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INTRODUCTION

Except where the context otherwise requires and for purposes of this annual report only, references to:
*  “ADSs” are to our American depositary shares, each of which represents three ordinary shares;
*  “ADRs” are to American depositary receipts, which, ifissued, evidence our ADSs;
e “$”,“US$” and “U.S. dollars” are to the legal currency of the United States;

*  “China” and the “PRC” are to the People’s Republic of China, excluding Taiwan and the special administrative regions of Hong Kong
and Macau;

*  “ordinary shares” are to our ordinary shares, par value $0.01 per share;

+  “RMB” and “Renminbi” are to the legal currency of China; and
o “we”, “us”, “our company” and “our” refer to Acomn International, Inc., its predecessor entities and its subsidiaries.
This annual report on Form 20-F includes our audited consolidated statements of operation data for the years ended December 31, 2007, 2008
and 2009, and audited consolidated balance sheet data as of December 31,2008 and 2009.

We and certain of our shareholders completed the initial public offering of 8,855,000 ADSs, each representing three ordinary shares in May
2007. Our ADSs, each representing three ordinary shares, are listed on the New York Stock Exchange under the symbol “ATV”.

FORWARD-LOOKING STATEMENTS

This annual report on Form 20-F contains forward-looking statements that involve risks and uncertainties. All statements other than statements
of historical facts are forward-looking statements based on our current expectations, assumptions, estimates and projections about us and our
industry. These statements involve known and unknown risks, uncertainties and other factors that may cause our actual results, performance or
achievements to be materially different from those expressed or implied by the forward-looking statements. In some cases, these forward-looking
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statements can be identified by words or phrases such as “aim”, “anticipate”, “believe”, “continue”, “estimate”, “expect”, “intend”, “is/are likely to”,

13 LIS 9

may”, “plan”, “potential”, “will” or other similar expressions. The forward-looking statements included in this annual report relate to, among others:
* our goals and strategies;

* expected trends in our direct sales platform and our distribution network, and in our margins and certain cost or expense items as a
percentage of our net revenues;

*  our future business development, financial condition and results of operations;

*  ourability to introduce successful new products and services and attract new customers;

* competition in the TV direct sales market and retail market in China for our consumer products and services;

*  ourability to effectively control our cost of sales and efficiently access media channels and manage our media time; and

+  PRC governmental policies and regulations relating to our businesses.

The forward-looking statements made in this annual report relate only to events or information as of the date on which the statements are made

in this annual report. All forward-looking statements included herein attributable to us or other parties or any person acting on our behalf are
expressly qualified in their entirety by the cautionary statements contained or referred to in this section. Except as required by law, we undertake no

obligation to update any forward-looking statements to reflect events or circumstances after the date on which the statements are made or to reflect
the occurrence of unanticipated events.
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PART 1

ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS
Not applicable.

ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE
Not applicable.

ITEM 3. KEY INFORMATION
A. Selected Financial Data

The following selected consolidated statements of operations data for the three years ended December 31, 2007, 2008 and 2009, and the
selected consolidated balance sheet data as of December 31, 2008 and 2009, have been derived from our consolidated financial statements for the
years ended December 31,2007,2008 and 2009, which have been audited by Deloitte Touche Tohmatsu CPA, Ltd., an independent registered public
accounting firm, and are included elsewhere in this annual report. Our selected consolidated statements of operations data for the years ended
December 31,2005 and 2006, and our consolidated balance sheet data as of December 31, 2005,2006 and 2007, have been derived from our audited
consolidated financial statements that are not included in this annual report. The selected consolidated financial data should be read in conjunction
with those consolidated financial statements and related notes and Item 5, “Operating and Financial Review and Prospects” in this annual report. Our
consolidated financial statements are prepared and presented in accordance with U.S. GAAP. We adopted authoritative guidance regarding
accounting for non-controlling interests in our consolidated financial statements on January 1, 2009, retrospectively. In addition, prior period
financial statements have been recasted to report the results of discontinued operations. Please refer to Notes 4 and 2(aa) of the notes to consolidated
financial statements for detailed information regarding discontinued operations and non-controlling interest, respectively.
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For the years ended December 31,
2005 200605 2007 20085 2009
(in thousands, except share and per share data)

Condensed Consolidated
Statements of Operations Data

Revenues:
Direct sales, net $ 76,828 $ 106,600 $ 181,320 $ 166,947 $ 160,358
Distribution sales, net 93,512 87,560 66,717 67,190 127,228
Total revenues, net 170,340 194,160 248,037 234,137 287,586
Cost of revenues:
Direct sales 26,646 32,156 85,982 83,301 67,531
Distribution sales 43,566 41,162 37,366 37,326 83,097
Total cost of revenues 70,212 73,318 123,348 120,627 150,628
Gross profit 100,128 120,842 124,689 113,510 136,958
Operating (expenses) income:
Advertising expenses (55,564) (76,262) (74,966) (73,381) (61,048)
Other selling and marketing expenses() (13,734) (20,256) (29,250) (38,317) (42,956)
General and administrative expenses() (12,340) (26,354) (26,100) (27,747) (31,196)
Impairment of goodwill and intangible assets — — — (8,668) (15,248)
Other operating income, net 1,553 2,779 3,144 5,039 6,004
Total operating (expenses) income (80,085) (120,093) (127,172) (143,074) (144,444)
Income (loss) from operations 20,043 749 (2,483) (29,564) (7,486)
Other (expenses) income (9,485) 2,156 13,711 (667) 1,651
Total income tax (expenses) benefits (770) 696 13 5) 2,539
Income (loss) from continuing operations 9,788 3,602 11,241 (30,236) (3,296)
Income from discontinued operations, net of taxes — 904 14,474 8,274 15,363
Net income (loss)@®) 9,788 4,506 25,715 (21,962) 12,067
Net income attributable to non-controlling
interests(©® (1,756) (561) (7,063) (3,629) (184)
Net income (loss) attributable to Acormn
International, Inc 8,032 3,945 18,652 (25,591) 11,883
Deemed dividend on Series A convertible
redeemable preferred shares (162) (162) (54) — —
Net income (loss) attributable to holders of ordinary
shares $ 7,870 $ 3,783 $ 18,598 $ (25,591) $ 11,883
Income (loss) per ordinary share:
Basic $ 0.13 $ 0.05 $ 0.20 $ (0.29) $ 0.13
Diluted $ 0.12 $ 0.05 $ 0.19 $ (0.29) $ 0.13
Weighted average number of shares used in
calculating income (loss) per ordinary share
Basic 45,814,725 48,979,394 77,738,701 86,856,467 88,174,675
Diluted 48,645,299 53,607,999 84,472,947 86,856,467 88,174,675
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As of December 31,
2005 2006 2007 2008 2009
(in thousands)

Condensed Consolidated Balance Sheet Data

Cash and cash equivalents $ 35386 $ 40,744 $ 148,743 $ 147,649 $ 142,953
Prepaid advertising expenses 20,090 25,384 23,151 16,757 9,968
Total assets 100,372 118,699 287,776 304,185 274,018
Deferred revenue — 4,193 13,352 12,798 —

Total liabilities 12,569 15,183 35,160 74,360 68,992
Total liabilities and equity $ 100,372 $ 118,699 $ 287,776 $ 304,185 $ 274,018

For the years ended December 31,
2007 2008 2009
(in thousands, except percentages)

Selected Operating Data

Number of inbound calls generated through direct sales platforms® 6,900 7,320 7,450
Conversion rate for inbound calls to product purchase orders® 16.8% 23.2% 31.0%
Total TV direct sales program minutes 890 596 410
(1) Includes share-based compensation of:

@)

€))

Q)

®

©)

For the years ended December 31,

2005 2006 2007 2008 2009
(in thousands)
Other selling and marketing expenses $ (168) $ (741) $ (423) $ (292) $ 94)
General and administrative expenses $ (2,168) $ (7,932) $ (6,096) $ (2997 $ (1,751
Includes:
For the years ended December 31,
2005 2006 2007 2008 2009
(in thousands)
Share-based compensation $ (2,3306) $ (8,673) $ (6,519) $ (3,289) (1,846)
Expensed offering costs — (3,166) — — —
Change in fair value in warrant liability (10,059) — — — —
Goodwill and intangible assets impairment losses — — — (8,668) (15,248)
Loss on change in fair value of derivative assets — — — (3,275) (1,306)

The change in fair value in warrant liability resulted from our issuance on January 21, 2005 of a warrant allowing the holder to acquire
2,882,155 shares of our series A-1 convertible redeemable preferred shares upon payment of $8.0 million in cash, corresponding to a per share
exercise price of $2.78. The warrant was exercised in full on December 28, 2005. The warrant was deemed a freestanding derivative liability
which required the warrant to be measured at fair value upon initial recognition and subsequent to initial recognition. Accordingly, we
recognized a non-cash charge in connection with marking the warrant to fair value for the period prior to exercise.

