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CHARACTERISTICS OF THE GROWTH ENTERPRISE MARKET

The Growth Enterprise Market (OGEMO) of The Stock Exchange of Hong Kong Limited (the
OStock ExchangeO) has been established as a market designed to accommodate companies to which
a high investment risk may be attached. In particular, companies may list on GEM with neither a
track record of profitability nor any obligation to forecast future profitability. Furthermore, there
may be risks arising out of the emerging nature of companies listed on GEM and the business
sectors or countries in which the companies operate. Prospective investors should be aware of the
potential risks of investing in such companies and should make the decision to invest only after due
and careful consideration. The greater risk profile and other characteristics of GEM mean that it is
a market more suited to professional and other sophisticated investors.

Given the emerging nature of companies listed on GEM, there is a risk that securities traded
on GEM may be more susceptible to high market volatility than securities traded on the Main
Board and no assurance is given that there will be a liquid market in the securities traded on GEM.

The principal means of information dissemination on GEM is publication on the internet
website operated by the Stock Exchange. Listed companies are not generally required to issue paid
announcements in gazetted newspapers. Accordingly, prospective investors should note that they
need to have access to the GEM website in order to obtain up-to-date information on GEM-listed
issuers.
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DEFINITIONS

In this circular, unless the context requires otherwise, the expressions as stated below will have the
following meanings:

OAcquisitionO the acquisition of the entire issued share capital of Indigo
contemplated under the Acquisition Agreement

OAcquisition AgreementO the conditional sale and purchase agreement dated 27 January
2006 entered into between the Company and the Vendors for the
purchase of the entire issued shares of Indigo from the Vendors
by the Company

OAnnouncementO the announcement of the Company dated 16 February 2006 in
relation to the Acquisition and the proposed placing of the
Convertible Bonds

OassociatesO has the meaning as defined in the GEM Listing Rules
OBoardO the board of Directors

OClosing Financial StatementO the unaudited financial statement to be prepared by Indigo in
accordance with its past practice as reflected in its audited financial
statements for the period commenced on 1 April 2005 and ended
on 31 October 2005, for the period commencing from 1 April
2005 and ending on the Friday immediately preceding the date of
Completion

OCompanyO Sonavox International Holdings Limited, a company incorporated
in the Cayman Islands with limited liability, the Shares of which
are listed on GEM

OCompletionO completion of the Acquisition

OConsiderationO the total consideration of not exceeding CAD5,300,000 (equivalent
to approximately HK$34,980,000) payable by the Company to the
Vendors for the Acquisition

OConsideration SharesO 088,974 new Shares to be allotted and issued by the Company
at HK$0.389 per Share to the Vendors to satisfy part of the
Consideration

OControlling ShareholderO Newood Consultancy Limited, the controlling Shareholder holding

240,000,000 Shares representing 75% of the existing issued share
capital of the Company as at the Latest Practicable Date
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DEFINITIONS

OConversion PriceO

OConversion SharesO

OConvertible BondsO

ODirectorsO

OEGMO

OEnlarged Group®O

OExisting General MandateO

OGEMO
OGEM Listing RulesO
OGroupO

OHong Kong®

Olndependent Third Party(ies)O

OlIndigoO

OLatest Practicable DateO

OListing CommitteeO

The conversion price of the Convertible Bonds, initially being the
USD equivalent to HK$0.40 per Conversion Share, which is subject
to adjustments as summarised in this circular

new Shares which may fall to be issued upon conversion of the
Convertible Bonds

the 8% convertible redeemable bonds due 2011 to be issued by
the Company in the aggregate principal amount of up to
USD5,000,000 (in its HK$ equivalent of approximately
HK$38,750,000) under the Placing Agreement

the directors of the Company

the extraordinary general meeting of the Company which will be
convened to consider and approve, among other matters, the
Acquisition and the issue of the Convertible Bonds

the Group immediately upon Completion
the general mandate granted to the Board at the 2005 annual
general meeting of the Company held on 30 May 2005 to allot,
issue and otherwise deal in up to 64,000,000 new Shares

the Growth Enterprise Market operated by the Stock Exchange

the Rules Governing the Listing of Securities on GEM

the Company and its subsidiaries

thidong Kong Special Administrative Region of the PeopleOs
Republic of China

independent third party(ies) which is(are) not connected person(s)

of the Company (as defined in the GEM Listing Rules)

