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DEAR SHAREHOLDERS

On behalf of the Board of Directors (the “Board”), | am pleased
to present the annual result of Tonic Industries Holdings
Limited for the year ended 31 March 2005 (the “Year”).

BUSINESS REVIEW AND OUTLOOK

For the Year under review, the Group achieved a turnover of
approximately HK$2,636 million, representing an increase of
27% as compared with HKS$2,074 million recorded last year.
EBITDA and profit before tax were HKS 120 million and HKS$29
million respectively, as compared with HK$96 million and
HK$20 million last year.

During the Year, market demands for the Group’s products
continued to be strong, but there was increasing competition
in the consumer electronics market. High cost of materials
continued to affect the Group’s profit margin. The prices of
key components, such as flash memory and RAM (random
access memory), rose quickly as demands increased in the
second half of last year. Increased costs continued to affect
the Group in the first half of this year. The costs of other
materials such as metals and plastics also rose significantly.

The Group continued to invest in the research and
development of new digital products to keep pace with the
rapidly changing needs of the market. Our production and
engineering departments in Hong Kong, Shenzhen and
Dongguan work very closely with integrated circuits solution
providers and components suppliers. Many new products
including digital amusement centre, digital satellite receivers,
cable set top boxes, LCD TV, portable DVD players and DVD
recorders were launched this year and are expected to
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generate significant and constant contributions to the Group
in the coming years. New products under development
include the next generation DVD players with high density
and blue ray format, combination products with VCR
compatibility, etc. are expected to be launched at the end of
the year.

The marketing division for digital satellite receivers saw steady
progress. Increasing orders were received reflecting favourable
customer response. Our research indicated strong potential
demand for these products in the market and discussions with
important ODM and OEM customers in Europe and the Middle
East are in progress. We are also in discussion with certain
veteran Korean manufacturers of satellite receivers to shift their
production facilities from Korea to Tonic in China for more
competitive production costs.

The construction of the factory buildings in Shek Pai was
completed in early 2005 and can now provide the Group
with extra production capacity. The new factory provides a
timely solution to the anticipated growth in demand for the
new products launched during the year. The project imposed
additional financial constraints on the Group, however, those
constraints are expected to be relieved when the factory
becomes fully operational in the coming years and our
turnover and financial resources increase.

The business of the Home Appliance Division grew steadily
and contributed approximately 10% of the Group's turnover.
The OEM/ODM segment of the business performed particularly
well in terms of sales and margin. However the own brand
business has yet to generate return to the Group. As such we
have decided to scale down the own brand business in Japan.
With the saved resources we aim to expand the division’s
product line in the coming years.

Taking into account the high oil prices and lingering
international trade disputes, we are conservative about the
outlook of the world economy. In the short term, keen
competition in the market and high material costs will continue
to squeeze our business and profit margins. In the long term,
however, we believe the demand for new products such as
DVD recorders, LCD TV and digital satellite receivers, which
are still relatively expensive at the moment, will increase when
their prices come down to more affordable levels. We are
confident that the Group is well positioned to take on the
challenges ahead.

RIGHTS ISSUE

As at 28 January 2005, the Group proposed to raise between
approximately HK$64 million to HK$68 million, before
expenses, by way of a rights issue (“Rights Issue”) at the price
of HKS$0.2 per rights share on the basis of one rights share for
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every two existing shares held on the record date. As at 16
March 2005, the Rights Issue was closed with a total of valid
applications for 509,462,481 Rights Shares, which was
approximately 1.6 times subscribed. Among the net proceeds
of approximately HK$62 million, approximately HK$30 million
would be used for the purchase of plant and machinery for
the new factory and the rest would be used as the Group’s
general working capital. When the Rights Issue was completed,
the Company’s issued share capital was enlarged to
952,889,962 shares.

FINAL DIVIDEND

The Board of Directors recommended the payment of a final
cash dividend of HK1 cent (year ended 31 March 2004: HKO0.5
cent) per share.

CLOSURE OF REGISTER OF MEMBERS

The Register of Members of the Company will be closed from
13 September 2005 to 15 September 2005, both days
inclusive, during which period no transfer of shares will be
effected. To qualify for the proposed final dividend, all transfer
documents accompanied by the relevant share certificates must
be lodged with the Company’s Share Registrar in Hong Kong,
Tengis Limited at G/F, Bank of East Asia Harbour View Centre,
56 Gloucester Road, Wanchai, Hong Kong not later than 4:30
p.m., on 12 September 2005.

APPRECIATION

On behalf of the Group, | would like to extend my special
thanks to our employees for their continuous contribution and
hard work, to our customers and business partners for their
continuous co-operation and support for the Group. To my
fellow board members, | thank you for your dedication to
good governance of the Company. We will endeavour to
improve the results of the Company and bring in better returns
for our shareholders.

On behalf of the Board
Ling Siu Man, Simon
Chairman & Managing Director

Hong Kong, 15 July 2005
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