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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 20-F
(Mark One)
0 Registration statement pursuant to Section 12(b) or 12(g) of the Securities Exchange Act of 1934
or
b Annual report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the fiscal year ended December 31, 2010
or
0 Transition report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the transition period from to
or
0 Shell company report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

Date of event requiring this shell company report
Commission file number 001-33821

VisionChina Media Inc.
(Exact Name of Registrant as Specified in Its Charter)

Cayman Islands
(Jurisdiction of Incorporation or Organization)
1/F Block No.7 Champs Elysees
Nongyuan Road, Futian District
Shenzhen 518040
People s Republic of China
(Address of Principal Executive Offices)
Limin Li, telephone: (86 755) 8293-2222; fax: (86 755) 8§298-1111
At the address of the Company set forth above
(Name, Telephone, E-mail and/or Facsimile number and Address of Company Contact Person)

Securities registered or to be registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered
Common Shares, par value US$0.0001 per share Nasdaq Global Market*
American Depositary Shares, each representing one Nasdaq Global Market

Common Share
Securities registered or to be registered pursuant to Section 12(g) of the Act:
None
Securities for which there is a reporting obligation pursuant to Section 15(d) of the Act:
None
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Indicate the number of outstanding shares of each of the Issuer s classes of capital or common stock as of the close of
the period covered by the annual report.

84,047,287 Common Shares
Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the
Securities Act. Yeso Nop
If this report is an annual or transition report, indicate by check mark if the registrant is not required to file reports
pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934. Yeso Nop
Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.
Yesp Noo
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yeso Noo
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer o Accelerated filer p Non-accelerated filer o
Indicate by check mark which basis of accounting the registration has used to prepare the financial statements
included in this filing:

U.S. GAAP D International Financial Reporting o Other
Standards as issued by the
International Accounting Standards
Board o
If Other has been checked in response to the previous question, indicate by check mark which consolidated financial
statement item the registrant has elected to follow.
Item 170 Item 180

If this is an annual report, indicate by check mark whether the registrant is a shell company (as defined in
Rule 12b-2 of the Securities Exchange Act of 1934). Yeso Nob

(APPLICABLE ONLY TO ISSUERS INVOLVED IN BANKRUPTCY PROCEEDINGS DURING THE PAST
FIVE YEARS)

Indicate by check mark whether the registrant has filed all documents and reports required to be filed by
Sections 12,13 or 15(d) of the Securities Exchange Act of 1934 subsequent to the distribution of securities under a
plan confirmed by a court. Yeso Noo

*  Not for trading, but only in connection with the listing on the Nasdaq Global Market of the American Depositary
Shares
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CONVENTIONS THAT APPLY TO THIS ANNUAL REPORT ON FORM 20-F
Unless otherwise indicated, references in this annual report to:
ADSs refers to our American depositary shares, each of which represents one common share, and
ADRs refers to the American depositary receipts that may evidence our ADSs;

China orthe PRC refers to the People s Republic of China, excluding, for the purpose of this annual
report only, Taiwan, Hong Kong and Macau;

local operating partners refers to the local television stations with which we established our direct
investment entities or from which we buy advertising time, or the local mobile digital television
operating companies with which we entered into exclusive agency agreements or from which we buy
advertising time;

In 2010, the local television stations with which we established our direct investment entities included: Chengdu
Television Station, Shenzhen Media Group, Jilin Television Station, Haerbin Television Station, Dalian Television
Station, Henan Cable Television Network Group Co., Ltd., Hubei Broadcast and Television General Station, Wuxi
Broadcast and Television Group, Suzhou Broadcast and Television General Station, Changzhou Television Station,
and Ningbo Broadcast and Television Group.

In 2010, the local mobile digital television operating companies with which we entered into exclusive agency
agreements included: Beijing Beiguang Media Mobile Television Co., Ltd, Beijing Beiguang Metro Media Co., Ltd.,
Shenzhen Mobile Television Co., Ltd., Guangzhou Pearl River Mobile Multimedia Television Co., Ltd., Guangzhou
Metro Television Co., Ltd., Nanjing Guangdian Mobile Television Development Co., Ltd., Chengdu China Digital
Mobile Television Co., Ltd., Wuxi Guangtong Digital Mobile Television Co., Ltd., Ningbo China Mobile Television
Development Co., Ltd., Shanxi Dazhong Mobile Television Co., Ltd., Jilin Mobile Television Co., Ltd., Dalian
Mobile Digital Television Co., Ltd., Hubei China Mobile Television Co., Ltd., Liaoning Beidou Xingkong Digital
Television Media Co., Ltd., Hangzhou Guangdian Buses Mobile Multimedia Co., Ltd., Tianjin North Mobile
Multimedia Television Co., Ltd., Xiamen Radio and Television Digital Media Co., Ltd., Suzhou China Mobile
Television Co., Ltd., Changzhou China Mobile Television Company Limited, Shanghai Metro Television Company
Limited, and Changsha Guangdian Digital Mobile Television Co., Ltd.

From 2011, we terminated the exclusive agency agreement with the local mobile digital television operating
company, Hangzhou Guangdian Buses Mobile Multimedia Co., Ltd., and we chose not to renew the exclusive agency
agreement with the local operating mobile digital television company in Tianjin, Tianjin North Mobile Multimedia
Television Co., Ltd.

In 2010, the local mobile digital television operating companies from which we buy advertising time included
Henan Cable China Mobile Television Company Limited and Haerbin China Mobile Television Company Limited.

RMB or Renminbi refers to the legal currency of China; $, dollars, US$ and U.S. dollars refer to the I
currency of the United States;

shares or common shares refers to our common shares; preferred shares refers to our Series A convertible
redeemable preferred shares and Series B convertible preferred shares; and

we, us, ourcompany, our and VisionChina refer to VisionChina Media Inc., a Cayman Islands company,

predecessor entities and subsidiaries, and its consolidated affiliated entities and their subsidiaries. Although
VisionChina does not directly or indirectly own any equity interest in its consolidated affiliated entities,
VisionChina effectively controls these entities through a series of contractual arrangements. We treat our
consolidated affiliated entities as variable interest entities and have consolidated their financial results in our
financial statements in accordance with generally accepted accounting principles in the United States, or U.S.
GAAP.

This annual report includes our audited consolidated financial statements for the years ended December 31, 2008,

2009 and 2010 and as of December 31, 2009 and 2010.
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Our ADSs is listed on the Nasdaq Global Market under the symbol VISN.
Part1
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 condensed consolidated statement of operations data for the years ended December 31,
2008, 2009 and 2010 and the condensed consolidated balance sheet data as of December 31, 2009 and 2010 have been
derived from our consolidated financial statements, which are included elsewhere in this annual report. The following
selected condensed consolidated statement of operations data the years ended December 31, 2006 and 2007 and the
condensed consolidated balance sheet data as of December 31, 2006, 2007 and 2008 have been derived from our
consolidated financial statements, which are not included elsewhere in this annual report. You should read the selected
condensed consolidated financial data in conjunction with the financial statements and the related notes included
elsewhere in this annual report and Item 5. Operating and Financial Review and Prospects. Our consolidated financial
statements are prepared and presented in accordance with U.S. GAAP. Our historical results do not necessarily
indicate our results expected for any future periods.

3
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Condensed Consolidated
Statement of Operations Data:
Revenues

Advertising service revenue
Advertising equipment revenue

Total revenues

Cost of revenues
Advertising service cost
Advertising equipment cost

Total cost of revenues

Gross (loss) profit
Operating expenses (/)
Government grant

Loss from equity method
investees

Operating (loss) profit
Interest income
Interest expense
Government grant
Other expenses

Net (loss) income before income
taxes
Income tax benefit (expense)

Net (loss) income
Net loss (income) attributable to
noncontrolling interest (2)

Net (loss) income attributable to
VisionChina Media Inc.
shareholders

Deemed dividend on convertible
redeemable preferred shares

Net (loss) income attributable to
holders of common shares

Table of Contents

2006

2,033,284
1,839,598

3,872,882
(3,967,081)
(1,639,895)
(5,606,976)
(1,734,094)
(2,067,291)

125,953
(469,841)
(4,145,273)

98,873
(22,608)

(4,069,008)

(4,069,008)

(4,069,008)

1,583,333

(5,652,341)

2007

For the year ended
December 31,

2008

2009

(US$, except number of shares)

27,489,391
1,896,200

29,385,591
(12,801,957)
(1,583,325)
(14,385,282)
15,000,309
(5,098,576)
(1,262,273)
8,639,460
505,888
(95,719)
9,049,629
332,386
9,382,015

11,343

9,393,358

6,625,262

2,768,096

103,515,250
565,392

104,080,642
(40,602,022)
(475,432)
(41,077,454)

63,003,188
(20,126,107)
(484,969)

42,392,112
3,480,212

672,515

(38,491)
46,506,348

212,325

46,718,673

91,277

46,809,950

46,809,950

120,686,086

120,686,086

(61,104,381)

(61,104,381)
59,581,705
(32,046,119)

538,085
(998,606)
27,075,065
1,860,017
(109,590)
(1,278)
28,824,214
(2,348,254)
26,475,960

127,043

26,603,003

26,603,003

2010

138,056,640

138,056,640

(121,000,454)

(121,000,454)
17,056,186
(183,535,813)
(109,989)
(166,589,616)

2,082,605
(4,952,239)

(169,459,250)
18,202,289

(151,256,961)

(81,261)

(151,338,222)

(151,338,222)
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Net (loss) income per common
share:

Basic

Diluted

Weighted average number of
shares used in computation of
net (loss) income per share:
Basic

Diluted

Share-based compensation
expenses during the related
periods included in:

Cost of revenues

Selling and marketing expenses
General and administrative
expenses

Note:

(0.26)
(0.26)

22,000,000
22,000,000

37,576
5,374

35,802

0.11
0.11

24,709,522
25,771,702

34,431
135,722

51,209

0.67
0.65

70,064,663
72,404,916

39,847
1,163,623

263,587

0.37
0.37

71,686,900
72,676,438

63,477
3,698,329

570,305

(1.83)
(1.83)

82,739,234
82,739,234

100,711
432,632

414,162

(1) Included in operating expenses for the year ended December 31, 2010 was a non-cash impairment loss of
US$145.7 million made against the intangible assets and goodwill relating to our acquisitions of three out of the
six advertising agency businesses in 2008 and our acquisition of Digital Media Group in 2010. More details of

such impairment loss can be found on page 65 Item 5. Operating and financial review and prospects

results Results of Operations

A Operating

Year Ended December 31, 2010 Compared to Year Ended December 31, 2009 .

(2) Noncontrolling interest for the years ended December 31, 2006, 2007 and 2008 has been reclassified in
accordance with Financial Accounting Standard Board, or FASB, Accounting Standards Codification, or ASC,

810 Consolidation .

4
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As of December 31,
2006 2007 2008 2009 2010
(US$, except number of shares)
Condensed
Consolidated Balance
Sheet Data:
Cash and cash
equivalents 5,215,693 131,139,659 163,248,286 68,834,087 67,211,336
Total assets 17,043,776 175,300,276 293,639,567 388,915,736 442,959,951
Total current liabilities 1,241,783 10,618,779 42,304,706 102,935,518 185,514,939
Series A convertible
redeemable preferred
shares 15,220,327
Common shares 2,200 6,839 7,182 7,214 8,490
Total VisionChina Media
Inc. shareholders equity 581,666 164,028,819 245,073,014 272,981,356 214,785,004
Number of common
shares issued and
outstanding 22,000,000 68,386,338 71,819,442 72,140,684 84,894,888

Note: Noncontrolling interest as of December 31, 2006, 2007 and 2008 has been reclassified in accordance with

FASB ASC 810.

As of December 31,

2008 2009 2010
Selected Operating Data:
Number of digital television displays in our mobile digital
television advertising network:
Exclusive agency cities 57,250 79,571 121,588
Direct investment cities 4,406 2,594 1,784
Total 61,656 82,165 123,372
Number of digital displays in our supplemental subway
advertising platform 4,608 7,134 14,023

For the Year Ended December 31,

2008 2009 2010
Total hours of broadcasting®) 119,170 138,164 195,366
Average revenue per hour(D@ (US$) 843 825 677
Average advertising minutes sold per hour 7.72 6.47 6.75

(1) Includes all of the cities in our network and supplemental subway advertising platform.

(2) We calculate average revenues per hour by dividing our advertising service revenue derived from our network
and supplemental subway advertising platform by the total hours of broadcasting in the cities of our network and
supplemental subway advertising platform.