Indigo Manufacturing Inc., a company incorporated under the laws
of Ontario, Canada

2Aarbh 2006, being the latest practicable date prior to the
printing of this circular for the purpose of ascertaining certain

information for inclusion in this circular

the listing sub-committee of the Stock Exchange
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DEFINITIONS

OLoan Repayment AmountO

OPlacee(s)O

OPlacing AgentO

OPlacing AgreementO

OSFOO

OShare(s)O
OShareholder(s)O
OStock ExchangeO

OVendorsO

0%0
OCADO
OHK$0O

oOusDO

outstanding payables by Indigo to two specified creditors, which
were loans provided by related parties in the early stage of the
establishment of Indigo for the purpose of its working capital

any individual, institutional or other professional investor(s) to be
procured by the Placing Agent to subscribe for any principal
amount of the Convertible Bonds pursuant to the Placing AgentOs
obligations under the Placing Agreement, each of whom will be
an Independent Third Party

adterLink Securities (Hong Kong) Corporation Limited, a
licensed corporation under the SFO to carry out types 1 (dealing
in securities), 4 (advising on securities) and 6 (advising on
corporate finance) regulated activities and the placing agent in
respect of the placing of the Convertible Bonds

the conditional placing agreement dated 27 January 2006 entered
into between the Company and the Placing Agent in relation to

the placing of the Convertible Bonds

the Securities and Futures Ordinance (Chapter 571 of the Laws of
Hong Kong)

ordinary share(s) of HK$0.01 each in the capital of the Company
holder(s) of Shares
The Stock Exchange of Hong Kong Limited
athe shareholders of Indigo who in aggregate beneficially owned
the entire issued shares of Indigo as at the date of the Acquisition
Agreement
per cent.
Canadian dollar, the lawful currency of Canada

Hong Kong dollar, the lawful currency of Hong Kong

United Statalollar, the lawful currency of the United States of
America

For the purpose of illustration only, CAD to HK$ is translated at a rate of CAD1.00 = HK$6.60
and USD to HK$ is translated at a rate of USD1.00 = HK$7.75. No representation is made that any
amounts in CAD and/or USD could have been or could be converted at such rate or any other rates or at

all.
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LETTER FROM THE BOARD
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22 March 2006
To the Shareholders
Dear Sirs,

MAJOR TRANSACTION IN RESPECT OF THE PROPOSED ACQUISITION OF
THE ENTIRE ISSUED SHARE CAPITAL OF INDIGO MANUFACTURING INC.
AND
PROPOSED PLACING OF CONVERTIBLE BONDS

1. INTRODUCTION

On 27 January 2006, the Acquisition Agreement was entered into between the Company and the
Vendors, whereby the Vendors agreed to sell and the Company agreed to purchase the entire issued
shares of Indigo at a consideration (subject to adjustment) of CAD5,300,000 (equivalent to approximately
HK$34,980,000). The Consideration will be settled as to CAD300,000 (equivalent to approximately
HK$1,980,000) by way of allotment and issue of the Consideration Shares and the balance of up to
CAD5,000,000 (equivalent to approximately HK$33,000,000) by cash.
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LETTER FROM THE BOARD

The Acquisition contemplated in the Acquisition Agreement constitutes a major transaction for the
Company under Chapter 19 of the GEM Listing Rules and is therefore subject to approval by the
Shareholders at the EGM. Given that the Vendors and their respective ultimate beneficial owners (where
appropriate) are all Independent Third Parties, no Shareholder is required to abstain from voting in
respect of the resolution to approve the Acquisition at the EGM.

On 27 January 2006, the Company entered into the Placing Agreement with the Placing Agent for
the placing of the Convertible Bonds, on a best efforts basis, up to a maximum principal amount of
USD5,000,000 (in its HK$ equivalent of approximately HK$38,750,000). The Conversion Price is the
USD equivalent to HK$0.40 per Conversion Share (subject to adjustment). Completion of the Placing
Agreement is subject to the fulfillment of certain conditions which include, inter alia, the approval by the
Shareholders for the issue of the Convertible Bonds and the issue and allotment of the Conversion Shares
and the granting of the listing of, and permission to deal in, the Conversion Shares on GEM by the
Listing Committee of the Stock Exchange.