Net income for the periods presented reflect effective tax rates, which may not be representative of our long- term expected effective tax rates in
light of the tax holidays and exemptions enjoyed by certain of our PRC subsidiaries and our consolidated affiliated entities. See Item 5.A,
“Operating and Financial Review and Prospects—Operating Results—Taxation”.

Does not include calls generated under our marketing services arrangements (first introduced in 2006) that are primarily marketing in nature
and result in limited direct sales revenues, such as our prior arrangement with China Unicom.

The results of operations for these periods have been recasted to report discontinued operations of a former subsidiary which was incorporated
in December 2005 and started operation in 2006.

We adopted authoritative guidance regarding accounting for non-controlling interests in our consolidated financial statements on January 1,
2009, retrospectively.



Table of Contents

Exchange Rate Information

Our business is primarily conducted in China and all of our net revenues and expenses are denominated in Renminbi. However, periodic
reports made to shareholders are expressed in U.S. dollars using the then current exchange rates. This annual report contains translations of Renminbi
amounts into U.S. dollars at specific rates solely for the convenience of the reader. The conversion of Renminbi into U.S. dollars in this annual report
is based on the noon buying rate in the City of New York for cable transfers of Renminbi as certified for customs purposes by the Federal Reserve
Bank of New York. Unless otherwise noted, all translations from Renminbi to U.S. dollars and from U.S. dollars to Renminbi in this annual report
were made at a rate of RMB6.8259 to US$1.00, the noon buying rate in effect as of December 31, 2009. The noon buying rate in effect as of
April 30, 2010 was RMB6.8247 to $1.00. We make no representation that any Renminbi or U.S. dollar amounts could have been, or could be,
converted into U.S. dollars or Renminbi, as the case may be, at any particular rate, the rates stated below, or at all. The Chinese government imposes
control over its foreign currency reserves in part through direct regulation of the conversion of Renminbi into foreign currencies and through
restrictions on foreign trade.

The following table sets forth information conceming exchange rates between Renminbi and the U.S. dollar for the periods indicated. These
rates are provided solely for your convenience and are not necessarily the exchange rates that we used in this annual report or will use in the
preparation of our periodic reports or any other information to be provided to you. The source of these rates is the Federal Reserve Bank of New York.

Period Noon Buying Rate
Period-End Average(!) Low High
2004 8.2765 8.2768 8.2774 8.2764
2005 8.0702 8.1940  8.2765 8.2702
2006 7.8041 7.9723 8.0702 7.8041
2007 7.2946 7.5806  7.8127 7.2946
2008 6.8225 6.9477  7.2946 6.7800
2009 6.8259 6.8307 6.8176 6.8470
October 6.8264 6.8267  6.8292 6.8248
November 6.8265 6.8271 6.8300 6.8255
December 6.8259 6.8275 6.8299 6.8240
2010
January 6.8268 6.8269  6.8295  6.8258
February 6.8258 6.8285 6.8330  6.8258
March 6.8258 6.8262 68270  6.8254
April 6.8247 6.8256  6.8275 6.8229

(1)  Annual averages are calculated from month-end rates. Monthly averages are calculated using the average of the daily rates during the relevant
period.

B. Capitalization and Indebtedness
Not applicable.

C. Reasons for the Offer and Use of Proceeds
Not applicable.



Table of Contents

D. Risk Factors
Risks Relating to Our Business

Our evolving business model and the evolution of China’s direct sales industry makes it difficult to evaluate our business and future
prospects.

Our business model continues to evolve in conjunction with the evolution of China’s direct sales industry (including the TV home shopping
industry) and market conditions. The direct sales industry in China is still in the early stage of development and the competitive landscape and range
of products and services being offered continue to evolve rapidly. Our business model has varied throughout our operating history in response to
changes in the direct sales industry. Historically, we focused on our proprietary branded products, such as Ozing and Meijin. In 2006, we began
selling and marketing certain third-party branded products and services on our TV direct sales platform pursuant to joint sales and marketing services
arrangements, which, to date, we have sold through our nationwide distribution network only in limited quantities. Additionally, in 2007, we began
relationships with four established domestic banks through which we directly market products through specialized catalogs to credit card holders of
these banks. As of December 31, 2009, we have established relationships with 26 domestic banks. However, our arrangements with these banks are
not exclusive and the banks may send catalogs of our competitors to the credit card holders as well. In addition, the banks retain the right to elect
which products are offered in our catalogs, and we may not be able to market our featured products or our highest profit margin products. Further,
sales generated from our other direct sales platforms have grown at a faster pace than our sales from TV direct sales platform in 2009 primarily due to
our utilization of our customer database, the changing regulatory environment and the increase in media price. We expect sales from other direct
sales platforms, including catalogs, third party banks, Internet and outbound calls, to be of higher growth potential and growing importance to our
business in the future. The evolution of our business model makes it difficult for you to evaluate our business and future prospects.

Our operating results fluctuate from period to period, making them difficult to predict. Our operating results for a particular period could
fall below our expectations or the expectations of investors or any market analyst that may issue reports or analyses regarding our ADSs, resulting
in a decrease in the price of our ADSs.

Our operating results are highly dependent upon, and will fluctuate based on, the following product and service-related factors:

* the mix of TV direct sales programs, including the portion thereof dedicated to products and services marketed by us pursuant to joint
sales and marketing services arrangements, and brand promotion advertising;

* the mix of products and services selected by us for marketing through our TV direct sales programs, our non-TV direct sales channels and
our nationwide distribution network and their average selling prices;

*  the mix of our non-TV versus TV direct sales platforms;
* new product or service introductions by us or our competitors and our ability to identify new products and services;

* the availability of competing products and services and possible reductions in the sales price of our products and services over time in
response to competitive offerings or in anticipation of our introduction of new or upgraded offerings;

+ seasonality with respect to certain of our products, such as our electronic learning products, for which sales are typically higher around
our first and third fiscal quarters corresponding with the end and beginning of school semesters in China, respectively.
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* aproduct’s connection to a one-time event, such as our Olympic collectible products, for which sales decreased significantly following
the 2008 Olympic Games;

* increases in component costs, such as the recent increase in the cost of flash memory, which is a key component of our electronic learning
product;

+ the cycles of our products and services featured in our TV direct sales programs, with such sales typically growing rapidly over the initial
promotional period and then declining over time, sometimes precipitously in a short period of time;

»  the market of certain featured products becoming saturated over time;

« discounts offered to our distributors as part of incentive plans to stimulate sales;

» the success of our distributors in promoting and selling our products locally; and

» the potential negative impact distributor sales may have on our own direct sales efforts.

In addition, factors not directly relating to our products and services which could cause our operating results to fluctuate in a particular period

or in comparison to a prior period include:

* any requirement to suspend or terminate a particular TV direct sales program, including in response to regulatory actions;

* new laws, regulations or rules promulgated by the PRC government governing the TV direct sales industry;

* negative publicity about our products and services;

* natural disasters, such as the severe snow storms or earthquake experienced by China in 2008;

* the amount and timing of operating expenses incurred by us, including our media procurement expenses, inventory-related losses, bad
debt expense, product returns and options grants to our employees;

*  gains and losses related to our investments in marketable securities; and

* thelevel of advertising and other promotional efforts by us and our competitors in a particular period.

Due to these and other factors, our operating results will vary from period to period, will be difficult to predict for any given period, may be
adversely affected from period to period and may not be indicative of our future performance. If our operating results for any period fall below our
expectations or the expectations of investors or any market analyst that may issue reports or analyses regarding our ADSs, the price of our ADSs is
likely to decrease.