Exchange Rate Information
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A number of RMB-denominated figures used in this annual report are accompanied with U.S. dollar translations.
These translations are based on the noon buying rate in The City of New York for cable transfers of RMB as certified
for customs purposes by the Federal Reserve Bank of New York on December 31, 2010, which was RMB6.6000 to
US$1.00. We make no representation that any RMB or U.S. dollar amounts could have been, or could be, converted
into U.S. dollars or RMB, as the case may be, at any particular rate, the rates stated below, or at all. The PRC
government imposes control over its foreign currency reserves in part through direct regulation of the conversion of
RMB into foreign currencies and through restrictions on foreign trade.

The following table sets forth information concerning exchange rates between the RMB 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 exchange rate of Renminbi per US dollar as set forth in the H.10 statistical release of the Federal
Reserve Board was RMB6.4737 to US$1.00 as of June 24, 2011.

5
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Exchange Rate (Renminbi per US Dollar)()

Period Period End Average® Low High
(RMB per US$1.00)

2006 7.8041 7.9579 8.0702 7.8041
2007 7.2946 7.6072 7.8127 7.2946
2008 6.8225 6.9477 7.2946 6.7800
2009 6.8259 6.8307 6.8470 6.8176
2010 6.6000 6.7642 6.8330 6.6000
September 6.6905 6.7396 6.8102 6.6869
October 6.6705 6.6675 6.6912 6.6397
November 6.6670 6.6537 6.6906 6.6233
December 6.6000 6.6497 6.6745 6.6000
2011

January 6.6017 6.5964 6.6364 6.5809
February 6.5713 6.5761 6.5965 6.5520
March 6.5483 6.5645 6.5743 6.5483
April 6.4900 6.5267 6.5477 6.4900
May 6.4786 6.4957 6.5073 6.4786
June (through June 24) 6.4737 6.4757 6.4830 6.4628

(1) The source of the exchange rate is: (i) with respect to any period ending on or prior to December 31, 2008, the
Federal Reserve Bank of New York, and (ii) with respect to any period ending on or after January 1, 2009, the
H.10 statistical release of the Federal Reserve Board.

(2) 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.
D. Risk Factors

You should consider carefully all of the information in this annual report, including the risks and uncertainties
described below and our consolidated financial statements and related notes. Any of the following risks could have a
material adverse effect on our business, financial condition and results of operations. In any such case, the market
price of our ADSs could decline.

Risks Related to Our Company and Our Industry

The recent global economic and financial market crisis has had and may continue to have a negative effect on the
market price of our ADSs, and could have a material adverse effect on our business, financial condition, results of
operations and cash flow.

The recent global economic and financial market crisis has caused, among other things, a general tightening in the
credit markets, lower levels of liquidity, increases in the rates of default and bankruptcy, lower consumer and business
spending, and lower consumer net worth, in the United States, China and other parts of the world. This global
economic and financial market crisis has had, and may continue to have, a negative effect on the market price of our
ADSs, the volatility of which has increased as a result of the disruptions in the financial markets. It may also impair
our ability to borrow funds or enter into other financial arrangements if and when additional funds become necessary
for our operations. We believe many of our advertisers have also been affected by the recent economic turmoil.
Current or potential advertisers may no longer be in business, may be unable to fund advertising purchases or
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determine to reduce purchases, all of which would lead to reduced demand for our advertising services, reduced gross
margins, and increased delays of payments of accounts receivable or defaults of payments. We are also limited in our
ability to reduce costs to offset the results of a prolonged or severe economic downturn given our fixed media costs
associated with our operations. Therefore, if the current economic downturn continues, our business, financial
condition, results of operations and cash flow could be materially and adversely affected. In addition, the timing and
nature of the continued recovery in the credit and financial markets remains uncertain, and there can be no assurance
that market conditions will continue to improve in the near future or that our results will not continue to be materially
and adversely affected.

6
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We have a limited operating history, which may make it difficult for you to evaluate our business and prospects.

We began operations in April 2005. We entered into our first direct investment arrangement in Chengdu in
May 2005, and we secured our principal exclusive mobile digital television advertising agency arrangements on buses
in Beijing and Shenzhen in October and December 2006, respectively. We secured our principal exclusive mobile
digital television advertising agency arrangements on subways in Shenzhen and Beijing in May and August 2007,
respectively. Accordingly, we have a very limited operating history upon which you can evaluate the viability and
sustainability of our business and its acceptance by advertisers and consumers. It is also difficult to evaluate the
viability of our mobile digital television advertising network on mass transportation systems because we do not have
sufficient experience to address the risks frequently encountered by early stage companies using new forms of
advertising media and entering new and rapidly evolving markets. These circumstances may make it difficult for you
to evaluate our business and prospects. In addition, due to our short operating history and recent additions to our
management team, some of our senior management and employees have only worked together at our company for a
relatively short period of time. As a result, it may be difficult for you to evaluate the effectiveness of our senior
management and other key employees and their ability to address future challenges to our business.

We have incurred net losses in the past and may incur losses in the future.

For the period from April 8, 2005, the date we commenced operations, to December 31, 2005, in 2006 and 2010,
we incurred a net loss of US$0.4 million, US$4.1 million and US$151.3 million, respectively. We pay media costs,
the components of which are detailed in Item SA Operating Results Cost of Revenues Advertising Service Cost
Media Costs on pages 56 and 57, to our local operating partners for operating our advertising business on buses and
subways. These costs constitute a significant portion of our cost of revenues and accounted for approximately 29.7%,
41.4% and 70.8% of our total revenues in the years ended December 31, 2008, 2009 and 2010, respectively. As of
December 31, 2010, in respect of the exclusive agency agreements for our bus platforms, nine are entered into with
our direct investment entities and seven are entered into with independent local operating partners. In respect of the
exclusive agency agreements for our subway platforms, one agreement was entered into with one of our direct
investment entities and all other agreements were entered into with independent local operating partners across eight
cities in the PRC. Our exclusive agency agreements typically have terms ranging from three to eight years, and do not
contain any renewal provisions. Upon expiration of the exclusive agency agreements, we will discuss renewal of the
agreements with our local operating partners, and the detailed terms of the new exclusive agency agreements will be
negotiated at that time. The exclusive agency agreements cannot be terminated before expiration of the term unless
agreed by both parties, and the party who initiates the early termination is subject to penalty at an amount specified in
the respective agreement. Our media costs each year from these agreements is fixed and is determined upfront at the
time when the contracts were signed. We negotiate each of our exclusive agency agreements with our local operating
partners on a case-by-case basis and determine the amount of the media cost for each year under the agreement
through the process of negotiation. All of our exclusive agency agreements contain escalation clauses to increase the
media cost at pre-determined fixed amounts each year under the agreements, except for (i) two exclusive agency
agreements that in aggregate accounted for less than 5% of our media cost and (ii) one exclusive agency agreement
that has a fixed media cost for the first six years with an annual increase in the media cost beginning in the seventh
year. However, our revenues may fluctuate significantly from period to period as a result of, among others,
seasonality, customer loyalty, competition and changes in regulations. If our revenues decrease in a given period, we
may be unable to reduce our cost of revenues as a significant portion of our cost of revenues is fixed, which could
materially and adversely affect our results of operations and result in a net loss in the period.

If we are required to impair our goodwill or other amortizable intangible assets, our financial condition and results
of operations would be adversely affected.

As of December 31, 2009, we had goodwill and amortizable intangible assets of US$120.5 million, arising from
our acquisitions of six advertising agency businesses in 2008. In 2010, we further recorded goodwill of
US$28.1 million as a result of contingent consideration resolved for our acquisitions of the six advertising agency
businesses in 2008. Also, in January 2010, after we completed our acquisition of Digital Media Group Company
Limited, or Digital Media Group, we recorded additional goodwill and intangible assets totaling US$180.6 million. In
2011, we expect to record additional goodwill in connection with our acquisitions of those six advertising agency
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businesses as a result of contingent consideration resolved. We are required under U.S. GAAP to review our
amortizable intangible assets for impairment when events or changes in circumstances indicate the carrying value may
not be recoverable. Goodwill is required to be tested for impairment annually or more frequently if facts and
circumstances warrant a review. Factors that may be considered a change in circumstances indicating that the carrying
value of goodwill and our amortizable intangible assets may not be recoverable, such as a decline of growth in our
industry, may have an adverse impact on the operating result of the acquired businesses. We evaluate the amounts of
the goodwill and amortizable intangible assets for impairment based on the forecasts of financial performances of the
acquired businesses which in turn are based on various assumptions. See Item 5. Operating and Financial Review and
Prospects Operating Results ~ Critical Accounting Policies Goodwill and Intangible Assets. We recorded an
impairment charge of US$89.1 million in the second quarter of 2010 against the goodwill and intangible assets in
connection with three of the six agencies we acquired in 2008 due to significant decline in demand from certain key
customers managed by these three agencies as a result of the change in relevant regulations in the PRC in 2010 (please
see Item 4. Information on the Company B. Business Overview Regulation Regulations on the Advertising Industry
Advertising content on page 48 for the details of the Administrative Measures on Radio and Television Advertisement
Broadcasting issued by the SARFT and effective on January 1, 2010). We further recorded an impairment charge of
$56.6 million in the fourth quarter of 2010 against the goodwill and intangible assets arising from our acquisition of
Digital Media Group due to the poorer than expected performance of the Digital Media Group reporting unit. In
addition, we believed that there was false, deceptive and misleading information concerning Digital Media Group s
financial condition and performance provided by the former management and selling shareholders of Digital Media
Group, and as a result, we launched a lawsuit against the selling shareholders of Digital Media Group in
December 2010. As we have a limited operating history upon which we can use to forecast the financial performances
of these acquired businesses, any further adverse change in the regulatory environment or the assumptions underlying
the forecasts may result in additional impairment charges to be recorded in our consolidated statement of operations,
which will cause a decrease in the net income attributable to our shareholders or an increase in the net loss attributable
to our shareholders, and cause the carrying value of our goodwill and amortizable intangible assets to be reduced to
the recoverable amounts.

7
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If PRC regulators order one or more of our local operating partners to stop their mobile digital television
operations due to violations of applicable regulations, our operations would be harmed and our financial condition
and results of operations would be materially and adversely affected.

On March 27, 2006, the PRC State Administration of Radio, Film and Television, or SARFT, promulgated the
Notice Concerning Experimental Mobile Digital Television, or the March 2006 Notice. The March 2006 Notice
regulates experimental mobile digital television operations and primarily contains the following provisions:

no experimental mobile digital television operations shall be conducted without approval of SARFT;

no formal operation of mobile digital television shall be conducted before the establishment and adoption of
national standards for mobile digital television;

after the adoption of the national digital mobile television standards, all mobile digital television operations
must comply with such national standards; and

existing mobile television network operations must apply for SARFT approval before April 30, 2006, and must
stop operating as of June 15, 2006 if they fail to submit their applications by April 30, 2006 or their
applications are disapproved by SARFT.

These regulations apply directly to our local mobile digital television operating partners because they operate
mobile digital television networks, and SARFT and its local branches have the authority to order any mobile digital
television operators who have violated the March 2006 Notice or other applicable laws to stop operating their mobile
digital television networks. In addition, SARFT issued a notice regarding strengthening the administration of public
audio/visual media on public transportation vehicles and in public buildings on December 6, 2007.

SARFT or its local branches may order any of our local operating partners to stop their operations. If any of our
local operating partners are ordered to stop their mobile digital television operations, we may not be able to continue
our advertising business in the affected city through other media or channels at acceptable costs, or at all. In that case,
our business, financial condition and results of operations would be materially and adversely affected.

Our local operating partners may be ordered to stop their operation of mobile digital television operations for
incomplete application for SARFT approval, which may materially and adversely affect our advertising business in
the affected cities.

According to the notices issued by SARFT in March 2006 and December 2007, companies that broadcast programs
on audio/visual media located on public transportation vehicles and in public buildings using television, internet or
other broadcasting technology must apply for SARFT approval by the end of April 2006, and companies failing to
complete the procedure may be ordered to cease network operation.

To date, our local mobile digital television operating partners in Shenzhen, Beijing, Zhengzhou, Guangzhou,
Ningbo and Shenyang (i.e., Shenzhen Mobile Television Co., Ltd., Beijing Beiguang Media Mobile Television Co.,
Ltd., Henan Cable China Mobile Television Company Limited, Guangzhou Pearl River Mobile Multimedia
Television Co., Ltd., Ningbo China Mobile Television Development Co., Ltd. and Liaoning Beidou Xingkong Digital
Television Media Co., Ltd.) have obtained SARFT approvals for operating mobile digital television networks in these
cities. Our local mobile digital television operating partners in Changzhou and Dalian (i.e., Changzhou Television
Station and Dalian Television Station) submitted their applications to SARFT after April 30, 2006. Our local mobile
digital television operating partners in cities other than those mentioned above submitted applications to SARFT
before April 30, 2006 as required under the March 2006 Notice, and none of the applications has been rejected by
SARFT as of the date hereof. In aggregate, approximately 44% of our revenues in 2010 were attributable to the cities
where our local operating partners have not obtained the SARFT approvals.