The purpose of this circular is to provide you with, amongst other things, (i) further information
about the Acquisition, the Placing Agreement and the Convertible Bonds; (ii) the respective financial
information on the Group and Indigo, as well as the pro forma financial information on the Enlarged
Group; (iii) the notice of EGM; and (iv) other information as required under the GEM Listing Rules.

2. MAJOR TRANSACTION
The Agreement
Date . 27 January 2006
Parties : (i) the Company, as purchaser

(i)  the Vendors, which include three individuals who hold approximately 45%,
28% and 14% of the issued share capital of Indigo respectively and six other
individuals and corporations hold in aggregate the remaining of approximately
13% of the issued share capital of Indigo as at the date of the Acquisition
Agreement. Those Vendors which are corporations are principally engaged in
investment holding activities. To the best of the DirectorsO knowledge,
information and belief having made all reasonable enquiry, each of the Vendors
and where such Vendors are corporations, whose respective ultimate beneficial
owners are Independent Third Parties

Assets to be acquired

The entire issued shares of Indigo
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LETTER FROM THE BOARD

Consideration

The total consideration for the Acquisition shall be CAD5,300,000 (equivalent to
approximately HK$34,980,000), subject to the adjustment as stated below.

Adjustment to the Consideration

The Consideration will be adjusted downward by the amount of (i) the demand loans from a
specified bank in excess of CAD1,500,000 (being the limit of the facility granted by the specified
bank) as at the date of Completion; (ii) the Loan Repayment Amount as at the date of Completion;
and (iii) any shortfall between CAD950,000 and the aggregate of the shareholderOs equity as
shown on the Closing Financial Statement and CAD201,960. For the purpose of this circular, the
Consideration adjusted in accordance with the above manner is referred to asdjhstedl
ConsiderationO. As at 31 October 2005, the Loan Repayment Amount amounted to approximately
CAD997,000 (equivalent to approximately HK$6,580,000).

The adjustment mechanism to the Consideration was agreed between the Vendors and the
Company after armOs length negotiation for the purpose of (i) ensuring that the overall financial
status of the Company at the time of Completion will be more or less the same as at the time when
the Consideration was determined; and (ii) eliminating the effects of related party loans.

The Consideration, or as the case may be, the Adjusted Consideration will be payable by the
Company upon Completion, among which as to CAD300,000 to be satisfied by way of allotment
and issue of the Consideration Shares and the balance of up to CAD5,000,000 (equivalent to
approximately HK$33,000,000) by cash, provided that an amount of CAD300,000 (equivalent to
approximately HK$1,980,000) will be placed with an independent escrow agent for 15 months
from the date of Completion for the purpose of covering claims (if any) by the Company in respect
of any liability arising from untrue warranties, representations and undertakings of the Vendors
under the acquisition Agreement.

The Company currently intends that the cash portion of the Consideration or the Adjusted
Consideration (as the case may be) will be settled by the net proceeds, if any, of the issue of the
Convertible Bonds as announced hereinafter. In the event that the issue of the Convertible Bonds
were not completed for whatever reason or if the net proceeds received by the Company were less
than the cash portion of the Consideration or the Adjusted Consideration (as the case may be), the
cash portion of the Consideration or the Adjusted Consideration (as the case may be) will be
satisfied by internal resources and/or banking facilities of the Group.

The Consideration was arrived at after armOs length negotiations between the parties to the
Acquisition Agreement and was based on the CompanyOs internal valuation on Indigo taking into
account (i) the value of the patented technology held by Indigo; (ii) the future prospects of the
business of Indigo; (iii) the synergistic effects and strategic value of Indigo on the future
development of the Group; and (iv) the potential business opportunities that can be provided to the
Group. No independent valuation had been done on the patented technology held by Indigo for the
purpose of determination of the Consideration. Further elaboration regarding the above factors are
referred to in the paragraph headed OReasons for entering into the AcquisitionO below.
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LETTER FROM THE BOARD

