayed and anticipated
improvements in performance might not be fully realized.

We caution you not to place undue reliance on the forward-looking statements, which speak only as
of the date of this prospectus. Except as required by law, we are not under any obligation, and expressly
disclaim any obligation, to update or alter any forward-looking statements, whether as a result of new
information, future events or otherwise. All subsequent forward-looking statements attributable to us or
any person acting on our behalf are expressly qualified in their entirety by the cautionary statements
contained or referred to in this section.

Investors should read the entire prospectus carefully and should not consider any particular
statements in this prospectus or in published media reports without carefully considering the
risks and other information contained in this prospectus.

There has been coverage in the media regarding the Global Offering and our operations. We do not
accept any responsibility for the accuracy or completeness of such media coverage or forward looking
statements and make no representation as to the appropriateness, accuracy, completeness or reliability
of any information disseminated in the media. We disclaim any information in the media to the extent that
such information is inconsistent or conflicts with the information contained in this prospectus. Accordingly,
prospective investors should not rely on any of the information in press articles or other media coverage.



WAIVERS FROM STRICT COMPLIANCE WITH THE LISTING RULES AND
EXEMPTIONS FROM COMPLIANCE WITH THE COMPANIES (WINDING UP
AND MISCELLANEOUS PROVISIONS) ORDINANCE

In preparation for the Global Offering, we have sought the following waivers from strict compliance
with certain provisions of the Listing Rules and exemptions from the Companies (Winding Up and
Miscellaneous Provisions) Ordinance.

MANAGEMENT PRESENCE

Pursuant to Rule 8.12 of the Listing Rules, we must have sufficient management presence in Hong
Kong. This normally means that at least two of the executive Directors must be ordinarily resident in Hong
Kong. Our major business operations are based in the PRC and two of our executive Directors (other than
Mr. Kwak who is an ordinary resident in Hong Kong) have been, are and are expected to be based in the
PRC. We believe it would be more cost-effective and efficient in respect of our Board’s decision-making
process if most of our executive Directors are based in a location where we have significant operations.
As such, we will not be able to comply with the requirements of Rule 8.12 of the Listing Rules for sufficient
management presence in Hong Kong.

Accordingly, we have applied to the Hong Kong Stock Exchange for, and the Hong Kong Stock
Exchange has granted, a waiver from strict compliance with the requirements under Rule 8.12 of the
Listing Rules subject to the following conditions:

(@ we have appointed two authorized representatives pursuant to Rule 3.05 of the Listing Rules,
who will act as our principal channel of communication with the Hong Kong Stock Exchange.
The two authorized representatives are Mr. Seong Seokhoon and Ms. Lam Wing Yan;

(b) each of the authorized representatives will have all necessary means to contact all the
Directors promptly at all times, as and when the Hong Kong Stock Exchange wishes to
contact the Directors on any matters;

(c) all the Directors who are not ordinarily resident in Hong Kong have or can apply for valid travel
documents to visit Hong Kong for business purposes and would be able to meet with the
Hong Kong Stock Exchange upon reasonable notice;

(d) Guotai Junan Capital Limited, our compliance adviser, will act as an additional channel of
communication with the Hong Kong Stock Exchange;

(e) we will retain Hong Kong legal advisers to advise on matters relating to the application of the
Listing Rules and other applicable Hong Kong laws and regulations after the Listing; and

() the Directors will provide their respective mobile phone numbers, office phone numbers, email
addresses and fax numbers to the Hong Kong Stock Exchange upon request.

CONTINUING CONNECTED TRANSACTIONS

We have entered into certain transactions which constitute continuing connected transactions for us
under the Listing Rules, one of which is a non-exempt continuing connected transaction for the purposes
of the Listing Rules. Pursuant to Rule 14A.105 of the Listing Rules, we have applied for, and the Hong
Kong Stock Exchange has granted, a waiver from strict compliance with the announcement requirements
under Rule 14A.35 of the Listing Rules for such non-exempt continuing connected transaction. Please see
the section headed “Connected Transactions” in this prospectus for further details.
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WAIVERS FROM STRICT COMPLIANCE WITH THE LISTING RULES AND
EXEMPTIONS FROM COMPLIANCE WITH THE COMPANIES (WINDING UP
AND MISCELLANEOUS PROVISIONS) ORDINANCE

WAIVER FROM STRICT COMPLIANCE WITH RULES 4.04(1) AND 13.49(1) OF THE LISTING
RULES AND EXEMPTION FROM PARAGRAPHS 27 AND 31 OF THE THIRD SCHEDULE TO THE
COMPANIES (WINDING UP AND MISCELLANEOUS PROVISIONS) ORDINANCE

The Accountants’ Report set out in Appendix | to this prospectus includes audited financial
information for our Group for the years ended December 31, 2011, 2012 and 2013 and for the ten
months ended October 31, 2014.

Rule 4.04(1) of the Listing Rules requires a listing applicant to include in the prospectus the
consolidated results of the listing group in respect of each of the three financial years immediately
preceding the issue of the prospectus or such shorter period as may be acceptable to the Hong Kong
Stock Exchange.

Rule 13.49 of the Listing Rules requires a listed issuer to publish its preliminary results for each
financial year not later than three months after the end of the financial year.

Section 342(1) of the Companies (Winding Up and Miscellaneous Provisions) Ordinance provides
that, subject to section 342A of the Companies (Winding Up and Miscellaneous Provisions) Ordinance, it
shall not be lawful for any person to issue, circulate or distribute in Hong Kong any prospectus offering for
subscription or purchase shares in a company incorporated outside Hong Kong unless, among other
things, the prospectus states the matters specified in Part | of the Third Schedule to the Ordinance and
sets out the reports specified in Part Il of the Third Schedule to the Ordinance.

Paragraph 27 of Part | of the Third Schedule to the Companies (Winding Up and Miscellaneous
Provisions) Ordinance requires us to include in this prospectus a statement as to, inter alia, our gross
trading income or sales turnover (as may be appropriate) during each of the three financial years
immediately preceding the issue of this prospectus, including an explanation of the method used for the
computation of such income or turnover, and a reasonable break-down between the more important
trading activities.

Paragraph 31 of Part Il of the Third Schedule to the Companies (Winding Up and Miscellaneous
Provisions) Ordinance requires us to include in this prospectus a report by our auditors with respect to,
inter alia, the profits and losses and assets and liabilities of our Group in respect of each of the three
financial years immediately preceding the issue of this prospectus.

Pursuant to section 342A of the Companies (Winding Up and Miscellaneous Provisions) Ordinance,
the SFC may issue, subject to such conditions (if any) as the SFC thinks fit, a certificate of exemption from
compliance with the relevant requirements under the Companies (Winding Up and Miscellaneous
Provisions) Ordinance if, having regard to the circumstances, the SFC considers that the exemption will
not prejudice the interests of the investing public and compliance with any or all of such requirements
would be irrelevant or unduly burdensome, or is otherwise unnecessary or inappropriate.

We have applied for, and the Hong Kong Stock Exchange has granted, a waiver from strict
compliance with Rules 4.04(1) and 13.49(1) of the Listing Rules subject to the following conditions:

(@  our Company must list on the Hong Kong Stock Exchange on or before March 31, 2015;

(b)  we must obtain a certificate of exemption from the SFC on compliance with section 342(1) of
the Companies (Winding Up and Miscellaneous Provisions) Ordinance in relation to
paragraph 27 of Part | and paragraph 31 of Part Il of the Third Schedule to the Companies
(Winding Up and Miscellaneous Provisions) Ordinance (the “Ordinance Requirements”);



WAIVERS FROM STRICT COMPLIANCE WITH THE LISTING RULES AND
EXEMPTIONS FROM COMPLIANCE WITH THE COMPANIES (WINDING UP
AND MISCELLANEOUS PROVISIONS) ORDINANCE

(c) the unaudited financial information and a commentary on the results of operations of our
Group for the year ended December 31, 2014, which follow the same content requirements as
for a preliminary results announcement under Rule 13.49 of the Listing Rules and have been
agreed with the Reporting Accountants following their review under Practice Note 730
“Guidance for Auditors Regarding Preliminary Announcements of Annual Results” issued by
the Hong Kong Institute of Certified Public Accountants, must be included in this prospectus;
and

(d) our Company is not in breach of its constitutional documents or laws and regulations of the
Cayman Islands or other regulatory requirements regarding its obligation to publish preliminary
results announcements.

We have also applied for, and the SFC is expected to grant us, a certificate of exemption from strict
compliance with the Ordinance Requirements. Strict compliance with the Ordinance Requirements would
be unduly burdensome for us as there would not be sufficient time for us to prepare the full year financial
statements for the year ended December 31, 2014 and for our Reporting Accountants to complete the
audit thereon prior to the issue of this prospectus.

We have included in Appendix lll to this prospectus the unaudited preliminary financial information
and a commentary on the results of operations of the Group for the year ended December 31, 2014,
which follow the same content requirements as for a preliminary results announcement under Rule 13.49
of the Listing Rules and have been agreed with our Reporting Accountants following their review under
Practice Note 730 “Guidance for Auditors Regarding Preliminary Announcements of Annual Results”
issued by the Hong Kong Institute of Certified Public Accountants.

Our Directors confirmed that all information necessary for the public to make an informed
assessment of our activities, assets and liabilities, financial position, management and prospects has been
included in this prospectus and that, as such, the waiver granted by the Hong Kong Stock Exchange and
the exemption granted by the SFC from strict compliance with Rules 4.04(1) and 13.49 of the Listing
Rules and the Ordinance Requirements, respectively, will not prejudice the interests of the investing
public.

Our Directors and the Sole Sponsor confirmed that after performing all due diligence work, up to the
date of this prospectus, there has been no material adverse change in our financial position or prospects
since October 31, 2014 and there is no event since October 31, 2014 which would materially affect the
information shown in the Accountants’ Report set out in Appendix | to this prospectus.

We will comply with Rule 13.46(2) of the Listing Rules by publishing and dispatching our annual
report for the year ended December 31, 2014 by April 30, 2015.



INFORMATION ABOUT THIS PROSPECTUS AND THE GLOBAL OFFERING

DIRECTORS’ RESPONSIBILITY STATEMENT

This prospectus, for which the Directors collectively and individually accept full responsibility,
includes particulars given in compliance with the Companies (Winding Up and Miscellaneous Provisions)
Ordinance, the Securities and Futures (Stock Market Listing) Rules (Chapter 571V of the Laws of Hong
Kong) and the Listing Rules for the purpose of giving information with regard to us. The Directors, having
made all reasonable enquiries, confirm that to the best of their knowledge and belief the information
contained in this prospectus is accurate and complete in all material respects and not misleading or
deceptive, and there are no other matters the omission of which would make any statement herein or this
prospectus misleading.

INFORMATION ON THE GLOBAL OFFERING

The Offer Shares are offered solely on the basis of the information contained and representations
made in this prospectus and the Application Forms and on the terms and subject to the conditions set
forth herein and therein. No person is authorized to give any information in connection with the Global
Offering or to make any representation not contained in this prospectus, and any information or
representation not contained herein must not be relied upon as having been authorized by us, the Selling
Shareholder, the Sole Global Coordinator, the Sole Sponsor, the Sole Bookrunner, the Joint Lead
Managers, the Underwriters, any of our or their respective directors, officers, agents, employees or
advisors or any other party involved in the Global Offering.

Details of the structure of the Global Offering, including its conditions, are set out in the section
headed “Structure of the Global Offering” in this prospectus, and the procedures for applying for Hong
Kong Offer Shares are set out in the section headed “How to Apply for the Hong Kong Offer Shares” in
this prospectus and in the relevant Application Forms.

SELLING SHAREHOLDER

The Sale Shares, being an aggregate of 124,800,000, are offered by Hahn & Co. Eye for sale under
the International Offering. Hahn & Co. Eye may be required by the Sole Global Coordinator to sell up to an
aggregate of 31,200,000 Shares upon the exercise of the Over-allotment Option, as a result of which
Hahn & Co. Eye may sell up to an aggregate of 156,000,000 Shares pursuant to the Global Offering
(assuming the Over-allotment Option is exercised in full).

UNDERWRITING

This prospectus is published solely in connection with the Hong Kong Public Offering, which forms
part of the Global Offering. For applicants under the Hong Kong Public Offering, this prospectus and the
Application Forms set out the terms and conditions of the Hong Kong Public Offering.

The Listing is sponsored by the Sole Sponsor. The Hong Kong Public Offering is fully underwritten
by the Hong Kong Underwriters under the terms of the Hong Kong Underwriting Agreement and is
subject to us, the Selling Shareholder and the Sole Global Coordinator (on behalf of the Underwriters)
agreeing on the Offer Price. An International Underwriting Agreement relating to the International Offering
is expected to be entered into on or around March 25, 2015, subject to the Offer Price being agreed.

If, for any reason, the Offer Price is not agreed among us, the Selling Shareholder and the Sole
Global Coordinator (on behalf of the Underwriters), the Global Offering will not proceed and will lapse. For
further information about the Underwriters and the underwriting arrangements, please see the section
headed “Underwriting” in this prospectus.
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INFORMATION ABOUT THIS PROSPECTUS AND THE GLOBAL OFFERING

RESTRICTIONS ON OFFER AND SALE OF THE OFFER SHARES

Each person acquiring the Hong Kong Offer Shares under the Hong Kong Public Offering will be
required to, or be deemed by his acquisition of Offer Shares to, confirm that he is aware of the restrictions
on offers of the Offer Shares described in this prospectus.

No action has been taken to permit a public offering of the Offer Shares or the general distribution of
this prospectus and/or the Application Forms in any jurisdiction other than in Hong Kong. Accordingly, this
prospectus may not be used for the purposes of, and does not constitute, an offer or invitation in any
jurisdiction or in any circumstances in which such an offer or invitation is not authorized or to any person
to whom it is unlawful to make such an offer or invitation. The distribution of this prospectus and the
offering of the Offer Shares in other jurisdictions are subject to restrictions and may not be made except
as permitted under the applicable securities laws of such jurisdictions and pursuant to registration with or
authorization by the relevant securities regulatory authorities or an exemption therefrom.

APPLICATION FOR LISTING ON THE HONG KONG STOCK EXCHANGE

We have applied to the Listing Committee for the granting of the listing of, and permission to deal in,
the Shares in issue and to be issued pursuant to the Global Offering (including the Shares which may be
sold by the Selling Shareholder pursuant to the exercise of the Over-allotment Option) and the Shares
which may be issued upon the exercise of the options that may be granted under the Share Option
Scheme.

No part of our share or loan capital is listed on or dealt in on any other stock exchange and no such
listing or permission to list is being or proposed to be sought in the near future.

COMMENCEMENT OF DEALINGS IN THE SHARES

Dealings in the Shares on the Hong Kong Stock Exchange are expected to commence on Tuesday,
March 31, 2015. The Shares will be traded in board lots of 1,000 Shares each. The stock code of the
Shares will be 1415.

SHARES WILL BE ELIGIBLE FOR ADMISSION INTO CCASS

If the Hong Kong Stock Exchange grants the listing of, and permission to deal in, the Shares and we
comply with the stock admission requirements of HKSCC, the Shares will be accepted as eligible
securities by HKSCC for deposit, clearance and settlement in CCASS with effect from the Listing Date or
any other date as determined by HKSCC. Settlement of transactions between participants of the Hong
Kong Stock Exchange is required to take place in CCASS on the second business day after any trading
day. All activities under CCASS are subject to the General Rules of CCASS and CCASS Operational
Procedures in effect from time to time. Investors should seek the advice of their stockbroker or other
professional adviser for details of the settlement arrangement as such arrangements may affect their rights
and interests. All necessary arrangements have been made to enable the Shares to be admitted into
CCASS.

PROFESSIONAL TAX ADVICE RECOMMENDED

You should consult your professional advisors if you are in any doubt as to the taxation implications
of subscribing for, purchasing, holding or disposing of, or dealing in, the Shares or exercising any rights
attaching to the Shares. We emphasize that none of us, the Selling Shareholder, the Sole Global
Coordinator, the Underwriters, any of our or their respective directors, officers or representatives or any
other person involved in the Global Offering accepts responsibility for any tax effects or liabilities resulting
from your subscription, purchase, holding or disposing of, or dealing in, the Shares or your exercise of any
rights attaching to the Shares.
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REGISTER OF SHAREHOLDERS AND STAMP DUTY

Our principal register of members will be maintained by our principal registrar, Maples Fund Services
(Cayman) Limited, in the Cayman lIslands and our Hong Kong register of members will be maintained by
our Hong Kong Share Registrar, Computershare Hong Kong Investor Services Limited, in Hong Kong.

All Offer Shares will be registered on our Hong Kong register of members. Dealings in the Shares
registered on our Hong Kong register of members will be subject to Hong Kong stamp duty.

EXCHANGE RATE CONVERSION

Unless otherwise specified, amounts denominated in KRW, HK$ and RMB have been translated, for
the purpose of illustration only, into United States dollars in this prospectus at the following exchange
rates as of the Latest Practicable Date:

US$1.00: KRW1,119.5
US$1.00: RMB6.1597
US$1.00: HK$7.7600

No representation is made that any amounts in KRW, HK$ and RMB were or could have been or
could be converted into United States dollars at such rates or any other exchange rates on such date or
any other date.

ROUNDING

Certain amounts and percentage figures included in this prospectus have been subject to rounding
adjustments. Accordingly, figures shown as totals in certain tables may not be an arithmetic aggregation
of the figures preceding them. Likewise, the products of sales volumes and average selling prices may
differ from revenue by product type due to rounding adjustments.

LANGUAGE

If there is any inconsistency between this prospectus and the Chinese translation of this prospectus,
this prospectus shall prevail. If there is any inconsistency between the names of any of the entities
mentioned in this prospectus which are not in the English language and their English translations, the
names in their respective original language shall prevail.



DIRECTORS AND PARTIES INVOLVED IN THE GLOBAL OFFERING

DIRECTORS

Name

Executive Directors
Mr. Kwak Joung Hwan

Mr. Kim Kab Cheol

Mr. Seong Seokhoon

Non-executive Directors
Mr. Yoon Yeo Eul

Mr. Lee Dong-Chun

Mr. Kim Jae Min

Residential Address

Nationality

Flat B, 36/F, Block 2A
The Arch (Moon Tower)
1 Austin Road West
Jordan

Kowloon

Hong Kong

127-2801

387, Gajeong-ro
Seo-gu

Incheon

Korea

B04-1401
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Dongguan
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Seoul
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Songpa-gu

Seoul
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Bundang-gu
Seongnam-si
Gyeonggi-do
Korea

463-811

Independent Non-executive Directors

Mr. Okayama Masanori

Mr. Kim Chan Su

Dr. Song Si Young

92-6, Kurosaki
Takaki-machi
Isahaya-shi
Nagasaki-ken
Japan

No. 26, 18/F
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80 Sheung Shing Street
Ho Man Tin

Kowloon
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Seoul

Korea
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Korea

Korea

Korea

Korea

United States
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SENIOR MANAGEMENT

Name Residential Address

Mr. Ryu Ho Yong 213-204 |-Park city
Kwon sun-Gu
Suwon City, Kyung Ki Province
Korea

Mr. Cho Kyu Beom 102-1401 Building 208
Gui in Road
Dong an-Gu
Anyang City, Kyung Ki Province
Korea

Mr. Lee Chung Yun No. 1205 Building 1320
57 Cheol San Road
Gwang myung City, Kyung Ki Province
Korea

Mr. Park Bumcheol No. 1002 Building 111, World Merdian Apartment
Woo man 2-Dong
Pal dal-Gu
Suwon City, Kyung Ki Province
Korea

Mr. Yoo Hee Yeoul 301-2202
435 Olympic Road
Songpa-Gu
Seoul
Korea

Mr. Lee David Hyung Tek Flat E, 14/F
Lyndhurst Building
29 Lyndhurst Terrace
Central
Hong Kong
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Please see the section headed “Directors and Senior Management” in this prospectus for further
details.

PARTIES INVOLVED IN THE GLOBAL OFFERING

Selling Shareholder Hahn & Company Eye Holdings Co., Ltd.
21F Ferrum Tower
19, Eulji-ro 5-gil
Jung-Gu
Seoul
Korea
100-210

Sole Sponsor, Sole Global Coordinator and Morgan Stanley Asia Limited
Sole Bookrunner 46/F, International Commerce Centre
1 Austin Road West
Kowloon
Hong Kong

Joint Lead Managers Morgan Stanley Asia Limited
46/F, International Commerce Centre
1 Austin Road West
Kowloon
Hong Kong

BNP Paribas Securities (Asia) Limited
59/F-63/F, Two International Finance Centre
8 Finance Street

Central, Hong Kong

CIMB Securities Limited

Units 7706-08, Level 77
International Commerce Centre
1 Austin Road West

Kowloon

Hong Kong

Legal Advisors to Our Company As to Hong Kong and U.S. laws:
Cleary Gottlieb Steen & Hamilton (Hong Kong)
37/F, Hysan Place
500 Hennessy Road
Causeway Bay
Hong Kong

As to PRC law:

Jingtian & Gongcheng

34/F, Tower 3, China Central Place
77 Jianguo Road

Chaoyang District

Beijing 100025

PRC

As to Cayman Islands law:
Maples and Calder

53/F, The Center

99 Queen’s Road Central
Hong Kong
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Legal Advisors to the Sole Global Coordinator As to Hong Kong and U.S. laws:
and the Underwriters Shearman & Sterling
12/F, Gloucester Tower
The Landmark
15 Queen’s Road Central
Hong Kong

As to PRC law:

Haiwen & Partners

20/F Fortune Financial Center

5 Dong San Huan Central Road Chaoyang District
Beijing 100020

PRC

Reporting Accountants KPMG
Certified Public Accountants
8/F, Prince’s Building
10 Chater Road
Central
Hong Kong

Industry Consultant International Business Strategies, Inc.
632 Industrial Way
Los Gatos
Callifornia 95030
USA

Receiving Bank Standard Chartered Bank (Hong Kong) Limited
15/F Standard Chartered Tower
388 Kwun Tong Road
Kwun Tong

Compliance Advisor Guotai Junan Capital Limited
28/F., Low Block,
Grand Millennium Plaza
181 Queen’s Road
Central
Hong Kong



CORPORATE INFORMATION

Registered office in Cayman Islands PO Box 309
Ugland House
Grand Cayman
KY1-1104
Cayman Islands

Headquarters in the PRC No.1 Songbai Road
Huanan Industrial Zone
Liaobu Town
Dongguan City
Guangdong Province
PRC

Principal place of business in Hong Kong Suite 3208-9
32/F, Tower 6
The Gateway
9 Canton Road
Tsimshatsui
Kowloon

Company’s Website www.cowelleholdings.com

(The information on the website does not form
part of this prospectus)

Company Secretary Ms. Lam Wing Yan (Fkik/ik)
CPA, FCCA
Room D, 25/F
Tower 10, Ocean Shores
88 O King Road
Tseung Kwan O
New Territories

Authorized Representatives Mr. Seong Seokhoon
B04-1401
Galaxia Legend Star Island
Dongcheng District
Dongguan
PRC

Ms. Lam Wing Yan (#ik/ik)
Room D, 25/F

Tower 10, Ocean Shores
88 O King Road

Tseung Kwan O

New Territories

Audit Committee Mr. Kim Chan Su (Chairman)
Dr. Song Si Young

Mr. Okayama Masanori
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Remuneration Committee Dr. Song Si Young (Chairman)
Mr. Kim Chan Su
Mr. Seong Seokhoon
Nomination Committee Mr. Kwak Joung Hwan (Chairman)
Dr. Song Si Young
Mr. Kim Chan Su

Cayman Islands Principal Share Registrar and Maples Fund Services (Cayman) Limited
Transfer Agent PO Box 1093
Boundary Hall
Cricket Square
Grand Cayman
KY1-1102
Cayman Islands

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

Compliance Advisor Guotai Junan Capital Limited
27/F, Low Block
Grand Millennium Plaza
181 Queen’s Road Central
Hong Kong

Principal Bankers Hong Kong and Shanghai Banking Corporation
Limited
1 Queen’s Road Central
Central
Hong Kong

Australia and New Zealand Banking Group Limited
13/F

Three Exchange Square

8 Connaught Place

Central




INDUSTRY OVERVIEW

Certain information and statistics, including estimates, set forth in this section and elsewhere in
this prospectus have been extracted from a report commissioned by us and prepared by International
Business Strategies, Inc. (the “IBS Report”) in relation to the camera module and optical components
industries. We have taken reasonable care in extracting and reproducing such information, and 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 in any material respect. However, the information has
not been independently verified by us or any other party involved in the prospectus, and no
representation is given as to its accuracy or completeness. As such, investors are cautioned not to
place any undue reliance on the information and statistics set forth in this section or similar information
included elsewhere in this prospectus.