Our best-selling featured product lines account for, and are expected to continue to account for, the substantial majority of our sales.
Featured products sales may decline, these products may have limited product lifecycles, and we may fail to introduce new products and services
to offSet declines in sales of our featured products.

Our five best-selling featured products or product lines accounted for approximately 79.5%, 73.7% and 81.8% of our gross revenues in 2007,
2008 and 2009, respectively. In 2009, our electronic learning product line, which has consistently been one of our five best-selling products and had
been the best-selling product prior to 2007, was our best-selling product, and accounted for approximately 30.2% of our gross revenues. Sales of our
cell phone product line, which was our best-selling product in 2008, accounted for approximately 21.3% of our gross revenues in 2009. The
composition of our five best-selling featured products has varied from year to year. We expect that a small number of our featured product lines will
continue to account for a substantial majority of our sales.
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Only approximately 10.4% of our TV direct sales customers purchased products or services through our direct sales platform more than once in
2009. Our featured products may fail to maintain or achieve sufficient consumer market popularity and sales may decline due to, among other factors,
the introduction of competing products, entry of new competitors, customer dissatisfaction with the value or quality offered by our products,
negative publicity or market saturation (particularly in the area of cell phones). Consequently, our future sales success depends on our ability to
successfully identify, develop, introduce and distribute in a timely and cost- effective manner new and appealing products and services, including
new and upgraded products and services.

Our product and service sales for a given period will depend upon, among other things, a positive customer response to our TV direct sales
programs, our effective management of product inventory and the stage of our products’ lifecycles during the period. Customer response to our TV
direct sales programs depends on many factors, including the appeal of the products and services being marketed, the effectiveness of the TV direct
sales programs, the viability of competing products and services and the timing and frequency of airtime. Our new products and services may not
receive market acceptance. In addition, from time to time, we experience delays in the supply of our products to customers due to production delays
or shortages or inadequate inventory management, and we lose potential product sales as a result. Furthermore, during a product’s lifecycle, problems
may arise regarding regulatory, intellectual property, product liability or other issues which may affect the continued viability of the product for sale.

Although we have previously offset declining sales of a featured product line through increased sales of a new or expanded featured product
line, we may be unable to do so in the future. For example, in 2009, after eliminating the sales from Yiyang Yukang, our sales of cell phone products
by direct sales declined to approximately $33 million from $56 million in 2008, though the total sales of cell phones is still growing from $56
million in 2008 to $61 million in 2009. Sales of our cosmetics and Meijin electronic dictionary products increased to approximately $21.4 million
and $4.0 million, respectively, in 2009 compared to 2008. However, sales of our cell phone products may not recover in 2010 and we may not be
able to identify new products to cover the decline in our sales of cell phone products. If we fail to identify and introduce additional successful
products and services, including those to replace existing featured products suffering from declining sales or approaching the end of their product
lifecycle, our gross revenues may not grow or may decline and our market share and value of our brand may be materially and adversely affected.

We may not fully realize the desired synergy of our acquisition of Yiyang Yukang.

On December 24, 2008, we completed our acquisition of Yiyang Yukang, a cell phone producer and distributor in China. We acquired Yiyang
Yukang with an aim to build and develop our own cell phone brands, as well as to take advantage of Yiyang Yukang’s nationwide distribution
network to facilitate sales of our featured cell phone products. In 2009, we recorded a $15.2 million impairment loss of intangible assets for Yiyang
Yukang, which was primarily caused by (i) overall under-performance in the mobile handsets business of Yiyang Yukang and (ii) Yiyang Yukang’s
change in business strategy to launch its proprietary “Uking” brand and changes incurred in the acquired distribution network. There can be no
assurance that our desired synergy as a result of the acquisition will be carried out fully and smoothly and will not encounter any difficulties or
delays.

In addition, we do not have relevant experience in managing and operating a cell phone manufacturer and maintain only low level supervision
over the daily operation of Yiyang Yukang. We rely highly upon the core management of Yiyang Yukang in operating the company, and we may be
unable to integrate and retain employees and management personnel. There are operational and managerial uncertainties associated with our newly
acquired business and there can be no assurance that the management of Yiyang Yukang can sustain the levels of profitability or produce the
anticipated results. In 2009, Yiyang Yukang’s performance has fallen below our management’s expectation and there can be no assurance its
operation results and profitability will achieve the level we anticipate in 2010 or in the future.
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Our business depends significantly on the strength of our product and service brands and corporate reputation; our failure to develop,
maintain and enhance our product and service brands and corporate reputation may materially and adversely affect the level of market
recognition of, and trust in, our products and services.

In China’s fragmented, developing and increasingly competitive consumer market, product and service brands and corporate reputation have
become critical to the success of our new products and services and the continued popularity of our existing products and services. Our ability to
develop, maintain and enhance a given product or service’s brand image and recognition depends largely on our ability to remain a leader in the TV
direct sales market industry in China. Our brand promotion efforts, particularly our brand promotion activities, may be expensive and may fail to
either effectively promote our product and service brands or generate additional sales.

Our product and service brands, corporate reputation and product sales could be harmed if, for example:

*  our advertisements, including our TV direct sales programs, or the advertisements of the owners of the third-party brands that we market
or those of our distributors, are deemed to be misleading or inaccurate;

* ourproducts or services fail to meet customer expectations;

* we provide poor or ineffective customer service;

* ourproducts or services contain defects or otherwise fail;

*  consumers confuse our products with inferior or counterfeit products;

« consumers confuse our TV direct sales programs with those of our competitors, some of which may promote inferior products, be
misleading or inaccurate, or be of poor production quality; or

»  consumers find our outbound calls intrusive or annoying.

For example, in July 2006, several articles appeared in the Chinese media that, among other things, questioned the pricing and quality of our
products, in particular targeting our electronic learning products. The negative media coverage led to a decline in sales volume and revenue for this
product and several of our other products. In addition, in September 2007, an article published in the Chinese media reported that the State
Administration for Industry and Commerce, Shanghai Branch, had determined that the advertisements for our stock tracking software were
considered false advertising. This negative publicity materially affected the sales of this product in the fourth quarter of 2007. Any failure to
maintain and enhance our product or service brands or our corporate reputation in response to negative publicity or the other matters described
above, may materially and adversely affect the market recognition of, and trust in, our products and services and the levels of sales and product
returns and thus significantly harm our operating results. To our knowledge, we are not aware of any such negative publicity in relation to our
products or services in 2009.

Furthermore, some of our customers reported that they have received phone calls from certain unidentified third parties impersonating our
staffs. These unidentified individuals called our customers to request that they (i) modify their order because the ordered product was out of stock or
(i1) reject an ordered product upon delivery because it was damaged. In some cases, these unidentified individuals delivered counterfeit or inferior
products to our customers. We conducted internal investigation, which indicated that such events were not undertaken by our employees. We also
have reported the case to the relevant authorities in November 2009 and investigation by relevant authorities is pending. We believe that we have
taken the necessary steps to prevent similar events from recurring. However, there can be no assurance that we will be able to effectively prevent the
recurrence of such events in the future. Although the total number of cases and the total amount involved in this malicious behavior were immaterial,
in case such events recurs in the future, it could materially adversely affect our reputation among our customers and potential customers and our
result of operations.
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The slow-down of economic growth in China and the global economic downturn adversely affected, and could continue adversely affecting,
our business and operations.

The recent global economic downturn adversely affected the global economy, including China, where our primary business operations are
located. The Chinese economy experienced a slowing of its growth rate, and the slow-down was exacerbated by the global crisis in the financial
services and credit markets, which resulted in significant volatility and dislocation in the global capital markets. Although the Chinese economy has
recovered recently, it is uncertain whether such recovery will continue. It is uncertain how long the global economic downturn will last. During
2009, we experienced reduced demand for some of our products and services, particularly our high-end products and products with high unit prices,
and we expect that demand for these products and services will continue to remain low. As a result, we may need to lower the prices of certain of our
products and services in order to maintain the attractiveness of our products and services, which could lead to reduced turnover and profit. For
example, we offered lower priced models of our Ozing electronic learning products to our customers in 2009. Any persistent slow-down in China’s
economy could adversely affect our business and operations.

