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You should read the following discussion of our financial condition and results of
operations in conjunction with our combined financial statements and related notes set out in
the Accountants’ Report included in Appendix | to this document. The Accountants’ Report
contains our audited combined financial statements as at and for each of the three years ended
31 December 2015. Our combined financial statements have been prepared in accordance with
HKFRSs, which may differ in material respects from generally accepted accounting principles in
other jurisdictions. This discussion contains forward-looking statements that involve risks and
uncertainties. Our future results could differ materially from those anticipated in these forward-
looking statements as a result of various factors, including those described in the sections
headed “Forward-Looking Statements” and “Risk Factors” and elsewhere in this document.

OVERVIEW

We are a well-established SD-WAN router vendor focusing on the design, development,
marketing and sale of our products and services. Our products and services are used by
enterprise users, such as multinational companies, as well as industry users, including those in
the transportation, retail and education industries. We market and sell our products and services
to customers and end users under our own brands namely “Peplink” and “Pepwave”. We mainly
sell our products and warranty and support services provided by us through an extensive network
of distributors which consists of Independent Third Parties in different regions of the world.

We have experienced rapid growth during the Track Record Period. Our revenue increased
from approximately US$13.31 million for the year ended 31 December 2013 to approximately
US$17.95 million for the year ended 31 December 2014 and further to approximately US$21.86
million for the year ended 31 December 2015, representing a CAGR of approximately 28.2%. Our
profit for each of the three years ended 31 December 2015 was approximately US$2.57 million,
US$3.74 million and US$3.36 million, respectively, representing a CAGR of approximately 14.3%.
The decrease in profit for the year ended 31 December 2015 was primarily due to (i) a decrease in
overall gross profit margin resulted from our pricing strategy to increase market share and change
of product mix; and (ii) the [REDACTED] and an increase in staff cost and general office expenses
which was in line with our business expansion.

BASIS OF PRESENTATION

Our Company was incorporated in the Cayman Islands on 5 May 2015. We underwent a
Reorganisation in anticipation of the [REDACTED], pursuant to which our Company became the
holding company of the companies now comprising our Group. As the companies now
comprising our Group were under the common control of our Controlling Shareholder before
and after the Reorganisation, the Reorganisation has been accounted for on the basis of merger
accounting as if the Reorganisation had been completed at the beginning of the Track Record
Period. Accordingly, our combined statements of profit or loss and other comprehensive income,
combined statements of changes in equity and combined statements of cash flows for any year
during the Track Record Period include the results and cash flows of all companies now
comprising our Group from the earliest date presented or since the date when the relevant
subsidiaries or businesses first came under the common control of our Controlling Shareholder,
where this is the shorter period. Our combined statements of financial position as at each
reporting date during the Track Record Period have been prepared to present the assets and
liabilities of the subsidiaries using the existing book values from our Controlling Shareholder’s
perspective. No adjustments are made to reflect fair values or recognise any new assets or
liabilities as a result of the Reorganisation.
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MAJOR FACTORS AFFECTING OUR RESULTS OF OPERATIONS

Our financial condition and results of operations are affected by a number of factors,
including those set out below:

Product/Service Mix

We generated our revenue primarily from the design, development, marketing and sale of our
SD-WAN routers as our principal products. We have developed and will continue to develop new
products to expand and diversify our product portfolio. We also generated revenue from other
businesses such as software licences, and warranty and support services. The profitability of our
product sales and provision of services varies according to factors including the nature of the
products and services, technological development and market supply and demand. As different
products generally have different demand and prices and are in different stages of their product
cycles, changes in revenue mix in connection with the sales of products and provision of services
may affect our revenue and financial results.

Market Demand for our Products

We develop and sell our SD-WAN routers to our customers in international markets. The
demand for our products is affected by the level of continuous growth in the use of Internet,
particularly access the Internet through 3G/4G LTE in the countries that our customers reside. If
the infrastructure is unable to support the growing use of the Internet, end users’ use of the
Internet may be hindered and demand for our products may decline. If the usage of the Internet
does not continue to grow, or if the Internet infrastructure, does not effectively support its growth,
our revenue and growth could be adversely affected.