INDUSTRY CONSULTANTS AND INFORMATION SOURCES
International Business Strategies

We commissioned International Business Strategies Inc. (“IBS”), an independent market research
consulting firm that is principally engaged in the provision of market research consultancy services, to
conduct a detailed analysis of the global and Chinese camera module industry. IBS has been in business
for over 25 years and is actively involved in top-level strategic consulting for global leaders in the
electronics industry. IBS’s independent market research was undertaken through both primary and
secondary research based on various sources. Primary research involved in-depth interviews with key
stakeholders and industry experts including camera module suppliers, foundry service providers, design
houses, module assembly houses, industry associations and experts, among others. Secondary research
involved research regarding information and statistics published by government departments, trade and
business media, company annual reports and publicity materials, IBS research reports, analyst reports,
industry associations, industry journals, online sources and data from the research database of IBS. Such
methodology utilizes a multilevel information sourcing process, in which information gathered is cross-
referenced to ensure accuracy.

IBS considered the following parameters in preparing its market sizing and forecast model for the
IBS Report:

° the market demand by geographic region for smartphones, feature phones, multimedia
tablets, digital still cameras, automotive, security, and other platforms that consume high

volumes of camera modules;

° the longer-term demand profiles for smartphones and multimedia tablets, as well as the
strengthening of PRC vendors;

° the increased adoption of imaging as a key part of social networking on a global basis within
the smartphone and multimedia tablet ecosystem;

° enhancements in technologies that can offer higher resolution and lower cost imaging
capabilities, including the impact of enhancements in image sensors, image stabilization,

autofocus, chip scale packaging and other areas;

® the competitive pressures in the camera modules market and the impact of the price of image
sensors, as well as the effectiveness of the low-cost camera module vendors; and

° the supply chain for image sensors, lenses, and other key components for camera modules.
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IBS further assumed that no natural disasters will adversely affect the demand and supply of camera
modules.

We have extracted certain information from the IBS Report in this section as well as in the sections
headed “Risk Factors,” “Business,” “Financial Information” and elsewhere in this prospectus to provide
investors with a more comprehensive overview of the industry in which we operate. We paid IBS a fee of
US$75,000 for the IBS Report.

GLOBAL CAMERA MODULES MARKET

A camera module is a device that converts an optical image into electronic video signals. These
electronic signals are then converted into digital data on the display of a digital imaging device for users to
store as a digital image. The booming demand for mobile phones, smartphones, multimedia tablets and
other mobile devices has driven the demand for camera modules, which are the core components for
built-in digital cameras and have become one of the key differentiating factors for such devices. According
to the IBS Report, the global camera modules market grew from 2.1 billion units in 2010 to 3.8 billion units
in 2013, representing a CAGR of 22.8%, and is expected to grow further to 7.3 billion units in 2020,
representing a CAGR of 9.5% over 2013 to 2020. In terms of revenue, according to the IBS Report, the
global camera modules market grew from US$10.0 billion in 2010 to US$16.4 billion in 2013, representing
a CAGR of 17.8%, and is expected to further grow to US$34.4 billion in 2020, representing a CAGR of
11.2% over 2013 to 2020.

Global Camera Modules Market by Volume
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Source: International Business Strategies, Inc.

The two major segments in the global camera modules market are flip-chip and COB (chip-on-
board). Flip-chip camera modules are generally smaller than COB camera modules but require higher
precision packaging technologies. According to the IBS Report, flip-chip camera modules are expected to
represent 76.3% of total camera module sales in 2020.

— 64 —
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Market Applications of Camera Modules

Camera module applications have expanded beyond their use traditionally as a component of digital
still cameras to a wide range of markets in automotive devices, security, medical and other areas, due to
the cost and performance advantages of camera modules.

Camera features are becoming key differentiating factors for mobile multimedia platforms such as
smart phones and tablet computers and there is also growth in camera module demand in automotive,
surveillance, medical and other areas.

Global camera module shipments are expected to increase in the coming years with the increase in
the number of smartphone shipments, further enhanced by the rising demand for mobile phones with a
camera at both ends (front and rear). Rear-end cameras are driving enhancements in camera modules for
higher pixel count while front-end camera modules are at a lower pixel count and based on fixed focus
technology. According to the IBS Report, the sales volume of rear-end camera modules grew from 1,315
million units in 2010 to 2,065 million units in 2013 and is expected to increase further to 3,040 million units
in 2020, representing a CAGR of 5.7%. Front-end camera module sales grew faster from 405 million units
in 2010 to 1,317 million units in 2013, representing a CAGR of 48.2%, and are expected to grow further
to 2,778 million units in 2020, representing a CAGR of 11.3%. Rear-end and front-end camera modules
represented 61.1% and 38.9% of total camera module sales volume in 2013, respectively. By 2020, rear-
end and front-end camera modules are expected to represent 52.3% and 47.7% of total camera module
sales volume, respectively. Rear-end camera modules have reached pixel counts of over 16 megapixels,
but there still is a large market for 5 megapixels and 8 megapixels. Front-end camera modules are
typically two megapixels in pixel count. Overall, camera module technology will be driven by the need to
support a wide range of image resolution levels.

Global Camera Modules Market Volume()

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

(in millions of units)

Rear-end ..... 1,315 1,592 1,918 2,065 2,273 2,374 2,501 2,622 2,762 2,912 3,040

Front-end ... .. 405 716 1,033 1,317 1,665 1,705 2,002 2,204 2,414 2,616 2,778

(1) Includes camera modules for mobile devices with defined rear-end and front-end camera modules (including mobile phones
and tablets)

Source: International Business Strategies, Inc.
Smartphones

The camera modules market is primarily driven by increasing application of camera modules in
smartphones.

According to the IBS Report, the volume of the global smartphones market is expected to increase
from 970 million units in 2013 to 2.1 billion units in 2020, representing a CAGR of 11.6%, and will be a
key driver for the camera modules market through 2020.

While the growth from non-China smartphone vendors is lower than that of Chinese smartphones
vendors, the technology requirements of camera modules in the non-China market are typically higher,
which leads to higher selling prices for camera modules. The volume of smartphones sold in the non-
China region is expected to increase from 624 milion units in 2013 to 895 million units in 2020,
representing a CAGR of 5.3%.



INDUSTRY OVERVIEW

Global Smartphone Market Volume
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According to the IBS Report, Samsung Electronics was the largest smartphone vendor in terms of
sales volume with a 33.1% global market share in 2013. Apple and Huawei were the second and third
largest smartphone vendors with market shares of 15.8% and 5.4% respectively in 2013. Other leading
smartphone vendors during 2013 included Microsoft/Nokia, LG Electronics, Lenovo, ZTE, Sony, Coolpad,
Xiaomi and Blackberry.

Market Shares of Smartphone Vendors

2013
Company Sales Market Share
(in millions of units) (%)

Samsung EIeCtroniCs . ... 321.2 33.1%
ADPIE . o 153.4 15.8%
HUaWei . . .. 52.0 5.4%
Microsoft/NoKia . . . . .. 51.8 5.3%
LG EIBCtroNICS . . ot 47.6 4.9%
LeNOVO . .t 42.9 4.4%
ZTE o 40.0 4.17%
SONY v 38.4 4.0%
Co0lpad . .. 36.7 3.8%
KIBOM .\ o e 18.7 1.9%
BlackBerry . ... 18.4 1.9%
T O . o 17.6 1.8%
HTC . 16.1 1.7%
Google/Motorola . . . ... 12.5 1.3%
Other . 102.6 10.6%
Total . . 969.9 100.0%

Tablets

Camera modules are also gaining popularity and seeing increased demand in as components for
multimedia tablets. As is the case for smartphones, front and rear cameras have become one of the key
specifications for tablets.

According to the IBS Report, the volume of the global tablet market is expected to increase from
276 million units in 2013 to 815 million units in 2020, representing a CAGR of 16.7%. The growth of
mobile Internet usage serves as one of the main drivers for increasing sales of tablets on a global basis.
The tablet market is expected to continue to experience strong growth despite increasing overlap with
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large-area display smartphones and the low-end notebook computer market. The volume of tablets sold
in the non-China region is expected to increase from 112 million units in 2013 to 267 million units in 2020,
representing a CAGR of 13.2%.

Global Tablet Market Volume
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According to the IBS Report, Apple was the largest vendor of tablets in terms of sales volume in
2013 with a market share of 26.9%. Samsung Electronics and Asus were the second and third largest
vendors of tablets with market share of 14.6% and 4.4% respectively in 2013.

Market Shares of Tablet Vendors

2013
Company Sales Market Share
(in millions of units) (%)

APl 74.2 26.9%
Samsung EIeCtroniCs ... ..o 40.4 14.6%
ASUS ot 12.1 4.4%
AMAZON 10.2 3.7%
LeNOVO 7.9 2.9%
Other . 131.2 47.5%
Total . ... 276.0 100.0%

Camera Module Resolutions

Image resolution for camera modules is measured by the pixel count and is one of the key metrics of
camera module performance. Demand for higher pixel count camera modules continues to grow, driven
by large end user demand for high quality pictures.

According to the IBS Report, global shipments of mid to high resolution camera modules,
characterized by a pixel count of 5 megapixels and above, amounted to 725 million units in 2013 and are
projected to jump to 5,182 million units in 2020, representing a CAGR of 32.4%. Camera modules with
high resolution, characterized by a pixel count of 8 megapixels, 12 megapixels, 16 megapixels and above,
had unit volumes of 342 million in 2013 which are expected to increase to 3,931 million units in 2020,
representing a CAGR of 41.7%, reflecting increasing demand for high resolution cameras in smartphones,
multimedia tablets and other applications, including in the automotive sector.
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Global Camera Modules Market Volume by Pixel Count
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Growth Drivers and Technology Innovations

While Japanese camera module manufacturers have been the technology leaders within digital still
camera applications, their high cost structure has not allowed them to be competitive in the high volume
market for smartphone camera modules. From 2014 onwards, cameras capable of generating content
with a horizontal resolution on the order of 4,000 pixels (“4K”) are expected to become a key market
segment, as demonstrated by the introduction of Panasonic’s 4K wearable camera.

The ability to manufacture high volumes of high-quality lens systems is another key element to
becoming a market leader in camera modules. Lens systems require skills in a wide range of capabilities
and having the ability to customize lens system features functions as an important competitive advantage.

Key trends in technology are increased pixel count to 20+ megapixels for rear-facing cameras that
require powerful signal processing technology and reduced pixel size to 0.90um. The inclusion of image
signal processors (“ISPs”) within camera modules is another increasing trend.

Camera Module Components and Materials

Major components for camera modules include CMOS image sensors, lens modules, substrates
and filters. According to the IBS Report, the price of major components and materials for camera modules
is expected to be flat or lower through 2020, as shortages of such components and materials are not
expected due to the strengthening of production capabilities for CMOS image sensors, lens modules,
substrates, filters and other components by PRC suppliers through 2020, and such increasing capabilities
are likely to result in significant downward price pressure as PRC suppliers seek to gain market share.

For CMOS image sensors specifically, prices for certain specific pixel sensors, such as 8 megapixels
and 22 megapixels, have historically declined over time, which is the normal pattern within the
semiconductor industry. However, the migration to higher pixel count for front-facing cameras, due to the
increasing demand for better image quality resulting from the increasing importance of self-taken images,
had a counter-vailing impact of generally increasing the average prices of image sensors used in front-
facing cameras, which is expected to continue.
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The following table sets forth the historical and estimated average prices for image sensors for the
periods indicated, as well as the growth rate of such prices between the periods, according to the IBS
Report:

2010 2011 2012 2013 2014e 2015e 2016e 2017e 2018e 2019e 2020e

Wireless handset

Smartphones

Front-facing cameras

Us$) ............ 0.809 0.838 0.863 0.875 1.018 1.198 1.448 1676 1937 2104 2.234
Growth rate (%) ..... N/A 3640 2950 1.8380 16.360 17.700 20.870 15.750 15.590 8.600 6.170
Back-facing cameras

Us$) ............ 4766 4.588 4.412 3.620 3.194 3250 3.320 3462 3.585 3.730 3.882
Growth rate (%) .. ... N.A* (3.740) (3.820) (17.950) (11.790) 1.770 2.160 4.270 3.530 4.050 4.090

Non-Smartphones
Front-facing cameras

Us$) ............ 0.292 0.275 0.252 0.241 0.241 0.242 0.244 0.245 0.249 0.259 0.308
Growth rate (%) ..... N.A* (6.720) (8.450) (4.360) 0.080 0.550 0.770 0.230 1.680 4.190 18.780
Back-facing cameras

Us$) ............ 0.671 0.796 0918 0.953 1.096 1.124 1.173 1.283 1.408 1.608 2.002
Growth rate (%) .. ... N.A*18.500 15.440 3.760 15.070 2.480 4.390 9.350 9.760 14.220 24.480

Tablet computer
Front-facing cameras

Us$) ............ — 0855 0.886 09004 1.048 1.166 1.262 1.336 1.443 1.575 1.760
Growth rate (%) .. ... N.A*  N.A® 3.680 1.990 15.900 11.340 8.190 5.880 7.960 9.200 11.710
Back-facing cameras

Us$) ............ — 3627 3460 2875 2982 3.028 3.086 3.180 3.269 3.330 3.363
Growth rate (%) ..... N.A*  N.A* (4.590) (16.910) 3.740 1.540 1.900 3.040 2.800 1.860 1.000

Source: International Business Strategies, Inc.
* N.A. means not applicable

For lenses, adequate manufacturing capacity and heavy competition in the industry are expected to
result in relative stability in supply through 2020. The following table sets forth the historical and estimated
low and high price range for lens modules for smartphones and tablet computers for the periods
indicated, according to the IBS report:

2010 2011 2012 2013 2014e 2015e 2016e 2017e 2018e 2019e 2020e

Low (US$) ... 035 034 033 032 03t 030 029 028 027 026 0.25
High (US$) .. ...t 150 160 170 175 180 190 195 200 205 210 215

Source: International Business Strategies, Inc.

PCB consumption in camera modules has historically accounted for less than 0.1% of total global
PCB consumption. PCBs used for COB camera modules are very small in size. Depending on tolerances
and number of layers, the price of PCBs currently ranges from US$0.15 to US$0.45. It is not expected
that there will be any shortages in the supply of PCBs or any limitations in technology for use in camera
modules through 2020.

HTCC is a better substrate for flip-chip camera modules than PCB substrates. HTCC prices for

smartphone camera modules currently range from US$0.25 to US$0.60, and prices are expected to be
relatively flat through 2020.
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Competitive Landscape of Camera Modules Market

The global camera modules market is large and fragmented with many competitors. According to
the IBS Report, our share of the global camera modules market was 5.0% in 2013, ranking us as the sixth
largest supplier of camera modules in the world. Larger competitors such as LG Innotek and Samsung
Electro-Mechanics (“SEMCQ”) were ranked first and second, due to large demand for mobile devices
produced by their affiliated companies, LG Electronics and Samsung Electronics. Similarly, Partron gained
market share as a key camera module vendor to Samsung Electronics. Lite-On Technology gained
market share with strong demand from China.

According to the IBS Report, we, along with LG Innotek, are one of the three largest suppliers of flip-
chip camera modules in terms of production capacity. Our competitive advantages in the flip-chip camera
modules market are our excellent services to our customers, high quality of our products and our
manufacturing efficiency.

Also according to the IBS Report, smaller companies will be challenged to compete in the camera
modules market in the long-term due to limitations on their ability to keep pace with the technological and
manufacturing capabilities of market share leaders.

Global Camera Module Market Share by Revenue

2010 2011 2012 2013 2010—

Market Market Market Market 2013

Company USSMM Share US$MM Share USSMM Share US$MM Share CAGR

(%) (%) (%) (%) (%)
LGlnnotek ............... 573 5.7% 1,049 84% 1,561 10.4% 2,389 14.6% 60.9%
SEMCO ................. 592 59% 619 5.0% 1,458 9.7% 1,982  12.1% 49.6%
Sharp ................... 653 6.5% 774 6.2% 795 5.3% 1,037 6.3% 16.7%
Lite-On Technology .. ...... 291 2.9% 426 3.4% 781 5.2% 850 5.2% 42.9%
Partron .................. 95 0.9% 191 1.6% 557 3.7% 825 5.0%105.5%
Cowell .................. 159 1.6% 323 2.6% 528 3.5% 814 5.0% 72.3%
Sunny Optical Technology . . . 109 1.17% 190 1.5% 400 2.7% 742 4.5% 89.5%
Foxconn Technology . .. .. .. 902 9.0% 1,011 81% 857 5.7% 703 4.3% (8.0)%
Chicony Electronics ... ... .. 357 3.6% 418 3.4% 456 3.0% 463 2.8% 9.1%
Toshiba ................. 527 5.3% 486 3.9% 445 3.0% 371 2.3% (11.0)%
Other® ... ............... 5752  57.5% 6,969 55.9% 7,223 48.0% 6,208 37.9% 2.6%

Total ................... 10,010 1700.0%12,456 100.0%15,061 100.0%16,384 100.0%

Source: International Business Strategies, Inc.

(1) Other competitors include Primax Electronics, CammSys, STMicroelectronics, Truly Opto-electronics, PowerLogics, MCNEX,
BYD and Tessera DOC.

Barriers to Entry

To compete in the camera modules market, a camera module company not only needs to have
strong and established relationships with leading mobile device manufacturers, but also needs an
advanced and flexible manufacturing platform with large manufacturing capability and a competitive cost
structure. It is critical to have high volume manufacturing capability and efficient logistics for packaging
and to have a large manufacturing capacity for packaging technologies.

Strong engineering capability is also required for long-term success in the camera modules market.
The ability to support and manufacture camera modules utilizing both flip-chip and COB technology
represents a key competitive advantage for camera module manufacturers to cover the full low-, mid- and
high-end camera modules market across different pixel counts.
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This section sets forth a summary of the most significant aspects of laws and regulations relating to
our business operations in the PRC or our rights to receive dividends and other distributions from our
PRC subsidiary.

FOREIGN INVESTMENT

The establishment, operation and management of corporate entities in the PRC are governed by the
Company Law of the PRC (13 AN RILHE A FE) (the “PRC Company Law”), which was promulgated on
December 29, 1993 and amended on December 25, 1999, August 28, 2004, October 27, 2005 and
December 28, 2013. Under the PRC Company Law, companies are generally classified into two
categories: limited liability companies and limited companies by shares. The PRC Company Law also
applies to foreign-invested limited liability companies but where other relevant laws regarding foreign
investment have provided otherwise, such other laws shall prevail.

The latest amendment to the PRC Company Law took effect from March 1, 2014, pursuant to which
there is no longer a prescribed timeframe for the shareholders to make full capital contribution to a
company, except in situations where there are requirements otherwise in other relevant laws,
administrative regulations and State Council decisions. Instead, shareholders are only required to state the
capital amount that they commit to subscribe in the articles of association of the company. Further, the
initial payment of a company’s registered capital is no longer subject to a minimum amount requirement
and the business license of a company will not show its paid-up capital. In addition, shareholders’
contribution of the registered capital is no longer required to be verified by capital verification agencies.

The Law of the PRC on Foreign-funded Enterprises (H#ARIEFIESNERZEIE) (the “Law on Foreign-
funded Enterprises”) promulgated on April 12, 1986 and amended on October 31, 2000 forms the
fundamental legal basis for the PRC Government to regulate a wholly foreign-owned enterprise. According
to the Law on Foreign-funded Enterprises, in order to establish a wholly foreign-owned enterprise, the
investor must apply to the Ministry of Foreign Trade and Economic Cooperation under the State Council
(currently, the MOFCOM) or other administrations authorized by the State Council for approval. In the
event of a split, merger or other major events of change, such event must be submitted to the approving
authorities for approval, and the change shall be registered with the state or local administration for
industry and commerce.

According to the Rules for the Implementation of the Law of the PRC on Foreign-funded Enterprises
(A RILRI B S A 2 E A 1) promulgated on December 12, 1990 and amended on April 12, 2001
and February 19, 2014, Foreign-funded enterprises may pay dividends only out of their accumulated
profits, determined in accordance with PRC accounting standards and regulations. Foreign-funded
enterprises are also required to set aside at least 10% of their respective after-tax profits each year, if any,
to fund certain statutory reserve funds until the aggregate amount of such reserve funds reaches 50% of
their registered capital and to allocate a discretionary portion of their respective after-tax profits to staff
welfare and bonus funds. These reserves are not distributable as cash dividends.