Consideration Shares

The issue price of each Consideration Share is HK$0.389, being the average closing price
per Share as stated in the daily quotations sheet of the Stock Exchange over the 10 business days
up to and including the date of the Acquisition Agreement, which represents a discount of
approximately 5.12% over the closing price of HK$0.41 per Share as quoted on the Stock Exchange
on 27 January 2006 being the trading day immediately prior to the suspension of trading in Shares
on 1 February 2006 and represents a premium of approximately 0.52% over the average closing
price of HK$0.387 per Share for the five consecutive trading days up to and including 27 January
2006. Based on the closing price of HK$0.41 per Share as quoted on the Stock Exchange on 27
January 2006, the Consideration Shares had a market value of approximately HK$2,087,000.
Based on the closing price of HK$0.4 per Share as quoted on the Stock Exchange on the Latest
Practicable Date, the issue price represents a discount of approximately 2.75% with an aggregate
market of the Consideration Share of approximately HK$2,036,000. In addition, the issue price of
each Consideration Share represents a premium of approximately 63.45% over the net asset value
per Share of approximately HK$0.238 based on the unaudited consolidated net assets of the
Company as at 30 June 2005.

The Consideration Shares comprising 5,089,974 Shares represent approximately 1.59% of
all existing issued Shares and approximately 1.57% of the enlarged issued share capital of the
Company immediately after the allotment and issue of the Consideration Shares (assuming no
other Shares are issued prior to the date of issue of the Consideration Shares). Subject to the
approval by the Shareholders of the Acquisition at the EGM, the Consideration Shares will be
allotted and issued pursuant to the Existing General Mandate. Up to the Latest Practicable Date,
no Shares or securities convertible into Shares have been issued pursuant to the Existing General
Mandate.

Application will be made to the Listing Committee for the listing of, and permission to deal
in, the Consideration Shares.

The Consideration Shares, when allotted and issued, shall rank pari passu in all respects
with the Shares in issue on the date of allotment and issue of the Consideration Shares including
the right to all dividends, distribution and other payments made or to be made, the record date for
which falls on or after the date of such allotment and issue. Pursuant to the Acquisition Agreement,
the Vendors may allocate, among themselves, the different components of the Consideration to be
received by each of them, failing which the allocation of Consideration Shares and cash portion
will be proportionate to their respective shareholdings. The Vendors have undertaken to the Company
that in the event that he/she/it elects to receive the Consideration Shares as part of the Consideration,
he/shelit will not transfer or dispose of the Consideration Shares allotted to him/her/it within 12
months from the date of Completion.
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LETTER FROM THE BOARD

Conditions

Completion of the Acquisition Agreement is conditional on, among other things, the
satisfaction (or, where applicable, waiver) of the following conditions:

(a)

(b)

(c)

(d)

(e)

()

(9

(h)

the Company shall have obtained a release from the Royal Bank of Canada of the
personal guarantee (limited to CAD300,000) provided by one of the Vendors to secure
the credit facility and borrowings from the Royal Bank of Canada by Indigo;

the Loan Repayment Amount shall have been paid by Indigo in full from funds
contributed to Indigo by the Company at Completion;

all amounts owing by Indigo to any of its shareholders, directors, officers and
employees other than amounts owing in the ordinary course of business for salary,
vacation pay, benefits and expense reimbursement shall have been paid in full prior
to the date of Completion;

the holder of all agreements, options, understandings, commitments, warrants or other
rights or privileges pursuant to which Indigo is or may become obligated to issue any
shares or other securities which are convertible into shares of its capital stock, shall
have (i) agreed with the Company to execute their rights under such agreements and
sell the shares obtained on the exercise of such rights to the Company under the
terms of the Acquisition Agreement; or (ii) execute a release in a form that is
satisfactory to the Company acting reasonably releasing all of their rights in respect
of such agreements and delivered such release to the Company by no later than 27
January 2006;

approval by the Shareholders for the Acquisition in accordance with the GEM Listing
Rules;

the GEM Listing Committee of the Stock Exchange granting the listing of, and
permission to deal in the Consideration Shares;

the Company shall have arranged for Indigo to obtain replacement working capital
financing in an amount of not less than CAD1,500,000 on commercially reasonable
terms;

the Company shall have arranged financing to complete the Acquisition and the fund
under such financing arrangement will have been made available to the Company;
and

the Company shall have obtained all necessary consents, authorisation or other
approvals (or, as the case maybe, the relevant waiver) of any kind in connection with
the entering into and performance of the terms of the Acquisition Agreement which
may be required under the GEM Listing Rules, from the Stock Exchange or any
regulatory authority.
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LETTER FROM THE BOARD

As at the Latest Practicable Date, condition (d) has already been fulfilled. At any time
before Completion, the Vendors may waive conditions (a) and (b) and the Company may waive
condition (c) by notice in writing to the other parties without prejudice to their respective future
rights.