Our PRC legal counsel has advised us that, since the mobile digital television industry is relatively new in China,
there are significant uncertainties regarding the implementation and interpretation of the laws, rules and regulations
applicable to mobile digital television operations, including the March 2006 and December 2007 Notices. Moreover,
the mobile digital television industry is encouraged under the Eleventh Five-Year Plan (2006 2010) of the PRC
government. Furthermore, our local mobile digital television operating partners in such cities (except in Changzhou
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and Dalian) submitted applications to SARFT before April 30, 2006 as required under the March 2006 Notice and
none of the applications has been rejected by SARFT. Therefore, our PRC legal counsel has advised us that it believes
that there is no substantial or material risk that the operations of local mobile digital television networks in these cities
will be ordered to stop operations.

However, we cannot assure you that SARFT or its local branches will not order any of our local operating partners
to stop their operations. If any of our local operating partners are ordered to stop their mobile digital television
operations for incomplete application of the SARFT approval, we may not be able to continue our advertising
business in the affected city through other media or channels at acceptable costs, or at all. In that case, our advertising
business, financial condition and results of operations would be materially and adversely affected.

We may be subject to, and may expend significant resources in defending against, government actions and civil
suits based on the content and services we provide through our mobile digital television advertising network.

PRC advertising laws and regulations require advertisers, advertising operators and advertising distributors,
including businesses such as ours and our local operating partners , to ensure that the content of the advertisements
they prepare or distribute is fair, accurate and in full compliance with applicable laws, rules and regulations. Violation
of these laws, rules or regulations may result in penalties, including fines, confiscation of advertising fees, orders to
cease dissemination of the advertisements and orders to publish an advertisement correcting the misleading
information. In circumstances involving serious violations, the PRC government may revoke a violator s license for its

advertising business operations.
8
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As an operator of an advertising medium, we are obligated under PRC laws, rules and regulations to monitor the
advertising content aired on our network or supplemental subway advertising platform for compliance with applicable
laws. Although the advertisements shown on our network generally have previously been broadcast over public
television networks and have been subjected to internal review and verification by these broadcasters, we are required
to separately and independently review and verify these advertisements for content compliance before displaying these
advertisements. In addition, for advertising content related to special types of products and services, such as alcohol,
cosmetics, pharmaceuticals and medical procedures, we are required to confirm that the advertisers have obtained
requisite government approvals including the advertisers operating qualifications, proof of quality inspection of the
advertised products, government pre-approval of the contents of the advertisement and filing with the local authorities.
We employ, and our local direct investment entities are required by the applicable PRC laws, rules and regulations to
employ, qualified advertising inspectors who are trained to review advertising content for compliance with applicable
PRC laws, rules and regulations. We endeavor to comply with such requirements, including by requesting relevant
documents from the advertisers. Our reputation will be tarnished and our results of operations may be adversely
affected if advertisements shown on our mobile digital television advertising network or supplemental subway
advertising platform are provided to us by our advertising clients in violation of relevant PRC content laws and
regulations, or if the supporting documentation and government approvals provided to us by our advertising clients in
connection with such advertising content are not complete, or if the advertisements that our local operating partners
have broadcast on our network have not received required approvals from the relevant local supervisory bodies, or if
the advertisements are not content compliant.

All forms of outdoor advertisements must be registered before dissemination with the local branches of the State
Administration of Industry and Commerce, or SAIC, which regulates advertising companies, and advertising
distributors are required to submit a registration application form as well as the content of the advertisement to the
local SAIC branch in order to receive an advertising registration certificate. The applicable PRC laws and regulations
are not clear as to whether advertising on public transportation systems or other out-of-home locations would be
considered outdoor advertising. In practice, local SAIC branches have discretion in determining whether such
advertising constitutes outdoor advertising which would require registration with the relevant local SAIC branch.
Local SAIC branches in different regions of the PRC may reach different conclusions with respect to this issue and
such conclusions may also be subject to further revisions or amendments. All of our local operating partners are
affiliates or subsidiaries of state-owned television stations operating under SARFT, and the senior management of the
state-owned television stations consists of appointed government officials. The competent government authority
grants state-owned television stations the authority to review and approve the broadcasting advertisements. These
state-owned television stations have confirmed that advertisements can be broadcast on mobile digital television
without being classified as outdoor advertising. We and each of our local operating partners do not believe that
advertising activity on public transportation constitutes outdoor advertising and therefore do not believe that
registration with the SAIC is necessary. None of our local operating partners or direct investment entities has renewed
or completed the outdoor advertising registration, and as of December 31, 2010, none of our local operating partners
or direct investment entities was required by the local SAIC to apply for such registration or was fined or penalized
for failing to complete such registration. Furthermore, none of our local operating partners expect the SAIC to levy
any fines or sanctions in the future. Our local operating partners have expressed to us their willingness to fully comply
with all relevant rules and regulations, including registering with the SAIC, and we therefore believe our local
operating partners will be able to apply for the appropriate registrations in the event that the SAIC or the competent
government authority determines that such registrations are required. As a precaution to cope with such legal
uncertainty, our direct investment entities in Harbin and Zhengzhou had completed the required registrations, but
these registrations have already expired in 2008. Currently, our local operating partners have advised us that they do
not believe such registrations are necessary, and none of our local operating partners are planning to submit
registration applications to the SAIC. If advertising on public transportation systems or other out-of-home locations is
determined by a local SAIC branch to be outdoor advertising and a registration is not effected as required by the local
SAIC branch, our local operating partner or direct investment entity in the jurisdiction city of the local SAIC branch
would be subject to a fine and may be ordered to stop disseminating the advertisements and as a result, our business in
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that city would be materially and adversely affected, which may have a material and adverse effect in our overall
business.

Moreover, civil claims may be filed against us for fraud, defamation, subversion, negligence, copyright or
trademark infringement or other violations due to the nature and content of the information displayed on our
advertising network. If viewers find the content displayed on our advertising network to be offensive, bus and subway
companies that display our content on their buses and subway platforms may seek to hold us responsible for any
claims by their passengers or they may terminate their relationships with us.

In addition, if the security of the broadcasting network we use to send our signals is breached despite the efforts of
our local operating partners to ensure the security of the content management system, and unauthorized images, text or
audio sounds are displayed on our advertising network, viewers or the PRC government may find these images, text or
audio sounds to be offensive, which may subject us to civil liability or government censure. Any such event may also
damage our reputation. If our advertising viewers do not believe our content is reliable or secure, our business model
may become less appealing to viewers in China and our advertising clients may be unwilling to place advertisements
on our advertising network.

Our local operating partner s incomplete application, refusal to register and non-compliance with PRC
registration may cause our operations, financial condition and results of operations be materially and adversely
affected.

All forms of outdoor advertisements must be registered before dissemination with the local branches of the State
Administration of Industry and Commerce, or SAIC, which regulates advertising companies, and advertising
distributors are required to submit a registration application form as well as the content of the advertisement to the
local SAIC branch in order to receive an advertising registration certificate. The applicable PRC laws and regulations
are not clear as to whether advertising on public transportation systems or other out-of-home locations would be
considered outdoor advertising . In practice, local SAIC branches have discretion in determining whether such
advertising constitutes outdoor advertising which would require registration with the relevant local SAIC branch.
Local SAIC branches in different regions of the PRC may reach different conclusions with respect to this issue and
such conclusions may also be subject to further revisions or amendments. All of our local operating partners are
affiliates or subsidiaries of state-owned television stations operating under SARFT, and the senior management of the
state-owned television stations consists of appointed government officials. The competent government authority
grants state-owned television stations the authority to review and approve the broadcasting advertisements. These
state-owned television stations have confirmed that advertisements can be broadcast on mobile digital television
without being classified as outdoor advertising. We and each of our local operating partners do not believe that
advertising activity on public transportation constitutes outdoor advertising and therefore do not believe that
registration with the SAIC is necessary. All of the existing SAIC registrations by our local operating partners have
already expired in 2008. As a result, 99.4% of our revenues in 2008 and 100% of our revenues in 2009 and 2010 were
derived from cities where our local operating partners do not have an advertising registration certificate from the
SAIC. Therefore, substantially all of our revenues would be impacted in case of a regulatory enforcement action by
SAIC. None of our local operating partners or direct investment entities has renewed or completed the outdoor
advertising registration, and as of December 31, 2010, none of our local operating partners or direct investment
entities was required by the local SAIC to apply for such registration or was fined or penalized for failing to complete
such registration. Furthermore, none of our local operating partners expect the SAIC to levy any fines or sanctions in
the future. Our exclusive agency agreements with each of our local operating partners or our joint venture agreements
with our local operating partners require them to comply with all relevant laws and regulations, which includes
obtaining any approvals necessary to legally provide advertising time to us. Our local operating partners have
expressed to us their willingness to fully comply with all relevant PRC rules and regulations during our conversations
with them. Although no written assurances have been provided, our local operating partners have orally expressed
their willingness to register with the SAIC in the event that the SAIC or the competent government authority
determines that such registrations are required. If advertising on public transportation systems or other out-of-home
locations is determined by a local SAIC branch to be outdoor advertising, it will take SAIC as long as seven working
days to review and approve an outdoor advertising registration after its acceptance of application filed by our local
operating partner or direct investment entity. And if a registration is not effected as required by the local SAIC branch,
our local operating partner or direct investment entity in the jurisdiction city of the local SAIC branch would be
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subject to a fine up to RMB 30,000, confiscation of advertising fees and may be ordered to stop disseminating the
advertisements. As a result, our business in that city would be materially and adversely affected, which may have a
material and adverse effect on our overall business.
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If SARFT determines that the regulations on radio and television advertising operation are applicable to
advertising on mobile digital television or establishes similar regulations for mobile digital television, our business
and prospects could be harmed.

SARFT promulgated Interim Measures of Administration of Advertisement Broadcasting of Radio and Television
in 2003 that became effective on January 1, 2004. This regulation is applicable to advertisement broadcasting on all
radio and television stations and channels. This regulation contains a number of restrictions, including that the total
advertising time of a radio or television station or channel shall not be greater than 20% of its total broadcasting time
each day. On average, we sold 6.47 and 6.75 advertising minutes per broadcasting hour, which represented
approximately 11% and 11% of total broadcasting time each day for the years ended December 31, 2009 and 2010,
respectively. However, there is some uncertainty because as of December 31, 2010, there have been no SARFT
actions, pronouncements of guidance or statements to the effect of determining that the regulation referenced above is
applicable to the mobile digital televisions industry or promulgation of new rules that are similar to this regulation to
regulate or restrict the advertising time digital television networks, nor have there been any plans for future action. In
this sense, our future revenues could be significantly impacted by an enforcement action by SARFT for the above
regulation on the mobile digital television industry. Our PRC counsel has advised us that the provisions of this
regulation restricting advertising time are only applicable to traditional radio and television broadcasting and that as of
the date hereof, SARFT has not indicated that this regulation shall apply to mobile digital television. In addition, all of
our local operating partners are affiliates or subsidiaries of state-owned television stations operating under SARFT,
and the senior management of the state-owned television stations consists of appointed government officials. The
competent government authority grants state-owned television stations the authority to review and approve the
broadcasting advertisements. These state-owned television stations have orally confirmed that the foregoing
restrictions on the total advertising time of a radio or television station or channel advertisements are not applicable to
advertising on mobile digital television when we entered into media contracts with them. As a result, we believe that
this regulation is not applicable to the mobile digital television industry. However, SARFT may determine that this
regulation is applicable to the mobile digital television industry or promulgate new rules that are similar to this
regulation to regulate or restrict the advertising time of mobile digital television networks. Even though our PRC legal
counsel has advised that under the relevant PRC laws and regulations, we are able to enforce these media contracts
against our state-owned local operating partners and there is no limitation on the enforceability of these media
contracts, if any of the foregoing regulatory enforcement actions occurs, the total advertising time on our network will
be limited. As the annual increase of our media costs is already fixed under our media contracts and the contracts do
not contain any provisions to decrease the media costs in the event that the total advertising time on the network of
local operating partners is limited, a regulatory limitation on the number of advertising minutes would limit our
potential revenues, while our media costs continue to increase. Our business, advertising service revenue and
operating results could therefore be materially and adversely affected.

Our failure to maintain relationships with local television stations or local mobile digital television companies
would harm our business and prospects.