IMPORT OR EXPORT OF GOODS
Foreign Trade Registration

The Foreign Trade Law of the PRC (Hh#ENRILMEEINE S E) (the “Foreign Trade Law”) was
promulgated on May 12, 1994 and amended on April 6, 2004 to develop foreign trade such as the import
and export of goods, technology and international service, and to maintain order in foreign trade and
promote the advancement of China’s economy. The Foreign Trade Law and the Measures for the Archival
Filing and Registration of Foreign Trade Operators (E5ME 5 #EFE M ETHHE) promulgated by the
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MOFCOM on June 25, 2004 require enterprises engaged in import or export of goods or technology to
register with the relevant authorities in charge of foreign trade under the State Council unless otherwise
provided by other laws, administrative regulations or by the relevant authorities in charge of foreign trade
under the State Council. The MOFCOM issued the Circular on Relevant Issues Concerning the Filing and
Registration  of  the Right  to Foreign  Trade by  Foreign-invested Enterprises
(BRI B i 5 A S A1 B R 33 6 R0 A TR R8T on Augusst 17, 2004, which provides that the following two
types of foreign-invested enterprises do not need to go through the formalities of filing and registration of
foreign trade operators: (i) foreign-invested enterprises lawfully established before July 1, 2004 that have
not applied for changing their scope of business to add other import/export businesses, and (i) foreign-
invested enterprises lawfully established after July 1, 2004 that undertake import/export of self-use or self-
produced goods and their own technologies.

Customs Registration

The Provisions of the Customs of the PRC on the Administration of Registration of Declaration
Entities (3 A TR 3 20 Vi 8 0k ) B s PSS B HRLE) was promulgated by the General Administration of
Customs of the PRC and became effective from March 13, 2014, according to which the consignee or
consignor of imported or exported goods shall register at the local customs office, and obtain the
Registration  Certificate of Customs Declaration issued by the Customs of the PRC
(Fhr e N R o i i B B0 B RC AE 3). After regiistering with relevant PRC customs  office, the
consignee or consignor of imported or exported goods may handle its declarations at any appropriate
customs port within the customs territory of the PRC. The Registration Certificate of Customs Declaration
issued by the Customs of the PRC shall be valid for an unlimited period.

PROCESSING TRADE

According to the Customs Law of the PRC (H3#: N RILFIE & FYE) promulgated on January 22, 1987
and amended on July 8, 2000, June 29, 2013 and December 28, 2013, and the Tentative Measures for
the Management of Examination and Approval of Processing Trade (WNL¥ %34T
promulgated on May 27, 1999, enterprises engaging in processing trade need to obtain the approval for
processing trade issued by the competent authority and make a filing at the relevant customs office with
such approval and the processing trade contract. The Tentative Measures for the Management of
Examination and Approval of Processing Trade defines processing trade as business activities wherein an
enterprise imports as bonded goods all or part of the raw or auxiliary materials, parts and components,
component parts and packaging materials, and re-exports the finished products after processing or
assembling.

For an enterprise to pass the examination and approval process and obtain an Approval Certificate
for Processing Trade (L% % ZE854LiERE), it shall first obtain a Certificate on Production Capacity for
Processing Trade (L% 5% TA2EEERE @) from the competent department in charge of foreign
trade and economy at or above the county level. The Certificate on Production Capacity for Processing
Trade shall be valid for one year. In Guangdong Province, according to the Resolution of the Standing
Committee of the NPC on Authorizing the State Council to Provisionally Adjust Certain Administrative
Approval Matters under Relevant Laws and Regulations in Guangdong Province (B ARERGHBEZ A
B A T PR B 65 o 7 JE R I IR R S A3 T R AT BUER AL Y DLE) of December 28, 2012, there is no need
for an enterprise to go through the processing trade examination and approval process and to obtain an
Approval Certificate for Processing Trade, while it shall still obtain a Certificate on Production Capacity for
Processing Trade for it to engage in processing trade.

The Measures of the Customs of the PRC for the Supervision and Administration of Processing
Trade Goods (h3E A RILFIE BN L5 5 &Y B #E), which was promulgated on March 12, 2014,
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require an enterprise engaging in processing trade to go through the formalities of establishing the manual
of processing trade goods with the competent customs office in the area where the enterprise is located.

PRODUCT QUALITY

Product liability may arise if the products sold have any harmful effect on consumers. The injured
party may claim for damages or compensation. The General Principles of the Civil Law of the PRC
(e AR REE@E R, which was promulgated on April 12, 1986 and amended on August 27, 2009,
states that the manufacturers and sellers of defective products causing property damage and personal
injury shall bear civil liabilities for such damage or injuries.

The Product Quality Law of the PRC (F#E A\ R ILAN B2 it B %) was promulgated on February 22,
1993 and amended on July 8, 2000 and August 27, 2009 to strengthen the quality control of products
and protect consumers’ rights and interests. Under this law, manufacturers and retailers who produce or
sell defective products shall be liable for any personal or property damage resulting from the defective
products; may be subject to administrative penalties such as the confiscation of earnings from such sales,
revocation of business licenses and imposition of fines, and in severe circumstances, may be subject to
criminal liabilities. A quality accreditation system for enterprises has been adopted in the PRC according
to generally adopted international quality management standards. Enterprises can apply voluntarily to the
accreditation agency recognized by the competent PRC authorities for enterprise quality system
accreditation. An accreditation certificate for enterprise quality system shall be issued by the accreditation
agency if the application has been approved.

The Law of the PRC on Protection of the Rights and Interests of Consumers (13 A B 3LH B #
s IR 1%) was promulgated on October 31, 1993 and amended on August 27, 2009 and October 25,
2013 to protect consumers’ rights when they purchase or use goods or services. All business operators
must comply with this law when they manufacture or sell goods and/or provide services to consumers.

The Tort Liability Law of the PRC (h#E AN RILFEFZHEFEL), which became effective on July 1,
2010, provides that where a product endangers personal life or property due to its defect, the
manufacturers and the distributors shall bear liability in tort.

OCCUPATION SAFETY

The Production Safety Law of the PRC (3 NRIAE %24 ), which was promulgated on
June 29, 2002 and amended on August 27, 2009 and August 31, 2014 (with the latest amendment to
come into effect on December 1, 2014), requires production entities to provide safe working conditions in
compliance with relevant laws, rules and regulations. Any entity that is not equipped with measures for
safe production is not allowed to engage in production and business operation activities. Enterprises and
institutions must offer education and training programs to their employees regarding production safety.
The design, manufacture, installation, use, checking, maintenance, repair and disposal of safety
equipment must be in conformity with the national standards or industrial standards. In addition,
enterprises and institutions must provide personal protective equipment that meet the national standards
or industrial standards to the employees, and supervise and educate them to use such equipment
according to the prescribed rules.

FIRE PREVENTION
According to the PRC Fire Prevention Law (13 NRILFENERI %) adopted on April 29, 1998 and

amended on October 28, 2008, for a construction project that is required to include fire control designs
according to State standards, the design and drawings are required to be submitted to the relevant fire
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control bureau for approval or archival filing before the commencement of construction. Further, upon
completion of such a construction project, it must either pass a fire control check to be made by, or as
the case may be, make an archival filing with, the relevant fire control bureau.

INTELLECTUAL PROPERTY
Patents

According to the Patent Law of the PRC (13 A\ R ILAI B #0F17%) promulgated on March 12,1984 and
amended on September 4, 1992, August 25, 2000 and December 27, 2008, there are three types of
patents, including invention patents, design patents and utility model patents. Invention patents are valid
for twenty years, while design patents and utility model patents are valid for ten years, in each case
commencing on their respective application dates. After the grant of the patent right for an invention or
utility model, except where otherwise provided for in such law, no entity or individual may, without the
authorization of the patent owner, exploit the patent, that is, make, use, offer to sell, sell or import the
patented product, or use the patented process, or use, offer to sell, sell or import any product which is a
direct result of the use of the patented process, for production or business purposes. In addition, after a
patent right is granted for a design, no entity or individual may, without the permission of the patent
owner, exploit the patent, that is, for production or business purposes, manufacture, offer to sell, sell, or
import any product containing the patented design. Where the infringement of patent is established, the
infringer must, in accordance with the applicable regulations, undertake to cease the infringement, take
remedial action, and/or pay damages.

Trademarks

The Trademark Law of the PRC (13 ARILFIEIFifE) was promulgated on August 23, 1982 and
amended on February 22, 1993, October 27, 2001 and August 30, 2013. This law requires natural
persons, legal persons, or other organizations that wish to obtain the exclusive right to use trademarks for
the goods they produce, manufacture, process, select or distribute to apply to the Trademark Office of
the PRC for trademark registration. A trademark registrant shall be entitled to the exclusive right to use a
registered trademark. A registered trademark is valid for ten years, commencing from the date when the
registration is approved. If a trademark registrant wishes to use a trademark after the expiration of the ten-
year period, a registration renewal application should be filed within twelve months prior to the expiration
of the trademark’s term. Each registration renewal is valid for a period of ten years. A trademark registrant
may license its registered trademark to another party by entering into a trademark license contract.
Persons or entities who use trademarks without the consent of the trademark registrants, make imitated
trademarks, or engage in activities that infringe upon trademarks shall be held liable to the trademark
registrants for compensation and may be subject to fines or even criminal punishment.

PRC TAXATION
Enterprise Income Tax

According to the Enterprise Income Tax Law of the PRC (2 ARILABEZEFHFHIE), which
became effective as of January 1, 2008, and the Regulation on Implementing the Enterprise Income Tax
Law of the PRC (3 A\ R ILAN B A 3 AT 15 BL L BI04 1), which also became effective as of January 1, 2008
(collectively, the “EIT Law”), taxpayers consist of resident enterprises and non-resident enterprises.
Resident enterprises are defined as enterprises that are established in the PRC in accordance with PRC
laws, or that are established in accordance with the laws of foreign countries but whose actual or de facto
control entity is within the PRC. Non-resident enterprises are defined as enterprises that are set up in
accordance with the laws of foreign countries and whose actual administration is conducted outside the
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PRC, but (i) have entities or premises in the PRC, or (i) have no entities or premises but have income
generated from the PRC. According to the EIT Law, foreign invested enterprises in the PRC are subject to
enterprise income tax at a uniform rate of 25%. A non-resident enterprise that has an establishment or
premises within the PRC is required to pay enterprise income tax at a rate of 25% on its income that is
derived from such establishment or premises inside the PRC and that is sourced outside the PRC but is
actually connected with the said establishment or premises. A non-resident enterprise that has no
establishment or premises within the PRC but has income from the PRC, and a non-resident enterprise
that has an establishment or premises in the PRC but its income has no actual connection to such
establishment or premises in the PRC, is subject to PRC withholding tax at the rate of 10% on its income
sourced from the PRC.

On February 3, 2015, the PRC State Administration of Taxation issued Circular 7, which abolished
certain provisions in Circular 698, as well as certain other rules providing clarification on Circular 698.
Circular 7 provided comprehensive guidelines relating to, and also heightened the PRC tax authorities’
scrutiny over, indirect transfers by a non-resident enterprise of PRC Taxable Assets. Under Circular 7, the
PRC tax authorities are entitled to reclassify the nature of an indirect transfer of PRC Taxable Assets,
when a non-resident enterprise transfers PRC Taxable Assets indirectly by disposing of equity interests in
an overseas holding company directly or indirectly holding such PRC Taxable Assets, by disregarding the
existence of such overseas holding company and considering the transaction to be a direct transfer of
PRC Taxable Assets, if such transfer is deemed to have been conducted for the purposes of avoiding
PRC enterprise income taxes and without any other reasonable commercial purpose. However, Circular 7
contains certain exemptions, including (i) where a non-resident enterprise derives income from the indirect
transfer of PRC Taxable Assets by acquiring and selling shares of a listed overseas holding company
which holds such PRC Taxable Assets on a public market; and (i) where there is an indirect transfer of
PRC Taxable Assets, but if the non-resident enterprise had directly held and disposed of such PRC
Taxable Assets, the income from the transfer would have been exempted from enterprise income tax in
the PRC under an applicable tax treaty or arrangement.

Tax on Dividends

According to the EIT Law, dividends paid by foreign-invested companies to their foreign investors
that are non-resident enterprises as defined under EIT Law are subject to withholding tax at a rate of 10%,
unless otherwise provided in the relevant tax agreements entered into with the central government of the
PRC. The PRC and Hong Kong governments entered into the Arrangement between the Mainland of the
PRC and Hong Kong Special Administrative Region on the Avoidance of Double Taxation and the
Prevention of Fiscal Evasion with respect to Taxes on Income  (RHAIFHEREHI4TE
RIS 35 P et B EE AR AN BT I MR 2 HF) (the “Arrangement”) on August 21, 2006. According to the
Arrangement, the withholding tax rate on dividends paid by a PRC company to a Hong Kong resident
entity is 5% if such Hong Kong resident entity directly holds at least 25% of the equity interest in the PRC
company, and 10% if the Hong Kong resident entity holds less than 25% of the equity interest in the PRC
company.

Pursuant to the Circular of the State Administration of Taxation on Relevant Issues relating to the
Implementation of Dividend Clauses in Tax Agreements (B8 85 48R B i BUT B 9 5 H B e i A T ]
K%, which became effective on February 20, 2009, all of the following requirements must be satisfied
in order to enjoy the preferential tax rates provided under the tax agreements: () the tax resident that
receives dividends should be a company as provided in the tax agreement; (i) the equity interests and
voting shares of the PRC resident company directly owned by the tax resident should reach the
percentages specified in the tax agreement; and (i) the equity interests of the PRC resident company
directly owned by such tax resident at any time during the twelve months prior to receiving the dividends
should reach a percentage specified in the tax agreement.
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According to the Administrative Measures for Non-resident Enterprises to Enjoy Treatments under
Tax Treaties (Trial) (i R= 2Bl n & Frd B BEHEE - (547)), which came into force on October 1, 2009, if a
non-resident enterprise (as defined under the PRC tax laws) that receives dividends from a PRC resident
enterprise wishes to enjoy the preferential tax treatments under the tax agreements, it is required to
submit an application for approval to the competent tax authority.

Value-Added Tax

According to the Provisional Regulations of the PRC on Value-added Tax
(2 N R LA B 39 (R B 47 16 ) promulgated on December 13, 1993 and amended on November 5, 2008
and the Detailed Rules for the Implementation of the Provisional Regulations of the PRC on Value-added
Tax (h#E NRILHBISER G T HROIERAA) promulgated on December 25, 1993 and amended on
December 18, 2008 and October 28, 2011 (collectively, the “VAT Law”), all enterprises and individuals
that engage in the sale of goods, the provision of processing, repair and replacement services, and the
importation of goods within the territory of the PRC must pay value-added tax. The value-added tax rate
is generally 17%.

ENVIRONMENTAL PROTECTION

According to the Environmental Protection Law of the PRC (3 NRILMEIBIE 1) promulgated
on December 26, 1989 and amended on April 24, 2014 (the revision came into effect on January 1,
2015), entities that cause environmental pollution and other public hazards must adopt effective measures
to prevent and control pollution and other environmental harms caused by waste gases, waste water,
waste residues, medical waste, dust, malodorous gases, radioactive substances, noise, vibration, optical
and electromagnetic radiation generated in the course of production, construction or other activities. In
addition, entities that discharge pollutants must register with the relevant environmental protection
authorities.

Pursuant to the requirements under the Law on Prevention of Water Pollution of the PRC
(h i AR LA KI5 3 BE1%), promulgated on May 11, 1984 and amended on May 15, 1996 and February
28, 2008, the Law on Prevention of Air Pollution of the PRC (3 A\ RN B K505 Y Biifi), promulgated
on September 5, 1987 and amended on August 29, 1995 and April 29, 2000, and the Administrative
Regulations on Levy and Utilization of Sewage Charge (HFi5 2 H0lE 4 246 41), which became effective
as of July 1, 2003, enterprises which discharge water or air pollutants must pay discharge fees based on
the types and volumes of the pollutants discharged. The discharge fees are calculated by the local
environmental protection authority, which will review and verify the types and volumes of pollutants
discharged. In addition, the Law on Prevention and Control of Environmental Noise Pollution of the PRC
(3 N R B ER B i 15 JL B iRE), which was  promulgated on October 29, 1996, regulates the
prevention and control of noise pollution. Under the Law on Prevention of Environmental Pollution Caused
by Solid Waste of the PRC (13 A\ B 1L 2 [ 8 B2 4175 Y BR 5 Bl VA 1), promulgated on October 30, 1995 and
amended on December 29, 2004 and June 29, 2013, entities and individuals that collect, store, transport,
utilize or dispose of solid waste must take precautions against the spread, loss and leakage of such solid
waste and adopt other measures to prevent solid waste from polluting the environment.

On November 29, 1998, the State Council promulgated the Regulations on the Administration of
Environmental Protection of Construction Project (s B B3R %E H#). On October 28, 2002, the
Law on Appraising of Environment Impact of the PRC (= N R BRI 5 BEHEK) was promulgated.
According to the aforesaid laws and regulations, the construction units responsible for construction
projects must submit corresponding environmental impact appraisal documents to the relevant
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administrative departments of environmental protection for examination and approval and obtain
approvals from such administrative departments of environmental protection before they commence
construction. Environmental protection facilities should be designed, built and put into use together with
the whole construction project. No permission may be given for a construction project to be used until its
environmental protection facilities have been examined and assessed and determined to be up to
standard by the relevant department of the environmental protection administration that is responsible for
examining and approving the environmental impact statement of the applicant.

LABOR

Under the Labor Law of the PRC (T3 N RILF B A 8)i%) promulgated on July 5, 1994 and amended
on August 27, 2009, and the Labor Contract Law of the PRC (H# NRILMELH G (the “Labor
Contract Law”) promulgated on June 29, 2007 and amended on December 28, 2012, labor contracts
must be concluded in writing if labor relationships are to be or have been established between enterprises
or entities on one hand and laborers on the other hand.

Labor Dispatch

Labor dispatch is mainly subject to the Labor Contract Law, Interim Provisions on Labor Dispatch
(G5B IRE B ATHLE) promulgated on January 24, 2014 and effective on March 1, 2014 and Implementing
Measures for Administrative Licensing for Labor Dispatch (5% IREATEEFAI Eii#FE) promulgated on
June 20, 2013. According to the Labor Contract Law and the Interim Provisions on Labor Dispatch, labor
dispatch employment is a supplemental form which can only be adopted for temporary, auxiliary or
alternative job positions. Temporary positions are positions subsisting for no more than six months;
auxiliary positions are positions of non-major business that serve positions of major businesses; and
alternative positions are positions that can be held by substitute laborers for a certain period of time
during which the laborers of the employers who originally hold such positions are unable to work as a
result of full-time study, being on leave or other reasons. An employer is required to strictly control the
number of dispatched laborers which may not exceed 10% of the total number of its workers.

Where a labor dispatch enterprise dispatches laborers, it must conclude a labor dispatch agreement
with the enterprise that accepts labor services in the form of labor dispatch. The labor dispatch agreement
must stipulate the dispatch positions and the number of personnel, the term of dispatch, the labor
remuneration, the amount and payment method of social insurance and the liability for breach of the
agreement. The dispatched workers are entitled to receive equal pay for equal work as the employees of
the employing enterprises. Pursuant to the Implementing Measures for Administrative Licensing for Labor
Dispatch, an administrative license must be obtained for the operation of a labor dispatch business from
the competent authorities. No entity or individual is allowed to carry on a labor dispatch business without
license.

SOCIAL INSURANCE AND HOUSING PROVIDENT FUNDS

As required by the Social Insurance Law of the PRC (T NRILABEIH & RERIE), effective as of
July 1, 2011, enterprises are obliged to provide their employees in the PRC with welfare schemes
covering pension insurance, unemployment insurance, maternity insurance, labor injury insurance and
medical insurance. Enterprises must apply for social insurance registration with local social insurance
agencies and pay premiums for their employees. If an enterprise fails to pay the required premiums on
time or in full amount, the authorities in charge will demand the enterprise to settle the overdue amount
within a stipulated time period and impose a 0.05% overdue fine. If the overdue amount is still not settled
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within the stipulated time period, an additional fine with an amount of one to three times of the overdue
amount will be imposed.

According to the Housing Provident Fund Management Regulations —(F:55 /348 LG )
promulgated on April 3, 1999 and amended on March 24, 2002, enterprises in the PRC shall complete
the registration of a housing provident fund with the competent housing provident fund management
centre and open the housing provident fund accounts for the employees with designated banks and
contribute to the housing provident fund for their employees at the rate of not less than 5% of the
employees’ average monthly wages for the preceding year.

FOREIGN EXCHANGE

The principal regulation governing foreign currency exchange in the PRC is the Foreign Exchange
Administration Regulations of the PRC (3 AN RILFIE SMERE 5 ) promulgated by the State Council on
January 29, 1996 and amended on January 14, 1997 and August 1, 2008, according to which the RMB
is freely convertible for current account items, including the distribution of dividends, interest payments,
and trade and service-related foreign exchange transactions. However, the RMB is not freely convertible
for capital account items, such as direct investments, loans, capital transfer and investments in securities
outside of the PRC, unless prior approval of the SAFE is obtained and prior registration with the SAFE or
its competent local branches is made. Enterprises may only buy, sell or remit foreign currencies at those
banks authorized to conduct foreign exchange business after providing valid commercial documents and
relevant supporting documents and, in the case of capital account item transactions, obtaining approval
from the SAFE or its competent local branches.

On August 29, 2008, the SAFE promulgated the Notice on the Relevant Operating Issues
Concerning the Improvements of the Administration of Payment and Settlement of Foreign Currency
Capital of Foreign-invested Enterprises (B 58 ¥ FM s 5 A 36 HMHE AR G SOIH 4t BE A BEA A SE 54
AR (“Circular 142”), which regulates the conversion by a foreign-invested company of foreign
currency into RMB by restricting how the converted RMB may be used. Circular 142 requires that the
registered capital of a foreign-invested company settled in RMB converted from foreign currencies may
only be used for purposes within the business scope approved by the applicable governmental authority
and may not be used for equity investments in other companies within the PRC. In addition, the SAFE
strengthened its oversight of the flow and use of the registered capital of a foreign-invested company
settled in RMB converted from foreign currencies. Violations of Circular 142 will result in penalties, such as
heavy fines.

HOUSE LEASING

According to the Administrative Measures for Commodity House Leasing (F i 5 FEAHL A HHIE)
promulgated by the Ministry of Housing and Urban-rural Development of the PRC on December 1, 2010
and effective on February 1, 2011, a lease agreement for the lease of commodity housing on state-owned
land shall be registered with the relevant authority within 30 days after the lease agreement is entered into.
If the lease agreement is not registered, the relevant authority shall request the parties to the lease
agreement to rectify the situation within a prescribed time limit. If the parties still fail to register the lease
agreement, if they are entities, they may be subject to a fine in the range of RMB1,000 to RMB10,000 for
each lease agreement not registered, and if they are individuals, they may be subject to a fine of up to
RMB1,000.
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TRANSFER PRICING
Hong Kong

Provisions relevant to pricing for intra-group transactions can be found in the Inland Revenue
Ordinance (Chapter 112 of the Laws of Hong Kong) (the “IRO”) and the comprehensive double taxation
agreements (the “DTAs”). The DTAs contain provisions which require the adoption of the arm’s length
principle for pricing transactions between associated enterprises. The arm’s length principle uses the
transactions of independent enterprises as a benchmark to determine how profits and expenses should
be allocated for transactions between associated enterprises. The basic rule for DTA purposes is that
profits tax charged or payable should be adjusted, where necessary, to reflect the position which would
have existed if the arm’s length principle had been applied instead of the actual price transacted between
the enterprises.

