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DEAR SHAREHOLDERS,

On behalf of the Board of Directors (“the Board”), | am pleased to
present the annual results of Tonic Industries Holdings Limited for
the year ended 31 March 2006.

BUSINESS REVIEW AND OUTLOOK

For the Year under review, the Group achieved a revenue of
approximately HK$2,392 million. EBITDA and profit attributable to
shareholders were HK$ 117 million and HKS19 million respectively,
as compared with HKS119 million (restated) and HK$28 million
(restated) last year.

During the Year, the Group diversified into high margin products
including DVD recorders, portable DVD players, Global Positioning
System (GPS), Digital Video Broadcast products (DVB) and cable set
top boxes. The Group is committed to investing continuously in the
research and development of new products including iPod and
Xbox accessories, and various combos of DVD/VCR/DVD+RW/LCD-

TV/CRT-TV, and new products will be launched in the coming year.
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The Group’s cable set top box business in China matured in early
2006. China has been catching on fast with digital broadcasting
since the country’s State Administration for Radio Film and Television
announced plans to migrate from the analog broadcast mode to
the digital mode within the next few years. Analog service will be
obsolete by 2015. Cable set top boxes are now sold at affordable
prices and their sales are braced by their compatibility with the new
advanced digital broadcasting system and pre-pay SIM card

technology enabling new applications.

The expanded factory buildings in Shi Pai have provided the Group
with extra production capacity. Labour cost and sub-contracting
charges in Shi Pai are also relatively lower than other regions in
Dongguan. The factory will be up to 50 — 60% utilised in 2006/07
and will reach full operation in few years.

The business of the Home Appliance Division performed well during
the year and contributed a favourable margin to the Group. The
Division accounted for approximately 10% of the Group’s total
revenue. The Japan and USA offices, which focused on the Group's
own brand business, were closed during the year. The freed
resources will be injected into the Group’s OEM/ODM business in
the coming years.

During the year under review, high interest rate squeezed the
Group’s margin and put pressure on our financial resources. In
combat, the management will realign the Group’s production
facilities and find ways to reduce its reliance on external financial

resources. It will plan investment in production meticulously.

2006 marked the 30th Anniversary of the Group. Since the Group
started in 1976 as a consumer audio products manufacturer and
trader, the Group has established a solid foundation and expanded
its business horizons over the years. The anniversary is also a time to
look forward and the Group has a comprehensive product road
map which aim is to ensure sustainable growth and maintain the
competitive advantages of the Group. With material costs stabilising
and demand for digital products continuously increasing, we are
optimistic about the future of our business.
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FINAL DIVIDEND

The Board of Directors recommended the payment of a final cash
dividend of HK1 cent (year ended 31 March 2005: HK1 cent) per
share.

CLOSURE OF REGISTER OF MEMBERS

The Register of Members of the Company will be closed from 18
September 2006 to 20 September 2006, both days inclusive, during
which 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 26/F, Tesbury Centre, 28
Queen’s Road East, Hong Kong not later than 4:30 p.m. on 15
September 2006.

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 co-operating with and
supporting the Group, and to my fellow board members for their
dedication to good governance of the Company. We will continue
to improve the results of the Company and generate better returns
for our shareholders.

On behalf of the Board
Ling Siu Man, Simon

Chairman & Managing Director

Hong Kong, 18 July 2006
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