Our ability to generate revenues from advertising sales depends largely upon our ability to air advertisements on
large mobile digital television networks on mass transportation systems in cities. This, in turn, requires that we
develop and maintain business relationships with local television stations, local mobile digital television companies,
local governments, and mass transportation services through which we obtain programming, broadcasting and space
for our mobile digital television advertising networks. As of December 31, 2010, we provided advertising services
through our network and supplemental subway advertising platform with approximately 137,395 digital displays in 23
cities in China. We have entered into exclusive advertising agency arrangements in 20 cities and direct investment
arrangements in 12 cities in China. Also, as of May 31, 2011, our mobile digital television advertising network and
supplemental subway advertising platform covered 21 cities in China. We cannot assure you that we can maintain
these relationships on satisfactory terms, or at all. Our local operating partners may unilaterally terminate our
agreements with them before the expiration of these agreements if there are events of force majeure or if we have
breached the agreements. For example, our agreement with our local operating partner in Beijing requires us to install
digital television displays in new buses pursuant to the terms of the agreement between our local operating partner in
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Beijing and the local bus company in Beijing. If we fail to perform our contractual obligations, we will be in breach of
our agreement and our local operating partner may unilaterally terminate our agreement. If we fail to maintain
relationships with our local operating partners, advertisers may find advertising on our network unattractive and may
not purchase advertising time from us, which would cause our revenues to decline and our business and prospects to
deteriorate.

We do not completely control the operations of our direct investment entities; any dispute with the local television
stations could harm our business.

We operate in 11 cities through direct investment entities formed with the local television stations. PRC law
provides that the television stations or entities controlled by them must own no less than 51% of the equity interests in
any mobile digital television operating company. We own a 49% equity interest in those direct investment entities,
except the direct investment entity in Shenzhen in which we own a 25% equity interest and the direct investment
entity in Wuxi in which we own a 14% equity interest. Eight out of 11 of our direct investment agreements provide
that we have the right to appoint the general manager of the direct investment entity, who will be in charge of the
day-to- day operations of the direct investment entity. The right to appoint the general manager is subject to
confirmation by the direct investment entity. Our local operating partners, the local television stations including
Chengdu Television Station, Shenzhen Media Group, Jilin Television Station, Haerbin Television Station, Dalian
Television Station, Henan Cable Television Network Group Co., Ltd., Hubei Broadcast and Television General
Station, Wuxi Broadcast and Television Group, Suzhou Broadcast and Television General Station, Changzhou
Television Station and Ningbo Broadcast and Television Group, control the broadcasting and are responsible for
compliance matters. We cannot assure you that disputes will not arise between us and our local operating partners, and
that any such disputes will be resolved in our favor. Further, our interests and the interests of our local operating
partners may be different. In some cases, we may have to rely on court proceedings to resolve the disputes between us
and our local operating partners. Any litigation will divert our resources and may result in a judgment against us. If
any dispute between us and our local operating partners arises, our business operations could be harmed, and our
financial condition and results of operations could be materially and adversely affected.
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Our failure or our local operating partners failure to maintain existing relationships or develop new relationships
with local bus companies or subway companies would harm our business and prospects.

In most of the cities where we operate, our business relationships with local bus companies or other selected
operations are secured and provided by our local operating partners or our direct investment entities. Our operations
on the supplemental subway advertising platform in Guangzhou, Beijing, Tianjin, Changqing, Nanjing, Hong Kong
and Shenzhen are secured by our agreements with the subway companies in these seven cities, respectively. However,
we cannot assure you that we and our local operating partners can maintain these relationships with the local bus
companies or subway companies on satisfactory terms, or at all, or that the local bus companies or subway companies
will not terminate these relationships before their expiration. If we or our local operating partners fail to maintain
these relationships, advertisers may find advertising on our network unattractive and may not purchase advertising
time from us, which would cause our revenues to decline and our business and prospects to deteriorate.

A significant portion of the mobile digital television networks of our direct investment entities and the digital
television broadcasting infrastructure of our local operating partners currently do not meet the newly adopted PRC
national standards for mobile digital television operations. We will be required to spend significant capital and
other resources to convert the digital television broadcasting infrastructure of our local operating partners to these
national standards, which could materially and adversely affect our business, financial condition and results of
operations.

Our local operating partners have adopted three different digital television technology standards in operating their
networks. In addition, our direct investment entities have installed digital television receivers based on the technology
standards our local operating partners have adopted. The National Standard of Frame Structure and Channel Code and
Modulation of Digital Television Ground Broadcasting Transmission System, or the National Standard, was approved
by the Standardization Administration of the PRC on August 18, 2006, and became effective on August 1, 2007. On
March 27, 2006, SARFT promulgated the Notice Concerning Experimental Mobile Digital Television, or the
March 2006 Notice, which required all of our local operating partners must adopt the National Standard for their
mobile digital television operations. In addition, the SARFT has issued a notice to require some of our local operating
partners and direct investment entities to complete the adoption of the National Standard by June 30, 2010. Our PRC
counsel advises that while SARFT has promulgated the foregoing timeline for conversion to the National Standard, as
of December 31, 2010 SARFT has not assessed any fines or penalties related to non-compliance with the National
Standard. As of May 31, 2011, the mobile digital television network of our direct investment entities and the digital
television broadcasting infrastructure of our local operating partners in 11 cities (Chengdu China Digital Mobile
Television Co., Ltd., Wuxi Guangtong Digital Mobile Television Co., Ltd., Ningbo China Mobile Television
Development Co., Ltd., Dalian Mobile Digital Television Co., Ltd., Hubei China Mobile Television Co., Ltd.,
Liaoning Beidou Xingkong Digital Television Media Co., Ltd., Tianjin North Mobile Multimedia Television Co.,
Ltd., Xiamen Radio and Television Digital Media Co., Ltd., Suzhou China Mobile Television Co., Ltd., Changzhou
China Mobile Television Company Limited, and Haerbin China Mobile Television Company Limited) have been
converted to the National Standard, but those in another nine cities (Beijing Beiguang Media Mobile Television Co.,
Ltd., Beijing Beiguang Metro Media Co., Ltd., Shenzhen Mobile Television Co., Ltd., Guangzhou Pearl River Mobile
Multimedia Television Co., Ltd., Nanjing Guangdian Mobile Television Development Co., Ltd., Shanghai Metro
Television Company Limited, Changsha Guangdian Digital Mobile Television Co., Ltd., Shanxi Dazhong Mobile
Television Co., Ltd., Henan Cable China Mobile Television Company Limited and Jilin Mobile Television Co., Ltd.)
have not yet completed the conversion and do not meet the requirements of the National Standard. As of May 31,
2011, our local operating partners in the nine cities have not begun the conversion process, and we and our local
operating partners estimate that the conversion process will take no more than two years to complete once the
conversion process begins. The actual amount of time required for the conversion process in any given city depends
on a number of factors, including the size of the mobile digital television network in that city, the equipment currently
used, the resources available for the conversion and the schedule for replacing the equipment. Our direct investment
entities (Henan Cable China Mobile Television Company Limited and Jilin Mobile Television Co., Ltd.) and our local
operating partners (Beijing Beiguang Media Mobile Television Co., Ltd, Beijing Beiguang Metro Media Co., Ltd.,
Shenzhen Mobile Television Co., Ltd., Guangzhou Pearl River Mobile Multimedia Television Co., Ltd., Shanghai
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Metro Television Company Limited, Nanjing Guangdian Mobile Television Development Co., Ltd., Changsha
Guangdian Digital Mobile Television Co., Ltd. and Shanxi Dazhong Mobile Television Co., Ltd.) will be required to
spend significant capital and other resources, including on new equipment, to convert their digital television
broadcasting infrastructure to the National Standard. Two of our local operating partners, Shenzhen Mobile Television
Co., Ltd. and Guangzhou Pearl River Mobile Multimedia Television Co., Ltd., advised us the conversion process
would start in second half of 2011. Under our exclusive advertising agency agreements, we are responsible for a
portion of such expenditures in five of the nine remaining cities. The total cost of converting the equipment to the
National Standard in these five cities (Beijing, Guangzhou, Nanjing, Changchun and Zhengzhou) is not expected to
exceed RMB13 million. However, we and our local operating partners have not yet determined the allocation of the
conversion expenses for all the nine remaining cities. Furthermore, the installation of new technology and equipment
could cause disruptions to our programming, which in turn may adversely affect our reputation and business. If our
local operating partners and direct investment entities do not complete the adoption of the National Standard in a
timely manner or at all, or if such adoption requires substantial capital expenditures or other resources, our business,
financial condition and results of operations would be materially and adversely affected.

In certain cities, we may be required to obtain approvals in order to continue including non-advertising content in
our programs that are transmitted through closed circuit networks. If we are unable to continue to include
non-advertising content in our programs, our business and prospects could be adversely affected.

On December 6, 2007, the SARFT, issued the Circular regarding Strengthening the Management of Public
Audio-Video in Automobiles, Buildings and Other Public Areas, or the SARFT Circular. Under the SARFT Circular,
the display of audio-video programs, such as television news, films and television shows, sports, technology and
entertainment, through public audio-video systems located in outdoor public systems, including automobiles, airports
and bus and train stations, must be approved by the SARFT. While the SARFT Circular is not applicable to
audio-video transmitted through digital broadcast technology, it is applicable to audio-video transmitted through
closed circuit networks. As a result, we may be required to obtain approvals for certain of our supplemental subway
advertising operations. These supplemental subway advertising operations transmit programming through closed
video networks rather than digital broadcast technology and include Beijing (Line 4), Tianjin, Shenzhen (Lines 1, 2, 4
and 5), Nanjing (Line 2 and the southern extended line for Line 1) and Chongqing.
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We intend to obtain the required approvals for our non-advertising content for the programming in these
operations. However, the relevant government authority in China has not promulgated any implementation rules on
the procedure for applying for the requisite approvals. We cannot assure you that we will obtain such approvals as
required by the SARFT Circular in a timely manner or at all. If we do not obtain the requisite approvals, we may be
required to eliminate part or all of the non-advertising content from programming transmitted through closed circuit
networks on our supplemental subway platforms. As a result, we may not be able to capture the attention of our target
audience due to the lack of non-advertising content, which could make our advertising network on these supplemental
subway platforms less attractive, and consequently have an adverse effect on our business and prospects.

We operate in the advertising industry, which is particularly sensitive to changes in economic conditions and
advertising trends.

Demand for advertising time on our network and supplemental subway advertising platform, and the resulting
advertising spending by our clients, are particularly sensitive to changes in general economic conditions. For example,
advertising expenditures typically decrease during periods of economic downturn. Advertisers may reduce the money
they spend to advertise on our network and supplemental subway advertising platform for a number of reasons,
including:

a general decline in economic conditions;

a decline in economic conditions in the particular cities where we conduct business;
a decision to shift advertising expenditures to other available advertising media; and

a decline in advertising spending in general.

A decrease in demand for advertising media in general, and for our advertising services in particular, would
materially and adversely affect our ability to generate revenues, and have a material and adverse effect on our
financial condition and results of operations.

If advertisers or the viewing public do not accept, or lose interest in, our mobile digital television advertising
network, our revenues may be negatively affected and our business may not expand or be successful.

The mobile digital television advertising market in China is relatively new and its potential is uncertain. We
compete for advertising revenues with many forms of more established advertising media. Our success depends on the
acceptance of our mobile digital television advertising network by advertisers and their continuing interest in this
medium as part of their advertising strategies. Our success also depends on the viewing public s continued
receptiveness towards our mobile digital television advertising model. Advertisers may elect not to use our services if
they believe that viewers are not receptive to our network or that our network does not provide sufficient value as an
effective advertising medium. Likewise, if viewers find some element of our network, such as the audio feature of
monitors, to be disruptive or intrusive, mass transportation companies may decide not to install our digital displays,
and advertisers may view our network as a less attractive advertising medium compared to other alternatives. In these
events, advertisers may reduce their spending on our network. If a substantial number of advertisers lose interest in
advertising on our network for these or other reasons, we will be unable to generate sufficient revenues and cash flows
to operate our business, and our financial condition and results of operations would be materially and adversely
affected.