The existence of a DTA however is not a prerequisite for making intra-group transaction price
adjustments. Where the circumstances warrant, adjustments may be made to transactions, domestic or
otherwise, under the provisions of the IRO. In March 2012, the Inland Revenue Department published
Departmental Interpretation and Practice Notes No. 48, which provides a mechanism for taxpayers to
pre-agree their transfer pricing arrangements with the Inland Revenue Department.

PRC

According to the EIT Law and Guoshuifa [2009] No.2 (F§Rl#4EsHE Bt (&l17), business
transactions between an enterprise and its related parties, shall follow the arm’s length principle. In case
of a failure to follow such principle which results in a reduction of taxable income, the PRC tax authorities
will have the right to make reasonable adjustments. According to the EIT Law, business transactions
between related parties may be subject to audit or scrutiny by the PRC tax authorities within ten years
after the taxable year when the business transactions are conducted. If the relevant PRC tax authorities
determine that the related party transactions have not been conducted on an arm’s length basis, they
may adjust the taxable income through a transfer pricing adjustment and impose additional taxes on the
relevant enterprise, as well as require payment of related interest accrued daily for the tax recovery period
beginning from June 1 of the year subsequent to the applicable tax year to the date of payment of the
additional taxes. The interest shall be computed at the RMB loan benchmark interest rate announced by
the People’s Bank of China in the tax year in respect of the additional tax amount for the same period as
the tax recovery period, plus five percentage points. The five percentage points could be waived if the
taxpayer submits relevant materials (including the applicable contemporaneous documents) to the
relevant PRC tax authorities pursuant to the EIT Law.

The EIT Law further provides that, where an enterprise submits to the tax authority its annual income
tax return, it shall enclose a statement of its annual business transactions effected with its related parties.
If the PRC tax authorities conduct an investigation regarding related party transactions, the enterprise and
its related parties will be required to provide relevant information to the PRC tax authorities.



OUR HISTORY, DEVELOPMENT AND CORPORATE STRUCTURE

OVERVIEW

We were incorporated in the Cayman Islands on November 28, 2006 as an exempted company with
limited liability under the Cayman Companies Law. As part of our internal restructuring exercise, we
became the holding company of our Group since December 15, 2006. We currently conduct our
businesses and operations through our subsidiaries, namely Cowell Hong Kong, Cowell China and Cowell
Korea. We were listed on the KOSDAQ on January 29, 2008 until November 26, 2011 when we were
delisted pursuant to our privatization exercise.

HISTORY AND DEVELOPMENT

The history of our Group dates back to 2001 when Mr. Kwak, the current chairman, chief executive
officer and controlling shareholder of our Company, began to acquire an equity interest in Cowell Korea.
Mr. Kwak started his business venture by establishing his toy manufacturing business in 1992 with his
personal savings. In June 2001, he diversified his business portfolio by making an initial investment of
KRW750 million in Cowell Korea, a company which had been primarily engaged in the manufacture and
sale of optical components at the time, to subscribe for and acquire in aggregate approximately 22.47%
of the then total issued share capital of Cowell Korea. After subsequent purchases of additional shares,
Mr. Kwak became the single largest shareholder of Cowell Korea holding approximately 77.53% of its
then total issued share capital by October 2003. Please refer to “— Our Subsidiaries — Cowell Korea”
below for further details of the change in the shareholding structure of Cowell Korea.

We expanded and diversified our business to include the manufacture and sale of camera modules
after we began our business relations with LG Electronics in 2002. Since then, we further expanded our
customer base for our camera module business.

Set out below are the key milestones in our development:

2001 Mr. Kwak invested in Cowell Korea and became its shareholder holding approximately 22.47%
of the then total issued share capital of Cowell Korea.

2002 Cowell Hong Kong and Cowell China were established.

We expanded and diversified our business to include the manufacture of camera modules after
we began our business relations with LG Electronics.

2003 Mr. Kwak became the single largest shareholder of Cowell Korea holding approximately
77.53% of its then total issued share capital by October 2003.

We transferred our manufacturing equipment from our factory located in Korea to our factory
located in Hengkeng, Dongguan.

We received ISO 9001:2008 certification for our quality management system for the
manufacture of optical and optic-electronic products.

We began our business relations with Samsung Electronics.

2004 We received ISO 14000 certification for our environment management system for the
manufacture of optical and optic-electronic products.
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2006 Our Company became the holding company of Cowell China, Cowell Hong Kong and Cowell
Korea.
2007 We received TS 16949 certification for our quality management system for the manufacture of

optical and optic-electronic products.
2008 Our Company was listed on the KOSDAQ on January 29, 2008.
2009 We became Apple’s approved supplier of camera modules.
2011 Our Company was delisted from the KOSDAQ on November 26, 2011.

2012 We began to manufacture flip-chip camera modules at our new factory located in Huanan,
Dongguan.

We received ISO 9001:2008 certification for our quality management system for the
manufacture of optical and optic-electronic products.

We received ISO 14001:2004 + Cor 1:2009 certification for our environmental management
system for the manufacture of optical and optic-electronic products.

2013 Our PRC subsidiary was awarded the highest performance (AA) grade for our customs practice
by Huangpu Customs.

2014 Our PRC subsidiary was branded as a Model Enterprise for Transformation and Upgrading of
Processing Trade by the People’s Government of Dongguan.

OUR SUBSIDIARIES

The following table sets forth information in relation to the identities, places and dates of
incorporation or establishment and principal businesses of our subsidiaries.

Date of
Place of incorporation incorporation or

Name of our subsidiary or establishment establishment Principal businesses

Cowell Korea Korea January 29, 1997  Entering into business relations with
international companies based in
Korea and conducting research and
development

Cowell China PRC February 5, 2002  Manufacturing camera modules and
optical components and conducting
research and development

Cowell Hong Kong Hong Kong March 6, 2002 Entering into business relations with

global customers, obtaining financing
and arranging logistics
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Cowell Korea

Cowell Korea was incorporated under the laws of Korea as a stock corporation on January 29, 1997
with an authorized share capital of KRW10 billion divided into 2,000,000 shares of KRW5,000 each.

In June 2001, Mr. Kwak first acquired 30,000 shares in Cowell Korea from its then existing
shareholders, namely Mr. Cho Hyeon-Sik, the former chief executive officer of Cowell Korea, Mr. Kim Jin-
Hoon, who did not hold any position in our Group, Mr. Choi Yang-Oh, the former head of laboratory of
Cowell Korea, and Mr. Noh Yang-Jin, the former general manager of Cowell Korea, for a total
consideration of KRW150 million, and then subscribed for 10,000 new shares in Cowell Korea for a
consideration of KRW600 million. These individuals currently do not hold any position within our Group
and are Independent Third Parties. Consequently, Mr. Kwak held a total of 40,000 shares of Cowell
Korea, representing approximately 22.47% of its then total issued share capital.

Between 2001 and 2003, Mr. Kwak purchased an additional 98,000 shares in Cowell Korea from
Mr. Cho Hwa-Hyeon, the former senior manager of Cowell Korea, who currently does not hold any
position within our Group and is an Independent Third Party, for a total consideration of KRW2,033
million. As a result, Mr. Kwak became the single largest shareholder of Cowell Korea holding
approximately 77.53% of its then total issued share capital by October 2003.

Subsequently, Mr. Kwak acquired a total of 21,880 shares in Cowell Korea from its then existing
shareholders, namely Mr. Kim Kwang-Seong, the former senior executive director of Cowell Korea,
Mr. Cho Hyeon-Sik, the former senior manager of Cowell Korea, Mr. Yoon Byeong-Hwa, the former
department manager of Cowell Korea, and Mr. Kim Jin-Hoon, for a total consideration of KRW328.2
million. These individuals currently do not hold any position within our Group and are Independent Third
Parties. After this acquisition, Mr. Kwak held in aggregate 89.82% of the then total issued share capital of
Cowell Korea by November 2006. The total investment of KRW3,111.2 milion made by Mr. Kwak in
Cowell Korea was financed by his personal funds.

Pursuant to a share subscription agreement dated December 6, 2006 entered into between
Mr. Kwak and our Company, Mr. Kwak agreed to transfer all of his shares in Cowell Korea, being 159,880
shares representing approximately 89.82% of the then total issued share capital of Cowell Korea, to our
Company in exchange for 39,999 new Shares. The transfer was completed on December 15, 2006. On
September 6, 2007, our Company subscribed for 200,002 new shares in Cowell Korea for a
consideration of approximately KRW100 million. By May 2012, our Company acquired all of the then
remaining issued share capital of Cowell Korea, being 27,026 shares, from the then existing shareholders,
namely Mr. Lee Nam-Oh, the former chief executive officer and current executive advisor of Cowell Korea,
Mr. Kim 1I-Soo, the former director of Cowell Korea, Mr. Lee Young-Soo and C-PRO Electronics Co., Ltd,
for a total consideration of KRW135.13 million. Mr. Kim II-Soo and Mr. Lee Young-Soo currently do not
hold any position within our Group and are Independent Third Parties. C-PRO Electronics Co., Ltd is a
strategic investor and an Independent Third Party. As a result, Cowell Korea has been a wholly-owned
subsidiary of our Company since May 2012.

The considerations for the abovementioned transfers were determined on an arm’s length basis as a
result of negotiations between the parties concerned with reference to the equity valuation of Cowell
Korea. Each of the abovementioned transfers was properly and legally completed and settled.

Cowell China

Cowell China was established under the laws of the PRC as a wholly foreign-owned enterprise on
February 5, 2002 with a total investment and registered capital of US$760,000 by New Time Trading

— 82 —



OUR HISTORY, DEVELOPMENT AND CORPORATE STRUCTURE

Limited (“New Time”), a company incorporated in Hong Kong on March 19, 1999 with limited liability and
was wholly-owned by Mr. Kwak.

On May 8, 2002, New Time entered into an equity transfer agreement with Cowell Hong Kong,
pursuant to which New Time agreed to transfer its 100% equity interest in Cowell China to Cowell Hong
Kong for the consideration of US$760,000, consisting of payment to New Time of US$121,300
(equivalent to 15.96% of the registered capital of Cowell China paid up by New Time) and Cowell Hong
Kong's commitment to pay the unpaid registered capital of Cowell China in the amount of US$638,700.
The transfer was properly and legally completed and settled on June 6, 2002. Accordingly, Cowell Hong
Kong became the sole shareholder of Cowell China.

Cowell Hong Kong

Cowell Hong Kong was incorporated in Hong Kong as a limited liability company on March 6, 2002
with an authorized share capital of HK$10,000 divided into 100 shares of HK$100 each. On the date of its
incorporation, 99 shares and 1 share were allotted and issued at par to Mr. Kwak and Ms. Ho Mei Ling,
Rosana (“Ms. Ho”), a former director and current employee of Cowell Hong Kong, respectively. On
December 13, 2006, Mr. Kwak and Ms. Ho transferred their respective shares in Cowell Hong Kong to
our Company in exchange for 950,400 new Shares and 9,600 new Shares, respectively. On
December 13, 2006, Ms. Ho transferred her 9,600 new Shares to Mr. Kwak for a total consideration of
US$96 at the then par value. Accordingly, we became the sole shareholder of Cowell Hong Kong. Each of
these transfers was properly and legally completed and settled.

LISTING ON KOSDAQ

Our Company was listed on the KOSDAQ on January 29, 2008 pursuant to a public offering in
Korea at the offer price of KRW1,900 per Share, upon which 62.67% and the remaining 37.33% of the
then total issued share capital of our Company was held by Mr. Kwak and the public shareholders
respectively.

INVESTMENT BY HAHN & CO. EYE AND SUBSEQUENT DELISTING FROM THE KOSDAQ

On August 1, 2011, Mr. Kwak and Hahn & Co. Eye entered into a share sale and purchase
agreement (the “Share Purchase Agreement”) and a shareholders agreement (the “Shareholders
Agreement”). Pursuant to the Share Purchase Agreement, Hahn & Co. Eye initiated a tender offer to
purchase Shares in order for our Company to be delisted from the KOSDAQ (the “Privatization Offer”) and
purchase such additional Shares from Mr. Kwak so that Mr. Kwak and Hahn & Co. Eye would own an
equal number of Shares following the transactions contemplated under the Share Purchase Agreement.

Privatization

On August 2, 2011 (the “Privatization Offer Announcement Date”), Hahn & Co. Eye announced that
it intended to make the Privatization Offer to acquire all of the then outstanding Shares, other than the
19,957,407 Shares held by Mr. Kwak representing approximately 66.52% of the then issued share capital
of our Company (such Shares subject to the Privatization Offer, the “Privatization Shares”), with a view to
seeking the voluntary delisting of our Company from the KOSDAQ, at an offer price of KRW4,300
(equivalent to approximately HK$29.81) per Share. The offer price was determined based on the then and
historical market prices of the Shares plus a premium. The Privatization Offer was fully financed by Hahn &
Co. Eye via capital contributions from its shareholder.

Hahn & Co. Eye commenced the Privatization Offer on August 2, 2011 which was closed on
August 23, 2011. Following the closing of the Privatization Offer, valid acceptances in respect of
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8,488,001 Privatization Shares, representing approximately 84.52% of the total Privatization Shares, have
been received. On September 5, 2011, we announced our plan to file for voluntary delisting from the
KOSDAQ, and Hahn & Co. Eye subsequently commenced acquisition of Shares in the open market at a
purchase price of KRW4,300 (equivalent to approximately HK$29.81) per Share, which was equivalent to
the price for the Privatization Offer. This round of acquisitions was completed on October 25, 2011
resulting in Hahn & Co. Eye having acquired an additional 1,104,423 Privatization Shares and the
aggregate shareholding of Mr. Kwak and Hahn & Co. Eye in our Company coming to approximately
98.50%. On October 27, 2011, we filed for voluntary delisting from the KOSDAQ, which was approved by
the KOSDAQ on November 15, 2011. In connection with the delisting application, Hahn & Co. Eye
undertook to the KOSDAQ to purchase the remaining Privatization Shares tendered to it until June 4,
2012, and hence Hahn & Co. Eye commenced acquisition of the remaining Privatization Shares in the
open market on November 17, 2011. This round of acquisitions was completed on November 25, 2011.
As a result, Hahn & Co. Eye acquired an additional 74,910 Privatization Shares and together with
Mr. Kwak held a total of approximately 98.75% of the then total issued share capital of our Company. We
were delisted from the KOSDAQ on November 26, 2011.

As part of the undertaking given to the KOSDAQ, Hahn & Co. Eye initiated on November 28, 2011 a
six-month over-the-counter offer, at KRW4,300 (equivalent to approximately HK$29.81) per Share, to
acquire the additional Privatization Shares tendered to it until May 27, 2012. As a result, Hahn & Co. Eye
further acquired a total of 308,011 Privatization Shares and together with Mr. Kwak owned a total of
approximately 99.78% of the then total issued share capital of our Company. All the transactions under
the Privatization Offer have been properly and legally completed and settled.

To achieve equal ownership in our Company between Mr. Kwak and Hahn & Co. Eye, Mr. Kwak first
sold 5,023,017 Shares to Hahn & Co. Eye for the total consideration of KRW43,301,850,100 (equivalent
to approximately HK$300,153,959) or approximately KRW8,621 (equivalent to approximately HK$59.76)
per Share on January 4, 2012. Subsequently, on June 4, 2012, after the six-month over-the-counter offer
was completed, Hahn & Co. Eye transferred 31,986 Shares to Mr. Kwak for the total consideration of
approximately KRW137,539,800 (equivalent to approximately HK$953,380) or KRW4,300 (equivalent to
approximately HK$29.81) per Share. The above considerations were determined on an arm’s length basis
as a result of negotiations between Hahn & Co. Eye and Mr. Kwak with reference to the equity valuation of
our Group. The abovementioned transfers of Shares between Mr. Kwak and Hahn & Co. Eye were
properly and legally completed and settled.

The principal reasons for the Privatization Offer were:

e the trading liquidity of the Shares on the KOSDAQ was generally thin, as Mr. Kwak owned
more than 60% of the then issued share capital of our Company. The average daily trading
volume of the Shares on the KOSDAQ was approximately 61,610 Shares in the first six months
of 2011, representing only approximately 0.21% of the then issued share capital of our
Company. We believed that the trading price of our Company on the KOSDAQ might not
reflect the underlying values of our business because of the lack of liquidity; and

° the Privatization Offer represented a clean cash exit opportunity for accepting Shareholders to
realize their investment at an attractive premium. The offer price under the Privatization Offer
represented a premium of approximately 25.01% to approximately 44.64% over the one-
month, six-month and twelve-month volume weighted average price of the Shares. The offer
price also represented a premium of approximately 22.51% and approximately 126.32% over
the last closing price as quoted on the KOSDAQ on August 1, 2011 (being the last trading day
of the Shares on the KOSDAQ prior to the Privatization Offer Announcement Date) and our
Company’s initial public offering price of KRW1,900 on the KOSDAQ, respectively.
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Discount to the Offer Price

Hahn & Co. Eye acquired 50% of the then total issued Shares of our Company, comprising (i) the
Privatization Shares at an offer price of KRW4,300 (equivalent to approximately HK$29.81) per Share; and
(i) the Shares sold by Mr. Kwak at a purchase price of KRW8,621 (equivalent to approximately HK$59.76)
per Share. The offer price and purchase price were determined on an arm’s length basis as a result of
negotiations with reference to the equity valuation of the Group. A summary of the purchases of Shares
made by Hahn & Co. Eye is set out in the table below:

Discountto  Number of

Purchase price the Offer Shares

Date of the purchase Total consideration per Share Price (1 purchased
August 2, 2011 to KRW36,498,404,300 KRW4,300 75.57% 8,488,001
August 23, 2011 (equivalent to (equivalent to

approximately approximately

HK$252,994,745) HK$29.81)
September 5, 2011 to KRW4,749,018,900 KRW4,300 75.57% 1,104,423
October 25, 2011 (equivalent to (equivalent to

approximately approximately

HK$32,918,612) HK$29.81)
November 17, 2011 to KRW322,113,000 KRW4,300 75.57% 74,910
November 25, 2011 (equivalent to (equivalent to

approximately approximately

HK$2,232,780) HK$29.81)
November 28, 2011 to KRW1,324,447,300 KRW4,300 75.57% 308,011
May 27, 2012 (equivalent to (equivalent to

approximately approximately

HK$9,180,626) HK$29.81)

KRW43,301,850,100 KRWS8,621 51.02% 5,023,017@

(equivalent to (equivalent to

approximately approximately

HK$300,153,959) HK$59.76)

Notes:

(1) Assuming the Offer Price is fixed at the mid-point of the maximum Offer Price and the minimum Offer Price; calculated after adjusting
the purchase price per share to give effect to the 1:25 subdivision of the Shares in September 2014.

) Such 5,023,017 Shares were acquired by Hahn & Co. Eye from Mr. Kwak on January 4, 2012.

As a result of the Privatization Offer and the subsequent acquisitions of Shares from Mr. Kwak as
described above, Hahn & Co. Eye held a total of 14,966,376 Shares. Immediately following the
completion of the Global Offering (but before the exercise of the Over-allotment Option), Hahn & Co. Eye
will be entitled to exercise voting rights of approximately 29.99% of our issued share capital.

The Merger

In order to become the sole Shareholders, Hahn & Co. Eye and Mr. Kwak undertook a merger plan.
On May 7, 2012, Cowell Eye Co., Ltd (“Cowell Eye”) was incorporated in the Cayman Islands by Mr. Kwak
and Hahn & Co. Eye as a bidder for the purposes of merging with our Company pursuant to Part XVI of
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the Cayman Companies Law (the “Merger”). Pursuant to the Merger, all issued Shares not owned by
Mr. Kwak and Hahn & Co. Eye (the “Remaining Shares”) immediately prior to the effective time of the
Merger, except the Shares held by those Shareholders having objected to the Merger pursuant to section
238 of the Cayman Companies Law (the “Dissenting Shares”), would be converted into the right to receive
the merger consideration of KRW4,300 per Share (the “Merger Consideration”). The Merger Consideration
was determined with reference to the offer price of the privatization and the equity valuation of our
Company. When the Merger became effective, all Remaining Shares, including the Dissenting Shares,
would be cancelled and extinguished. The holders of the Dissenting Shares would then be entitled to the
rights set out in section 238 of the Cayman Companies Law, including the ultimate resort of court
determination of the fair value of the Dissenting Shares. Furthermore, upon completion of the Merger,
Cowell Eye would cease to be a separate company and merge with our Company and our Company
would continue as the surviving company in the Merger.

An extraordinary general meeting of our Company was held on July 10, 2012 in which special
resolutions were passed to approve the Merger. On August 28, 2012, our Company, Cowell Eye,
Mr. Kwak and Hahn & Co. Eye entered into a merger agreement to give effect to the Merger. On the
same day, the Registrar of Companies of the Cayman Islands issued the certificate of merger and
consequently the Merger was completed and became legally effective.

The purposes of the Merger were to:

° provide the holders of the Remaining Shares with liquidity for their investment in our Company
via payment of the Merger Consideration; and

° enable Mr. Kwak and Hahn & Co. Eye to be the sole Shareholders so as to streamline our
Company’s capital structure and provide greater flexibility in managing our Company’s
business and pursuing strategic goals.

All holders of the Remaining Shares, except one, namely Ms. Kim Ki In (“Ms. Kim”) who held 42,000
Dissenting Shares, accepted the Merger Consideration in exchange for their Shares. Following the
statutory procedures set out in section 238 of the Cayman Companies Law, our Company filed a petition
with the Grand Court of the Cayman Islands on January 3, 2013 (the “Petition”) to request for the court to
determine the fair value of Ms. Kim’s Dissenting Shares. Subsequently on April 23, 2013, Ms. Kim and our
Company reached a consensus and entered into a settlement agreement under which Ms. Kim agreed
that the payment of KRW4,300 per Share was fair and our Company should withdraw the Petition.
Therefore, our Company withdrew the Petition on May 30, 2013. The dispute with Ms. Kim has been fully
settled.

Share Subdivision

Pursuant to the resolutions in writing of our Shareholders passed on September 19, 2014, each
issued and unissued Share of US$0.10 each was subdivided into 25 Shares of US$0.004 each, among
other matters. As a result, each of Mr. Kwak and Hahn & Co. Eye held 374,159,400 Shares, representing
50% each of our issued share capital immediately prior to the Global Offering.

Background of Hahn & Co. Eye
Hahn & Co. Eye is a company incorporated in Korea on July 15, 2011. It is an investment vehicle of
Hahn & Company 1 Private Equity Fund (“Hahn & Co. PEF”), a private equity fund operating in the Asia

Pacific region. Prior to its investment in our Company, Hahn & Co. Eye was an Independent Third Party.
As of the Latest Practicable Date, Hahn & Co. Eye was a wholly-owned subsidiary of Hahn & Co. PEF and
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Hahn & Company LLC (“Hahn & Co. LLC”) is the general partner of Hahn & Co. PEF. The Shares held by
Hahn & Co. Eye will not be counted towards the public float after the Listing.