Our business depends on our access to TV media time to market our products and services in China which is limited by PRC regulations. We
do not generally have long-term contracts to purchase TV media time, and any regulatory or other disruption of our access to desired TV time slots
could negatively impact the effectiveness of our TV direct sales platform.

Our business is dependent on having access to media time to televise our TV direct sales programs. A significant portion of our direct sales,
which accounted for 73.1%, 71.3% and 55.8% of our total net revenues in 2007, 2008 and 2009, respectively, are generated through our TV direct
sales platform. In addition, our nationwide distribution network is significantly dependent on our TV direct sales platform since our distributors
generally seek to distribute products and services that were or continue to be sold successfully through our TV direct sales programs.

Under PRC regulations, airtime used to broadcast retail sales programs is generally considered advertising time. PRC regulations restrict the
overall daily TV advertising time and the amount of TV advertising time during certain time periods. New regulations and rules were issued in 2009
which posed tighter restrictions on TV advertising. The Circular on Strengthening the Administration of TV Direct Sales Advertising and Home
Shopping Programs issued by the State Administration of Radio, Film and Television, or SARFT, on September 10, 2009 requires that TV direct sales
advertising programs not be broadcasted on some specialized TV channels, including news channels and interational channels, and TV home
shopping channels and not be broadcasted on satellite TV channels during the period from 6:00pm to 12:00pm every day. The Administrative
Measures on Advertising on Television or Radio issued by the SARFT on September 11, 2009 and effective as of January 1, 2010 further requires
that the total airtime allocated to commercial advertising on each TV channel not exceed 12 minutes per hour and not exceed 18 minutes in total
during the period from 7:00pm to 9:00pm. Violation of these time restrictions may result in a warning, an order to correct the violation, a fine of up
to RMB20,000, the suspension of broadcasting relevant to advertising, the suspension of the operation of the TV channel where the relevant
advertising is broadcast, or even the withdrawal of the TV station’s operating license.

Our TV direct sales programs, which are typically five to ten minutes in length, are in most cases treated by TV stations as advertising for
purposes of complying with these PRC regulations. Accordingly, adverse or unanticipated regulatory changes, including any change that limits the
amount of time available for TV advertising generally or its availability to us, could significantly harm our business or limit our ability to operate.
For example, the 2009 new regulations and rules described above have caused a strong increase in media price and as a result, we have to further
lower our purchase of TV advertising time to focus on more cost effective channels and time slots and to better control our cost. Consistent with
industry practice in China, our TV advertising purchase contracts are typically negotiated annually. We purchase TV advertising time directly from
TV stations or TV advertising agencies that have exclusive rights to sell certain time slots for certain TV
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channels. Competition for attractive TV advertising time and for channels in China is intense, in part, due to the daily restrictions discussed above.
Competitors for advertising time include other TV-based retail companies and companies seeking to advertise their own products and services. In
addition, certain TV channels have in the past allocated, and might choose in the future to allocate, fewer time slots for TV direct sales programs. As
our existing contracts expire, we may be unable to purchase or renew desired advertising time slots on desirable TV channels or at favorable price
levels, if at all. Any significant increase in media price or decreases in our access to media time, including as result of any failure to renew or extend
our existing contracts with TV stations or their advertising agencies, could negatively impact the effectiveness of our TV direct sales platform and
our TV direct sales net revenues and total net revenues.

Our advertising commitments represent our largest operating expenditure. However, our advertising commitments may not generate higher
net revenues, thereby negatively impacting our overall profitability.

The purchase of TV advertising time is our largest operating expenditure. A significant increase in the cost of media time could negatively
impact our overall profitability. In 2009, we continued to selectively lower our purchase of TV advertising time and focused on more cost effective
channels and time slots and adopted a more flexible manner in our procurement to achieve better cost control. We were also able to improve media
efficiency by reducing the fixed portion of our advertising spending and continuing a more targeted airtime allocation scheme with channels that
offered higher media returns.

Our TV advertising time purchase contracts typically require us to make full advance payment before broadcasting our TV direct sales
programs. As of December 31, 2009, we had signed contracts to purchase $52.9 million of TV advertising time for direct sales programs for 2010.
Accordingly, if we fail to manage our media time efficiently or effectively, and our TV advertising efforts fail to generate sufficient return or profit
potential, our results of operations and business performance may be materially and adversely affected. In addition, we may be unable to use all of
our purchased time due to factors out of our control, such as preemption of our time by special programming events and programming overruns by
relevant TV stations. In 2008, approximately 10.1% of our purchased TV advertising time was preempted by these TV stations due to special events
such as the Beijing Olympic Games in August 2008, which significantly affected our sales performance in the third quarter. In 2009, approximately
4% of our purchased TV advertising time was preempted by these TV stations. Although these TV stations reimburse us or provide us alterative
advertising time slots in the event of preemption, this might not fully compensate us for the loss of our desired time slots.

Our joint sales arrangements constitute a substantial part of our business, and the termination of any of them could adversely affect our
business, results of operations, financial condition and prospects.

In 2009, we primarily focused on growing our proprietary branded products while continuing to develop joint sales opportunities, particularly
for our cosmetics and cell phone products. Our joint sales arrangements generate direct sales revenues and additional payment streams through the
sale of products or services of our joint sales partners and the additional payments we receive from our joint sales partners based on sales of featured
products or services through their own distribution channels, which reduce our cost of direct sales revenues. Under some joint sales arrangements, our
joint sales partners also share a portion of our advertising costs. We do not typically maintain contracts for over one-year with any of the parties with
whom we have arrangements, and our ability to maintain and manage relationships with each of them is subject to various uncertainties, some of
which are not within our control. Third parties with whom we engage in joint sales activities may decide to produce their own TV direct sales
programs, or may decide to rely on the services of our competitors. If any of our joint sales arrangements terminates, our business, results of
operations, financial condition and prospects could be adversely affected.
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We rely on our nationwide distribution network for a significant portion of our revenues. Failure to maintain good distributor relations
could materially disrupt our distribution business and harm our net revenues.

Our business is significantly dependent on the performance of our distributors and our distribution sales account for an increasingly significant
portion of our net revenues. In 2007, 2008 and 2009, 26.9%, 28.7% and 44.2%, respectively, of our net revenues were generated through our
approximately 80 distributors. Our largest distributor accounted for approximately 5.7%, 1.8% and 2.5% of our gross revenues in 2007, 2008 and
2009, respectively. We do not maintain long-term contracts with our distributors. Maintaining relationships with existing distributors and replacing
any distributor may be difficult or time consuming. Our failure to maintain good relationships with our distributors could materially disrupt our
distribution business and harm our net revenues.

We may be unable to effectively manage our nationwide distribution network. Any failure by our distributors to operate in compliance with
our distribution agreements and applicable law may result in liability to us, may interrupt the effective operation of our distribution network, may
harm our brands and our corporate image and may result in decreased sales.

We have limited ability to manage the activities of our distributors, who are independent from us. In addition, our distributors or the retail
outlets to which they sell our products and services may violate our distribution agreements with them or the sales agreements between our
distributors and the retail outlets. Such violations may include, among other things:

« failure to meet minimum sales targets for our products and services or minimum price levels for our products and services in accordance
with relevant agreements;

« failure to properly promote our products and services through local marketing media, including local TV and print media, violation of
our media content requirements, or failure to meet minimum required media spending levels;

» selling products and services that compete with our products and services, including product or service imitations, or selling our products
and services outside their designated territory, possibly in violation of the exclusive distribution rights of other distributors;

* providing poor customer service; or

+ violating PRC law in the marketing and sale of our products and services, including PRC restrictions on advertising content or product
and service claims.

In particular, we have discovered that some of the retail outlets to which our distributors sell our products and services are selling imitation
products that compete with our products, such as our Babaka branded posture correction product. Although we continue to rigorously monitor this
situation and require our distributors to abide by their contractual obligation to eliminate any such violation by the retail outlets, we may be unable
to police or stop violations such as the selling of imitation products or services by retail outlets.