The process of developing a relationship with a local television station or its mobile digital television operating
company, and then installing digital displays on the mass transportation systems can be time- consuming and
requires us to commit a substantial amount of resources, from which we may be unable to recognize the anticipated
benefits.
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Our success depends largely on our ability to establish relationships with local television stations and mass
transportation companies. Before expanding into a new city, we identify cities that have been or are planning to
launch digital mobile television operations, collect data and analyze the development status indicators such as
economic status, consumer patterns, potential market size for advertising, development of mass transportation systems
(including bus and subway) and mobile digital television networks, population and the percentage of the population
that takes public transportation in those cities. We also evaluate the commercial potential and our estimated revenue.
In some cases, we actively pursue cooperation activities with television stations or mobile television operators based
on the market research, while in other cases we are contacted by those operators who have an interest in cooperating
with us. The process of establishing these relationships can be lengthy as mobile digital television is a relatively new
form of media and we often need to convince counterparties of the benefits of establishing a mobile digital television
network on mass transportation systems. We may be required to commit substantial resources, including but not
limited to the time and effort spent by our senior management (such as our chief executive officer and chief
development officer) and staff from our media development department, research work and feasibility analyses and
other expenses incurred during this process, such as travelling. Despite our best efforts, counterparties may ultimately
decide not to establish a mobile digital television network or may choose to not work together with us. If these
counterparties do not accept a mobile digital television network as an effective medium on mass transportation
vehicles, we may not be able to grow our business or our revenues.

Once a mass transportation company agrees to install our mobile digital television displays on their buses or other
vehicles, we must invest substantial time and resources to install digital television displays before we receive any
revenues from such efforts. Such investments typically include the purchase and the installation of digital television
displays, or expenses relating to the acquisition of interests in the local direct investment entities. We may experience
increased distribution and operations costs during and/or after deployment. We may also experience delays in revenue
generation, if any, due to deployment delays or difficulties in selling advertising time to new or current advertisers to
be aired on these buses and other mass transportation vehicles. We may be unable to generate sufficient revenues from
advertising packages on these buses and other mass transportation vehicles to offset the related costs.

Defects in the local mobile digital television networks, which we rely on to conduct our advertising operations,
could result in a loss of advertisers and audience and unexpected expenses.

Our advertising operations rely on the combination of the broadcasting network infrastructure of the local
television stations and digital television displays. This combined infrastructure is complex and must meet stringent
quality and reliability requirements. Due to the complexity of this infrastructure and the impracticability of testing all
possible operating scenarios prior to implementation, certain errors or defects may not be detectable. The existence of
errors or defects in this combined infrastructure may result in loss of, or delay in, acceptance of our advertising
services by advertisers and public viewers. In addition, mass transportation companies could cancel their
arrangements with our direct investment entities or our local operating partners if their respective networks experience
sustained downtime. Any errors or defects in the local mobile digital television networks which we use to conduct our
advertising operations could damage our reputation, result in revenue loss, divert development resources and increase
service and support costs and warranty claims.

When our local mobile digital television advertising networks reach saturation in the cities where we operate, we
may be unable to grow our revenue base or satisfy all of our advertisers needs, which could hamper our ability to
generate higher levels of revenues over time.

Air time allocated to programming and advertising on our mobile digital television network is generally provided
in the agreements with our local operating partners. In cities where demand for time by advertisers is high, such as
Beijing, Shenzhen and Nanjing, our local mobile digital television networks may reach saturation, meaning we cannot
sell additional advertising time without further increasing the proportion of advertisements to programs. If our local
networks reach saturation in any particular city, we will be forced to request additional advertising time from our local
operating partners or increase our advertising rates to increase our revenues. However, we cannot assure you that our
local operating partners will grant our requests, and advertisers may be unwilling to accept rate increases or a decrease
in the amount of programming, which in turn may decrease the attentiveness of the audience to their advertisements.
If we are unable to increase the length of advertising time on our network or the rates for advertising time in saturated
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cities, we may be unable to generate higher levels of revenues over time.
If we fail to attract advertisers to our network, we would be unable to maintain or increase our advertising prices,
which would negatively affect our ability to grow revenues.

The actual prices we can charge advertisers for time on our mobile digital television network and supplemental
subway advertising platform depend on the size and quality of our networks and the demand by advertisers for
advertising time. Advertisers choose to advertise on our advertising network in part based on the size of the network
and the desirability of the cities where we operate. If we fail to maintain or increase the number of cities, diversify
advertising channels in our network, or solidify our brand name and reputation as a quality provider of advertising
services, advertisers may be unwilling to purchase time on our network or to pay the advertising fees we require to
remain profitable. Any significant decrease in demand could cause us to lower the prices we charge for advertising
time on our network and could negatively affect our ability to increase revenues in the future.
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We generally do not have exclusive or long-term agreements with our advertising clients and we may lose their
engagement if they are not satisfied with our services or for other reasons.

As is customary in the advertising industry in China, we generally do not have exclusive or long-term agreements
with our advertising clients. A majority of our agreements with our advertising clients have a term of less than a year.
As a result, we must rely on high-quality services, industry reputation, our network size and coverage and favorable
pricing to attract and retain advertising clients. There is no assurance, however, that we will be able to maintain our
relationships with current and/or future clients. In particular, we derive a substantial percentage of our revenues from a
small number of advertising clients. For example, our top ten advertising clients in the aggregate accounted for 30.4%
of our total revenues for the year ended December 31, 2010. These and our other advertising clients may elect to
terminate their relationships with us if they are not satisfied with our services. We have lost client accounts in the past
and may lose client accounts in the future. If a substantial number of our advertising clients choose not to continue to
purchase advertising time from us, we would be unable to generate sufficient revenues and cash flows to operate our
business, and our results of operations and financial condition would be materially and adversely affected.

We face significant competition, and if we do not compete successfully against new and existing competitors, we
may lose our market share, and our profitability may be adversely affected.

We compete with other mobile digital television advertising companies and other new media advertising
companies in China. We compete for advertising clients primarily on the basis of network size and coverage, location,
price, range of services and brand name. We also face competition from other mobile digital television advertising
network operators for access to the most desirable cities and mass transportation systems in China. Our major
competitors include other companies that operate out-of-home advertising media networks such as Focus Media
Holding Limited, AirMedia Group Inc., Towona Mobile Digital Co., Ltd. and Bus Online Media Co., Ltd. We also
compete for overall advertising spending with other advertising media, such as television, mass transportation posters,
billboards, newspapers, radio, magazines and the Internet. Some of our competitors operate digital television
advertising networks installed on mass transportation systems primarily playing prerecorded content saved on
compact flash cards or DVDs.

Many smaller mobile digital television companies operate in cities outside of our network pursuant to exclusive
agreements, and we expect to encounter barriers-to-entry as we attempt to expand our network into these cities. For
example, in Shanghai, Shanghai Oriental Pearl Mobile Television Inc. operates the largest mobile digital television
advertising network using broadcasting technology. As a result, we face barriers- to-entry to expand our network on
the bus platform in Shanghai. In addition, we will face barriers-to-entry as we attempt to expand our out-of- home
advertising network to different media platforms, such as in-building displays or large outdoor LED displays, because
other companies have already signed exclusive placement agreements to secure the most desirable locations.

Further, we may also face competition from new entrants into the mobile digital television advertising sector. As is
customary in the advertising industry, we generally do not have exclusive arrangements with our advertising clients
and we do not have exclusive arrangements with the local operating partners in a number of cities in which we
operate. Therefore, we cannot assure you that we will succeed in gaining a greater market share or maintain our
market share. In addition, since December 10, 2005, wholly foreign-owned advertising companies have been allowed
to operate in China, which may expose us to increased competition from international advertising media companies
attracted to opportunities in China.

Increased competition could reduce our operating margins and profitability and result in a loss of market share.
Some of our existing and potential competitors may have competitive advantages, such as significantly greater
financial, marketing or other resources, and others may successfully mimic and adopt our business model. Moreover,
increased competition will provide advertisers with a wider range of media and advertising service alternatives, which
could lead to lower prices and decreased revenues, gross margins and profits. We cannot assure you that we will be
able to successfully compete against new or existing competitors.
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Several major cities in China have accounted, and will continue to account, for a substantial majority of our
revenues. Our business and financial conditions are particularly subject to general economic conditions and the
relationships with our local operating partners in these cities.

A substantial majority of our revenues are currently generated from our operations in the four major cities in
China: Beijing, Shanghai, Guangzhou and Shenzhen. Our revenues in Beijing, Guangzhou and Shenzhen in the
aggregate accounted for 63.1% and 62.9% of our total advertising service revenue in 2008, and 2009, respectively.
Following the completion of our acquisition of Digital Media Group, we expanded our network to the subway
platform in Shanghai and additional subway lines in Beijing and Shenzhen, and these four major cities in the
aggregate accounted for 65.8% of our total advertising service revenue in 2010. We expect to generate a substantial
portion of our revenues from these four cities in the future. If any of these cities experiences an event negatively
affecting its mobile digital television advertising industry, such as a serious economic downturn, a decline in the use
of mass transportation systems, changes in government policy, a natural disaster or changes in advertising preferences,
our mobile digital television network, our supplemental subway advertising platform and our ability to generate
adequate cash flow would be materially and adversely affected. In addition, if we fail to maintain our relationships
with the local operating partners in these cities (i.e., Beijing Beiguang Media Mobile Television Co., Ltd, Beijing
Beiguang Metro Media Co., Ltd., Shenzhen Mobile Television Co., Ltd., Guangzhou Pearl River Mobile Multimedia
Television Co., Ltd., Guangzhou Metro Television Co., Ltd., and Shanghai Metro Television Company Limited), our
business, financial condition and results of operations would be materially and adversely affected.

Our quarterly operating results are difficult to predict and may fluctuate significantly from period to period in the
future.

Our quarterly operating results are difficult to predict and may fluctuate significantly from period to period based
on the seasonality of consumer spending and advertising trends in China or other factors. Factors that are likely to
cause our operating results to fluctuate include:

our ability to maintain and increase sales to existing advertising clients, attract new advertising clients and
satisfy our clients demands;

the frequency of our clients advertisements on our network;

the price we charge for our advertising time or changes in our pricing strategies or the pricing strategies of our
competitors;

effects of strategic alliances, potential acquisitions and other business combinations, and our ability to
successfully and timely integrate them into our business;

technical difficulties, system downtime or interruptions;
changes in government regulations in relation to the advertising industry; and

economic and geopolitical conditions in China and elsewhere.

Many of the factors discussed above are beyond our control, making our quarterly results difficult to predict, which
could cause the trading price of our ADSs to decline below investor expectations. You should not rely on our
operating results for prior periods as an indication of our future results. If our revenues for a particular quarter are
lower than expected, we may be unable to reduce our operating expenses for that quarter by a corresponding amount,
which would harm our operating results for that quarter relative to our operating results from other quarters.
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Failure to manage our growth could strain our management, operational and other resources, which could
materially and adversely affect our business and prospects.

We have been expanding our operations and plan to continue to expand rapidly in China. To meet the demand of
advertisers for broader network coverage, we must continue to expand our network by installing more digital
television displays on buses and other mass transportation systems and include additional media platforms, such as
personal mobile devices and in-building displays. The continued growth of our business has resulted in, and will
continue to result in, substantial demand on our management, operational and other resources. In particular, the
management of our growth will require, among other things:

our ability to attract more clients, increase advertising sales and improve our sales support activities;

increased sales and sales support activities;

our ability to develop and improve our existing administrative and operational systems;
information technology system enhancement;

stringent cost controls and sufficient working capital;

strengthening of financial and management controls;

our ability to maintain our existing relationships with our local operating partners and to develop new
relationships with local television stations or local mobile digital television companies;

our ability to secure a reliable supply of digital television displays for our network, which are manufactured by
third-party suppliers according to our specifications; and

hiring and training of new personnel.

As we continue this effort, we may incur substantial costs and expend substantial resources. We may not be able to
manage our current or future operations effectively and efficiently or compete effectively in new markets we enter. If
we are not able to manage our growth successfully, our business and prospects would be materially and adversely
affected.

We depend substantially on the continuing efforts of our executive officers, and our business and prospects may be
severely disrupted if we lose their services.

Our future success is dependent on the continued services of key members of our management team. In particular,
our future success is dependent upon the continued service of Limin Li, our co-founder, chairman and chief executive
officer and our largest shareholder. We rely on his experience in our business operations, and in particular, his
business vision, management skills and working relationships with our employees, our other major shareholders,
many of our clients and our local operating partners. We have granted share options and/or restricted shares to
executive officers to align the interest of such officers with ours. However, we face competition for personnel from
other mobile digital television advertising companies or general advertising companies and other organizations. Such
competition for these individuals could cause us to offer higher compensation and other benefits in order to attract and
retain them, which could materially and adversely affect our financial condition and results of operations.
Furthermore, as we continue to expand our operations and develop new products, we will need to continue to attract
and retain experienced management. We may be unable to attract or retain the personnel required to achieve our
business objectives and failure to do so could severely disrupt our business and prospects. The process of hiring
qualified personnel is also often lengthy. If our recruitment and retention efforts are unsuccessful in the future, it may
be more difficult for us to execute our business strategy.