Pricing and Cost of Raw Materials and Components

Our cost of inventories sold accounted for approximately 87.6%, 87.7% and 91.7% of our
cost of sales during each of the three years ended 31 December 2015. Our major raw materials
used for our products include CPUs and wireless communication modules. The availabilities and
prices of these components and raw materials depend on domestic and global market conditions
and our relationships with suppliers. Fluctuations in the prices of these components and raw
materials may affect the manufacturing and service costs of ourselves and our suppliers. We price
our products generally based on our estimated or actual costs incurred plus a profit margin. Our
results of operations are therefore affected by our ability to price our products at our desired
profit margins and to accurately estimate and account for our product costs under this cost-plus
pricing structure. Our pricing and bargaining power can be affected by market factors such as
intensified competition from other competitors and any decrease in wholesale or retail prices to
our customers in the market, as well as changes in demand for our products.

Technology Change

The market for our products is characterised by continuing technological development,
evolving industry standards, increasing number of product certification, changing customer
needs, frequent new product introductions and enhancements, and occasional changes in
government policies and regulations. The introduction of products by our direct competitors or
others embodying new technologies, the introduction and adoption of new product certification,
the emergence of new industry standards, changes in customer requirements or changes in
government policies and regulations could render our existing products obsolete, unmarketable,
or less competitive. In particular, an industry-wide adoption of new standards could reduce the
importance of the functionality of our products and materially adversely affect the
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competitiveness and market acceptance of our products. Further, when we market and sell our
products to a new regional market or a new industry, our products may need to be certified and
qualified to gain the trust of the new regional market or new industry.

Our success depends upon our ability to enhance existing products, to respond to changing
customer requirements, technological and competitive developments and emerging industry
standards, and to conduct research and development, work with raw materials suppliers and
contract manufacturers and introduce new products in a timely manner. We cannot guarantee
that we will not experience delays in releasing new products, new software and product
enhancements as we experienced such delays in the past. It is possible that some of our
distributors and end users defer purchasing our products until the new products, new software or
product enhancements are released. Further, even if we are able to develop new products, new
software and product enhancements, we cannot assure that they will achieve market acceptance.

CRITICAL ACCOUNTING POLICIES, ESTIMATES AND JUDGEMENTS

We have identified certain accounting policies that are significant to the preparation of our
combined financial statements. Some of our accounting policies involve subjective assumptions
and estimates, as well as complex judgments relating to accounting items. In each case, the
determination of these items requires management to make subjective and complex judgments
based on information and financial data that may change in future periods. When reviewing our
combined financial statements, you should consider (i) our significant accounting policies; (ii) the
judgments and other uncertainties affecting the application of such policies; and (iii) the
sensitivity of reported results to changes in conditions and assumptions. We set out below those
accounting policies that we believe are of critical importance to us or involve the most significant
estimates and judgments used in the preparation of our financial statements:

° Revenue recognition

° Intangible assets

° Impairment of tangible and intangible assets other than goodwill

° Inventories

° Taxation

Please refer to notes 4 and 5 to our combined financial statements included in the
Accountants’ Report in Appendix | to this document for further details of the significant

accounting policies, judgments and estimates, which are important for an understanding of our
financial condition and results of operations.
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DESCRIPTION OF SELECTED ITEMS IN COMBINED STATEMENTS OF PROFIT OR LOSS

The table below summarises the combined statements of profit or loss data from the
Financial Statements during the Track Record Period, details of which are set out in the
Accountants’ Report in Appendix | to this document:

For the year ended 31 December

2013 2014 2015

US$’000 US$’000 US$’000
Revenue . . ... ... . ... 13,306 17,946 21,859
Costofsales. .......... .. ... (4,655) (6,910) (9,166)
Gross profit ... ...... ... .. ... 8,651 11,036 12,693
Otherincome. . . ... ... .. 34 129 69
(Allowance for) reversal of allowance for doubtful debts . . . . . — 177 —
Selling and distribution expenses . ... ................. (830) (1,035) (1,003)
Administrative expenses. . .. ... ... .. oo (1,706) (2,049) (2,710)
Research and development expenses . . . ............... (3,136) (3,969) (3,907)
[REDACTED] . . . oot e e - - (1,001)
Finance costs . ... ... ... . . .. (4) (4) (1)
Profit before taxation . . . .. ...... ... ... ... ... ... ... 3,009 4,285 4,140
Income tax exXpenses . . . .. ... (444) (542) (783)
Profit fortheyear. .. ... ... ... ... ... ... ... ... ..., 2,565 3,743 3,357
Revenue

During the Track Record Period, we generated revenue mainly from the sale of SD-WAN
routers and the grant of software licences including SpeedFusion and InControl cloud service for
managing our devices, and the provision of warranty and support services in connection with our
products. Our revenue represents the net invoiced value of (i) the products sold, after deducting
allowances for returns and trade discounts; and (ii) services rendered.