If we determine to fine, suspend or terminate our distributors for acting in violation of our distribution agreements, or if the distributors fail to
address material violations committed by any of their retail outlets, our ability to effectively sell our products and services in any given territory
could be negatively impacted. In addition, these and similar actions could negatively affect our brands and our corporate image, possibly resulting in
loss of customers and a decline in sales.

Some of our distributors may compete with us in certain TV direct sales markets, possibly negatively affecting our direct sales in those
markets.

Several of our current distributors market and sell some of our and our competitors’ products and services through their own TV direct sales
platforms and call centers. Of those distributors, two of these distributors were
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among our five best-performing distributors in 2007 and 2008, and one was among our five best-performing distributors in 2009, with aggregate
revenue contribution of approximately 2.7%, 1.7% and 2.0% of our gross revenues in 2007, 2008 and 2009, respectively. Each of these distributors
is a party to our standard distribution arrangement and each operated its own TV direct sales platform prior to becoming our distributor. These
distributors continue to operate their own TV direct sales platforms. In addition, some of our other distributors use edited versions of our TV direct
sales programs to market our products on local TV stations and conduct TV direct sales activities through their own call-in numbers. These
distributors’ TV direct sales efforts may compete with and negatively affect our own TV direct sales in their respective territories.

Certain of our distributors are beneficially owned by our employees. It may be difficult for us to effectively evaluate the performance of these
distributors or to replace any of them if they are non-performing, underperforming or non-compliant with our distribution agreements.

We have approximately 80 distributors constituting our nationwide distribution network that distribute our products and services across China.
Some of our distributors are owned in part, or in some cases in whole, by certain of our employees or their family members. In 2007, 2008 and 2009,
the aggregate sales generated by distributors owned in whole or in part by our employees accounted for approximately 28.4%, 17.2% and 12.7% of
our distribution gross revenues, respectively, or 7.6%, 4.9% and 5.6% of our total gross revenues, respectively. Certain of these distributors have been
among our top distributors in 2007, 2008 and 2009. In addition, one distributor in 2007 was wholly owned by a relative of our chief executive
officer. However, this distributor accounted for less than 2% of our distribution gross revenues in 2007, and the relative of our chief executive officer
has ceased to hold an equity interest in the distributor since mid-2007. We entered into the distribution agreements with these related distributors on
an arm’s-length basis and the terms in the distribution agreements with these distributors are the same as those with our independent distributors.
Nevertheless, the economic interests held by our employees in our distributors may make it difficult for us to effectively evaluate the performance of
such distributors or fine, suspend or terminate a non-performing, under-performing or non-compliant distributor without harming our relationship
with those employees.

We may not realize the anticipated benefits of our potential future joint ventures, acquisitions or investments or be able to integrate any
acquired employees, businesses, products or services, which in turn may negatively affect their performance and respective contributions to our
results of operations.

Since 2003, we have entered into seven joint ventures with other entities for our products and services, including our electronic leaming
product line as a means of acquiring managerial expertise and additional complementary distribution network infrastructure. In connection with
these ventures, we also acquired services of certain management personnel, including Guoying Du, one of our executive officers who is currently in
charge of our nationwide distribution network. We may continue to enter into similar joint ventures or make other acquisitions or investments to,
among other things, acquire managerial expertise or additional complementary distribution network infrastructure or to secure exclusive product
distribution rights for the products to be sold through our multiple sales platforms. Risks related to our existing and future joint ventures,
acquisitions and investments include, as applicable:

*  ourability to enter into, exit or acquire additional interests in our joint ventures or other acquisitions or investments may be restricted by
or subject to various approvals under PRC law or may not otherwise be possible, may result in a possible dilutive issuance of our
securities or may require us to secure financing to fund those activities;

*  we may disagree with our joint venture partner(s) or other investors on how the venture or business investment should be managed and/or
operated;

* to the degree we wish to do so, we may be unable to integrate and retain acquired employees or management personnel; incorporate
acquired products, services or capabilities into our business; integrate and support pre-existing manufacturing or distribution
arrangements; consolidate duplicate
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facilities and functions; or combine aspects of our accounting processes, order processing and support functions; and

* the joint venture or investment could suffer losses and we could lose our total investment, which would have a negative effect on our
operating results.

Any of these events could distract our management’s attention and result in our not obtaining the anticipated benefits of our joint ventures,
acquisitions or investments and, in turn, negatively affect the performance of such joint ventures, acquisitions and investments and their respective
contributions to our results of operations.

Our failure to adequately manage our growth and expansion could negatively impact our ability to effectively operate our business,
accurately report our financial results as a public company and attract and train our employees and management, which could hamper our
business strategy and result in deterioration in our operating results.

Our operations have grown rapidly, particularly in recent years. We grew from 128 employees in 2000, to 2,087 employees as of December 31,
2009. In particular, we added approximately 177 employees following our acquisition of Yiyang Yukang in December 2008. As of December 31,
2009, Yiyang Yukang had 216 employees in total. In addition, we purchased a fifty-year land use right of a piece of land in Qingpu district of
Shanghai in the first quarter of 2009. We plan to use the land to establish a warehouse and a factory for manufacturing our proprietary branded
products. We may not be able to successfully operate the factory built on such land due to, among others, our lack of prior experience. Our recent
growth has resulted, and future growth could continue to result, in substantial demands being placed on our operational and administrative systems,
our financial and management controls and resources, our management and our employee training capabilities. Any failure in these areas could
significantly harm our ability to effectively operate our business, accurately report our financial results as a public company and attract and train our
employees and management, which could hamper our business strategy and result in deterioration in our operating results.

We depend on our senior management team, key personnel and skilled and experienced employees in all aspects of our business, and our
business and operations may be severely disrupted and our performance negatively affected if we lose their services.

Our future success significantly depends upon the continuing service of our senior management team, including James Yujun Hu, our CEO,
Don Dongjie Yang, our president, Guoying Du, our vice president responsible for managing our nationwide distribution network, Ella Man Lin, our
vice president responsible for product development and supplier and human resources management, David Chenghong He, our vice president
responsible for management of our financial, logistics and payment systems and Kevin Guohui Hu, our vice president responsible for media
purchasing, planning and management. If one or more members of our senior management team or other key employees are unable or unwilling to
continue in their present position, we may not be able to replace them easily or at all, our business could be severely disrupted, and our financial
condition and results of operations could be materially and adversely affected. We do not maintain key-man life insurance for any of our senior
management.

To maintain our competitive position and expand our operations, we must attract, train and retain skilled and experienced employees in
numerous areas, including product development, media procurement and call center operations. The monthly average turnover rate for our call
centers ranged from 1.3% to 7.8% in 2007, 2.2% to 10.0% in 2008, and 2.7% to 9.5% in 2009, reflecting both voluntary terminations and
termination of employees failing to meet our performance standards. Any inability to attract and retain a significant number of skilled and
experienced employees in our call centers or other critical areas could seriously disrupt our business and operations and negatively affect our
financial performance.
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In fulfilling sales through our direct sales platforms, we face customer acceptance, delivery, payment and collection risks that could
adversely impact our direct sales net revenues and overall operating results. We are dependent on China Express Mail Service Corporation, or
EMS and local delivery companies, to make our product deliveries and from time to time we have been required to write off certain accounts
receivable from them.

We rely significantly on EMS, the largest national express mail service operated by the China Post Office, and to a lesser extent, local delivery
companies, to deliver products sold through our direct sales platforms. EMS and local delivery companies made deliveries of products representing
76.1% and 19.1% of our direct sales gross revenues in 2007, respectively, 59.3% and 29.8% of our direct sales gross revenues in 2008, respectively,
and 47.4% and 38.0% of our direct sales gross revenues in 2009, respectively. Although we have started offering credit card payment options for
selected card holders, almost all of the products that we sell through our direct sales platforms are delivered and paid for by customers on a cash on
delivery, or COD, basis. We rely on EMS and local delivery companies to remit customer payment collections to us. Of the total attempted product
deliveries by EMS and local delivery companies on a COD basis, approximately 75%, 75% and 73% were successful in 2007, 2008 and 2009,
respectively. Reasons for delivery failure primarily include customer refusal to accept a product upon delivery or failure to successfully locate the
delivery address. Although we continue to explore alternative payment methods and expand our credit card payment options, we expect to continue
to be dependent on COD customer payments for the foreseeable future.