We do not maintain key-person insurance for members of our management team. If we lose the services of any
senior management, we may not be able to locate suitable or qualified replacements, and may incur additional
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expenses to recruit and train new personnel, which could severely disrupt our business and prospects. In addition, if
any of our executive officers joins a competitor or forms a competing company, our marketing and sales efforts could
be adversely affected and we may lose some of our customers. Although each of our executive officers has entered
into an employment agreement with us that contains confidentiality and non-competition provisions, disputes may
arise between our executive officers and us and we cannot assure you, in light of uncertainties associated with the
PRC legal system, that any of these provisions could be enforced in accordance with their terms.
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We may not be able to recruit and retain necessary personnel, particularly sales and marketing personnel, which
could have material and adverse effects on our business, financial condition and results of operations.

Our success depends on our ability to attract and retain senior management, as well as sales, marketing,
engineering and other key personnel. Because of intense competition for these employees, we may be unable to attract
and retain personnel. If we are unable to retain our existing personnel, or attract, train, integrate or motivate additional
qualified personnel, our growth may be restricted. The loss of any of these key employees could slow our
programming, distribution and sales efforts or harm the perception of advertisers, venue providers and investors. Our
senior executives may have to divert their attention to recruiting replacements for key personnel.

In particular, we depend on our sales and marketing team to sell advertising time. We market our advertising
services directly to advertisers, as well as to advertising agencies. As of March 31, 2011, we had 548 dedicated sales
and marketing personnel and seven consultants to support our sales and marketing efforts. We depend on our sales
staff to market our services to existing and potential clients and to cover a large number of clients in a wide variety of
industries. We need to further increase the size of our sales and marketing staff as our business continues to grow. If
we are unable to hire, retain, integrate or motivate our current or new marketing personnel, our sales and marketing
efforts may be materially impaired and our business, financial condition and results of operations could be materially
and adversely affected.

We may be subject to intellectual property infringement claims, which may force us to incur substantial legal
expenses and could potentially result in judgments against us, which may materially disrupt our business.

We cannot be certain that our advertising content, entertainment content or other aspects of our business do not or
will not infringe upon patents, copyrights or other intellectual property rights held by third parties. Although we are
not aware of any such claims, we may become subject to legal proceedings and claims from time to time relating to
the intellectual property of others in the ordinary course of our business. If we are found to have violated the
intellectual property rights of others, we may be enjoined from using such intellectual property, and we may incur
licensing fees or be forced to develop alternatives. In addition, we may incur substantial expenses in defending against
these third party infringement claims, regardless of their merit. Successful infringement or licensing claims against us
may result in substantial monetary liabilities, which may materially and adversely disrupt our business.

If we are unable to adapt to evolving advertising trends and preferences of advertisers and viewers, we will not be
able to compete effectively.

The market for mobile digital television advertising requires us to continuously identify new advertising trends and
the technology needs of advertisers and public viewers, which may require us to develop new features and
enhancements for our network. The majority of our displays use LCD screens. We currently air programs and
advertisements on our network through the television broadcasting network of our local operating partners or their
affiliated television stations. In the future, subject to relevant PRC laws and regulations, we may use other
technologies available in the market. We may be required to incur development and acquisition costs in order to keep
pace with new technology needs but we may not have the financial resources necessary to fund and implement future
technological innovations or to replace obsolete technology. Furthermore, we may fail to respond to these changing
technology needs in a timely fashion. If we cannot succeed in developing and introducing new features on a timely
and cost-effective basis, advertisers demand for our advertising time may decrease and we may not be able to compete
effectively or attract advertising clients, which would have a material and adverse effect on our business and
prospects.

We may need additional capital and we may not be able to obtain it at acceptable terms, or at all, which could
adversely affect our liquidity and financial position.
17
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We may need additional cash resources due to changed business conditions, acquisitions or other future
developments. If these sources 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 convertible debt securities or additional equity securities could
result in 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 and liquidity.

Our ability to obtain additional capital on acceptable terms is subject to a variety of uncertainties, including:

investors perception of, and demand for, securities of alternative advertising media companies;

conditions of the U.S. and other capital markets in which we may seek to raise funds;

our future results of operations, financial condition and cash flow;

PRC governmental regulation of foreign investment in advertising service companies in China;
PRC governmental regulation of the mobile digital television industry;

economic, political and other conditions in China; and

PRC governmental policies relating to foreign currency borrowings.

We cannot assure you that financing will be available in amounts or on terms acceptable to us, if at all. Any failure
by us to raise additional funds on terms favorable to us could have a material adverse effect on our liquidity and
financial condition. Without additional capital, we may not be able to:

upgrade our mobile digital television advertising network;

further develop or enhance our services;

acquire necessary technologies or businesses;

expand our operations, including the reach of our network;
hire, train and retain employees;

market our programs, services and products; or

respond to competitive pressures or unanticipated capital requirements.
Acquisition of other companies or assets of other companies is a part of our growth strategy, and these acquisitions
may expose us to significant business and financial risks, including exposure to contingent acquisition
consideration, which may adversely affect our results of operations and financial condition.

One of our strategies is to pursue acquisition opportunities which are complementary to our business. However, we
cannot assure you that we will be able to identify and secure suitable acquisition opportunities. Our ability to
effectively consummate and integrate effectively any future acquisitions on terms that are favorable to us may be
limited by a number of factors such as the number of attractive acquisition targets, internal demand on our resources
and, to the extent necessary, our ability to obtain financing on satisfactory terms, if at all, for larger acquisitions.
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Moreover, if an acquisition candidate is identified, we may fail to enter into an acquisition or purchase agreement
for such acquisition candidate on commercially reasonable terms, or at all. The negotiation and completion of
potential acquisitions, whether or not ultimately consummated, could also require significant diversion of our time and
resources and may potentially disrupt our existing business. Furthermore, we cannot assure you that we will be able to
successfully integrate our acquisitions into our operations or that the expected synergies from future acquisitions will
actually materialize. For example, in connection with the integration of our acquisition of Digital Media Group, we
may desire to replace the current shareholders of Beijing Eastlong Advertising Co., Ltd., or Beijing Eastlong
Adpvertising, the consolidated affiliated entity of Digital Media Group, with employees of ours. However, the
replacement of the current shareholders of Beijing Eastlong Advertising will require us to obtain the consent of the
counterparty to exclusive agency arrangement for the Shanghai subway, and there can be no assurance that we would
be able to obtain such consent in a timely manner or at all. In addition, acquisitions could result in the incurrence of
additional indebtedness, costs and contingent liabilities. For example, in connection with several acquisitions of
advertising agency businesses completed by us in China in 2008, we are required to pay additional consideration if the
acquired businesses meet specified performance targets in future years. See Item 5. Operating and Financial Review
and Prospects  B. Liquidity and Capital Resources Investing Activities on page 69 for more details regarding the
calculation of such additional consideration based on performance targets. These acquisitions may result in significant
future payments by us, although the long-term future performance of these acquired businesses is not certain. In
addition, among the total consideration of US$160 million for our acquisition of Digital Media Group, US$60 million
will be paid in cash or shares on the first and second anniversaries of the acquisition. See Item 5. Operating and
Financial Review and Prospects B. Liquidity and Capital Resources Investing Activities on page 69 for more details.
Future acquisitions may also expose us to potential risks, including risks associated with:

the integration of new operations, services and personnel;

unforeseen or hidden liabilities;
the diversion of financial or other resources from our existing businesses and technologies;
our inability to generate sufficient revenues to recover costs and expenses of the acquisitions; and

the potential loss of, or harm to, relationships with our employees or customers.

Any of the above risks could significantly disrupt our ability to manage our business and materially and adversely
affect our business, financial condition and results of operations.

Our failure to protect our intellectual property rights could have a negative impact on our business.

We believe our brand and trademarks are critical to our success. The success of our business depends in part upon
our continued ability to use our brand and trademarks to increase brand awareness and to further develop our brand.
The unauthorized reproduction of our trademarks could diminish the value of our brand and its market acceptance,
competitive advantages or goodwill.

Monitoring and preventing the unauthorized use of our intellectual property is difficult. The measures we take to
protect our brand and trademarks may not be adequate to prevent their unauthorized use by third parties. Furthermore,
application of laws governing intellectual property rights in China and abroad is uncertain and evolving, and could
involve substantial risks to us. If we are unable to adequately protect our brand and trademarks, we may lose these
rights and our business may suffer materially. Further, unauthorized use of our brand, trade names or trademarks
could cause brand confusion among advertisers and harm our reputation. If our brand recognition decreases, we may
lose advertisers and fail in our expansion strategies, and our business, results of operations, financial condition and
prospects could be materially and adversely affected.

We rely on computer software and hardware systems in managing our operations, the failure of which could
adversely affect our business, financial condition and results of operations.

We are dependent upon our computer software and hardware systems in supporting our network and managing and
monitoring programs on the network. In addition, we rely on our computer hardware for the storage, delivery and
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transmission of the data on our network. Any system failure which interrupts the input, retrieval and transmission of
data or increases the service time could disrupt our normal operation. Any failure in our computer software or
hardware systems could decrease our revenues and harm our relationships with advertisers and consumers, which in
turn could have a material adverse effect on our business, financial condition and results of operations.
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We have limited insurance coverage for our operations in China.

The insurance industry in China is still at an early stage of development. Insurance companies in China offer
limited insurance products. We have determined that the risks of disruption or liability from our business, the loss or
damage to our fixed assets, including our equipment and office furniture, the cost of insuring for these risks, and the
difficulties associated with acquiring such insurance on commercially reasonable terms make it impractical for us to
have such insurance. As a result, we do not have any business liability, disruption, litigation or property insurance
coverage for our operations in China except for insurance on some company owned vehicles. Any uninsured
occurrence of loss or damage to fixed assets, or litigation or business disruption may result in the incurrence of
substantial costs and the diversion of resources, which could have an adverse effect on our operating results.

We may become a passive foreign investment company, or PFIC, which could result in adverse U.S. tax
consequences to U.S. investors.

Based on our financial statements, relevant market data and the projected composition of our income and valuation
of our assets, including goodwill, we do not believe that we were a passive foreign investment company for 2010, and
we do not expect to be a PFIC in 2011 or to become one in the foreseeable future, although there can be no assurance
in this regard. If, however, we become a passive foreign investment company, such characterization could result in
adverse U.S. tax consequences to you if you are a U.S. investor. For example, if we become a PFIC, our U.S.
investors will become subject to increased tax liabilities under U.S. tax laws and regulations and will become subject
to burdensome reporting requirements.

If we are a PFIC for any taxable year during which a U.S. investor holds our ADSs or common shares, unless the
U.S. investor made a mark-to-market election the U.S. investor would be subject to special tax rules with respect to
any excess distribution received and any gain realized from a sale or other disposition, including a pledge, of ADSs or
common shares. Distributions received in a taxable year that are greater than 125% of the average annual distributions
received during the shorter of the three preceding taxable years or a U.S. investor s holding period for the ADSs or
common shares will be treated as excess distributions. Under these special tax rules:

the excess distribution or gain will be allocated ratably over the U.S. investor s holding period for the ADSs or
common shares,

the amount allocated to the current taxable year, and any taxable year prior to the first taxable year in which we
were a PFIC, will be treated as ordinary income, and

the amount allocated to each other year will be subject to tax at the highest tax rate in effect for that year and
the interest charge generally applicable to underpayments of tax will be imposed on the resulting tax
attributable to each such year.

In addition, non-corporate U.S. investors will not be eligible for reduced rates of taxation on any dividends
received from us in taxable years beginning prior to January 1, 2013, if we are a PFIC in the taxable year in which
such dividends are paid or in the preceding taxable year.

The determination of whether or not we are a PFIC is made on an annual basis and depends on the composition of
our income and assets from time to time. Specifically, we will be classified as a PFIC for U.S. tax purposes if either:
(1) 75% or more of our gross income in a taxable year is passive income, or (ii) the average percentage of our assets
(which include cash) by (determined on a quarterly average) value in a taxable year which produce or are held for the
production of passive income (which includes cash) is at least 50%. The calculation of the value of our assets will be
based, in part, on the then prevailing market value of our ADSs, which is subject to change. We cannot assure you that
we will not be a PFIC for 2011 or any future taxable year. See Item 10. Additional Information E. Taxation Material
United States Federal Income Tax Consequences.

We may be, or may be joined as, a defendant in litigation brought against our clients or our local operating
partners by third parties, governmental or regulatory authorities, consumers or competitors, which could result in
Jjudgments against us and materially disrupt our business.