Completion

Completion shall take place on the fifth business day after the conditions set out in the
Acquisition Agreement are satisfied, or as the case may be, waived, or such earlier orlater date as
may be agreed, but in any event, not later than 10 April 2006.

The Acquisition contemplated in the Acquisition Agreement constitutes a major transaction
for the Company under Chapter 19 of the GEM Listing Rules and is subject to approval by the
Shareholders. Given that the Vendors and their respective ultimate beneficial owners (where
appropriate) are all Independent Third Parties, no Shareholder is required to abstain from voting in
respect of the resolution to approve the Acquisition at the EGM.

Information on Indigo

Incorporated in Ontario, Canada, in March 1991, Indigo commenced its business in 1991
and was principally engaged in the design, development and marketing of home and automotive
audio products. IndigoOs flagship technology is OBASHO, a patented high efficiency power amplifier
circuit technology. The OBASHO amplification technology is unique that it delivers the sound of an
audiophile quality Class AB Opure linearO amplification with the efficiency of Class D amplification.
The OBASHO patented technology delivers digital control, efficiency and electro-magnetic
interference (EMI) performance, cost and size advantages over its competitors without compromising
sound quality. With such patented technology, Indigo produces audio amplifiers for a variety of
applications including: powered speakers, full-range amplifiers, multi-media, car audio and
professional audio.

The following table shows the financial information of Indigo for each of the three years
ended 31 March 2005:

Year ended Year ended Year ended Seven months ended
31 March 2003 31 March 2004 31 March 2005 31 October 2005
(audited) (audited) (audited) (audited)
HK$ HK$ HK$ HK$

(0000)  CAD equivalent CAD equivalent CAD equivalent CAD equivalent

Revenue 11,332 74,791 11,208 73,973 11,358 74,963 6,717 44,337
Net earnings/(l0ss)

before taxegNote) (683)  (4,508) (103) (680) 122 805 (344)  (2,270)
Net earnings/

(loss) after taxes (481)  (3,175) 83 548 111 733 (217)  (1,432)

Note: No extraordinary items had been recorded for each of the three years ended 31 March 2005 and the seven
months ended 31 October 2005.

bo9b



LETTER FROM THE BOARD

The latest audited net assets value of Indigo as at 31 October 2005 is approximately
CAD758,000 (equivalent to approximately HK$5,003,000).

Upon Completion, the Company will hold 100% of the equity interest in Indigo.
Reasons for entering into the Acquisition

The principal business activity of the Group is the design, manufacture and sale of loudspeaker
systems to customers in Mainland China and overseas. Major products for both of the Group and
Indigo include loudspeaker systems for home theatres and professional audio. The Group also
manufactures and sells loudspeaker systems for automobiles whereas Indigo manufactures and
sells amplifiers only for automobiles.

Currently, the wooden boxes, loudspeakers and other major parts for the GroupOs loudspeaker
systems for home theatres and professional audio are manufactured by the Group itself whereas
the amplification systems are supplied by independent vendors. In the contrast, Indigo manufactures
its products with the OBASHO amplification systems designed and developed by itself and assembled
with wooden boxes, loudspeakers and other major parts from independent suppliers.

Since the Group does not have research and development capabilities to develop unique
amplification systems, all amplifiers enclosed in the GroupOs loudspeaker systems for home theatres
and professional audio were purchased from independent vendors in the Mainland China. The
Acquisition will allow the Group to utilize the OBASHO amplification systems and relevant
technologies, therefore enhancing the GroupQOs cost competitive advantage and the development of
the products of the Group, both of which are in line with the GroupOs strategic development.

Furthermore, the senior management of the Group are of the view that todayOs automobiles,
computers, video games, televisions (Plasma or TFT-LCD or traditional CRT), DVD players and
iPods, all require multi-channel high power amplifier systems with good quality audio and
loudspeaker systems. This trend creates an excellent opportunity for Indigo, which has advanced
audio amplifier technology and patented technology that is compact, cost effective in multi-channel
systems and produces little electro-magnetic interference (EMI).