EMS typically requires 30 days to remit to us the COD payments received from our customers. Of our total accounts receivable balance as of
December 31,2007, 2008 and 2009, $8.3 million or 35.8%, $9.0 million or 32.5%, and $2.2 million or 12.8%, respectively, were due from EMS. In
addition, from time to time, we have been required to write off certain EMS accounts receivable due to a difference between EMS’s collections
according to our records and cash amounts actually received by EMS according to their records. The total amount of EMS-related accounts
receivable written off in 2007, 2008 and 2009 was approximately $0.3 million in each year. We may be required to write off similar or higher
amounts in the future. We do not maintain a long-term contract with EMS. Failure or inability to renew our contract with EMS could disrupt our
business and operations and negatively affect our financial performance.

We expect competition in China’s consumer market to intensify. If we do not compete successfully against new and existing competitors, we
may lose our market share, and our profitability may be adversely affected.

Competition from current or future competitors could cause our products and services to lose market acceptance or require us to significantly
reduce our prices or increase our promotional activities to maintain and attract customers. Many of our current or future competitors may have longer
operating histories, better brand recognition and consumer trust, strong media management capabilities, better media and supplier relationships, a
larger technical staff and sales force and/or greater financial, technical or marketing resources than we do. Because of our integrated vertical business
model, we face competition from the following companies operating in our value chain:

*  other TV direct sales companies operating in China with generally similar business models to ours, including Moneng TV, Pacific Media
and China SevenStar;

* TV home shopping companies that operate across China or in large parts of China such as CCTV Home Shopping and Hunan TV
Happigo, and companies that operate on multiple channels in multiple provinces, such as Oriental CJ Home Shopping, U-you Home
Shopping and TVSN;

+ numerous domestic and international sellers of consumer branded products that sell their products in China and which compete with our
products, such as our Ozing electronic learning products which compete with electronic learning products from BBK, Noah and other
brands, and our cell phone products which compete with similar products sold by local and international cell phone manufacturers;
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+ traditional retailers and distributors, as well as direct marketers such as Avon, operating in China which currently or in the future may
offer competing products or services, including products or services under their own brand, or may otherwise offer or seek to offer small
and medium manufacturers and suppliers distribution capabilities throughout China;

*  other Internet and e-commerce companies in China that offer consumer products online via an Internet platform, including eBay’s China
site, Alibaba’s Tao Bao, and Dang Dang; and

*  companies that sell consumer products on multi media platforms, including Happy Tao Bao, which is the joint venture between Alibaba’s
Tao Bao and Hunan Satellite TV Station.

Particularly, we are facing more intense competition from TV home shopping companies, whose number has increased significantly during the
past years in China. Many of these companies are supported by, or affiliated with, TV or radio stations and therefore may have access to cheaper TV
air time than us.

In addition, large multi-national home shopping companies such as QVC may enter the China market directly or indirectly. Entry by these
players becomes more likely if existing PRC restrictions on content, number of advertising hours per day and foreign ownership of TV stations are
relaxed.

We also compete with companies that make imitations of our products at substantially lower prices, such as our Babaka branded posture
correction products, which may be sold in department stores, pharmacies and general merchandise stores.

Being a cell phone manufacturer targeting mid- to high-end business users in China, our subsidiary Yiyang Yukang, competes with a small
number of domestic cell phone manufacturers in China, such as Lenovo and TCL. We may be unable to successfully compete against new or existing
direct or indirect competitors, which could cause us to lose our market share and adversely affect our profitability.

Interruption or failure of our telephone system and management information systems could impair our ability to effectively sell and deliver
our products and services or result in a loss or corruption of data, which could damage our reputation and negatively impact our results of
operations.

In 2007, 2008 and 2009, approximately 73.1%, 71.3% and 55.8% of our total net revenues, respectively, were generated through our direct
sales platforms with orders processed by our call centers. Our call centers rely heavily on our telephone and management information systems, or
MIS, to receive customer calls at our call centers, process customer purchases, arrange product delivery and assess the effectiveness of advertising
placements and consumer acceptance of our products and services, among other things. As our business evolves and our MIS requirements change,
we may need to modify, upgrade and replace our systems. We work closely with third-party vendors to provide telephone and MIS tailored to our
specific needs. We are and will continue to be substantially reliant on these third-party vendors for the provision of maintenance, modifications,
upgrades and replacements to our systems. If these third-party vendors can no longer provide these services, it may be difficult, time consuming and
costly to replace them. Any such modification, upgrading or replacement of our systems may be costly and could create disturbances or interruptions
to our operations. Similarly, undetected errors or inadequacies in our telephone and MIS may be difficult or expensive to timely correct and could
result in substantial service interruptions.

From time to time, our computer systems experience short periods of power outage. Any telephone or MIS failure (including as a result of
natural disaster or power outage), particularly during peak or critical periods, could inhibit our ability to receive calls and complete orders or
evaluate the effectiveness of our promotions or consumer acceptance of our products and services or otherwise operate our business. These events
could, in turn, impair our ability to effectively sell and deliver our products and services or result in the loss or corruption of customer, supplier and
distributor data, which could damage our reputation and negatively impact our results of operations.
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We may not be able to prevent others from unauthorized use of our intellectual property, which could harm our product brand, reputation
and competitive position. In addition, we may have to enforce our intellectual property rights through litigation. Such litigation may result in
substantial costs and diversion of resources and management attention.

We rely on a combination of patent, copyright, trademark and unfair competition laws, as well as nondisclosure agreements and other methods
to protect our intellectual property rights. In particular, we rely on the trademark law in China to protect our product brands. We currently maintain
approximately 227 trademark registrations in China. The legal regime in China for the protection of intellectual property rights is still at a relatively
early stage of development. Despite many laws and regulations promulgated and other efforts made by China over the years to enhance its regulation
and protection of intellectual property rights, private parties may not enjoy intellectual property rights in China to the same extent as they would in
many western countries, including the United States, and enforcement of such laws and regulations in China has not achieved the levels reached in
those countries. Although the PRC State Council approved the State Outlines on the Protection of Intellectual Property on April 9,2008 in an effort
to protect intellectual property, the steps we have taken may still be inadequate to prevent the misappropriation of our intellectual property.
Separately, we are in the process of applying for registration or transfer of approximately 81 trademarks in China, including trademarks for three of
our best-selling product lines in 2009. We may be unable to enforce our proprietary rights in connection with these trademarks before such
registrations or transfers are approved by the relevant authorities and it is possible that such registrations or transfers may not be approved at all. In
addition, manufacturers or suppliers in China may imitate our products, copy our various brands and infringe our intellectual property rights. We
have recently discovered unauthorized products in the marketplace that are counterfeit reproductions of our products sold by the retailers within our
nationwide distribution network and by third parties in retail stores and on websites. The counterfeit products that we found include our Babaka
posture correction products, one of our five best-selling products in 2009, our GPS products, and our oxygen generation products.

It is difficult and expensive to police and enforce against infringement of intellectual property rights in China. Imitation or counterfeiting of
our products or other infringement of our intellectual property rights, including our trademarks, could diminish the value of our various brands, harm
our reputation and competitive position or otherwise adversely affect our net revenues. We may have to enforce our intellectual property rights
through litigation. Such litigation may result in substantial costs and diversion of resources and management attention.

We have in the past been, currently are, and in the future may again be, subject to intellectual property rights infringement claims by third
parties, which could be time-consuming and costly to defend or litigate, divert our attention and resources, or require us to enter into licensing
agreements. These licenses may not be available on commercially reasonable terms, or at all.

We have in the past been, currently are, and in the future may again be, the subject of claims for infringement, invalidity, or indemnification
relating to other parties’ proprietary rights. For example, in August 2008, Beijing Ren’ai filed a suit in the People’s Court of Beijing Haidian District
against Shanghai HJX, Beijing Sancai Digital Technology Co., Ltd., or Beijing Sancai, and Beijing Zhidahengtong Technology Development Co.,
Ltd., or Beijing Zhidahengtong, alleging that the English programs we provided to the users of our electronic learning products infringed upon the
copyright of Beijing Ren’ai. Beijing Ren’ai claimed damages of RMB2,000,000 (approximately $293,000). The court ruled in favor of Ren’ai in the
suits and awarded Ren’ai total compensation of RMB500,000 (approximately $73,000). The defendants appealed to the Beijing First Intermediate
People’s Court in May 2009, which affirmed the decision of the People’s Court of Beijing Haidian District on December 7,2009.