From time to time, we may be, or may be joined as, a defendant in litigation brought against our clients or our local

operating partners by third parties, governmental or regulatory authorities, consumers or competitors. These actions
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could involve claims alleging, among other things, that:
advertising claims made with respect to our clients products or services are false, deceptive or misleading;

our clients products are defective or injurious and may be harmful to others; marketing, communications or
advertising materials created for our clients infringe on the proprietary rights of third parties; or

our relationships with our local operating partners violate or interfere with the contractual relationships or
rights of third parties.
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Since the inception of our business operations, we were not involved in any litigation that had judgments against us
or materially disrupted our business. In addition, regarding the litigation between our company and the selling
shareholders of Digital Media Group, although no decision was reached by the court up to June 30, 2011, we believe
that the Former Digital Media Group Shareholders claims and related motions are without merit and we intend to
vigorously defend the claims and oppose the motions, and accordingly, no provision for loss contingencies was
recorded in our consolidated financial statements. However, there can be no assurance that we will be successful in
defending against any claims in the future. The damages, costs, expenses and attorneys fees arising from any future
claims against us could have an adverse effect on our business, results of operations, financial condition and
prospects. In addition, our reputation may be negatively affected by these or any future allegations. Our litigation with
the selling shareholders of Digital Media Group is detailed in Item 3. Key information D. Risk Factors Risks Related
to Our Corporate Structure  The shareholders of our consolidated affiliated entities may have potential conflicts of
interest with us. on page 23.

Risks Related to Our Corporate Structure

If the PRC government determines that the agreements establishing the structure for operating our China business
do not comply with applicable PRC laws, rules and regulations, we could be subject to severe penalties including
being prohibited from continuing our operations in the PRC.

The PRC government requires any foreign entities that invest in the advertising services industry to have at least
two years of direct operations in the advertising industry outside of China. We have not directly operated any
advertising business outside of China and therefore, we currently do not qualify under PRC regulations to directly
provide advertising services. In addition, the March 2006 Notice prohibits foreign investment in any mobile digital
television operating company in China. We are a Cayman Islands corporation and a foreign legal person under
Chinese laws. Accordingly, our subsidiary, China Digital Technology (Shenzhen) Co., Ltd., or CDTC, which is a
wholly-owned foreign enterprise established by us on March 9, 2006, is currently ineligible to apply for the required
licenses to directly provide advertising services in China. CDTC is an intermediate holding company that consolidates
the operating results generated by our consolidated affiliated entities in a manner that complies with PRC rules and
regulations. It is authorized to engage in businesses such as, but not limited to, technical development and technical
consultancy services in connection with digital visual and audio equipment. Our advertising business is currently
provided through our contractual arrangements with our consolidated affiliated entities in China, which hold the
requisite licenses to provide advertising services in China. One of our consolidated affiliated entities, VisionChina
Media Group, is currently owned by Limin Li and Yanqing Liang. We do not have any equity interest in VisionChina
Media Group but we receive the economic benefits of it through various contractual arrangements. See Item 7. Major
Shareholders and Related Party Transactions B. Related Party Transactions. In January 2010, we completed our
acquisition of Digital Media Group, which operated and continues to operate, its advertising business through its
consolidated affiliated entity in China, Beijing Eastlong Advertising. Beijing Eastlong Advertising is currently owned
by Men Qijun and Wang Haifeng. Digital Media Group does not have any equity interest in Beijing Eastlong
Adpvertising, but receives the economic benefits and bear economic risks of it through various contractual
arrangements. Our consolidated affiliated entities and their subsidiaries directly operate our advertising network, enter
into direct investment and exclusive and non-exclusive advertising agency agreements, and sell advertising time to our
clients. We have been and expect to continue to be dependent on our consolidated affiliated entities and their
subsidiaries to operate our advertising business.

There are substantial uncertainties regarding the interpretation and application of current and future PRC laws,
rules and regulations, including but not limited to the laws, rules and regulations governing the validity and
enforcement of our contractual arrangements with our consolidated affiliated entities. Although we have been advised
by our PRC counsel that the structure for operating our business in China (including our corporate structure and
contractual arrangements with our consolidated affiliated entities and their shareholders) complies with all applicable
PRC laws, rules and regulations, and does not violate, breach, contravene or otherwise conflict with any applicable
PRC laws, rules or regulations, we cannot assure you that the PRC regulatory authorities will not take a view that is
contrary to the above opinion of our PRC counsel, and determine that our corporate structure and contractual
arrangements violate PRC laws, rules or regulations. We have been further advised by our PRC counsel that if the

Table of Contents 37



Edgar Filing: VISIONCHINA MEDIA INC. - Form 20-F

PRC government determines that the agreements that establish the structure for operating our PRC advertising
businesses do not comply with applicable restrictions on foreign investment in the advertising industry or the mobile
digital televisions industry, we may be subject to severe penalties including, among other things, being prohibited
from continuing our operations in the PRC.
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If we, our consolidated affiliated entities or any of their current or future subsidiaries, our direct investment
entities, or our local operating partners are found to be in violation of any existing or future PRC laws or regulations,
or fail to obtain or maintain any of the required permits or approvals, the relevant PRC regulatory authorities,
including the SAIC and SARFT, would have broad discretion in dealing with such violations, including:

revoking the business and operating licenses of such entities;

discontinuing or restricting the conduct of any transactions among our consolidated affiliated entities, our PRC
subsidiaries and affiliated entities;

imposing fines, confiscating the income of our consolidated affiliated entities or our income, or imposing other
requirements with which we, our consolidated affiliated entities, our PRC subsidiaries or affiliated entities may
not be able to comply;

shutting down the network of our consolidated affiliated entities;

requiring us or our PRC subsidiary and affiliated entities to restructure our ownership structure or operations;
or

The imposition of any of these penalties could result in a material and adverse effect on our ability to conduct our
business and our financial condition and results of operations.

We rely on contractual arrangements with our consolidated affiliated entities in China, and their equity holders,
which may not be as effective in providing us with operational control or enabling us to derive economic benefits as
through ownership of controlling equity interest.

We have in the past relied, and will continue in the future to rely, on contractual arrangements with VisionChina
Media Group, one of our consolidated affiliated entities in China, and its shareholders to operate our advertising
business. In January 2010, we completed our acquisition of Digital Media Group, which operated, and will continue to
operate, its advertising business through contractual arrangements with Beijing Eastlong Advertising and its equity
holders.

These contractual arrangements may not be as effective as ownership of controlling equity interest would be in
providing us with control over, or enabling us to derive economic benefits from the operations of, our consolidated
affiliated entities and their subsidiaries. If we had direct ownership of our consolidated affiliated entities and their
subsidiaries, we would be able to exercise our rights as a shareholder to (i) effect changes in the board of directors of
those entities, which in turn could effect changes, subject to any applicable fiduciary obligations, at the management
level, and (ii) derive economic benefits from the operations of our consolidated affiliated entities and their subsidiaries
by causing our consolidated affiliated entities and their subsidiaries to declare and pay dividends. However, under the
current contractual arrangements, as a legal matter, if our consolidated affiliated entities and their subsidiaries or any
of their respective equity holders fails to perform their, his or her respective obligations under these contractual
arrangements, we may have to incur substantial costs and resources to enforce such arrangements, and rely on legal
remedies under PRC law, including seeking specific performance or injunctive relief, and claiming damages, which
we cannot assure you will be effective. For example, if equity holders of VisionChina Media Group were to refuse to
transfer their equity interests in VisionChina Media Group to us or our designated persons when we exercise the
purchase option pursuant to these contractual arrangements, we may have to take legal action to compel them to fulfill
their contractual obligations.

We expect to continue to depend upon our contractual arrangements with our consolidated affiliated entities and
their subsidiaries and their equity holders to operate our advertising business in China due to the PRC regulatory
restrictions on foreign investments in our industry. If (i) the applicable PRC authorities invalidate these contractual
arrangements for violation of PRC laws, rules and regulations, (ii) our consolidated affiliated entities or their
subsidiaries terminate these contractual arrangements or (iii) our consolidated affiliated entities or their subsidiaries
fail to perform their obligations under these contractual arrangements, we would not be able to continue our business
operations in China or to derive economic benefits from operations of our consolidated affiliated entities or their
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subsidiaries, and the value of your ADSs would substantially decrease. Further, if we fail to renew these contractual
arrangements upon their expiration, we would not be able to continue our business operations unless the then current
PRC law allows us to directly operate advertising businesses in China.

In addition, through an Equity Pledge Agreement, our consolidated entities encumber all or part of their assets with
liens. See Item 7. Major Shareholders and Related Party Transactions B. Related Party Transactions Agreements that
Provide Us Effective Control over VisionChina Media Group and its Subsidiaries. If our consolidated affiliated
entities or all or part of their assets become subject to liens or rights of third-party creditors, we may be unable to
continue some or all of our business activities, which could severely disrupt our business and cause grave damaging
effects on our financial condition and results of operations. If one of our consolidated affiliated entities undergoes a
voluntary or involuntary liquidation proceeding, its equity holders or unrelated third-party creditors may claim rights
to some or all of the assets of that consolidated affiliated entity, thereby hindering our ability to operate our business
or derive economic benefits from that consolidated affiliated entity and its subsidiaries, which could materially and
adversely affect our business, our ability to generate revenues and the market price of your ADSs.

The contractual arrangements with our consolidated affiliated entities are governed by PRC law and provide for the
resolution of disputes through either arbitration or litigation in the PRC. Accordingly, these contracts would be
interpreted in accordance with PRC law and any disputes would be resolved in accordance with PRC legal procedures.
The legal environment in the PRC is not as developed as in some other jurisdictions, such as the United States. As a
result, uncertainties in the PRC legal system could limit our ability to enforce these contractual arrangements. In the
event we are unable to enforce these contractual arrangements, we may not be able to exercise effective control over
our operating entities, and we may be precluded from operating our business, which would have a material adverse
effect on our financial condition and results of operations.

If VisionChina Media Group or Beijing Eastlong Advertising fails to honor its obligations under the contractual
arrangements with us, our advertising business may be severely and adversely affected.

Chinese laws and regulations prohibit or restrict foreign ownership of media content and advertising business. To
comply with these foreign ownership restrictions, we invest in ventures with local television stations and provide
advertising services on our out-of-home digital television networks in the PRC through VisionChina Media Group and
Beijing Eastlong Advertising, both PRC legal entities. VisionChina Media Group was established by our co-founders,
and Beijing Eastlong Advertising was established by Haifeng Wang and Qiujun Men. The paid-in capital of
VisionChina Media Group was funded by us or CDTC through a loan extended to the co-founders. CDTC has entered
into certain exclusive agreements with VisionChina Media Group, which obligate us to absorb a majority of the risk of
loss from VisionChina Media Group s activities and entitle us to receive a majority of its residual returns. In addition,
we, through CDTC, has entered into certain agreements with the two individuals, including a loan agreement for the
paid-in capital of VisionChina Media Group described above, an option agreement to acquire the shareholding in
VisionChina Media Group when permitted by the PRC laws, and a share pledge agreement for the shares in
VisionChina Media Group held by the co-founders. As provided by these agreements, all raised disputes are subject to
PRC court proceedings. Similarly, the paid-in capital of Beijing Eastlong Advertising was funded by Beijing Eastlong
Technology, which became our wholly owned subsidiary subsequent to our acquisition of Digital Media Group in
2010, through loans extended to its equity holders. Beijing Eastlong Technology Development Co., Ltd., or Beijing
Eastlong Technology has entered into certain exclusive agreements with Beijing Eastlong Advertising, which obligate
us to absorb a majority of the risk of loss from Beijing Eastlong Advertising s activities and entitle us to receive a
majority of its residual returns. In addition, Beijing Eastlong Technology, has entered into certain agreements with the
two individual equity holders, including a loan agreement for the paid-in capital of Beijing Eastlong Advertising
described above and an option agreement to acquire the equity interest in Beijing Eastlong Advertising when
permitted by the PRC laws. As provided by these agreements, all raised disputes are subject to PRC court
proceedings. The major difference between binding arbitration and court proceedings in the PRC is that PRC
arbitration judgments are binding, enforceable and may not be appealed, whereas the PRC court judgments are subject
to appeal to the People s Court of Appeal. According to the Civil Procedure Laws of the PRC, each party to a dispute
in its first trial is entitled to appeal within the statutory time limit, and the court shall hear all appeals once the case is
filed in the second instance. Before the appeal is heard, the people s court of the first trial shall serve copies of the
appeal petition on the respondent within five days of receiving an appeal petition, and the respondent shall submit its
defense in writing within 15 days of receiving such copies of the appeal petition. Failure by the respondent to submit a
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defense shall not prevent the case from being tried by the people s court. In trying an appealed case against a judgment,
the people s court shall make a final judgment within three months of the case being filed in the second instance; in
trying an appealed case against an order, the people s court shall make a final order within 30 days of the case being
filed in the second instance. See Item 7. Major Shareholders and Related Party Transactions B. Related Party
Transactions for a detailed description of these contractual arrangements.