Our product/service consist mainly of the following categories: (i) SD-WAN routers which are
further divided into wired and wireless products; (ii) warranty and support services; and (iii)
software licences. While we historically generated our revenues mainly from the sale of SD-WAN
routers, we expect our business in the grant of software licences and the provision of warranty
and support service will become a more important source of income in the next few years due to
the fact that accumulated number of SD-WAN routers is increasing and they require extended
services or warranties.

The table below sets out our revenue by product/service category during the Track Record
Period:

For the year ended 31 December

2013 2014 2015
Revenue % of total Revenue % of total Revenue % of total
US$’000 % US$’000 % Us$’000 %
SD-WAN routers:
Wired . ..o 6,487 48.8 7,493 41.8 6,987 32.0
Wireless. . . . ..ot e 4,503 33.8 7,635 42.5 10,685 48.9
Warranty and support services:
Embedded warranty . . . ... ... . 1,030 7.7 1,721 9.6 2,499 11.4
Additional warranty and suppart . .. ................ 802 6.1 860 4.8 1,406 6.4
Software licences. . . . ... ... . .. 484 3.6 237 1.3 282 1.3
Total. . . ... 13,306 100.0 17,946 100.0 21,859 100.0

Our revenue experienced continuous growth in each year from 2013 to 2015, primarily due to
introduction of new and improved products, such as MAX BR series with 4G LTE capabilities,
enhanced awareness of our brand and growing customer base for our products which was in line
with strong market demand for Internet connectivity in recent years.
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In order to capture the potential growth in wireless Internet connectivity due to the industry
trend of expanding 4G LTE networks and decrease of the network costs, as such in 2013 we
strategically changed our focus from wired routers to wireless routers in response to increasing
demand for wireless networks and the intention to expand our customer base. Our revenue
derived from the sales of wireless routers accounted for approximately 33.8%, 42.5% and 48.9%
of total revenue for each of the three years ended 31 December 2015, respectively and the
amount exceeded the revenue from the sale of wired routers since 2014.

The table below sets out the breakdown of revenue from the sale of major products during
the Track Record Period:

For the year ended 31 December
2013 2014 2015
Sales Sales Sales
Revenue volume Revenue volume Revenue volume
USs$’000 units US$’000 units US$’000 units

Major products
Wired routers:

Balance small network series . .. ........ ... ... ... ... 972 5,349 1,364 5,412 1,478 6,389
Balance enterprise series . . ... ... .. . oo 5,508 4,331 5,685 3,839 5,207 3,412
Others. . ... 7 5 444 213 302 127
Total. . .. .. 6,487 9,685 7,493 9,464 6,987 9,928

Wireless routers:

MAXHD series . ........... ..., 1,115 913 2,344 1,560 2,979 1,726
MAX BRseries. . .............. i 912 3,774 2,594 10,158 5,221 23,347
MAX USBseries .............coiiiiiiiinnn.. 957 3,107 933 4,636 811 4,718
Others. . ... ... . . . 1,519 13,394 1,764 12,724 1,674 15,694
Total. . ....... .. ... 4,503 21,188 7,635 29,078 10,685 45,485

We sell products mainly to customers in North America. We expect the North American
market will continue to account for a major part of our revenue in the foreseeable future. In terms
of absolute sales amount, sales to North America, EMEA and Asia experienced continuous
growth during the Track Record Period.

For the year ended 31 December 2013, our revenue was mainly derived from North America
which accounted for approximately 47.4% of our total revenue. In order to reduce the reliance on
North American market, we strategically expanded our distribution network to EMEA and Asian
regions starting from 2014. The growth in sales from EMEA exceed the growth in sales in North
America for the year ended 31 December 2014 and 2015, which led to a decreasing trend in the
percentage of total revenue from North America accordingly. For the year ended 31 December
2015, our sales in EMEA experienced a strong growth by approximately 50.7% when compared to
year 2014, which was driven by the demand for MAX BR series for the transportation market and
was in line with the expansion of 4G LTE networks in that region.