In addition, the Acquisition will also enhance the GroupOs capabilities to develop new series
of audio integration systems products for automobiles and home theatres and that the capabilities
of Indigo, including but not limited to research and development, management experience and sale
and marketing techniques, will allow the Group to provide a Oone-stopO range of technology
solution for the GroupOs existing and potential customers.

Based on the foregoing, the Directors consider that after Completion, the technology of

Indigo together with its customer base will expect to produce synergetic effect with existing
business of the Group which will accelerate the pace of business expansion.
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LETTER FROM THE BOARD

The Directors considered that the Acquisition Agreement was entered into on normal
commercial terms in the ordinary and usual course of business of the Group and that the terms of
the Acquisition Agreement were fair and reasonable and in the best interests of the Group so far as
the interests of the Shareholders and the Company as a whole are concerned.

Financial Effects of the Acquisition to the Group

The Directors confirm that the Acquisition will not have any material adverse effect on the
working capital position of the Group or have any material negative impact on the assets and
liabilities of the Group. And in light of the above synergetic effect which the Directors expect to
be bring about as a result of the Acquisition, the Directors believe that the Acquisition will have a
positive impact on the earnings of the Group in the future.

PLACING OF CONVERTIBLE BONDS

Placing Agreement

Date . 27 January 2006
Parties : The Placing Agent, an Independent Third Party, and the Company
Placing

The Placing Agent has conditionally agreed with the Company to place, on a best effort
basis, to independent professional, corporate or individual investors the Convertible Bonds which
are proposed to be issued in an aggregate principal amount of USD5,000,000 (in its HK$ equivalent
of approximately HK$38,750,000). The Placing Agent will receive a documentation fee of
HK$118,000 and a placing commission of 0.75% of the amount equal to the aggregate principal
amount of the Convertible Bonds in respect of which it had secured Placees. The documentation
fee and the placing commission were arrived at after armOs length negotiations between the Company
and the Placing Agent. To the best of the knowledge, information and belief of the Directors,
having made all reasonable enquiry, the Placing Agent and its ultimate beneficial owners are
Independent Third Parties.

The Company will make further announcement to keep the Shareholders informed in the
event that less than USD5,000,000 (in its HK$ equivalent of approximately HK$38,750,000) of
Convertible Bonds are being placed.

Placees
The Placing Agent will procure not less than six individual, institutional or professional
investors to subscribe for the Convertible Bonds and take steps to ensure that each of the Placees

will be an Independent Third Party. The Company will make appropriate announcement in
accordance with the Listing Rules in the event that the number of Placees is less than six.
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LETTER FROM THE BOARD

Conditions

Completion of the Placing Agreement is conditional upon, amongst other things, the Stock
Exchange having granted listing of and permission to deal in the Conversion Shares and the
Company having obtained the necessary approval from the Shareholders for the issue of the
Convertible Bonds and the allotment of the Conversion Shares. No Shareholder is required to
abstain from voting in respect of the resolution to approve the issue of the Convertible Bonds and
the issue and allotment of the Conversion Shares at the EGM.

If the conditions are not fulfilled on or before the day falling 90 days after the date of the
Placing Agreement, the Placing Agreement shall terminate and neither the Company nor the Placing
Agent shall have any claim against the other for any costs or losses (save for any prior breaches of
the Placing Agreement).

If, on or at any time before completion of the Placing Agreement, any national or international,
political, military, diplomatic, monetary, economic or financial crisis or situation occurs or there
occurs any change in national or international, military, diplomatic, monetary, economic, political,
financial or market conditions which, in the opinion of the Placing Agent arrived at in good faith,
renders the placing of the Convertible Bonds temporarily or permanently impracticable or
inadvisable, or any event or omission occurs or comes to the Placing AgentOs notice which, in the
opinion of the Placing Agent arrived in good faith, will or may be materially prejudicial to the
Company or the placing of the Convertible Bonds, the Placing Agent will consult with the Company
to the extent practicable but may at its absolute discretion, by notice in writing to the Company,
terminate the Placing Agreement.