Based on these contractual arrangements, we believe that VisionChina Media Group and Beijing Eastlong
Adpvertising should be each considered as a variable interest entity, or VIE, under Financial Accounting Standards
Board, Accounting Standards Codification 810, Consolidation, because the equity investors in VisionChina Media
Group and Beijing Eastlong Advertising do not have the characteristics of a controlling financial interest and we,
through CDTC and Beijing Eastlong Technology, are the primary beneficiary of VisionChina Media Group and
Beijing Eastlong Advertising. We and CDTC hold all the variable interests of VisionChina Media Group, and we and
CDTC have been determined to be the most closely associated with VisionChina Media Group. We and Beijing
Eastlong Technology hold all the variable interests of Beijing Eastlong Advertising, and we and Beijing Eastlong
Technology have been determined to be the most closely associated with Beijing Eastlong Advertising. Therefore, we
are the primary beneficiary of both VisionChina Media Group and Beijing Eastlong Advertising. Accordingly, we
consolidate VisionChina Media Group and Beijing Eastlong Advertising.

These contractual arrangements enable us to exercise effective control over VisionChina Media Group and its
subsidiaries and receive substantially all of the economic benefits of VisionChina Media Group and its subsidiaries for
a remaining period of 21 years. If VisionChina Media Group fails to comply with its obligation under the foregoing
contractual arrangement, such non-performance may have adverse effect on our financial condition and results of
operations. Further, the contractual arrangements enable us to exercise effective control over Beijing Eastlong
Advertising and its subsidiaries and receive substantially all of the economic benefits of Beijing Eastlong Advertising
and its subsidiaries for a remaining period of five years. If Beijing Eastlong Advertising fails to comply with its
obligation under the foregoing contractual arrangement, such non-performance may have adverse effect on our
financial condition and results of operations.
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The shareholders of our consolidated affiliated entities may have potential conflicts of interest with us.

The beneficial owners of VisionChina Media Group are also the founders of our company and own a substantial
portion of our common shares. Conflicts of interests between their dual roles as beneficial owners of both
VisionChina Media Group and our company may arise. The shareholders of Beijing Eastlong Advertising were the
founders of Digital Media Group. Their interests may diverge from those of our company, particularly after the
completion of our acquisition of Digital Media Group in January 2010.

We cannot assure you that when conflicts of interest arise, any or all of these individuals will act in the best
interests of our company or that any conflict of interest will be resolved in our favor. In addition, these individuals
may breach or cause the applicable consolidated affiliated entity to breach or refuse to renew the existing contractual
arrangements, which will have a material adverse effect on our ability to effectively control that consolidated entity
and receive economic benefits from it. If we cannot resolve any conflicts of interest or disputes between us and the
equity holders of our consolidated affiliated entities, we would have to rely on legal proceedings, the outcome of
which is uncertain and which could be disruptive to our business.

Our company and its wholly owned subsidiary, Vision Best Limited, filed a summons with notice in the Supreme
Court of the State of New York on December 27, 2010 against the selling shareholders of Digital Media Group. The
summons and notice alleged that the selling shareholders of Digital Media Group engaged in an unlawful scheme to
induce our company, through false, deceptive, and misleading statements concerning Digital Media Group s financial
condition and performance, to pay a grossly inflated price to purchase Digital Media Group in 2010, and has received,
or is scheduled to receive, ill-gotten gains from this unlawful scheme. In the summons and notice we further claimed
for indemnification from the escrow fund that was established at the time of the purchase as a result of the selling
shareholders breaches of representations and warranties contained in the merger agreement.

According to the summons and notice, our company and Vision Best Limited are seeking relief including: a
declaration that we are not obligated to pay further installments totaling US$60 million in consideration for the
acquisition; a declaration that our company and Vision Best Limited are not obligated to pay any unpaid escrowed
cash or shares into the escrow fund and ordering that such cash or shares be returned to our company and Vision Best
Limited; restitution of all cash and stock wrongfully received by the defendants as a result of the unlawful scheme;
compensatory damages from the selling shareholders of Digital Media Group in an amount to be determined at trial
but not less than US$80 million; punitive damages from the selling shareholders of Digital Media Group in an amount
to be determined at trial; and interest, attorneys fees and disbursements, costs, and other relief that the court deems
just and proper.

On February 25, 2011, a counter-suit was filed by some of the selling shareholders of Digital Media Group, or
Former Digital Media Group Shareholders, against the lawsuit filed by our company on December 27, 2010. The
complaint alleged that our company breached certain agreements related to the acquisition of Digital Media Group, by
allegedly declining to make certain installment payments that the Former Digital Media Group Shareholders claim
they were entitled to receive, and allegedly declining to take other actions to facilitate the transfer of our company s
stock that the Former Digital Media Group Shareholders are entitled to receive in connection with the acquisition of
Digital Media Group. The Former Digital Media Group Shareholders were also seeking specific enforcement of the
contracts at issue, compensatory damages in an amount to be determined at trial, permanent and preliminary
injunctive relief and such other relief as the court deems just and proper.

Also on February 25, 2011, the Former Digital Media Group Shareholders filed two motions against our company
and Vision Best Limited along with their counter-suit. They submitted a motion for attachment, seeking an order of
attachment in the amount of $30 million against our company and Vision Best Limited and directing us to transfer
assets into the State of New York to satisfy a prospective judgment. They also filed a motion for a preliminary
injunction to order our company and Vision Best Limited to remove the restrictive legend on certain our company s
stock received by the Former Digital Media Group Shareholders in connection with the acquisition, and to provide
consents or authorizations required to convert our company s stock that the Former Digital Media Group Shareholders
are entitled to receive into American Depository Shares and make them freely tradable.

We believe that the Former Digital Media Group Shareholders claims and related motions are without merit and
intend to vigorously defend the claims and oppose the motions. Accordingly, no provision for loss contingencies was
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recorded in connection with the litigation with the Former Digital Media Group Shareholders in our consolidated
financial statements. The motions were presented to the Supreme Court of the State of New York on May 25, 2011.
No decision has been reached by court regarding the initial filing by our company and the counter suit by the Former
Digital Media Group Shareholders as of June 30, 2011.

Our contractual arrangements with our consolidated affiliated entities may be subject to scrutiny by the PRC tax
authorities and may result in a finding that we owe additional taxes or are ineligible for tax exemption, or both,
which could substantially increase our taxes owed and thereby reduce our net income.

Under applicable PRC laws, rules and regulations, arrangements and transactions among related parties may be
subject to audits or challenges by the PRC tax authorities. Neither we nor our PRC counsel are able to determine
whether any of these transactions will be regarded by the PRC tax authorities as arm s length transactions because,
based on our knowledge, the PRC tax authorities have not issued a ruling or interpretation in respect of the type of
transaction structure similar to ours. The relevant tax authorities may determine that our contractual relationships with
our consolidated affiliate entities and their equity holders were not entered into on an arm s length basis. If any of the
transactions between one of our wholly owned subsidiaries in China and a consolidated affiliated entity, and its equity
holders, including our contractual relationships with that consolidated affiliated entity, are determined not to have
been entered into on an arm s length basis, or are found to result in an impermissible reduction in taxes under PRC law,
the PRC tax authorities may adjust the profits and losses of that consolidated affiliated entity and assess more taxes on
it. In addition, the PRC tax authorities may impose late payment surcharges and other penalties to that consolidated
affiliated entity for underpaid taxes. Our operating results may be materially and adversely affected if the tax
liabilities of a consolidated affiliated entity increase or if it is found to be subject to late payment surcharges or other
penalties.
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We rely principally on dividends and other distributions on equity paid by our wholly-owned operating subsidiaries
to fund any cash and financing requirements we may have, and any limitation on the ability of our operating
subsidiary to pay dividends to us could have a material adverse effect on our ability to conduct our business.

We are a holding company, and we rely principally on dividends and other distributions on equity paid by our PRC
operating subsidiaries for our cash requirements, including the funds necessary to service any debt we may incur. If
one of our PRC operating subsidiaries incurs debt on its own behalf in the future, the instruments governing the debt
may restrict its ability to pay dividends or make other distributions to us. In addition, the PRC tax authorities may
require us to adjust our taxable income under the contractual arrangements our PRC operating subsidiaries currently
have in place with our consolidated affiliated entities in a manner that would materially and adversely affect our PRC
operating subsidiaries ability to pay dividends and other distributions to us. Furthermore, relevant PRC laws, rules and
regulations permit payments of dividends by our PRC operating subsidiaries only out of their retained earnings, if any,
determined in accordance with PRC accounting standards and regulations. Under PRC laws, rules and regulations, our
PRC operating subsidiaries are also required to set aside a portion of their net income each year to fund specific
reserve funds. These reserves are not distributable as cash dividends.

In addition, the statutory general reserve fund requires annual appropriations of 10% of after-tax income to be set
aside prior to payment of dividends until the cumulative fund reaches 50% of the registered capital. The statutory
general reserve fund is used to make up for losses and not allowed to be distributed as cash dividends. To the extent it
has not complied with these requirements, a company shall be ordered to the statutory reserve fund and may be fined a
maximum to RMB 200,000 penalty and shareholders must return the distributed profits to company. As a result of
these PRC laws, rules and regulations, our PRC operating subsidiaries are restricted in their ability to transfer a
portion of their net assets to us whether in the form of dividends, loans or advances. Any limitation on the ability of
our PRC operating subsidiaries to pay dividends to us could materially and adversely limit our ability to grow, make
investments or acquisitions that could be beneficial to our businesses, pay dividends or otherwise fund and conduct
our business.

Historically, our PRC wholly owned subsidiaries, CDTC and Beijing Eastlong Technology did not pay dividends
to us from its accumulated profits. Our management believes that it will be able to pay dividends to us from CDTC
and Beijing Eastlong Technology, but our management does not have any present plan for receiving dividends from
our PRC operating subsidiaries including CDTC and Beijing Eastlong Technology. Currently we plan to use all our
retained profits in our PRC subsidiaries and consolidated affiliates, including CDTC and Beijing Eastlong
Technology, to reinvest for our future business expansion.

Risks Related to Doing Business in China

Adverse changes in political and economic policies of the PRC government could have a material adverse effect on
the overall economic growth of China, which could reduce the demand for our products and materially and
adversely affect our competitive position.

All of our business operations are conducted in China and all of our sales are made in China. Accordingly, our
business, financial condition, results of operations and prospects are affected significantly by economic, political and
legal developments in China. The Chinese economy differs from the economies of most developed countries in many
respects, including:

the degree of government involvement;

the level of development;

the growth rate;

the control of foreign exchange;
access to financing; and

the allocation of resources.
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While the Chinese economy has grown significantly in the past 30 years, the growth has been uneven, both
geographically and among various sectors of the economy. The PRC government has implemented various measures
to encourage economic growth and guide the allocation of resources. Some of these measures benefit the overall
Chinese economy, but may also have a negative effect on us. For example, our financial condition and results of
operations may be materially and adversely affected by government control over capital investments or changes in tax
regulations that are applicable to us.

The Chinese economy has been transitioning from a planned economy to a more market-oriented economy.
Although the PRC government has in recent years implemented measures emphasizing the utilization of market forces
for economic reform, the reduction of state ownership of productive assets and the establishment of sound corporate
governance in business enterprises, a substantial portion of the productive assets in China is still owned by the PRC
government. The continued control of these assets and other aspects of the national economy by the PRC government
could materially and adversely affect our business. The PRC government also exercises significant control over
China s economic growth by allocating resources, controlling payment of foreign currency-denominated obligations,
setting monetary policy and providing preferential treatment to particular industries or companies. These actions, as
well as future actions and policies of the PRC government, could materially affect our liquidity and access to capital
and our ability to operate our business. Substantially all of our assets are located in China and substantially all of our
revenues are derived from our operations in China. Accordingly, our business, financial condition, results of
operations and prospects are subject, to a significant extent, to economic, political and legal developments in China.
Uncertainties with respect to the PRC legal system could limit the protections available to you and us.

The PRC legal system is a civil law system based on written statutes. Unlike in common law systems, prior court
decisions may be cited for reference but have limited precedential value. Since 1979, PRC legislation and regulations
have significantly enhanced the protections afforded to various forms of foreign investments in China. We conduct all
of our business through our subsidiary and consolidated affiliated entities established in China. However, since the
PRC legal system continues to rapidly evolve, the interpretations of many laws, regulations and rules are not always
uniform and enforcement of these laws, regulations and rules involves uncertainties, which may limit legal protections
available to us. For example, we may have to resort to administrative and court proceedings to enforce the legal
protection that we enjoy either by law or contract. However, since PRC administrative and court authorities have
significant

Table of Contents 46