The table below sets out the breakdown of revenue by location of customers in terms of
absolute amount and as a percentage of total revenue during the Track Record Period:

For the year ended 31 December

2013 2014 2015

Revenue % of total Revenue % of total Revenue % of total

US$’000 % US$’000 % US$’000 %
North America . . .. ..ot e 6,310 47.4 7,519 41.9 9,179 42.0
EMEA .« 3,045 22.9 4,878 27.2 7,352 33.6
ASIA o 2,937 221 4,538 25.3 4,669 21.4
Others. . ... 1,014 7.6 1,011 5.6 659 3.0
Total. . ... 13,306 100.0 17,946 100.0 21,859 100.0
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Cost of Sales

Cost of sales represents cost and expenses directly attributable to the sale of our products,
warranty and support services, it comprises mainly (i) cost of inventories sold; (ii) warranty costs;
and (iii) other direct expenses. Cost of inventories sold is our main component of cost of sales and
accounted for approximately 87.6%, 87.7% and 91.7% of our total cost of sales for each of the
three years ended 31 December 2015, respectively, which mainly included purchase costs of
routers made by contract manufacturers, components, raw materials and accessories. Warranty
costs represent costs of provision for customer support services and repair services. Other direct
expenses mainly include labour cost, direct shipping expense and insurance.

The table below sets out the breakdown of cost of sales by components of cost of sales in
terms of absolute amount and as a percentage of total cost of sales during the Track Record
Period:

For the year ended 31 December

2013 2014 2015
Cost of Cost of Cost of
Sales % of total Sales % of total Sales % of total
US$’000 % US$’000 % Us$’000 %
Cost of inventoriessold . . .. .......... ... .......... 4,077 87.6 6,060 87.7 8,407 91.7
Warranty costs. . ... ... .. ... 485 10.4 420 6.1 530 5.8
Other direct expenses .. ....... ... .. .. ... 93 2.0 430 6.2 229 2.5
Total. . .. ... 4,655 100.0 6,910 100.0 9,166 100.0

Gross Profit and Gross Profit Margin

For each of the three years ended 31 December 2015, our gross profit was approximately
US$8.65 million, US$11.04 million and US$12.69 million, respectively, and our overall gross profit
margin was approximately 65.0%, 61.5% and 58.1%, respectively.

The table below sets out our Group’s gross profit and gross profit margin by product/service
category during the Track Record Period:

For the year ended 31 December

2013 2014 2015

Gross Gross Gross

Gross profit Gross profit Gross profit

profit margin profit margin profit margin

Us$’000 % US$’000 % US$’000 %
SD-WAN routers:

Wired . .. 4,547 70.1 5,227 69.8 4,687 67.1
Wireless . . ..ot 2,088 46.4 3,411 44.7 4,350 40.7
Warranty and support services . . . .......... ... ... 1,632 83.6 2,161 83.7 3,374 86.4
Software licences. . . ... .. .. 484 100.0 237 100.0 282 100.0
Total. . .. .. e 8,651 65.0 11,036 61.5 12,693 58.1

Our wireless routers recorded the lowest profit margin among all of our products and
services while the profit margins of our wired routers, warranty and support services and software
licences were higher than our overall gross profit margin during the Track Record Period. Our
business was not affected by seasonality and our gross profit margin depends on a combination
of factors, including the sales volume of our products, the prices at which we charge for our
products, the discount level that we offer to our distributors, and the cost of raw materials and
components.
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The table below sets out the sales volume, average selling price, average unit cost, average
gross profit and gross profit margin of wired and wireless routers during the Track Record Period:

For the year ended 31 December

2013 2014 2015
Average Average Average Gross Average Average Average Gross Average Average Average Gross
Sales selling unit gross profit Sales selling unit gross profit Sales selling unit gross profit
volume price cost profit margin  volume price cost profit margin volume price cost profit margin
units us$ uss uss % units us$ uss uss % units us$ uss uss %
SD-WAN routers:
Wired ....... 9,685 670 200 470  70.1% 9,464 792 239 553  69.8% 9,928 704 232 472 67.1%
Wireless . .. .. 21,188 213 114 99  46.4% 29,078 263 145 118  44.7% 45,485 235 139 96 40.7%
Total........... 30,873 38,542 55,413
Overall gross profit
margin of SD-

WAN routers . . 60.4% 57.1% 51.1%

Our product portfolio covers low-priced to high-priced range products in order to meet
customer demand for different degree of product functionality, connectivity and stability. Wired
routers comprise our Balance series and MediaFast series which are capable of connecting
multiple devices and end users’ networks to the Internet through multiple WAN connections.
Wireless routers mainly comprise our MAX BR series and MAX HD series and other series (which
include a variety of miscellaneous low-priced wireless models) which are capable of connecting
multiple devices and end users’ networks to the Internet through wireless connections.