Other than its shareholding interest in our Company as disclosed in this prospectus and the
Directors nominated by Hahn & Co. Eye, namely Mr. Yoon Yeo Eul, Mr. Lee Dong-Chun and Mr. Kim Jae
Min, Hahn & Co. Eye and its beneficial owners are independent from our Group and connected persons
of our Company.

The strategic benefits from Hahn & Co. Eye

Our Directors believe that Hahn & Co. Eye has brought a positive impact on the image of our Group,
enhancing our internal control, corporate governance and management to an international level.

Special rights of Hahn & Co. Eye prior to the completion of the Global Offering

Set out below is a summary of the principal special rights granted to Hahn & Co. Eye pursuant to the
Shareholders Agreement, all of which will be terminated upon Listing.

° Information and inspection rights: Hahn & Co. Eye shall have access to certain financial
information, including our proposed annual budget and operating plan, annual audited financial
statements, consolidated monthly management accounts and unaudited quarterly financial
information. In addition, Hahn & Co. Eye shall have full and complete access to the directors,
officers and employees of the Group and the right to inspect audit, copy and retain copies of
our books and records, and to inspect our plans, properties and physical assets upon
reasonable advance notice.

° Board appointment rights: Hahn & Co. Eye is entitled to appoint four Directors out of a
total of seven Directors unless and until Hahn & Co. Eye owns less than half of its current
shareholding (the “Threshold Ownership”). The number of directors which may be appointed
by Hahn & Co. Eye will be decreased to three if and after Hahn & Co. Eye owns less than the
Threshold Ownership, provided, however, that if Hahn & Co. Eye owns less than 5% of the
issued and outstanding Shares, Hahn & Co. Eye shall forfeit its right to nominate any Director.

° Right to nominate senior management and R&D team: Hahn & Co. Eye may nominate
for approval by Mr. Kwak and us various candidates to serve in executive officer-level and key
employee positions, including the chief financial officer, chief technical officer and other key
members of the research and development team.

° Restrictions on transfer: Mr. Kwak shall not transfer any Shares unless Hahn & Co. Eye
has first fully disposed of all its Shares or Mr. Kwak obtains the prior written consent of Hahn &
Co. Eye.

° Tag-along rights: If Mr. Kwak proposes to transfer any of his Shares to a third party
purchaser, Hahn & Co. Eye shall have the right (but not the obligation) to include its Shares in
such proposed transfer at the same price and on the same terms and conditions.

° Initial public offering: Hahn & Co. Eye has full control over the initial public offering process
of our Company. It also has the right to require all or a portion of its Shares to be sold or
offered for sale in the initial public offering in priority over any other Shares. Mr. Kwak shall use
his reasonable best efforts to ensure that, to the fullest extent permitted under applicable law,
Hahn & Co. Eye shall be able to sell as many Shares in the initial public offering in priority over
any other Shares and at least 70% of all Shares publicly offered or sold in the initial public
offering (or any other percentage to be determined by Hahn & Co. Eye).
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Based on documentary evidence of settlement, the Sole Sponsor has confirmed that the investment
by Hahn & Co. Eye in our Company is in compliance with (i) the Interim Guidance on Pre-IPO Investments
issued by the Listing Committee as the consideration for Hahn & Co. Eye’s investment in our Company
was settled more than 28 clear days before the date of our first submission of the listing application form
to the Listing Division of the Hong Kong Stock Exchange in relation to the Listing; (i) the Guidance Letter
HKEx-GL43-12 as the special rights granted to Hahn & Co. Eye will terminate upon Listing; and (i) the
requirements under the Guidance Letter HKEx-GL44-12 as the investment by Hahn & Co. Eye in our
Company did not involve convertible instruments.

APPLICATION FOR LISTING ON THE HONG KONG STOCK EXCHANGE

Our Directors consider Hong Kong to be a suitable place for listing as they believe that, with our
businesses and operations being primarily located, managed and conducted in the PRC, a listing in Hong
Kong will not only contribute to opportunities for future fund-raising but also provide better synergy for us
in terms of branding and raising our corporate profile.

COMPLIANCE RECORD DURING OUR LISTING ON THE KOSDAQ

Our Directors confirm that there were no material non-compliance incidents during the period in
which our Company was listed on the KOSDAQ.

OUR STRUCTURE IMMEDIATELY PRIOR TO THE GLOBAL OFFERING

The following diagram sets forth our corporate and shareholding structure immediately prior to the
Global Offering:

Hahn & Co. PEF
(Korea)'

|100%

Hahn & Co. Eye
(Korea)

Mr. Kwak

50% 50%

Our Company
(Cayman)

100%
’ 100%

Cowell Korea Cowell Hong Kong
(Korea) (Hong Kong)

100%

Cowell China
(PRC)

Note:
(1) Hahn & Co. LLC is the general partner of Hahn & Co. PEF.
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OUR STRUCTURE IMMEDIATELY FOLLOWING THE GLOBAL OFFERING

The following diagram sets forth our corporate and shareholding structure immediately following the
Global Offering (assuming the Over-allotment Option is not exercised):

Hahn & Co. PEF

(Korea)'
100%
Hahn & Co. Eye ,
Mr. Kwak (Korea) Public
45.00% 29.99% 25.01%
Our Company
(Cayman)
100%
100%
Cowell Korea Cowell Hong Kong
(Korea) (Hong Kong)
100%
Cowell China

(PRO)

Note:

(1) Hahn & Co. LLC is the general partner of Hahn & Co. PEF.
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Overview

We are a major supplier of camera modules for mobile devices. We primarily engage in the design,
development, manufacture and sale, on an OEM basis, of a variety of camera modules that serve as
critical components for smartphones, multimedia tablets and other mobile devices with camera functions.
Our camera modules are manufactured utilizing either “flip-chip” technology (where a semiconductor
processor chip, generally referred to as a die, is mounted directly onto a substrate in a “face-down”
manner) or “chip-on-board” technology (where a die is directly mounted on and electrically interconnected
to a substrate by using metallic wires). According to data compiled by IBS, our share of the global camera
modules market in terms of sales was 1.6% in 2010, 2.6% in 2011, 3.5% in 2012 and 5.0% in 2013,
making us the sixth largest supplier of camera modules in the world in 2013. Leveraging our experience
and expertise in manufacturing camera modules based on COB technology, we began producing fixed-
focus camera modules utilizing advanced flip-chip technology starting in 2012. Our largest customer is
Apple, which has been purchasing our camera modules since 2009. Major customers for our camera
modules also include other leading mobile device manufacturers in the world, such as LG Electronics and,
commencing in October 2013, Samsung Electronics.

We also design, develop, manufacture and sell optical components used in a number of consumer
electronics products. Major customers for our optical components include Optis (which is a supplier of
electronic components to Samsung Electronics and Toshiba) and subsidiaries or affiliates of leading global
electronics companies such as Samsung Electronics, LG Electronics and Hitachi.

We believe that our state-of-the-art manufacturing facilities, engineering capabilities, technical
expertise and accumulated know-how in manufacturing camera modules and optical components, as well
as our strong relationships with our customers, will continue to differentiate us as a provider of high-
performance and cost-effective camera modules and optical components, and position us to take
advantage of attractive growth opportunities. Mobile device and consumer electronics manufacturers
seek suppliers with whom they can better align component technology development with their own
product development efforts. We aim to combine engineering innovation with specific commercialization
strategies and tailor our technology development efforts to our customers’ requirements, taking
advantage of our close working relationship with our customers to develop new products and refine
existing products in cooperation with them.

We plan to solidify existing relationships with our major customers as well as leverage our market
position to strategically expand our global customer base. In line with these plans, we entered into new
sales arrangements for the supply of fixed-focus COB camera modules to Samsung Electronics
commencing in October 2013 and high-end camera modules with resolutions higher than 8 megapixels to
LG Electronics starting in August 2014, and have agreed with LG Electronics to supply high-end camera
modules with resolutions of 13 megapixels starting in the third quarter of 2015. We believe that leading
global mobile device and consumer electronics manufacturers will continue to select component suppliers
such as us that offer advanced technological capabilities, a leading-edge product portfolio, a proven
track-record of stable supply and superior customer service to satisfy their camera module and optical
component requirements.

We operate two production facilities at Hengkeng and Huanan in Dongguan, Guangdong Province,
PRC, where we are able to take advantage of a high-quality labor force, extensive infrastructure for our
operations, and a strategic location to facilitate the transportation of products to our customers. As of
October 31, 2014, we had monthly production capacity to produce up to 14.8 million flip-chip camera
modules, 14.5 million COB camera modules and 33.1 million optical components. We plan to maintain a
flexible capacity expansion strategy that can effectively respond and adjust to evolving industry and
market conditions and customer demand trends, and we plan to upgrade our manufacturing lines and
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selectively increase our production capacity to achieve additional economies of scale that will enable us to
generate further production cost savings.

Our turnover amounted to US$323.1 million in 2011, US$527.5 million in 2012, US$813.9 million in
2013, US$616.1 million in the first ten months of 2013 and US$638.4 million in the first ten months of
2014. We recorded a profit for the period of US$18.2 million in 2011, US$13.2 million in 2012, US$50.2
million in 2013, US$32.1 million in the first ten months of 2013 and US$30.6 million in the first ten months
of 2014. We had total assets of US$442.7 million and total equity of US$169.2 million as of October 31,
2014, compared to total assets of US$400.2 milion and total equity of US$139.9 milion as of
December 31, 2013.

We were incorporated on November 28, 2006 under the laws of the Cayman Islands. We were listed
on the KOSDAQ on January 29, 2008 until November 26, 2011 when we were delisted pursuant to our
privatization exercise. See “Our History, Development and Corporate Structure.” Our registered office is at
Ugland House, South Church Street, PO Box 309GT, George Town, Cayman Islands.

Competitive Strengths

We believe that the following competitive strengths provide us with a number of advantages over our
competitors and position us favorably to take advantage of attractive growth opportunities:

Major camera module manufacturer serving the growing mobile devices market

We are the sixth largest camera module manufacturer with a 5.0% share of the global market in
20183, according to the IBS Report. This compares to a 1.6% market share in 2010. Our camera module
products are currently being integrated in a variety of smartphones, multimedia tablets and other mobile
devices of global leading mobile device manufacturers. We believe our camera modules represent critical
components of our customers’ end-products and enable our customers to differentiate themselves based
on performance, functionality and time to market. According to the IBS Report, in 2013, the global
camera modules market was US$16.4 bilion and is expected to reach US$34.4 bilion by 2020,
representing a CAGR of 11.2%.

Strong relationship with major mobile device companies

We have well-established relationships with three of the largest global mobile device brands, as
measured by revenues in 2013. Our major customers are global leaders in the mobile devices industry
with a dominant market share and a track record of technology and product innovation. They impose
stringent requirements and standards for product design and production efficiency, product quality, costs,
delivery and services.

We have been able to expand the number of products of our customers that our camera module
products are integrated into, as well as our share of their requirements. In particular, in light of our proven
track record of supporting the development and supply of camera modules that meet their demanding
product specifications, we believe that our major customers have come to rely on us in the near term to
supply high-quality camera modules for their mobile device products.

We believe it is difficult for newcomers to penetrate into the camera modules market as suppliers for
major mobile device brand manufacturers, as there are significant technical requirements to be met, as
well as investments in time and resources required, in order to be selected as an approved supplier. Our
customers select us based on our highly skilled engineering team, ability to control costs, product
development capabilities, and reliable and efficient manufacturing process management with stable high
yields and strong quality control.

—91 —
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Strong management team supported by extensive engineering capabilities

We are a technology leader in our industry with a strong innovation track record supported by one of
the industry’s largest pool of experienced camera module engineers, with more than 360 engineers with
an average of eight years of experience, including at leading electronics products and semiconductor
back-end services companies.

Our senior management team is led by our current Chairman Mr. Kwak, who has spearheaded our
growth into one of the world’s major camera module manufacturers. We believe our streamlined
management structure allows us to respond to customer demands and mobilize resources more quickly
when compared to our competitors.

In addition, our engineering capability enables us to engage with our customers in the preliminary
stages of their product development process and to innovate successive generations of camera modules
for their new products. A significant portion of our revenues are from products that are “designed-in” to
our customers’ products. We offer customized solutions to better meet our customers’ respective
technical, design and performance requirements. Hence, despite the lack of long term supply contracts
(which is a standard feature of the camera modules industry), we believe we will be able to continue to
secure adequate demand for our products.

Competitive manufacturing capabilities with advanced process technologies

We focus our manufacturing operations on utilizing a portfolio of advanced process technologies
that enable us to develop and manufacture products that can satisfy the demanding performance
requirements of global leading mobile device manufacturers. For example, our flip-chip technologies and
high volume manufacturing capabilities at low costs allow us to meet the requirements of our major
customers.

Our process technologies and operational controls drive innovation in camera module production
methodologies and deliver manufacturing scale advantages which we believe result in high production
quality and effective yield management for advanced technology products. For example, we have recently
filed a series of patent applications in PRC and the U.S., covering manufacturing process innovations
relating to the method of bonding chips to substrates and plasma cleaning of wafers in an in-line cleaning
process. We are able to present prototypes designed according to our customers’ changing requirements
and rapidly ramp up and adjust manufacturing volumes in order to meet customer demand. In addition,
by concentrating our manufacturing activities in PRC, we believe we have a competitive cost base and are
in close proximity to the manufacturing and supply chain operations of our customers and their contract
manufacturers.

Strategies

Our strategic objective is to enhance our position as a major manufacturer of camera modules that
meet the demands of our global customer base which we believe will maximize our value. To achieve this
objective, we plan to pursue the following strategies:
Continue to focus on leading global mobile device companies

We intend to continue to provide strong technology and product development expertise,
manufacturing execution and customer service in order to strengthen our relationships with our major

customers and to grow our business with them. We plan to maximize benefits from key mobile device
products introduced by our large customers and aim to expand our share of their demand for camera
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modules. For example, we commenced volume shipments of camera modules for Samsung Electronics in
October 2013. We are dedicated to understanding and anticipating our customers’ specific needs by
analyzing our customers’ end markets, anticipating the market trends, and leveraging our strengths to
offer products with a competitive combination of price and quality. We may also expand and enhance our
production lines and capacity from time to time in anticipation of increased technological requirements
and demand from our customers for both existing camera modules and potential new products.

Expand product offerings and market applications

We are seeking to increase our penetration of the camera modules market by expanding our
product portfolio from primarily fixed-focus camera modules to a variety of high-end camera modules. In
addition, we aim to produce higher resolution camera modules, which we believe will help us achieve
higher profit margins. In line with our strategy, we commenced supplying high-end camera modules with
resolutions higher than 8 megapixels to LG Electronics in August 2014 and have agreed with LG
Electronics to supply high-end camera modules with resolutions of 13 megapixels starting in the third
quarter of 2015. We hope to achieve similar success with our other customers.

We intend to work with our customers to develop camera module solutions for new product
introductions. These new products may be improvements in existing categories which we currently do not
serve or enable the creation of new market segments. We also intend to develop and manufacture
components which may be used in camera modules, including advanced IR cut filters, and other optical
components which provide synergistic value. We believe this will provide us with higher control over, and
strengthen our position in, the camera module supply chain, as well as offer an attractive profit
contribution.

Our camera module solutions may also be applied to various other market segments such as
security, industrial and automotive applications, where end users will benefit from improved optical
capabilities. Although we do not currently supply products for these applications, we are also actively
evaluating potential opportunities in these new market segments.

Continue to drive product innovation, design capabilities, enhance operational efficiencies and
expand production capacity

We intend to continue to enhance and expand our flip-chip and COB technologies and
manufacturing capabilities and production capacity to align our camera module solutions with expected
customer requirements. We believe our close relationships with our customers provide us with access to
market trends and allow us to collaborate with them in the development of new technologies, production
processes and products. For example, we believe that there is an opportunity to leverage our packaging
technology and proprietary knowledge to make components smaller in size and lighter in weight and
further expand our product offerings and their market applications. We have already applied our
knowledge of system-in-package, or “SiP,” technology, where several chips are packaged together as a
“system” utilizing semiconductor packaging technology, in connection with camera module assembly with
respect to one of our major customers. We intend to further apply and leverage our knowledge of such
SiP technology for other applications, such as high-end camera modules and wearables, where smaller
form factors and lighter weight are becoming more important. We plan to invest in attracting additional
engineering talent, training and retaining engineers and technical staff as well as partnerships with
strategic partners for new product development and selective licensing or acquisitions of key technologies
and intellectual property rights. We may also consider enhancing and expanding our manufacturing
capabilities to manufacture other applications.

We also aim to continuously enhance our operational efficiency by improving our manufacturing
technologies and processes, which can lead to increased productivity, higher production yields and
reduced costs. For example, we are in the process of increasing the level of automation of our flip-chip
manufacturing lines. All of the production lines at our production facilities in Huanan were upgraded to
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in-line production in August 2014. We expect that the upgrade will increase the consistency of
manufacturing, reduce particle contamination (which will lower the probability of defects), reduce the need
for plant space and lower labor costs. We are also working on reducing the cycle time for various
manufacturing processes, which would allow us to reduce unit costs and increase output without
requiring substantial investments.

Enlarge customer base and served market segments

We believe our successful relationships with global leading mobile device companies provide
important validation of our technology and process capabilities for potential new customers who may
consider integrating our camera module solutions into their mobile device products. For example, a
number of brand manufacturers in the PRC have introduced smartphone products with camera module
specifications that have similar functionality to those of certain products of our existing customers. We
intend to regularly assess opportunities to target such brand manufacturers as customers, with a view to
continuing to enlarge and diversify our customer base through the medium term. Camera modules and
optical components are critical for a wide range of electronics end-products.

Products

We manufacture and sell camera modules utilizing flip-chip and COB technologies in a variety of
specifications, which are used as critical components in various mobile devices with camera functions.
We also manufacture and sell optical components used in a number of consumer electronics products
such as CD, DVD and Blu-ray players, as well as CD and DVD drives used in computers.

The following table presents a breakdown of our turnover by product type for the periods indicated:

Year ended December 31, Ten months ended October 31,
2011 2012 2013 2013 2014
(unaudited)

(US$ in millions)

Turnover:
Camera modules
Flip-chip ..................... — 225.0 588.5 422.7 435.0
COB ... 306.8 289.5 214.3 183.9 1938.5
306.8 514.5 802.8 606.6 628.5
Optical components . ............. 16.3 13.0 11.1 9.5 9.9
Total .......................... 323.1 527.5 813.9 616.1 638.4

The following table shows our average selling prices (defined as the applicable turnover divided by
the applicable number of units sold for each product group) and our number of units sold by product
group for the periods indicated:

Year ended December 31, Ten months ended October 31,

Product Group 2011 2012 2013 2013 2014

(In US$ and thousands of units)
Average Average Average Average Average
Selling Units Selling Units Selling Units Selling Units Selling Units
Price  Sold Price  Sold Price®  Sold Price  Sold Price  Sold

Camera modules . . . ... $ 2.91 105,315 $ 3.51 146,757 $ 4.06 197,554 $ 3.94 153,880 $ 4.21 149,209
Optical components ... $0.052 314,528 $0.050 256,786 $0.047 238,975 $0.047 200,702 $0.045 217,177

1 Turnover divided by number of units sold.
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Camera Modules

As markets for mobile devices continue to evolve and become more specialized, camera modules
are becoming increasingly differentiated by specific physical and functional characteristics such as
thinness, image resolution and clarity, and the demand for customized camera modules has been
increasing in recent years. In line with this trend, we have focused on diversifying our product portfolio and
offering camera modules with a wide variety of features that aim to satisfy different product specifications,
in accordance with the specific requirements of each of our customers. Our camera modules vary in size,
features and resolution, depending on the mobile device models that the modules are intended for,
allowing our customers to select from a variety of specifications that meet their product needs.

We produce the following types of camera modules:

Flip-Chip.  The term “flip-chip” refers to an assembly technology where a semiconductor processor
chip, generally referred to as a die, is mounted directly onto a substrate (which is an HTCC board in the
case of flip-chip camera modules) in a ‘face-down’ manner. Electrical connection is achieved through
conductive bumps built on the surface of the die, which allows the mounting process to be face-down.
During the mounting, the die is flipped on the substrate with the bumps being precisely positioned on their
target locations. Because flipped dies do not require wirebonding, the resulting modules are typically
thinner than modules produced utilizing different mounting technology, such as COB technology. Camera
modules utilizing flip-chip technology are structurally different from other modules assembled using
traditional packaging technology, and therefore require additional assembly steps and specialized
equipment and are more time-consuming and expensive to produce. We began producing our flip-chip
camera modules starting in 2012.

Our flip-chip camera modules are produced in a wide range of resolutions ranging from 1.3
megapixels to 5.3 megapixels. Our flip-chip camera modules, which are used as fixed-focus cameras in
several versions of smartphones and multimedia tablets as well as other mobile devices, accounted for
42.6% of our turnover in 2012, 72.3% of our turnover in 2013 and 68.1% of our turnover in the first ten
months of 2014. Demand for our flip-chip camera modules has increased significantly in recent years,
causing such modules to become the largest source of our revenue. As mobile devices become more
complex, camera module thinness and resolution requirements, along with focus functions and picture
clarity, have become increasingly important because these properties have a significant impact on the
popularity of our customers’ products.

Chip-on-Board. The term “chip-on-board,” also known as “direct chip attachment,” refers to an
assembly technology where a die is directly mounted on and electrically interconnected to a substrate
(which is a PCB in case of COB camera modules) by using metallic wires. As the process involves only
three major steps, namely die attach, wirebonding and encapsulation of the die and wires, it is a popular
production method for camera modules due to its relative simplicity. However, due to the encapsulation
necessary to protect the die surface and the bonded wires, the resulting modules are slightly thicker than
modules produced utilizing flip-chip technology.

Our COB camera modules are produced in a wide range of resolutions ranging from 0.3 megapixels
to 8 megapixels, and are available with auto-focus or fixed-focus functions. We supply our COB camera
modules to a number of mobile device manufacturers for use in several models of mobile devices as
either fixed-focus or auto-focus cameras. Our COB camera modules accounted for 94.9% of our turnover
in 2011, 54.9% of our turnover in 2012, 26.3% of our turnover in 2013 and 30.3% of our turnover in the
first ten months of 2014. We believe that the additional cleaning, quality assurance and curing procedures
we apply in the production of our COB camera modules result in higher yield and product quality.
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The following are illustrations of some of the camera modules that we produce:

Optical Components

The main optical components currently produced by us include glass plates, lenses and prisms,
which are primarily used in CD, DVD and Blu-ray players and computer CD and DVD drives. Glass plates,
lenses and prisms are important components in the process of converting light into digital data. The
quality of plates, lenses and prisms is of significant importance for the processing and conversion speed
of the electronic equipment incorporating the component. By directly managing the entire manufacturing
process for our glass plates, lenses and prisms from their raw optical glass form, without relying on any
third-party contract manufacturers, we are able to manufacture glass plates, lenses and prisms offering a
minimal margin of error between the actual product and its planned specification. We also have the
technology to apply different types of coatings on the surface of the glass plates, lenses and prisms.