In August 2009, Beijing Ren’ai filed a suit in the People’s Court of Beijing Haidian District against Shanghai HIX, Beijing Sancai and Beijing
Zhidahengtong, alleging that the English programs we provided to the users of our electronic learning products infringed upon the copyright of
Beijing Ren’ai. Beijing Ren’ai claimed damages of RMB2,000,000 (approximately $293,000). The court ruled in favor of Ren’ai in the suit and
awarded Ren’ai total compensation of RMB500,000 (approximately $73,000). The defendants have appealed the court’s decisions and the appeals
are currently pending.
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We believe that the above legal proceedings will not have a material adverse effect on our financial conditions.

We may from time to time become a party to legal proceedings which, if adversely decided, could materially adversely affect us.

We may from time to time become a party to legal proceedings, defense of which may increase our expenses and divert management attention
and resources. In addition, an adverse outcome in any such proceeding could have a material adverse effect on our business, results of operations and
financial condition.

For example, in March 2009, we received a complaint from Advertising Broadcasting Center of Liaoning TV Station, or Liaoning TV, which
filed a suit against Shanghai Acorn Advertising Broadcasting Co., Ltd., or Shanghai Advertising, claiming that Shanghai Advertising breached its
advertisement broadcasting contract with Liaoning TV by not fully performing its payment obligation under the contract and asserted damages of
approximately RMB19 million (approximately $2.8 million). Liaoning TV further applied for provisional seizure of Shanghai Advertising’s bank
account in the same amount of its claim. In June 2009, the people’s court ruled in favor of Liaoning TV and awarded Liaoning TV an aggregate
payment of RMB10.9 million (approximately $1.6 million). In July 2009, we appealed to the people’s court at higher level, which affirmed the
judgment in September 2009. On November 19, 2009 we paid Liaoning TV RMB10.9 million (approximately $1.6 million), but we have applied for
retrial of this case.

We do not believe that the above legal proceeding will have a material adverse effect on our business, results of operations or financial
condition.

We have limited general business insurance coverage and we may be subject to losses that might not be covered by our existing insurance
policies, which may result in our incurring substantial costs and the diversion of resources.

Insurance companies in China offer limited business insurance products and do not, to our knowledge, offer business liability insurance. While
business interruption insurance is available to a limited extent in China, we have determined that the risks of disruption, cost of such insurance and
the difficulties associated with acquiring such insurance on commercially reasonable terms make it impractical for us to subscribe for such insurance.
As a result, except for all-risks insurance on finished goods inventory stored in our central warchouses, we do not have any business liability,
disruption or litigation insurance coverage for our operations in China. Any business disruption or litigation may result in our incurring substantial
costs and the diversion of resources.

We do not carry product liability insurance coverage, and our sale of our and other parties’ products could subject us to product liability
claims and potential safety-related regulatory actions. These events could damage our brand and reputation and the marketability of the products
that we sell, divert our management’s attention and result in lower net revenues and increased costs.

The manufacture and sale of our products, in particular, our posture correction and neck massager product lines in our health and wellness
product category, and our sale of other parties’ products could each expose us to product liability claims for personal injuries. Also, if these products
are deemed by the PRC authorities to fail to conform to product quality and personal safety requirements in China, we could be subject to PRC
regulatory action. Violation of PRC product quality and safety requirements by our or others’ products sold by us may subject us to confiscation of
the products, the imposition of penalties or an order to cease sales of the violating products or to cease operations pending rectification. If the offense
is determined to be serious, our business license could be suspended and criminal liabilities could be imposed. We currently do not carry any product
liability insurance coverage. Any product liability claim or governmental regulatory action could be costly and time-consuming to defend. If
successful, product liability claims may require us to pay substantial damages. Also, a material design, manufacturing or quality failure in our and
other parties’ products sold by us, other safety issues or heightened regulatory scrutiny could each warrant a product recall by us and result in
increased
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product liability claims. Furthermore, customers may not use the products sold by us in accordance with our product usage instructions, possibly
resulting in customer injury. All of these events could materially harm our brand and reputation and marketability of our products, divert our
management’s attention and result in lower net revenues and increased costs.

Any disruption of our or our manufacturing service providers’ manufacturing operations could negatively affect the availability of our
products and our net revenues derived therefrom.

We manufactured almost 63.4% of the products we sell in terms of cost of revenues in 2009, with the balance provided by third-party suppliers
and manufacturers in China. We purchase the materials we need to manufacture our products, including our electronic leaming product line, from
outside suppliers in China. Our largest supplier in 2009, which supplied cell phones, accounted for approximately 6.5% of our total cost of revenues
in 2009. We typically purchase all production materials, including critical components such as flash memory, chipsets and LCD display screens for
our electronic learning products, on a purchase order basis and do not have long-term contracts with our suppliers.

If we fail to develop or maintain our relationships with our suppliers, we may be unable to manufacture our products, and we could be
prevented from supplying our products to our customers in the required quantities. Problems of this kind could cause us to experience loss of market
share and result in decreased net revenues. In addition, the failure of a supplier to supply materials and components that meet our quality, quantity
and cost requirements in a timely manner could impair our ability to manufacture our products or increase our costs, particularly if we are unable to
obtain these materials and components from alternative sources on a timely basis or on commercially reasonable terms.

Other risks for the products manufactured by us, include, among others:

* having too much or too little production capacity;

*  being unable to obtain raw materials on a timely basis or at commercially reasonable prices, which could adversely affect the pricing and
availability of our products;

* experiencing quality control problems;

* accumulating obsolete inventory;

+ failing to timely meet demand for our products; and

* experiencing delays in manufacturing operations due to understaffing during the peak seasons and holidays.

Currently, products manufactured and supplied by third parties for us primarily include our cell phones, cosmetics and collectibles. In 2009, we
had one supplier regarding our cell phone products accounting for approximately 6.5% of our cost of revenues in the same period. We typically
purchase these products on a purchase order basis and do not have long-term contracts with these suppliers. Some of our products are supplied by
third-party manufacturers based on designs or technical requirements provided by us. These manufacturers may fail to produce products that conform
to our requirements. In addition, for products manufactured or supplied by third-party manufacturers, we indirectly face many of the risks described

above and other risks. For example, our third-party manufacturers may not continue to supply products to us of the quality and/or in the quantities
we require. It may also be difficult or expensive for us to replace a third-party manufacturer.

Our leases of land and manufacturing facilities in Beijing and Shanghai may not be in full compliance with PRC laws and regulations and
we may be required to relocate our facilities, which may disrupt our manufacturing operations and result in decreased net revenues.

Our manufacturing facilities for our oxygen generating products are built on a plot of land we leased from Beijing Tongzhou District Lucheng
Town Chadao Village for a term of 30 years. Our posture correction product
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line and engine lubricant products, as well as one of our central warehouses, are built on a plot of land leased from Shanghai Huamin Economic
Development Co., Ltd. The Beijing and Shanghai lands are collectively owned land and are not technically permitted to be leased to others for non-
agricultural purposes such as commercial enterprises like ours under relevant PRC laws. The PRC land authority also has the power to order the lessor
to terminate the lease with us, to confiscate any illegal gains or order the payment of fines. If our lease is terminated, we would be required to relocate
our facilities. Although we believe that the relocation cost, if any, would not be significant, such relocation could disrupt our manufacturing
operations and result in lower net revenues.

We may require additional capital, which may not be available on commercially reasonable terms, or at all. Capital raised through the sale
or issuance of equity securities may result in dilution to our shareholders. Failure to obtain such additional capital could have an adverse impact
on our business strategies and growth prospects.

We believe that our current cash and cash equivalents and cash flow from operations will be sufficient to meet our anticipated cash needs for
the next 12 months. We may, however, require additional cash resources due to changed business conditions or other future developments, including
any investments, joint ventures or acquisitions we may decide to pursue. If these resources are insufficient to satisfy our cash requirements, we may
seek to sell additional equity or debt securities or obtain a credit facility. The sale of additional equity securities could result in additional dilution
to our shareholders. The incurrence of indebtedness would result in increased debt service obligations and could result in operating and financing
covenants that would restrict our operations. Financing may be unavailable in amounts or on terms acceptable to us, or at all, which could have an
adverse impact on our business strategies and growth prospects.