Our gross profit increased by approximately US$1.65 million from approximately US$11.04
million in 2014 to approximately US$12.69 million in 2015. This was mainly contributed by
increase in sale of wireless routers and warranty and support services which was partially offset
by decrease in gross profit from sale of wired routers. Due to strong U.S. dollars in 2015, the sale
of our wired router, especially the high-priced wired models, in the Asian region was affected. In
response to the currency fluctuation and our continuous effort to expand market share, we
adjusted our pricing strategy in order to make our products more competitive especially in the
Asian region. As a result, the average selling price, average gross profit and gross profit margin of
our wired routers in 2015 were lower than those of 2014. Our sales in the Asian region only
recorded a low growth of approximately 2.9% in 2015.

For our wireless routers, in additions to the above change of pricing strategy, the sale of
lower margin wireless models in our product mix of our wireless routers increased from
approximately 57.1% in 2014 to approximately 64.5% in 2015 and also contributed the decrease
in the average selling price, average gross profit and gross profit margin of our wireless routers in
2015. Although the average selling price of our wireless products sold decreased in 2015, the
significant increase in sales volume offset and overrode the negative effect to our gross profit
caused by the decrease in the average selling price, which resulted in an increase in our gross
profit of wireless products in 2015. The decrease in our gross profit margin in 2015 was mainly
contributed by an increase in the sale of our lower margin product mix. The impact from the
increase in the sale of our lower margin product mix was greater than the impact from strong U.S.
dollars as the impact caused by strong U.S. dollars affected mainly the Asian region which
contributed approximately 21.4% of our total revenue in 2015.

In 2014, our gross profit increased by approximately US$2.39 million to approximately
US$11.04 million. This was mainly contributed by increase in gross profit of wired routers,
wireless routers and warranty and support services. In 2014, the sale of lower margin wireless
models (mainly MAX BR series) in our product mix of our wireless routers increased from
approximately 54.0% in 2013 to approximately 57.1% in 2014 and accounted for a higher portion
of revenue from sale of our wireless routers, the gross profit margin of wireless routers decreased
from approximately 46.4% in 2013 to approximately 44.7% in 2014.
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All R&D costs of software licences are recognised as R&D expenses when incurred.
Therefore, the gross profit margin of software licences was 100% during the Track Record Period.

For illustration purpose only, the table below sets out sensitivity analysis of our net profit for
the year with reference to the fluctuation on the average selling price of routers and total cost of
inventories sold during the Track Record Period:

Hypothetical Hypothetical Hypothetical Hypothetical
increase/ increase/ increase/ increase/
decrease in decrease in decrease in decrease in
average selling average selling total cost of total cost of
price of routers price of routers inventories inventories
by 5% by 10% sold by 5% sold by 10%
USs$’000 US$’000 US$’000 US$’000
Decrease/Increase in our net
profit for the year:
Year ended 31 December
2013 .. ... 459 918 170 340
Year ended 31 December
2014 ... ... .. .. 632 1,263 253 506
Year ended 31 December
2015 . ... ... o 738 1,476 351 702

It demonstrates the impact of the hypothetical increase or decrease in the average selling
price of routers and total cost of inventories sold on our net profit for the year, while all other
factors remain unchanged.

Other Income

Other income comprises mainly (i) bank interest income; and (ii) net gain on sales of parts
material to contract manufacturers. For more details, please refer to the section headed
“Business — Suppliers” in this document.

Allowance for (Reversal of Allowance for) Doubtful Debts

The allowance for doubtful debts is provided on an individual basis for those trade debtors
which have either been in severe financial difficulties or default payments. For the year ended 31
December 2013, approximately US$147 allowance for doubtful debts was recognised on trade
receivables and for the year ended 31 December 2014, a reversal of allowance for doubtful debts
of approximately US$0.18 million was recognised. Other than the above, no other allowance for
(reversal of allowance for) doubtful debts was noted during the Track Record Period.