We also began pilot production of blue filters in 2013, which are a type of IR cut filters used in
camera modules, and commenced commercial production on a limited basis in April 2014. We believe
that the optical component industry offers attractive growth opportunities in the long-term, and we plan to
continue to strategically invest in research and development activities in pursuit of technical refinements
and product innovation. As our optical component operations are our highest margin business, we plan to
make additional capital investments in a disciplined and flexible manner to optimize our revenue mix for
optical components. However, in part due to the recent global trend of utilizing digital data storage
methods other than CD/DVD/Blu-Ray (such as flash drives), as well as diversification in the means of
delivering multimedia contents, we expect that the growth of the total market size for optical components
will be limited in the near future, and also expect our revenues from sales of optical components to remain
small compared to revenues from sales of camera modules.

The following are illustrations of some of the optical components that we produce:

Manufacturing Process
Camera Modules

The fabrication of camera modules requires a large number of complex processing steps to layer
different materials and imprint various features into a single module thin enough for inserting in mobile
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devices. A typical camera module is composed of a CMOS image sensor chip, a substrate, an IR cut
filter, a lens holder and other passive components.

The following is a diagram and summary description of the most important steps in the
manufacturing process for our camera modules:

Flip-chip

Chip-on-board

Gold

I Flip-chip ) IRCF Holder ACF Sii=lh T8 Function l‘
SMT Stuq Bonding Leletil Attach Attach Bonding Attach Test
Bumping
TEST
MANUFACTURING PROCESS ‘ PROCESS
ST Die Wire Die Holder Function
‘ Attach Bonding , Encapsulation Attach Test
he— TEST
MANUFACTURING PROCESS PROCESS

- Differentiated process between chip-on-board and flip-chip

Common process between chip-on-board and flip-chip

®  SMT mounting: as the first step in the manufacturing process for both flip-chip and COB
camera modules, capacitors and other electronic components are mounted on a substrate
(which is an HTCC board in the case of flip-chip camera modules, and is a PCB in the case of
COB camera modules), utilizing surface-mount technology.

®  Flip-chip

Gold stud bumping: bumps are formed on the CMOS image sensor chip, to provide an
electrical connection between the chip and the HTCC board. We utilize the “stud
bumping” technique, where the end of a gold wire is melted to form a stud, which is
attached to a bond pad, and the wire is then broken off.

Flip-chip bonding: the bumped chips are bonded to the HTCC board in a face-down
fashion.

Underfill:  the open space between the chip surface and the HTCC board is filled with
non-conductive adhesive or “underfill” material to protect the bumps and the chip surface
and to lock the flipped chip surface to the HTCC board.

IRCF attach: an IR cut filter is attached to the bonded chip.

Holder attach: the lens holder is attached to the surface of the HTCC board with the
bonded chip. A module that has undergone this step is referred to as a “cube.”

ACF bonding: ACF tape, which is a conductive adhesive tape, is laminated to
interconnect the cube to an FPCB, to create an assembled module that can be

incorporated into the end-product.

Stiffener attach: a stiffener is attached to solidify the assembled module, which
enhances its stability for further incorporation into the end-product.
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° Chip-on-board

° Die attach: die attach adhesive is applied to the PCB and a CMOS image sensor chip is
mounted on the PCB.

° Wire bonding: electrical connections are established between the mounted chip and
the PCB using very fine bonding gold wires.

° Die encapsulation: the bonded chip and the bond wires are encapsulated to protect
them from mechanical and chemical damage, which is generally achieved by dispensing
a liquid encapsulant material, usually epoxy-based, over the chip and the wires.
Encapsulants may also need to undergo curing, depending on the type of encapsulant
used.

° Holder attach: the lens holder is attached to the surface of the PCB with the
encapsulated chip. As the COB process utilizes a PCB as the substrate, the assembled
module is now ready for incorporation into the end-product.

° Final testing/outgoing quality assurance: the image formulation function, including
focusing and color calibration, of the entire module is tested several times to ensure that the
finished camera module satisfies all applicable technical specifications.

° Packaging/shipping: The finished camera modules that have passed quality inspection are
packaged in accordance with the specifications of customer, then shipped to our warehouse
for storage or further shipping to customers.

Optical Components

The manufacturing process for our optical components, mainly glass plates, lenses and prisms,
begins with coarse-grinding shaped glass and other supplemental materials in a grinding machine to
generate the required shape. Then, the shaped glass goes through a further precision grinding and
polishing process, where each side of the glass is processed with other supplemental materials in a
grinding machine in accordance with the required specifications. The finished plate or lens is then cleaned
to remove stains and dust on the surface with a chemical solution.

In the case of glass prisms, the edges of the glass are trimmed with a centering machine to achieve
the required external diameter and eccentricity of a prism. Centered prisms then are put through an
ultrasonic cleaning process before they are coated with chemicals either on a single-layer or multi-layer
basis, in accordance with the spectrum specifications required. Upon completion of coating, two or more
prisms may be attached together with adhesive depending on requirements for the electronic equipment
in which they will be used, after which an even layer of paint is applied over the prism in accordance with
the applicable design and layout requirements to avoid image deviation. The finished prisms are then put
through the final quality assurance process, after which they are packaged and either stored or shipped to
customers.

Production Facilities

We manufacture our products at our two production facilities located in Huanan and Hengkeng, in
Dongguan, PRC. We began operation of our production facilities at Hengkeng in February 2002, and at
Huanan in May 2012. Our flip-chip camera module manufacturing lines are located in Huanan, while our
COB camera module and optical component manufacturing lines are located in Hengkeng. Dongguan is
where some of the world’s leading manufacturers of high-technology products are located, which enables
us to take advantage of access to a high-quality labor force and an extensive infrastructure for our
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operations. Dongguan is also strategically located near major airports and ports in Shenzhen and Hong
Kong, which facilitates the transportation of our products to our customers both in the PRC and globally,
as well as shipments of required components and materials and manufacturing equipment to us.

Manufacturing Lines

Our manufacturing lines operate throughout the year on a two shifts per day, nine hours per shift
basis, except during PRC public holidays and during factory line changes, which generally occur one day
per month. As of October 31, 2014, we had a quality control staff of 574 engineers, technicians and other
employees whose duty is to monitor production processes to ensure high-quality product output. These
employees include line inspectors who work with members of the production staff to conduct
examination, testing and fine-tuning of products during the production process. Normal manufacturing
risks include errors in the manufacturing process, defects in components and materials, unexpected
power outages and environmental pollutants. In addition, whenever process technology is upgraded,
manufacturing operations may be disrupted. To date, we have not experienced material disruptions in our
manufacturing operations.

The following table sets forth certain information regarding our production facilities at Hengkeng and
Huanan, Dongguan as of October 31, 2014:

Hengkeng
Number of
Capacity per Total floor area production
Principal products month (units) (square meters) workers
COBcameramodules . ..........ciiiiiiiin. 14,500,000 2,286 1,067
Optical components . ... . 33,050,000 3,224 212
Huanan
Number of
Capacity per Total floor area production
Principal products month (units) (square meters) workers
Flip-chip cameramodules ........... ... ... .. ... ... .... 14,833,333 25,160 4,484

The following table sets forth our monthly production capacity for COB and flip-chip camera
modules as of the end of each period in the Track Record Period:

Ten months
Year ended December 31, ended October 31,
2011 2012 2013 2014
(units)
Flip-chip cameramodules ............... N/AM 14,000,000 14,000,000 14,833,333
COB cameramodules .................. 14,000,000 14,000,000 14,000,000 14,500,000

1 N/A means not applicable.
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While we can use some of our existing equipment for the manufacture of either COB or flip-chip
camera modules, the major equipment we currently use, and our existing production capacities for, the
manufacture of COB and flip-chip camera modules are not entirely interchangeable. However, should the
need arise, we believe we would be able to acquire the necessary additional equipment from third-party
suppliers and re-tool our existing manufacturing lines for flip-chip camera modules for the production of
COB camera modules, and vice versa.

The following table sets forth, for the periods indicated, our number of units entering production,
production capacity and capacity utilization rate by principal product category:

Year Ended Ten Months Ended
Product Type December 31, October 31,
2011 2012 2013 2013 2014
(In millions of units, except percentages) (In millions of units, except percentages)
Utilization Utilization Utilization Utilization Utilization

Input Capacity rate@ Input) Capacity rate® Input) Capacity rate@ Input® Capacity rate®@ Input) Capacity rate®

Camera

modules® . . ... 1141 169.7 67.2%  161.1 2474 65.1% 2139 3395 63.0% 1729 283.2 671.1% 163.2 293.3 55.6%
Optical

components® . 3253  360.0 90.4%  260.7 360.0 72.4% 2541  360.0 70.6% 2142  300.0 71.4% 21561 3305 65.1%

(1) For camera modules, the total number of CMOS image sensors inputted into the production process; for optical components,
the total number of pieces of raw optical glass which entered into the grinding process.

) Calculated as the percentage of the applicable number of total units inputted compared to the applicable production capacity.
The annual capacity utilization rate for, and production volume of, our camera module production facilities is relatively low due
to seasonal fluctuations from quarter to quarter in the demand for our camera modules. We normally experience the highest
production and sales volume for our camera modules in the fourth quarter of each year when our customers increase their
inventories of mobile devices in light of increased seasonal demand. Correspondingly, our production and sales levels also
tend to be the lowest in the first and second quarters of each year.

©)) In the case of camera modules, our production capacity and number of total units inputted increased in 2012 and 2013,
mainly as a result of the ramp-up of our production capacity for and production of flip-chip camera modules during the
second half of 2012. However, our capacity utilization rate decreased from 67.2% in 2011 to 65.1% in 2012, as we increased
our production capacity for flip-chip camera modules during the second half of 2012, while orders for COB camera modules
from a major customer decreased in 2012 due to the migration of such customer’s orders for camera modules toward flip-
chip camera modules in the second half of 2012. Our capacity utilization rate decreased further to 63.0% in 2013, as orders
for COB camera modules further declined in 2013 compared to 2012 principally due to the continued migration of such
customer’s orders toward flip-chip camera modules in 2013. Our camera module production capacity increased, while our
capacity utilization rate decreased, from the first ten months of 2013 to the first ten months of 2014, as we added production
capacity for new models of flip-chip camera modules while reducing production of older models of such camera modules in
the first ten months of 2014, in anticipation of the increase in production of such new models during the fourth quarter of
2014 in line with the new product launch of a major customer.

4) In the case of optical components, our capacity utilization rate decreased from 90.4% in 2011 to 72.4% in 2012, as orders for
optical components declined in 2012 compared to 2011 due mainly to the general global decline in the demand for CD/DVD/
Blu-Ray players. Our capacity utilization rate further decreased to 70.6% in 2013, as orders for optical components continued
to decrease in 2013 compared to 2012, in line with the continual global decline in demand for such players. Our optical
component production capacity increased, while our utilization rate decreased, from the first ten months of 2013 to the first
ten months of 2014, as we added new production capacity in the first ten months of 2014 for blue filters, which we began to
produce commercially on a limited basis starting in April 2014.
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The following table sets forth certain information regarding our principal production equipment as of
the Latest Practicable Date. Certain equipment listed below was loaned to us by Apple in 2012 in
connection with our sales arrangements with this customer. Such Apple-owned equipment, which has
been loaned to us and is installed in our production facilities in Huanan, is used for the manufacture of flip-
chip camera modules supplied to Apple. We are not required to make any payments to Apple (lease or
otherwise) for the use of such equipment. However, Apple imposes restrictions on our use of its
equipment for other customers, and retains the right to require us to return such equipment to it at its
request. Such equipment is not accounted for as assets or otherwise included in our consolidated
financial statements. For a description of certain non-compliance matters relating to such equipment, see
“— Legal Proceedings and Regulatory Compliance — Non-Compliance Matters.”

Time when
Major equipment Ownership Age replaced or upgraded
Bestfocus machine 1 ........ ... .. ... . ... . ... .. ... .. Loaned 2 years N/A
Cameratestmachine 1 ...... ... ... ... ... .. ... .. .... Loaned 2 years N/A
Character test quality machine . ........................ Loaned 2 years N/A
Flipbonder ...... ... . . Loaned 2 years N/A
Lens holder attach machine 1 .......... ... ... ... .... Loaned 2 years N/A
IR glass attachmachine ........... ... ... ... ... ....... Loaned 2 years N/A
Laminationmachine ......... ... .. .. . i, Loaned 2 years N/A
Mounter 1 ... Loaned 2 years N/A
Stiffenerbonder . . ... .. . Loaned 2 years N/A
Stud bumper . ... Loaned 2 years N/A
Underfill machine . ... . Loaned 2 years N/A
Chipmountmachine . ......... ... i, Loaned 2 years N/A
Screen printermachine 1 ... .. . . Loaned 2 years N/A
Flexbakingoven . ...... ... .. . i, Loaned 2 years N/A
Lasermarker . ... Loaned 2 years N/A
Screen printermachine 2 ......... ... .. i Owned 4 vyears N/A
Mounter 2 ... .. Owned 4 years N/A
Reflowingmachine ......... .. ... . . . i, Owned 4 years N/A
Diebonder ... ... Owned 5 years N/A
Wirebonder . ... Owned 4 years N/A
Lens holder attachmachine2 . ......................... Owned 4 years N/A
ACF attachmachine ......... ... .. ... . . i, Owned 1 year N/A
FPCB pick & placemachine ........................... Owned 1 year N/A
ACF bonder . ... Owned 1 year N/A
Bestfocusmachine2 ............ ... .. ... ... Owned 1 year N/A
Cameratestmachine 2 ........... ... .. .. Owned 1 year N/A
Grindingmachine ......... ... . i Owned 1 year N/A
Lappingmachine . ... Owned 12 years 2014
Polishingmachine ......... ... ... . i, Owned 1 year N/A
Coatingmachine . ......... . .. . i Owned 1 years N/A
MUItI-Saw . .. Owned  8years N/A
DIiCING SAW .\ v vt Owned 1 year N/A
Ultrasonic cleaningmachine . .......... ... ... ... ....... Owned 1 year N/A
Automated loading machine . ............ ... ... ... ... Owned 1 year N/A
Automated inspection machine ............. ... ... ..... Owned 1 year N/A

The equipment identified above as being owned by us is mainly installed in our production facilities in
Hengkeng and used for the manufacture of COB camera modules and optical components. As of
October 31, 2014, the aggregate net book value of such owned equipment was US$15.5 million.
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We plan to continue to strategically invest in enhancing and expanding our manufacturing lines to
add production capacity selectively and achieve additional economies of scale that will enable us to
generate further production cost savings. We have spent approximately US$21.5 million in capital
expenditures for the full-year 2014, primarily to purchase equipment to produce more advanced flip-chip
camera modules. See “Financial Information — Capital Expenditures and Commitments.”

We acquired many of the key technologies used in our manufacturing processes through our own
research and development efforts, and we believe our manufacturing technology is recognized by our
customers as one of our competitive advantages when compared against that of our competitors. During
the Track Record Period, we did not pay any licensing fees for any technologies used in the
manufacturing process for our products.

We also believe that we have access to adequate and stable sources of water and electricity in
Dongguan. There are also liquid propane gas back-up power supply facilities in our manufacturing
facilities in Huanan with a capacity of approximately 4,000 kilowatts per hour and in Hengkeng with a
capacity of approximately 1,990 kilowatts per hour, which allows us to maintain a certain level of
operations if there should be a blackout or a shortage of electricity. During the Track Record Period, we
did not experience shortages of electricity and water supplies that resulted in a material disruption of our
operations, nor did we experience any accidents causing material damage to our production facilities or a
material suspension of production.

Components and Materials

We use a variety of components and materials in our manufacturing process. The main components
used in our manufacturing process for camera modules are CMOS image sensors, PCBs, lenses
(including lens holders) and HTCC boards, which accounted for approximately 91.6% of our component
and material costs in 2011, 87.9% in 2012, 86.1% in 2013 and 87.3% in the first ten months of 2014.
Accordingly, a stable source of such components is crucial to our success. We obtained all of our needs
for CMOS image sensors, PCBs, lenses (including lens holders) and HTCC boards from 38 independent
suppliers in the first ten months of 2014, 23 of which were designated by our three largest customers.
Components and materials purchased from suppliers designated by our three largest customers
accounted for 91.4% of our component and material costs in 2011, 86.5% in 2012, 80.4% in 2013 and
74.6% in the first ten months of 2014. Other key components and materials utilized in our manufacturing
process include connectors, capacitors, ambient light sensors, raw optical glass and coating chemicals.

In accordance with their general practice, our major customers typically enter into short-term supply
agreements with suppliers for our main components, pursuant to which we are designated as an
authorized purchaser, and most of which contain pricing terms that may be adjusted from time to time
between the customer and the supplier. As we generally have minimal control over the prices of our main
components, the prices which are agreed between our major customers and the suppliers are typically
reflected in the price of our products supplied to such customers. In the event that we or our customers
cannot reach agreement on pricing terms with our suppliers in the future or our suppliers fail to deliver on
their volume commitment, we will need to seek alternative supply sources after consultation with our
customers. In particular, in the case of camera modules that we produce for some of our major
customers, we are required to source certain components only from a select group of suppliers approved
by the customer, which further limits our ability to find alternative suppliers in the event of a supply
disruption. Our quality control staff checks the quality of our components and materials upon their arrival
at our production facilities to ensure that they conform to our and our customers’ quality standards. We
are generally granted a credit period of 30 to 90 days from the date of billing by our suppliers.
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Purchases of components or materials from our top five suppliers represented approximately 77.8%
of our total cost of sales in 2011, 58.0% in 2012, 55.2% in 2013 and 48.9% in the first ten months of
2014. Furthermore, purchases of components or materials from our largest supplier represented
approximately 29.5% of our total cost of sales in 2011, 24.1% in 2012, 26.4% in 2013 and 19.9% in the
first ten months of 2014. We believe that our relationship with our suppliers are good, and we have not
experienced any major difficulty in obtaining adequate supplies of components and materials to meet our
production requirements during the Track Record Period. During the Track Record Period, we purchased
a variety of IR cut filters, which serve as critical components for camera modules, from Bai Shi, which is
wholly owned by a brother-in-law of one of our Controlling Shareholders and is therefore a connected
person under the Listing Rules. See “Connected Transactions — Connected Persons” and “— Continuing
Connected Transactions — Non-exempt Continuing Connected Transactions.” During the Track Record
Period, none of our other suppliers were connected persons.

Quality Assurance

We are subject to PRC and international regulatory requirements relating to product quality
standards which must be satisfied before products can be sold in the relevant jurisdiction. Our customers
also require us to satisfy strict quality standards with respect to the products we sell to them. As markets
for camera modules and optical components continue to evolve and become more specialized, quality
standards for our products are becoming stricter. Our management is actively involved in setting quality
assurance policies and managing quality assurance performance to ensure quality control of our products
as well as a safe working environment for our employees. In order to ensure that our quality assurance
policies are effectively applied, manufacturing line employees are provided with regular job training. We
believe that we have a well-trained equipment maintenance team with qualified personnel to oversee the
operation of our manufacturing lines to ensure adequate quality control, as well as to avoid any
unintended interruption, and to minimize the down time, of the manufacturing lines.

We have received international certifications for our quality assurance programs and safety
management systems, which we believe demonstrate our technological capabilities and help promote
customer confidence. The following table sets forth a summary of certifications that we have received and
major test standards that we have satisfied:

Certification/ Standards Description

ISO 9001:2008 Certification for our quality management system in connection with the
manufacturing of optical and optic-electronic products

ISO 14001:2004 + Certification for our environmental management system in connection with the
Cor 1:2009 manufacturing of optic-electronic products

As of October 31, 2014, we had a quality control staff of 574 of engineers, technicians and other
employees. In addition, there are product quality inspectors stationed at the manufacturing lines
responsible for testing semi-finished products. We provide mandatory training courses (which are
periodically updated) for our new quality control staff, and also provide additional regular training for
quality control staff and product quality inspectors from time to time covering different aspects of our
production, including understanding of International Organization for Standardization (“ISO”) standards
and quality control techniques. The value of initially returned goods from customers resulting from product
quality issues detected through sampling procedures amounted to approximately US$2.2 million in 2011,
US$7.7 million in 2012, US$11.2 million in 2013 and US$3.4 million in the first ten months of 2014. When
goods are returned to us, they are promptly re-tested individually without any sampling and goods which
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prove to be non-defective are re-shipped to the customer. Goods which prove to be defective after
individual testing are first stored, then physically destroyed on site after receiving approvals from our
customers and the relevant regulatory authorities. The full amount of the turnover and accounts
receivables previously recorded in respect of such destroyed goods are cancelled, with no reversal of the
applicable reduction in inventories previously charged against the cost of sales. We believe that the
portion of our returned goods compared to our turnover is smaller compared to industry norms due in
part to our stringent quality assurance programs.

Customers, Sales and Marketing

We currently sell a substantial portion of our products to a limited number of customers. Our three
largest customers accounted for approximately 97.3% of our turnover in 2011, 98.8% in 2012, 99.1% in
2013 and 98.6% in the first ten months of 2014.

Relationship with Apple

Our largest customer is Apple. According to Apple’s public filings, Apple designs, manufactures, and
markets mobile communication and media devices, personal computers and portable digital music
players, and sells a variety of related software, services, peripherals, networking solutions, and third-party
digital content and applications. Apple sells its products worldwide through its retail stores, online stores,
and direct sales force, as well as through third-party cellular network carriers, wholesalers, retailers, and
value-added resellers. In addition, Apple sells a variety of third-party products that are compatible with
Apple’s products, including application software, and various accessories, through its online and retail
stores. Apple sells to consumers; small and mid-sized businesses; and education, enterprise and
government customers.

According to Apple’s public filings, for the fiscal years ended September 28, 2013 and
September 27, 2014, Apple generated revenues of US$170.9 billion and US$182.8 billion, respectively.
According to the IBS Report, Apple was the second largest manufacturer of smartphones with a global
market share of 15.8% in terms of smartphone units sold in the year ended December 31, 2013, and the
largest manufacturer of multimedia tablets with a global market share of 26.9% in terms of multimedia
tablet units sold during the same period.