Completion

Completion of the Placing Agreement is expected to take place on the fifth business day
after the conditions precedent have been fulfilled (or waived). Barring any unforeseen circumstances,
the Company expects that completion of the Placing Agreement will not be later than the completion
of the Acquisition. Therefore net proceeds from the placing of Convertible Bonds, if any, can be
applied for the settlement of the Consideration as referred to in the paragraph headed OUse of
proceedsO below.
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LETTER FROM THE BOARD

Principle terms of the Convertible Bonds
Issuer : The Company, Sonavox International Holdings Limited

Principal amount : Up to the aggregate amount of USD5,000,000 (in its HK$ equivalent
of approximately HK$38,750,000)

Conversion Price : th&)SD equivalent to HK$0.40 per Conversion Share (subject to
adjustment), representing:

() a discount of approximately 2.44% over the closing price of
HK$0.41 per Share as quoted on the Stock Exchange on 27
January 2006, being the date of the Placing Agreement and the
last trading day of the Shares on the Stock Exchange prior to
the suspension of the trading in the Shares on the Stock
Exchange pending the release of the Announcement;

(i) a premium of approximately 3.36% over the average closing
price of approximately HK$0.387 per Share for the five
consecutive trading days up to and including 27 January 2006
as quoted on the Stock Exchange;

(i) an equivalent of the closing price of HK$0.4 per Share as
guoted on the Stock Exchange on the Latest Practicable Date;
and

(iv) a premium of approximtely 68.07% over the over the net
asset value per Share of approximately HK$0.238 based on
the unaudited consolidated net assets of the Company as at 30
June 2005.

The Conversion Price was determined after armOs length negotiations
between the parties to the Placing Agreement. The Directors consider
that the discount of approximately 2.44% of the Conversion Price
over the closing price of HK$0.41 per Share as quoted on the Stock
Exchange on 27 January 2006 is acceptable to the Company and its
Shareholders as a whole in light of the thin liquidity of the Shares in
the 12 months immediately preceding the date of the Placing
Agreement. The average daily trading volume of the Shares for the
12 months immediately preceding the date of the Placing Agreement
is approximately 7,000 Shares, representing approximately 0.002%
of the total issued Shares of 320,000,000 Shares as at the date of the
Announcement.
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Interest

Conversion period

Maturity

Early redemption

Ranking

The Conversion Price will be subject to adjustment in certain events
including, among other things, consolidations/subdivision of the
Shares, capitalization issues, capital distributions, bonus issues, rights
issues and certain other dilutive events.

8%per annum, payable annually in arrears. Such interest rate was
determined after armOs length negotiations between the parties to the
Placing Agreement

The Convertible Bonds may be converted at any time on and after
the first day of the second anniversary of the date of issue of the
Convertible Bonds up to and including the date falling 30 days prior
to the date of maturity, or if such date is not a business day, the
business day immediately preceding such date.

Conversion rights can only be exercised in not less than the multiple
of the principal amount of USD200,000 (in its HK$ equivalent of
approximately HK$1,550,000).

The fifth anniversary of the date of issue of the Convertible Bonds

The Company shall have the option to redeem the Convertible Bonds
in whole or in part (i) at any time after the second anniversary of the
date of issue of the Convertible Bonds until 30 days prior to the
maturity date, provided that the average closing price of the Shares
stated in the daily quotation sheet of the Stock Exchange for 20
consecutive trading date exceed 130% of the prevailing Conversion
Price; or (ii) at any time the outstanding Convertible Bonds is less
than 20% of the total issued amount.

The amount payable for any redemption shall be 100% of the relevant
amount of the principal amount of the Convertible Bonds so redeemed
together with interest accrued thereon up to the date of repayment.

On the second, third and fourth anniversary of the date of issue of
the Convertible Bonds and only on such date, each holder of the
Convertible Bonds shall have the right at such holderOs option to
require the Company to redeem the Convertible Bonds held by such
holder at 100% of the principal amount with respect to such
Convertible Bonds together with interest accrued thereon up to the
date of repayment.

The Convertible Bonds will rank pari passu with all other present
and future unsecured obligations of the Company.
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Voting rights : Theholders of the Convertible Bonds will not have any right to
attend or vote at any meetings of the Company by virtue of their
being holders of the Convertible Bonds.

Listing : No application will be made for the listing of the Convertible Bonds
on the Stock Exchange or any other stock exchanges.