Selling and Distribution Expenses
Selling and distribution expenses comprise mainly (i) salaries and benefits of our sales and
marketing staff; (ii) advertising and promotion expenses incurred to promote our products; and (iii)

others represent entertainment and overseas travelling expenses relating to our sales and
marketing activities.
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The table below sets out the breakdown of selling and distribution expenses during the
Track Record Period:

For the year ended 31 December

2013 2014 2015
Us$’000 Us$’000 Us$’000
Staffcosts. . ... ... 350 495 536
Advertising and promotion expenses. . . ............ 360 425 408
Others. . . ... 120 115 59
Total. . . ... ... . 830 1,035 1,003

Administrative Expenses

Administrative expenses comprise mainly (i) salaries and benefits of our administrative,
finance and other supporting staff; (ii) depreciation and amortisation; (iii) office and rental
expenses; (iv) computer expenses; (v) exchange difference, net; and (vi) miscellaneous expenses.

The table below sets out the breakdown of administrative expenses during the Track Record
Period:

For the year ended 31 December

2013 2014 2015
Us$’000 US$’000 US$’000
Staffcosts. . .. ... .. . 748 740 1,062
Depreciation and amortisation. . . ... .............. 201 244 332
Office and rental expenses . . . . ........ .. ........ 493 651 843
Computer eXpenses . . . ... .o 50 107 62
Exchange difference, net .. ... .................. 49 123 217
Others™e™ 165 184 194
Total. . . ... ... . . 1,706 2,049 2,710

Note: Others mainly include bank charges, audit fee and office expenses.
Research and Development Expenses

R&D expenses comprise mainly (i) salaries and benefits of our engineering, testing and
supporting staff; (i) R&D costs including product testing fee, certification cost, tooling,
components and parts used for product research and development purpose; and (iii)

consultancy fee incurred for research and development purpose.

The table below sets out the breakdown of R&D expenses during the Track Record Period:

For the year ended 31 December

2013 2014 2015
US$’000 US$’000 US$°000
Staffcosts. . . ... ... 2,428 3,208 3,104
R&D COStS . . . . o i 549 493 517
Consultancy fee. . . . ... ... . 159 268 286
Total. . ... ... .. . . 3,136 3,969 3,907

For each of the three years ended 31 December 2015, approximately US$21,000,
US$78,000 and US$0.27 million of our R&D expenses were capitalised as intangible assets for
development and protection of our intellectual properties.
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[REDACTED]

[REDACTED] represent the legal, professional and other fees with respect to the
[REDACTED]. We recorded [REDACTED] of approximately US$1.00 million for the year ended
31 December 2015.

Finance Costs

Finance costs consist of interest on bank borrowings incurred in connection with the credit
facilities provided by commercial banks in Hong Kong.

Income Tax Expenses

During the Track Record Period, we provided for Hong Kong profits tax at a rate of 16.5% on
our estimated assessable profits arising in Hong Kong. Taxation arising in other jurisdictions is
calculated at the rates prevailing in the relevant jurisdictions.

Our income tax expenses consist primarily of corporate income tax and movements in
deferred tax assets and liabilities. For each of the three years ended 31 December 2015, our
income tax expenses were approximately US$0.44 million, US$0.54 million and US$0.78 million,
respectively, and our effective income tax rate was approximately 14.8%, 12.6% and 18.9%,
respectively. For the years ended 31 December 2013 and 2014, the effective tax rates were lower
than 2015 due to the utilisation of tax loss carried forward from the previous financial years before
the Track Record Period. The related tax losses arose in the previous financial years in which
Pepwave made adjusted accumulated tax losses of approximately US$1,154,000 due to Pepwave
spent several years since its incorporation in developing and marketing the wireless broadband
devices and solutions so as to penetrate the market, and Pismo Labs made adjusted
accumulated tax losses of approximately US$806,000 due to the intra-group income earned by
Pismo Labs not sufficient in fully covering the R&D expenses and other administrative expenses
incurred. The tax losses of approximately US$268,000 and US$12,000 in 2013, and
approximately US$886,000 and US$55,000 in 2014, were subsequently utilised to offset
against taxable income which were computed based on profit before tax of Pepwave and
Pismo Labs, respectively, adjusted by income not taxable and expenses not deductible for tax
purposes, in years 2013 and 2014.

For the year ended 31 December 2015, the higher effective tax rate than the domestic
income tax rate of 16.5% was mainly due to the [REDACTED)] incurred not deductible for tax
purposes. In addition, Pismo Research (Malaysia) made adjusted loss of approximately
US$117,000 due 