We may incur impairment losses on our investments in equity securities.

We have made non-controlling investments in the equity securities of a number of companies. Under U.S. generally accepted accounting
principles that we are subject to, if there is a decline in the fair value of the shares we hold in these companies, or any other company we invest in,
over a period of time, and we determine that the decline is other-than-temporary, we will need to record an impairment loss for the applicable fiscal
period. We may incur expenses related to the impairment of existing or future equity investments. Any such impairment charge could have a material
adverse effect on our business, financial condition, results of operations and prospects.

QOur asset impairment reviews may result in future write-downs.

We are required, among other things, to conduct annual reviews of goodwill and test intangible assets and other long-lived assets for
impairment whenever events or changes in circumstances indicate that their carrying amounts may not be recoverable. In connection with our
business acquisitions, we make assumptions regarding estimated future cash flows and other factors to determine the fair value of goodwill and
intangible assets. In assessing the useful lives of the intangible assets, we must make assumptions regarding their fair value, the recoverability of
those assets and our ability to successfully develop and ultimately commercialize acquired technology. If those assumptions change in the future
when we conduct our periodic reviews in accordance with applicable accounting standards, we may be required to record impairment charges. For
example, we recorded a non-cash impairment charge of $15.2 million in 2009 as a result of our valuation of distribution network from the acquisition
of Yiyang Yukang, which was primarily caused by (i) overall under-performance in the mobile handsets business of Yiyang Yukang and (ii) Yiyang
Yukang’s change in business strategy to launch its proprietary “Uking” brand and changes incurred in the acquired distribution network. It is
possible that future reviews will result in further write-downs of intangible assets and other long-lived assets.

20



Table of Contents

We may be required to record additional significant charges to earnings from the declines in fair value of our investment in an index-linked
structured note.

Our investment policy and strategy attempt primarily to preserve capital and meet our liquidity requirements. We currently hold an index-
linked structured note that we purchased from a bank in 2007 for a principal of $10 million. The note matures in August 2019 and has a variable
interest rate that is computed based on the number of days in which both the 3-month USD-LIBOR-BBA and the Nikkei 225 indices are above or
within the stated ranges, respectively. The structured note contains an available-for-sale debt host security and an embedded derivative instrument
that are reported within the same line on our consolidated balance sheets at the estimated fair value of the note. As of December 31, 2009, the
estimated fair value of the structured note was $6.6 million.

The net unrealized losses of the available-for-sale debt host security are recognized as accumulated other comprehensive income in equity
unless there is a decline in fair value below cost that we consider as other-than-temporary, in which case the amount of the decline would be
recognized as a loss and reflected in our statements of operations. We recognize other-than-temporary impairment in earnings if we have the intent to
sell the note, or if it is more-likely-than-not that we will be required to sell the note before recovery of its amortized cost, or when we determine
credit-related losses exist in our evaluation of the expected cash flows to be received. The changes in fair value of the embedded derivative are
recognized in eamings in the period such changes occur. The losses incurred on this structured note are primarily related to the changes in the
general global market conditions. If factors arise that would require us to account for declines in fair value of the available-for-sale debt host security
as other-than-temporary or as the fair value of the embedded derivative further goes down, we will recognize the declines as additional realized losses
with a charge to income, which could have a material adverse effect on our financial condition and operating results.

Failure to achieve and maintain effective internal controls in accordance with Section 404 of the Sarbanes-Oxley Act could have a material
adverse effect on our business and operating results and stockholders could lose confidence in our financial reporting.

Internal controls are necessary for us to provide reliable financial reports and effectively prevent fraud. If we cannot provide reliable financial
reports or prevent fraud, our operating results could be harmed. In October 2009, the SEC issued a final rule that requires all non-accelerated filers to
begin complying with Section 404(b) of the Sarbanes-Oxley Act of 2002 beginning with their annual reports for fiscal years ending on or after
June 15, 2010, instead of for fiscal years ending on or after December 15, 2009. Under the current SEC regulations, we are required to include a
management report on internal controls over financial reporting in this Form 20-F, and we will be required to include an auditor’s report on internal
controls over financial reporting for our Form 20-F for the year ending December 31, 2010. While our management concluded that our internal
controls over financial reporting were effective as of December 31, 2009, our management may later conclude that our internal controls are not
effective. Moreover, even if our management concludes in the future that our internal controls are effective, our independent registered public
accounting firm may disagree. If our independent registered public accounting firm is not satisfied with our internal controls over financial reporting
or the level at which our internal controls over financial reporting are designed, documented, operated or reviewed, or if the independent registered
public accounting firm interprets the requirements, rules or regulations differently than we do, then they may issue an adverse or qualified opinion.
Failure to achieve and maintain an effective internal control environment could cause investors to lose confidence in our reported financial
information, which could have a material adverse effect on our stock price.
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Risks Related to Our Industry

Our businesses and growth prospects are dependent upon the expected growth in China’s consumer retail markets. Any future slowdown or
decline in China’s consumer retail markets could adversely affect our business, financial condition and results of operations.

All of our net revenues are generated by sales of consumer products and services in China. The success of our business depends on the
continued growth of China’s consumer retail markets. The consumer retail markets in China are characterized by rapidly changing trends and
continually evolving consumer preferences and purchasing patterns and power. China’s TV direct sales market is expected to grow in line with
expected growth in consumer disposable income and the economy in China generally. However, projected growth rates for the Chinese economy and
China’s consumer retail markets may not be realized, particularly in light of the current global economic crisis. Any slowdown or decline in China’s
consumer retail markets would have a direct adverse impact on us and could adversely affect our business, financial condition and results of
operations.

If infomercials and the products and services promoted on infomercials are not accepted by TV viewers in China, our ability to generate
revenues and sustain profitability could be materially and adversely affected.

In 2007,2008 and 2009, we derived 73.1%, 71.3% and 55.8% respectively, of our total net revenues from our direct sales platforms. We expect
that in the future a substantial portion of our future revenues and profits will continue to be dependent upon the receptivity of Chinese TV viewers to
infomercials such as our TV direct sales programs and the products and services showcased therein. Many Chinese TV viewers are not accustomed to
purchasing products or services directly from TV. As a result, TV viewers in China may be both more likely to mistrust infomercials as a commercial
medium and less likely to purchase products or services from TV direct marketers such as us. If we are unable in the future to increase receptivity for
our TV direct sales programs and the products and services showcased therein, our ability to generate revenue and sustain profitability could be
materially and adversely affected.

Risks Related to the Regulation of Our Business

PRC regulations relating to our industry are evolving. Any adverse or unanticipated regulatory changes, particularly those regarding the
regulation of our direct sales business, could significantly harm our business or limit our ability to operate.

We and our distributors are subject to various laws regulating our advertising, including the content of our TV direct sales programs, and
any violation of these laws by us or our distributors could result in fines and penalties, harm our product or service brands and result in reduced
net revenues.

PRC advertising laws and regulations require advertisers and advertising operators to ensure that the content of the advertising they prepare,
publish or broadcast is fair and accurate, is not misleading and is in full compliance with applicable laws. Specifically, we, as an advertiser or
advertising operator, and our distributors, as advertisers, are each required to independently review and verify the content of our respective
advertising for content compliance before displaying the advertising through TV sales programs, print media, radio or Internet portals. Moreover, the
PRC unfair competition law prohibits us and our distributors from conveying misleading, false or inaccurate information with respect to quality,
function, use, or other features of products or services, through advertising. Violation of these laws or regulations may result in penalties, including
fines, confiscation of advertising income, orders to cease dissemination of the advertising, orders to publish an advertisement correcting the
misleading information and criminal liabilities. In circumstances involving serious violations, the PRC government may suspend or revoke a
violator’s business license.

For advertising related to certain types of our products, such as those products constituting medical devices and health related products, we
and our distributors must also file the advertising content with the provincial counterpart of the China’s State Administration for Food and Drug, or
SAFD, or other competent authorities, and
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