We have historically supplied fixed-focus camera modules that are attached to the front-end of
mobile device products to Apple. We began supplying COB camera modules directly to Apple in 2009,
and we expanded our relationship by supplying flip-chip camera modules starting in 2012. Apple directly
or indirectly accounted for 86.9% of our turnover in 2011, 87.9% of our turnover in 2012, 85.8% of our
turnover in 2013 and 74.4% of our turnover in the first ten months of 2014. As a result of increasing sales
to LG Electronics and Samsung Electronics, the share of our turnover accounted for directly or indirectly
by Apple was approximately 77.7% (compared to approximately 19.4% for LG Electronics and
approximately 1.5% for Samsung Electronics) for the full-year 2014, based on our unaudited management
accounts.

Based on the fact that we have been supplying camera modules to Apple since 2009 and in light of
our proven track record of supporting the development and supply of camera modules that meet Apple’s
demanding product specifications, we believe that we are one of multiple suppliers that Apple relies on in
the near term to supply high-quality camera modules for their mobile device products. Furthermore,
based on our calculations and data compiled by us solely from public sources regarding the historical
sales volumes of Apple’s mobile device products, we believe that front-end camera modules supplied by
us accounted for a material portion (over 30% according to our estimates) of all front-end camera
modules incorporated in Apple’s mobile phone and multimedia tablet devices sold during each of 2011,
2012 and 2013. We believe that these factors demonstrate a complementary relationship between us and
Apple.
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We have been supplying camera modules that are designed into Apple’s end-products, and such
camera modules have been customized to meet its specific technical, design and performance
requirements after much production research undertaken together by both parties. To facilitate production
of this important component of their end-products, Apple arranges for the sourcing and supply of certain
key manufacturing equipment and technology for our production of specific camera module products for
Apple. Apple imposes restrictions on our use of such equipment and technology for other customers and
retains the right to require us to return such equipment and technology to it at its request. In particular,
from time to time, Apple has provided us with key manufacturing equipment and technology used in our
production facilities in Huanan. See “— Production Facilities — Manufacturing Lines.” Apple has not
agreed to any form of technology transfer to us under these arrangements. We believe the fact that Apple
has made such significant investments in time and resources in us further demonstrates the
complementary relationship between us and Apple.

Apple closely monitors each stage of our product development and supply relevant to Apple, from
inception up to full production, and has ample channels to provide feedback at any time. We also have
three dedicated teams to deal with Apple-related matters and such teams include members of our
management, including Mr. Kwak, Mr. Seong Seokhoon, our executive Director and chief financial officer
with significant financial and management experience, Mr. Lee David Hyung Tek, our finance director and
head of the corporate strategy team with significant legal and financial experience, and Mr. Lee Donggoo,
the head of our engineering project management department and an engineer with over 12 years of
experience in the camera modules and packaging industry. Such arrangement ensures a constant line of
communication between Apple and our management, which in turn ensures that we will be kept fully
aware of all material developments relating to Apple. Another important function of our dedicated teams is
to closely monitor our compliance with the terms of our agreements with Apple. For instance, we will
regularly request updates from Mr. Kwak to ensure that our obligations under the agreements with Apple
as described in “Relationship with the Controlling Shareholders — Independence from Our Controlling
Shareholders — Operational Independence” are being complied with. Furthermore, in the event that
Mr. Kwak engages in any personal dealings in or effects any pledge of his Shares that could adversely
affect our ability to comply with such obligations, he would be required, as a Director and our chief
executive officer, to promptly inform our Board of such dealings or pledges, in order to ensure that both
he and we are in compliance with the Inside Information Provisions (as defined in the Listing Rules). We
expect to also inform our Shareholders, by way of announcement, of any material developments between
Apple and us after the Listing and Global Offering. Future transactions between us and Apple are
expected to be reviewed and approved by our Directors, including our independent non-executive
Directors, and to the extent applicable, our Shareholders in compliance with the Listing Rules.

Sales Arrangements

Our sales arrangements with Apple, as well as other major customers, set out the basic terms of
development and supply of particular products for a specified period, typically for a term of one year but
which may vary depending on the customer’s needs as well as the type of product and its expected
commercial longevity. For a description of such sales arrangements, see “— Sales and Pricing.” In the
case of Apple, the customer has historically introduced new or modified mobile device products once
every year, and accordingly we seek to develop and supply new or modified camera module products to
Apple in accordance with such product launch cycle. The nature of Apple’s product launch cycle
therefore makes it commercially suitable for us to enter into a new or modified sales arrangement with
Apple once every year to set forth the terms of development and supply of such new or modified camera
module products. Pursuant to our sales arrangements with Apple, Apple has granted us a royalty-free
license to use certain technology owned by Apple in our manufacturing process for production of camera
modules for Apple.
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In addition, as discussed further below in “— Sales and Pricing,” our sales arrangements do not
establish fixed purchase commitments, and purchase volumes are generally determined on an ongoing
basis based on purchase orders provided by the customer. While Apple does not enter into long-term
purchase commitments, it does provide non-binding rolling forecasts to guide us on its anticipated
requirements and the amount of actual purchase orders have generally been consistent with such periodic
forecasts throughout the Track Record Period. This industry-wide arrangement reflects the commercial
reality that it is not possible for customers to predict their mobile device sales volumes, and therefore their
camera module volume requirements, on a long-term basis. As in the case of our other major customers,
Apple is not legally obligated to issue purchase orders to us in accordance with its forecasts. Furthermore,
under our sales arrangements with Apple, Apple will only be deemed to have accepted delivery of our
products if such products have not been rejected by Apple within 90 days after delivery. If Apple rejects
our products for failing to comply with the relevant specifications, it has the right to require us to (i) refund
the full amount paid for the rejected items, or (i) repair or replace such items. During the Track Record
Period, we have not experienced such rejections in material quantities.

We are subject to strict confidentiality provisions imposed by Apple, including the prohibition of our
disclosure to third parties of the terms of our sales arrangements with Apple and any information about
the products we supply to Apple.

In addition, Apple has the right to terminate its sales arrangements with us generally, for cause
(including events such as a material breach by us of the terms of the sales arrangements, our insolvency
or bankruptcy, or the assignment of our rights for the benefit of creditors), as well as the right to terminate
its sales arrangements with us relating to particular types of products supplied by us, without cause, in
each case upon provision of 30 days’ prior notice to us. Accordingly, there is no guarantee that Apple will
continue to purchase products from us. See “Risk Factors — Risks Relating to Our Business — We
currently sell a substantial portion of our camera modules and optical components to a limited number of
customers. Our dependence on these customers subjects us to events that may cause material
fluctuations or declines in our revenues” and “— We rely substantially on Apple.”

If our sales to Apple were to decline or we were to lose Apple as a customer, we believe we
possess the necessary technology, engineering and manufacturing capabilities and other competitive
strengths to adapt our current business model, which is reliant on Apple as a major customer. See
“— Competitive Strengths.” We have established strong relationships with other major customers such as
LG Electronics and Samsung Electronics, which are two of the largest global mobile device manufacturers
as measured by revenues in 2013. As part of our efforts to reduce the percentage of our turnover
accounted for by Apple, we entered into new sales arrangements for the supply of fixed-focus COB
camera modules to Samsung Electronics commencing in October 2013 and high-end camera modules
with resolutions higher than 8 megapixels to LG Electronics starting in August 2014, and have agreed with
LG Electronics to supply high-end camera modules with resolutions of 13 megapixels starting in the third
quarter of 2015. We believe that such new sales arrangements demonstrate our ability to find customers
to substitute for Apple.

Certain Remedies

Apple has various stringent requirements relating to component suppliers, based on the skills of the
supplier’s engineering teams, ability to control costs, product development capabilities, reliable
manufacturing process, stable high yield and strong quality control, that must be demonstrated over a
substantial track record period before a potential supplier can become accredited. Apple demands strict
contractual rights and remedies from its suppliers, in order to ensure that they will consistently meet such
high standards and that it will not experience any disruptions in the supply of components necessary for
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its products, which has a direct bearing on its market reputation. As part of the commercial terms
negotiated between us and Apple, we pledged all of the outstanding shares of Cowell Hong Kong to
Apple, as security for any damages that may result from a breach by us of our obligations under our sales
arrangements with Apple.

In preparation for the Listing and the Global Offering, we have agreed with Apple to replace such
share pledge with alternative remedial arrangements, which will only become effective as of the Listing
Date, consisting of (i) a stand-by letter of credit to be issued by a major bank in favor of Apple in the
amount of US$50 million and (i) certain “step-in” rights granted to Apple with respect to our production
facilities in Huanan, which are used exclusively for the manufacture of camera modules supplied to Apple.
Pursuant to such alternative remedial arrangements, a material breach by us of our supply obligations to
Apple (which could be indirectly triggered by our insolvency or bankruptcy or assignment of rights for the
benefit of our creditors if those events do result in such breach) or our obligation to obtain its consent prior
to a “change of control transaction” whereby Mr. Kwak loses “control” over our Company, as described in
“Relationship with the Controlling Shareholders — Independence from Our Controlling Shareholders —
Operational Independence,” will give Apple the right to (i) draw upon the stand-by letter of credit in whole
or in part and hold such amount as security for, or apply the same to, our obligations under the sales
arrangements and (i) exercise its “step-in” rights to require us to transfer, at Apple’s option, certain
specified assets and liabilities relating to our production facilities in Huanan to Apple, including principally
the property leases for the facilities and the manufacturing equipment and technology used at the
facilities. In addition, Apple may require us to facilitate the direct hiring of employees working at the
facilities and assignment of the supply agreements with suppliers of components and materials to the
facilities. However, we would not be required to transfer any accumulated earnings from the Huanan
production facilities to Apple upon its exercise of the “step-in” rights. As the “step-in” rights are intended
to serve as alternative remedial arrangements relating to certain of our obligations under our sales
arrangements with Apple, such rights will cease to apply only upon the termination of such sales
arrangements.

The stand-by letter of credit, once effective, will be treated as a contingent liability and any
drawdowns thereunder will be treated as a bank loan under our statement of financial position and as
other loss under our statement of profit or loss for accounting purposes. The stand-by letter of credit will
expire upon the earlier of December 31, 2015 and our net cash balance being at or above a certain level
for two consecutive quarters. In addition, after one year from the takeover of the production facilities in
Huanan by Apple pursuant to the exercise of its “step-in” rights, we will have the right to re-acquire the
facilities from Apple.

We believe that Apple’s reason for requiring these remedies from us is principally to ensure the
continuity of supply of camera modules by us. Since we started supplying camera modules to Apple in
2009, there have been no incidents of any breaches occurring, including no instance of a material breach
(or anticipated material breach) of our supply obligations under the sales arrangements with Apple.
Furthermore, we have a close and stable relationship, and maintain constant communication, with Apple,
such that any future supply or other issues will most likely be discussed and resolved well before they lead
to the occurrence of an actual breach under our agreements with Apple. Therefore, we believe it is highly
unlikely that the stand-by letter of credit will ever be drawn upon, or the “step-in” rights will ever be
exercised, by Apple. However, in the worst case scenario where Apple is able to draw the full amount
under the stand-by letter of credit and exercise the “step-in” rights:

° We would be required to reimburse the issuing bank for the amount drawn under the stand-by
letter of credit, which would accrue interest until the time of reimbursement.

° We would lose ownership and control over our production facilities in Huanan, and would lose
the turnover and profit generated by such facilities, which represented 72.3% and 68.1% of
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our turnover and a majority of our gross profit for the year ended December 31, 2013 and the
ten months ended October 31, 2014, respectively. As of October 31, 2014, the property, plant
and equipment at our Huanan production facilities (all of which are subject to Apple’s “step-in”
rights, and not including any principal production equipment loaned to us by Apple in 2012)
accounted for approximately 61.8% of the total net book value of our property, plant and
equipment, and our Huanan production facilities accounted for approximately 51% of our total
monthly production capacity for camera modules.

° It is also possible that we may decide not to re-acquire the facilities from Apple under certain
circumstances: for example, if () the business performance and market standing of Apple
deteriorate significantly after the exercise of the “step-in” rights such that the costs of re-
acquiring the Huanan production facilities and operating it to supply camera modules to Apple
are likely to exceed the turnover that could be generated from continued sales to Apple, (i) the
relevant supply or other issues with Apple cannot be resolved, such that Apple is likely to
terminate its sales arrangements with us, and the costs to us of re-acquiring and re-tooling the
Huanan production facilities to supply other customers are likely to exceed the costs of
establishing new production facilities for such purpose, or (i) we are experiencing financial
difficulties.

Any of the foregoing could have a material adverse effect on our business, financial condition and
results of operations.

If Apple were to terminate its sales arrangements with us without exercising the “step-in” rights, we
believe we would be able to utilize our Huanan production facilities (excluding any manufacturing
equipment supplied by Apple, which must be returned to Apple upon such termination and replaced with
other equipment) to manufacture products for other customers, after re-tooling such production facilities
to match the product specifications of such customers. We believe such re-tooling would require a
relatively modest amount of time and expense, with the actual time and expense dependent on our
production requirements at that time.

Relationship with Other Major Customers

For COB camera modules, our major customers include LG Electronics and Samsung Electronics.
LG Electronics, our second largest customer, directly or indirectly accounted for 8.7% of our turnover in
2011, 9.9% of our turnover in 2012, 12.6% of our turnover in 2013 and 22.1% of our turnover in the first
ten months of 2014. Our major customers for camera modules look to us for reliable and timely delivery of
high-quality and cost-competitive products, and we believe that our close relationship with these major
customers, most of which are leaders in the global mobile devices market, enables us to anticipate
market trends and evolving customer product needs.

We sell our optical components globally to a wide range of consumer electronics manufacturers,
which use our optical components in a variety of electronics products. Our major customers for optical
components include Optis Co (which is a supplier of electronic components to Samsung Electronics and
Toshiba) and subsidiaries or affiliates of leading global electronics companies such as Samsung
Electronics, LG Electronics and Hitachi. Optis, our third largest customer for 2011, 2012 and 2013,
accounted for 1.7% of our turnover in 2011, 0.9% of our turnover in 2012, 0.7% of our turnover in 2013
and 0.7% of our turnover in the first ten months of 2014 (Samsung Electronics became our third largest
customer for the ten months ended October 31, 2014, accounting for 2.1% of our turnover for such
period).
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During the Track Record Period, none of our customers were our connected persons and none of
our Directors or their respective close associates (as defined under the Listing Rules) or any of our
Shareholders who to the knowledge of our Directors owned more than 5% of our issued share capital had
any interest in our top five customers.

Sales and Pricing

In line with the industry norm for mobile device component suppliers, we generally enter into sales
arrangements with our major customers, pursuant to which the parties agree on the basic terms of
development and supply of particular products for a specified period, typically for a term of one year
(including in the case of LG Electronics and Samsung Electronics, as well as Apple) but which may vary
depending on the customer’s needs as well as the type of product and its expected commercial longevity.
Our sales arrangements usually establish parameters for determining the price of the relevant products
being supplied, which is typically subject to adjustment on a regular basis based on a variety of factors
such as decreases in our operating costs, changes in the prices of components and materials and
improvements in our production yield for the products. In evaluating potential pricing parameters prior to
entering into a sales arrangement, we generally use a pricing model that takes into account factors such
as our production costs (including the cost of components and materials and labor costs), production
cycle, production yield and transportation costs plus a targeted manufacturing margin for the relevant
products. Our sales arrangements do not establish fixed purchase volume commitments, and purchase
volumes are generally determined on an ongoing basis based on purchase orders provided by the
customer. While our major customers usually provide us with a forecast of their supply needs on a regular
basis, they are not legally obligated to issue purchase orders to us in accordance with such forecasts and
in certain cases have the right to terminate, without cause, their sales agreements relating to particular
types of products supplied by us. While we have not experienced any such termination during the Track
Record Period, there is no guarantee that our major customers will continue to purchase products from
us. See “Risks Factors — Risks Relating to Our Business — We currently sell a substantial portion of our
camera modules and optical components to a limited number of customers. Our dependence on these
customers subjects us to events that may cause material fluctuations or declines in our revenues” and
“— We rely substantially on Apple.” In addition, most of our major customers arrange for sourcing and
supply of particular components for our production of specific products for them. See “— Components
and Materials.”

As further confirmed by IBS, we believe that such arrangements are not unusual in the mobile
devices industry.

Turnover, cost of sales and related profit from sales of certain COB camera modules to Apple and
LG Electronics are recognized on a vendor-managed inventory basis, whereby finished products are first
delivered to the customer’s warehouse and related turnover, cost and profits are recognized when the
customer takes the products from the warehouse for use. With respect to such vendor-managed
inventory, we receive daily inventory reports automatically sent by the customer’s inventory management
service provider whenever products are taken out of the customer’s warehouse, as well as stationing an
employee at important sites to monitor inventory management. Furthermore, for LG Electronics, we are
connected to and use a real-time inventory monitoring system managed and shared with LG Electronics.
We also engage in monthly stock checks to discover any discrepancies and to ensure that turnover is
recognized properly. Turnover, cost of sales and related profit from sales of all flip-chip camera modules
and certain COB camera modules to Apple are recognized upon delivery of the products to the
customer’s warehouse, while those from sales of COB camera modules to Samsung Electronics and
optical components are recognized upon our shipment of the products to the customer. We believe our
recognition policies comply with the relevant accounting standard (International Accounting Standard 18,
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Revenue) due to the historically minimal rate of returned goods that are ultimately proven to be defective
and destroyed (thereby requiring a reversal of related turnover). See “— Quality Assurance.”

Sales Channels

We market our products primarily through our sales force. Sales outside of the PRC are supported
by our two sales subsidiaries located in Hong Kong and Korea. Such subsidiaries support our operations
by locating suitable local suppliers and potential new customers (especially for our optical components
business), identifying possible business opportunities and providing information regarding local market
conditions, as well as maintaining relationships with our existing customers.

Our sales and marketing strategy is to develop and maintain long-term strategic relationships with
key customers that are market leaders or strong niche players in their respective industrial segment or
geographic region. Due to the recent trend of increased demand for camera modules, in line with the
increased demand for mobile devices with camera functions, we have focused our sales and marketing
activities on expanding our base of long-term strategic customers who look to us as their preferred
supplier of camera modules. We implement this strategy through multi-functional teams of technical, sales
and marketing, customer support and manufacturing personnel. These teams work closely with our
customers to continually optimize our products for their needs. Our close relationships with our customers
are built upon lengthy and detailed review processes conducted by potential customers to determine the
qualification of our manufacturing facilities and products. Once a customer relationship is established, we
monitor the changing needs of the customer, seek regular feedback on our performance and target our
research and development and manufacturing processes to produce camera modules and optical
components adapted to the customer’s evolving product requirements and production process.

We typically grant our customers credit terms ranging from 30 to 90 days from the date of billing.
We assess the credit terms on a case-by-case basis, taking into account the customer’s
creditworthiness, prior dealing history and additional information specific to the customer as well as
economic environment in which the customer operates.

Logistics and Transportation

Upon completion of manufacturing and testing of our products at our production facilities, the
products are packaged and sent to our finished goods warehouse in Hong Kong through independent
third-party logistics companies. From there, we deliver the products directly to locations specified by
customers by sea, air or land transportation through independent third-party logistics companies, who
typically bear the risks and losses associated with the delivery. We typically engage one logistics company
for a one-year term to handle our delivery process.

In relation to certain customers, our finished products are shipped from our production facilities in
the PRC to our warehouse in Hong Kong, and such finished products are then delivered to a location in
the PRC as designated by the customer for further assembly purposes. The primary reason for such
arrangement is to enable us to benefit from the preferential tax treatment in the PRC relating to processing
trade. Such arrangement is a common practice adopted by enterprises engaging in the processing trade
in the PRC and, as advised by our PRC counsel, such practice is in compliance with the relevant laws and
regulations in the PRC.

The geographical segment reporting of our revenue in Hong Kong and Korea, as set forth in
Note 3(bj(iii) to the Accountants’ Report included in Appendix | to this prospectus, is based on the location
at which we delivered our products. The location of delivery is based on our judgment of when we
consider such products delivered to a customer, which may be when we deliver the products to a third
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party logistics operator in Hong Kong or Korea hired by the customer (which further ships such products
to the customer’s warehouse or factory in a location other than Hong Kong or Korea), or directly to the
customer’s warehouse in Hong Kong or Korea.

During the Track Record Period, we did not experience any delays in product delivery which had a
material adverse impact on us.

Warranties and After-Sales Service

Under the terms of our sales arrangements with our customers, we provide product warranties that
are usually limited to replacement of defective items or a credit with respect to amounts paid for such
items. We do not accrue any provisions for estimated costs of warranties, as the historical amount of
claims under our warranties have been minimal. During the Track Record Period, we did not experience
any issues relating to warranties, product recalls, product liability claims or after-sale service which had a
material adverse impact on us.

Inventory Management

Our inventory includes components and materials, work in progress and finished goods. We have a
stringent inventory control policy to monitor our inventory levels and minimize obsolete inventory. We keep
track of the usage of the current period’s inventory and estimate any obsolete components and materials
and finished goods. We have instituted the following major inventory management procedures to ensure
efficient management of our inventory:

° all purchases of components and materials must be authorized and approved by our head of
procurement and recorded in our inventory management system;

° all incoming components and materials must be examined through sampling procedures and
verified against purchase orders before acceptance;

] all components and materials are tagged with references after acknowledgement of receipt;

° all outgoing components and materials for production use must be authorized by the relevant
production manager and recorded in our inventory management system;

° all finished goods delivered are acknowledged by customers upon delivery and recorded in our
inventory management system; and

° monthly and annual stock counts are carried out to ensure that the number of stored items
corresponds with entries recorded during the relevant period.

We generally keep stocks of components and materials at a level sufficient for use for up to seven to
eight days for camera modules and two to four weeks for optical components, which we consider to be
safe stock levels. However, to avoid any shortage of supplies, we may strategically keep a higher level of
stocks for certain components and materials.
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Our inventory balances as of the dates indicated were as follows:

As of As of
Inventory type December 31, October 31
2011 2012 2013 2014
(In millions of US$, except percentages)

Components and materials ... $16.5 42.2% $25.6 44.0% $29.6 53.8% $28.3 34.3%
Work in progress ........... 2.8 7.1% 6.2 10.7% 7.5 13.6% 15.8 19.2%
Finished goods ............. 19.9 50.7% 26.4 45.3% 17.9 32.6% 38.3 46.5%
Total ................... 39.2 100.0% 582 100.0% 55.0 100.0% 82.4 100.0%

Research and Development

The camera module and optical component markets are characterized by rapid technological
changes and product innovation, and we believe that continued and timely development of new products
and enhancements to existing products and manufacturing processes are critical to maintaining our
competitive position. Our goal in research and development is to maintain a close working relationship
with our key customers to continually develop new products and refine existing products to meet their
evolving needs. We aim to combine engineering innovation with specific commercialization strategies and
align our technology development efforts with our customers’ requirements. In order to strengthen our
customer relationships and interaction to obtain a better knowledge of our customers’ requirements and
target our research and development efforts, we assign a number of our engineers to key customers and
dedicate them to specific accounts.

Our engineers in the technology division are located in Dongguan and Korea. We are currently
planning to establish a research and development center in Huanan, Dongguan in 2015. The following are
research and development activities that we are currently focusing on:

] implementation of an “in-line” manufacturing process for our camera modules, which we believe
will improve our manufacturing efficiency, and further automation of our production processes;

° developments to enhance the reliability and performance of padding material for camera
modules; and

° improvements to the precision of lens and chip placement technology.

As of October 31, 2014, we employed 158 engineers in our technology division and 103 engineers
in our operations division involved directly in the production process, whose salaries and benefits are
included as part of our administrative expenses. Our research and development expenses, which primarily
relate to expenses of research activities undertaken by our subsidiary in Korea, were approximately
US$0.4 million in 2011, US$0.4 million in 2012, US$0.4 million in 2013 and US$0.5 million in the first
ten months of 2014, or 0.1%, 0.1%, 0.1% and 0.1% of our turnover for those periods, respectively.

Intellectual Property
We rely primarily on a combination of patent, trademark and trade secret protections, as well as
confidentiality agreements, to safeguard our intellectual property. As of October 31, 2014, we held six

trademarks (three of which were registered in the PRC and three of which were registered in Hong Kong)
and three patents (all of which were registered in the PRC), and had a perpetual license to use two
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trademarks (both of which were registered in Korea). We also currently have nine additional patent
applications pending (seven of which are pending in the PRC and two of which are pending in the United
States). Our issued and pending patent applications relate primarily to camera modules and optical
components and their manufacturing processes. With respect to proprietary know-how that is not
patentable and production processes for which patents are difficult to enforce, we rely on trade secret
protections and confidentiality agreements to safeguard our interests. We believe that many elements of
our products and manufacturing processes involve proprietary know-how that is not covered by patents.
To safeguard our intellectual property, all of our full-time employees have entered into a confidentiality
agreement with us as part of their terms of employment, which also contains non-competition provisions.
We also take other precautionary measures, such as using a dedicated server for technical data and
hiring specialized third-party IT firms to manage our data security. During the Track Record Period, we
have not experienced any material disputes or infringements regarding our intellectual property.

Information Systems

To enhance our management, we implemented an enterprise resource planning system in
December 2011, which is utilized to track all aspects of our daily operations, including financial reporting,
inventories, purchasing, manufacturing and sales. In August 2012, we implemented a manufacturing
execution system to further enhance our control over our manufacturing processes. In November 2012,
we also implemented an electronic data interchange system to facilitate the exchange of electronic
documents with our customers and suppliers. In addition, in December 2013, we implemented an
electronic document management system, which allows us to improve our tracking, storing and managing
of electronic documents. Our aggregate expenditures on our information systems amounted to US$0.2
million in 2011, US$0.3 million in 2012, US$1.0 million in 2013 and US$1.1 million in the first ten months
of 2014.

Competition

The camera module industry and the optical component industry are intensely competitive. We face
significant competition in each of our product lines, as we believe there are certain products from other
manufacturers that are competitive with our products in terms of quality and price. Although barriers to
entry exist in the design and manufacturing of camera modules and optical components in terms of
technical expertise, substantial capital requirements and difficulties relating to building customer
relationships and establishing market credibility, new entrants may seek to develop or acquire the required
technical capability and customer base through substantial investments in the necessary technology,
production facilities and marketing network to compete with our existing business.

We compete in our different product lines based on a number of factors, including the following:

° product performance, quality and reliability;

° competitive pricing;

° availability of adequate production capacity;

° ability to accurately identify and respond to emerging technological trends and demand for
product features and performance characteristics;

° successful and timely development of new products and manufacturing processes;

° ability to develop and maintain customer and supplier relationships;
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° customer service, including after-sales service of products and technical support; and
®  prand recognition and financial strength.
Camera Modules

QOur principal competitors in the camera module industry currently include LG Innotek Co., Ltd.,
Samsung Electro-Mechanics Co., Ltd., Partron Co., Ltd. and Sharp Corporation. We believe that
competition in the camera modules industry is intense as our competitors are also capable of providing
similar manufacturing services for leading mobile device companies, especially for COB camera modules.
While some of our competitors may have more developed sales networks to facilitate their marketing
efforts, we believe that our strong market position, well-established customer relationships, advanced
manufacturing capabilities and recognized technical expertise allow us to differentiate ourselves from our
competitors.

In particular, we are one of several suppliers of camera modules for Apple. However, we cannot
guarantee that Apple will not choose additional approved suppliers of camera modules in the future, or
that it will continue to purchase camera modules from us in similar volumes or at all.

Optical Components

We also compete with various companies in the optical components industry. Our principal
competitors are manufacturers from the PRC such as Optron Tech Co., Ltd. We also face potential
competition from emerging companies that may be seeking to significantly expand the scale of their
operations.

Environmental, Health and Safety Matters
Environmental Matters

Our manufacturing operations use and generate a variety of chemicals and gases, and we are
subject to certain regulations in the PRC relating to the use, storage, discharge and disposal of such
chemicals and gases and other emissions and waste. We are required to obtain a permit from, or to
submit a report to, the relevant PRC governmental authorities in order to install facilities that emit pollution.
Also, prior to commencing operation on a new manufacturing line or an extension of an existing line, we
may be required to obtain a safety appraisal and government permits or filings for storage and use of
hazardous chemicals and use of high pressure gas.

We engage licensed environmental specialists for each environmental area, including air quality,
water quality, toxic materials and radiation to assist us in the compliance with environmental requirements.
We have a comprehensive environmental management system to eliminate or minimize the possible
negative effects of our manufacturing processes on the environment. We educate and train our
employees on environmental issues and the proper handling of hazardous substances and require
adherence to corporate guidelines on environmental protection measures. We have installed equipment
and processes designed to comply with environmental laws and regulations in the PRC as well as our
own internal compliance thresholds.

We received ISO 14001 (environmental management system) certification for all of our
manufacturing facilities in Dongguan in December 2012. We believe that we have adopted anti-pollution
measures for the effective maintenance of environmental protection standards, and that we are in
compliance in all material respects with applicable environmental laws and regulations. We are not
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currently involved in any material environmental claims, lawsuits, penalties or administrative sanctions.
There is, nevertheless, a risk that we may be subject to environmental liabilities or litigation that could
result in the assessment of damages, imposition of fines against us, suspension of production or
cessation of operations. In addition, changes in environmental regulations could necessitate additional
capital expenditures, modification of operations or other compliance actions.

Our aggregate expenditures on environmental and safety matters amounted to a negligible amount
in 2011, and approximately US$46,300 in 2012, US$78,800 in 2013 and US$91,700 in the first ten
months of 2014. Our Directors currently expect that such cost of compliance for the full-year 2014 would
be in the same range as that incurred during the years in the Track Record Period.

Health and Safety Matters

The health and safety of our employees are top priorities at all of our manufacturing facilities. We
promote the health and safety of all employees through enhanced awareness programs to minimize the
occurrence of personal and physical injuries. We educate our employees at various levels and functions
through customized health and safety training programs and require adherence to corporate guidelines on
health and safety issues. Our manufacturing facilities also have emergency response protocols to respond
to, and cope with, emergencies such as fires and explosions or leakages of various harmful substances.
We believe that we are in compliance with applicable health and safety laws and regulations in all material
respects, and have not experienced any material accidents in the course of our operations. We also have
not been subject to material claims for personal or property damages or for health or safety related
compensation from our employees.

Insurance

We maintain property insurance policies with reputable insurance companies covering our
equipment, facilities, and inventories of components and materials and products. These insurance policies
cover losses due to fire, earthquake, flood and other natural disasters as well as power outages.
Insurance coverage for our fixed assets other than land amounted to a total of approximately US$222.2
million as of October 31, 2014. We currently do not carry business interruption insurance and therefore
are not covered against the interruption of normal operation of our manufacturing facilities. In addition,
although we currently maintain commercial general liability insurance against third party claims relating to
personal injury arising from accidents at our properties or relating to our operations, our recoveries under
such policy may not be sufficient to cover our losses resulting from such claims.

We consider our insurance coverage to be sufficient and consistent with general industry practice.
However, significant damage to any of our manufacturing facilities and buildings, whether as a result of fire
or other causes, could have a material adverse effect on our results of operations. We paid US$15,787 in
insurance premiums in 2011, US$20,823 in 2012, US$151,362 in 2013 and US$146,817 in the first ten
months of 2014.

Risk Management

Our management has designed and implemented risk management policies to address various
potential risks identified in relation to our operations, including strategic risks, operational risks, financial
risks and legal risks. Our risk management policies set forth procedures to identify, analyze, categorize,
mitigate and monitor various risks. We are dedicated to monitoring the effectiveness of such policies and
modifying them as necessary from time to time. Our Board is responsible for overseeing our overall risk
management and assessing and updating our risk management policies on a quarterly basis. Our risk
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management policies also set forth the reporting hierarchy of risks identified in our operations. For details
regarding the risks involved in our operations, see “Risk Factors.”

Transfer Pricing Arrangements
Commercial Rationale

Our Hong Kong subsidiary is primarily responsible for our sales and marketing as well as for
maintaining and entering into business relationships with our global customers and suppliers. In addition, it
coordinates financing for the Group. On the other hand, our PRC subsidiary is primarily responsible for
manufacturing our products and conducting certain research and development activities.

Our Hong Kong subsidiary purchases certain materials used for manufacturing finished products
from third party suppliers and sells such materials to our PRC subsidiary, and our PRC subsidiary
manufactures finished products using the materials supplied by our Hong Kong subsidiary and sells
almost all of the finished products it manufactures to our Hong Kong subsidiary, which re-sells such
finished products to third party customers. As advised by Jingtian & Gongcheng, our PRC legal advisor,
such transactions between our Hong Kong subsidiary and our PRC subsidiary constitute processing trade
businesses pursuant to the relevant PRC laws and regulations.

Our Directors believe that such arrangements (i) enhance the effectiveness of our overall
management and operations and avoid the concentration of our marketing and production functions into
any single entity within our Group; and (i) enable us to benefit from the relevant PRC laws and regulations
encouraging the development of processing trade, such as those relating to preferential treatment on
subsidies, customs, government approval, electricity usage and land usage for expansion.

Tax Implications and Compliance

For information regarding the transfer pricing-related laws and regulations in Hong Kong and the
PRC, see “Regulatory Overview — Transfer Pricing.”

Under the EIT Law, intra-Group purchase and sale transactions between our Hong Kong subsidiary
and our PRC subsidiary constitute related party transactions, which must be conducted on an arm’s
length basis according to the Regulation on Implementing the Enterprise Income Tax Law of the PRC
(3 RSN B A SE BT AR B IR B U7]).  Furthermore, pursuant to such laws and regulations, our PRC
subsidiary, as a company that enters into related party transactions with other companies, is required to
submit an annual related party transactions reporting form (5 B £ TEACH S K) to the relevant PRC
tax authorities. In the event that its related party transactions exceed a certain threshold, our PRC
subsidiary is required to keep contemporaneous documents (FIIEE relating to the related party
transactions in question. If the relevant PRC tax authorities conduct any investigation on the related party
transactions carried out by our PRC subsidiary, our PRC subsidiary and its related parties are required to
submit relevant materials (including the applicable contemporaneous documents) to the relevant PRC tax
authorities. Also see “Risk Factors — Risks Relating to Conducting Business in the PRC — Sales between
our PRC subsidiary and our Hong Kong subsidiary are related party transactions which may be subject to
scrutiny by the PRC tax authorities, and additional PRC taxes or penalties imposed on us as a result of
such scrutiny may adversely affect our business and performance.” As of the Latest Practicable Date, our
PRC subsidiary has made all the required filings relating to its related party transactions in compliance
with the relevant PRC laws and regulations and has not been subject to any penalties for non-compliance
with such laws and regulations.

— 116 —



BUSINESS

We have adopted written policies and procedures to monitor our transfer pricing arrangements and
are current in our filings with the relevant PRC tax authorities. The pricing for our intra-Group transactions
is generally established based on a cost plus methodology, which we review annually or more frequently
when necessary. Our financial accounting head determines the pricing of such intra-Group transactions
and such pricing is reviewed and approved by the Directors. We have also engaged a PRC tax consultant
(the “PRC Tax Consultant”) to periodically review the assumptions underlying the pricing of our intra-
Group transactions (including the continued suitability of the cost-plus methodology) and to assist us in
finalizing the necessary filings to be made with the relevant PRC tax authorities, including the preparation
and filing of the annual transfer pricing report (the “TP Report”). In preparing the TP Report, the PRC Tax
Consultant performed an analysis of intra-Group transactions entered into by our PRC subsidiary by,
among other things; (i) assessing the financial impact on our PRC subsidiary of the terms of such intra-
Group transactions, (i) reviewing our PRC subsidiary’s owned assets and its ability to bear risks;
(iiiy obtaining certain financial and other information for comparable companies; and (iv) developing a range
of profit level that complied with the applicable arm’s length principle.

In preparation for the Listing, we have further engaged another tax consultant (the “Tax Consultant”)
to conduct a benchmarking study, the procedures for which involved (i) the obtaining of financial and other
information for comparable companies from a third-party database, (i) selecting companies comparable
to our PRC subsidiary based on its functional and risk profile as provided by our management, (iii) the
calculation of the profit level of such selected comparable companies and (iv) the comparison of the inter-
quartile range of the profit level of such selected comparable companies with that of our PRC subsidiary,
which formed the basis of our consolidated financial statements. In connection with the benchmarking
study, the Tax Consultant referred to the details set out in the TP Report on the understanding with us
that our senior management has reviewed and agreed with the details of the TP Report. The outcome of
the benchmarking study was used as a reference by our senior management in their assessment of our
transfer pricing arrangements.

After the benchmarking study was concluded, we compared the Tax Consultant’s findings against
the TP Report. Our senior management found that our PRC subsidiary’s financial results fell within the
range of the comparable results in the benchmarking study completed by the Tax Consultant and
concluded, having taken into account the functions of the entities of the Group and the senior
management’s knowledge and experience in the industry, that the intra-Group transactions between our
Hong Kong subsidiary and our PRC subsidiary have been conducted on an arm’s length basis during the
Track Record Period.

The Sole Sponsor has conducted a due diligence interview with the PRC Tax Consultant to assess,
among others, the PRC Tax Consultant’s competence and the fairness of the TP Report. The Sole
Sponsor further discussed the methodology of the benchmarking study carried out by the Tax Consultant
to understand, among other things, the Tax Consultant’s assessment procedures, the benchmarking
methodology adopted, basis and assumptions. The Sole Sponsor also reviewed () the TP Report to
assess the continued suitability of the methodology applied to our transfer pricing policies and (i) the
benchmarking study carried out by the Tax Consultant, and found the results from the benchmarking
study to be in line with the TP Report and satisfactory.

In view of the foregoing, we believe that the intra-Group transactions between our Hong Kong
subsidiary and our PRC subsidiary have been conducted on an arm’s length basis during the Track

Record Period.

As of the Latest Practicable Date, our Directors were not aware of any inquiry, audit or investigation
by any tax authority in the PRC or Hong Kong with respect to our related party transactions. Having
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reviewed and assessed our transfer pricing arrangements relating to transactions between our PRC
subsidiary and our Hong Kong subsidiary, our Directors are also of the view that, although such related
party transactions remain subject to audit and scrutiny by the relevant PRC tax authorities, we have
reasonable grounds to defend against any legal challenges to our transfer pricing arrangements. The PRC
Tax Consultant is of the view that we are in compliance with the relevant PRC laws and regulations
relating to transfer pricing.

Furthermore, Dongguan Customs issued a letter dated October 23, 2014 confirming that, during the
period between January 1, 2011 to October 17, 2014, our PRC subsidiary has complied with the relevant
customs laws and regulations and no incidents in violation of such laws and regulations were discovered
within the territory governed by Dongguan Customs.

Legal Proceedings and Regulatory Compliance
Legal Proceedings

During the Track Record Period and up to the Latest Practicable Date, we had not been involved in
any actual or pending legal, arbitration or administrative proceedings (including any bankruptcy or
receivership proceedings) that we believe would have a material adverse impact on our business, results

of operations, financial condition or reputation. However, we may from time to time become a party to
various legal, arbitration or administrative proceedings arising in the ordinary course of our business.
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Non-compliance regarding IIT

A number of our expatriate employees in the PRC, including Korean engineers as well as two
executive Directors, Mr. Kim Kab Cheol and Mr. Seong Seokhoon (the “Expatriate Employees”), have
been employees of Cowell China and have rendered services in the PRC while receiving salaries in Hong
Kong and the PRC. Some of these Expatriate Employees have since left our Group. In many cases, their
services in the PRC exceeded 183 days per year, which attracted PRC income tax in respect of their full
salaries.

Prior to September 2013, these Expatriate Employees paid IT in the PRC in respect of one-third of
the income which was paid to them in the PRC but not in respect of the remaining two-thirds of the
income, because such income was paid to them in Hong Kong. Such tax payment structure was put in
place under our previous finance team led by Mr. Yu Yeon Woong and Mr. Yu Chan I, both of whom
resigned and left our Group in 2012. The number of the Expatriate Employees grew from 42 individuals as
of December 31, 2011 to 114 individuals as of December 31, 2012, 126 individuals as of December 31,
2013 and 136 individuals as of October 31, 2014.

Each of the Expatriate Employees was required to declare and pay applicable income tax in the PRC
in respect of the income they received for services rendered by them in the PRC pursuant to the Individual
Income Tax Law of the PRC (3 A\ RILAEE A TSR (the “IIT Law”), the Individual Income Tax Law
Implementation Regulation (% A\ R A3 BUEE WG] (the “IIT Regulation”), the Provisions
relating to Certain Issues Concerning Individual Income Tax Collection (A AT #3851 M I HLE), the
Notice on Questions concerning Tax Payment Obligations for Salary Income Gained by Individuals not
Domiciled in the PRC (74 7E Hr B 355 Ay ST i 14418 A BP0 385 < i 15 A B 26 5 P R 48 ) and the Law of the
PRC on the Administration of Tax Collection ('3 A RLFTEIF 0 S #i%), However, as the Expatriate
Employees were not familiar with the reporting requirements under the applicable PRC tax laws and
regulations (including the IIT Law and the IIT Regulation), they did not declare to the relevant PRC tax
authorities the full amount of income they received with respect to services rendered by them in the PRC,
resulting in underpayment of PRC tax. They had no prior legal training and were not familiar with the
application of PRC laws and regulations. To a large degree they relied on the procedures implemented by
our previous finance team.

We are subject to the IIT Law and the Notice on Withholding of Individual Income Tax by Foreign
Invested Enterprises and Foreign Enterprises for the Salaries paid to their Employees by Offshore
Enterprises (BRI S P A5 A SN AN B A 3 SR A 2 S R B T8 A ARAUIE AT 1588 1 RE B 2 ),
which require our PRC subsidiary, Cowell China, to compile relevant information for tax declaration and to
withhold a percentage of the salaries paid to the Expatriate Employees by Cowell China and Cowell Hong
Kong for services rendered by them in the PRC for IIT payment.

Cowell China is not required by such laws to undertake any action (other than compiling relevant
information for tax declaration and the withholding referred to above) with respect to the tax payable by
such Expatriate Employees. Cowell China did not withhold such amounts or compile relevant information
for tax declaration with respect to these Expatriate Employees because Mr. Yu Yeon Woong and
Mr. Yu Chan Il had an inaccurate understanding of the applicable PRC tax laws and regulations at the
relevant time. According to the Law of the PRC on the Administration of Tax Collection, where a
withholding agent provides false materials, makes untruthful reports or refuses to provide relevant
materials for tax payment, it may be ordered by the tax authorities to rectify such non-compliances and
may be fined not more than RMB10,000. If the circumstances are serious, it may be fined not less than
RMB10,000 but not more than RMB50,000. In addition, if a withholding agent fails to withhold an amount
of tax which should have been withheld, it may be ordered by the tax authorities to rectify such non-
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compliances within a prescribed time limit and may be imposed an overdue fine at a daily rate of 0.05% of
the overdue tax payment, as well as an additional fine of not less than 50% of, and not more than three
times, the amount of tax which should have been withheld but has not been withheld.

We subsequently appointed a tax advisor (the “Tax Advisor”) in July 2013 to, upon request, advise
us on ongoing Hong Kong tax and PRC tax matters, including but not limited to matters relating to PRC
corporate and income tax, foreign exchange issues, withholding tax obligations and IIT back-filing
assistance. The Tax Advisor had been engaged to review the lIT issues and became aware of this tax
non-compliance incident and assisted us and the relevant Expatriate Employees in coordinating with the
relevant PRC tax authorities on the settlement of the applicable outstanding tax and penalty amounts, as
well as advising us on the appropriate internal measures to prevent the recurrence of similar incidents in
the future.

With the assistance of the Tax Advisor, Cowell China voluntarily approached the Liaobu Branch of
the Dongguan Municipal Local Taxation Bureau (RZEm s BiE R T BiIH 71 )7) (the “Local Tax Bureau”)
on August 23, 2013 to discuss the issues relating to such underpayments and disclosed the full
background relating to its non-compliance with PRC tax regulations. Upon discussion with the Local Tax
Bureau, Cowell China paid the amount of RMB4,205,014 to settle the taxes and the amount of
RMB207,484 as a late payment surcharge in respect of the first eight months of 2013 (after which the
non-compliant practice ceased). The Local Tax Bureau accepted the disclosure and payment without
imposing any penalty or further taxes for the prior years. Other than the foregoing, as of the Latest
Practicable Date, we have not been subject to any fine or penalty arising from such non-compliance
incident imposed by the PRC government authorities. In addition, as the Local Tax Bureau was aware of
the IIT non-compliance incident and we have settled the issue with the Local Tax Bureau through our
disclosure and payment, the Dongguan Municipal Local Taxation Bureau (H5& i 7B JR) issued a tax
payment certificate to Cowell China on December 4, 2014, which confirmed that there were, at the time
of issuance of such certificate, no known non-compliance incidents concerning tax payments by Cowell
China for the period from January 1, 2011 to November 30, 2014. Based on the foregoing, the verbal
confirmation we received from the officials of the Taxation Service Division (#AFLIRFIE) and the Tax Policy
Division Il (BB %) of Guangdong Provincial Local Taxation Bureau that the tax authority of the region
where an enterprise is registered (which is the Local Tax Bureau in the case of our PRC subsidiary) is the
competent government tax authority to handle the IIT issues of such enterprise and the Liaobu National
Tax Certificates we received from the Liaobu National Tax Bureau, Jingtian & Gongcheng, our PRC legal
advisor, is of the view that the risk of retrospective or future liability or penalty being imposed on us in
respect of IIT is low.

Notwithstanding the above, having taken into consideration the Tax Advisor’s view that if the
Dongguan tax officials initiate an IIT investigation, any retrospective adjustment will, in practice, normally
extend back to 2 years from the year in which such investigation takes place, we have made a provision
of US$754,820 and US$1,336,282 for the under-withholding of IIT in 2011 and 2012, respectively,
relating to th