Transferability : The Convertible Bonds may be transferred by the holders of the
Convertible Bonds to any party in multiples of USD200,000, save
that any transfer to a connected person of the Company shall be
subject to the prior consent of the Company, and if so required, the
prior approval of the Stock Exchange.

Final Redemption : Unless the conversion rights attaching to the Convertible Bonds have
and Repayment been exercised during the conversion period or the Convertible Bonds
have been redeemed prior to the maturity date, the Company is obliged
to make any redemption, in cash of the outstanding principal amount
of the Convertible bonds and the accrued and unpaid interest on the
maturity date.

Conversion Shares

The Conversion Shares to be issued upon conversion of the Convertible Bonds will rank
pari passu in all respects with the Shares in issue on the date of issue and allotment of such
Conversion Shares.

Assuming the conversion rights attaching to the Convertible Bonds in aggregate of
USD5,000,000 (in its HK$ equivalent of approximately HK$38,750,000) will be exercised in full
at the Conversion Price of HK$0.40 by all holders of the Convertible Bonds, the Company will be
required to issue an aggregate of 96,875,000 new Shares, representing approximately (i) 30.27%
of the existing issued share capital of the Company, and (ii) 23.24% of the issued share capital of
the Company as enlarged by the exercise of the conversion rights in full attaching to the Convertible
Bonds of an aggregate of USD5,000,000 (in its HK$ equivalent of approximately HK$38,750,000)
at the Conversion Price of HK$0.40.

The market value of the 96,875,000 Conversion Shares will be in the aggregate amount of
approximately HK$39,719,000 based on the closing price of HK$0.41 per Share on 27 January
2006, being the last trading day immediately prior to the suspension of the trading in the Shares on
the Stock Exchange pending the release of the Announcement.

Application will be made by the Company for the listing of, and the permission to deal in,

the Conversion Shares to be issued upon exercise of the conversion rights attaching to the
Convertible Bonds on GEM.
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Use of proceeds

Assuming fully placed, the net proceeds for the placing of the Convertible Bonds (after
deduction of expenses) amounted to approximately HK$38.3 million, of which approximately
HK$33 million will be used to settle the cash portion of the Consideration as referred to in this
circular and the remaining approximately HK$5.3 million will be used as general working capital.
In the event that the Acquisition fails to proceed to Completion, the entire amount of the net
proceeds of approximately HK$38.3 million will be retained by the Company as general working
capital. Currently the Company has not earmarked any part of such funds for any other specific
investment.

The Directors consider the terms and conditions of the Placing Agreement and the issue of
the Convertible Bonds are on normal commercial terms, fair and reasonable and in the interests of

the Company and its Shareholders as a whole.

The Company has not conducted any equity-related fund raising exercise for the past 12
months immediately prior to the date of this circular.

SHAREHOLDINGS STRUCTURE

The following tables show the shareholding structure before and after Completion, assuming the

placing of the Convertible Bonds have been completed, immediately before and after the exercise of the
conversion rights in full attaching to the Convertible Bonds of an aggregate principal amount of
USD5,000,000 (in its HK$ equivalent of approximately HK$38,750,000) at the Conversion Price of

HK$0.40 are as follows:

Before Completion:

(A)

Immediately before the
exercise of the conversion
rights in full attaching to

(B)
Immediately after the
exercise of the conversion
rights in full attaching to

Existing the Convertible Bonds the Convertible Bonds
Number of % of Number of % of Number of % of
Shares issued Shares Shares issued Shares Shares issued Shares

Newood Consultancy

Limited (Note 1) 240,000,000 75.00% 240,000,000 75.00% 240,000,000 57.57%
The Placee¢Note 2) b b b b 96,875,000 23.24%
Existing Public

Shareholders 80,000,000 25.00% 80,000,000 25.00% 80,000,000 19.19%
Total: 320,000,000 100.00% 320,000,000 100.00% 416,875,000 100.00%
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After Completion:

(A) (B)
Immediately before the Immediately after the
exercise of the conversion exercise of the conversion
rights in full attaching to rights in full attaching to

Existing the Convertible Bonds the Convertible Bonds
Number of % of Number of % of Number of % of
Shares issued Shares Shares issued Shares Shares issued Shares
Newood Consultancy
Limited (Note 1) 240,000,000 75.00% 240,000,000 73.83% 240,000,000 56.88%

The VendorgNote 3) b b 5,089,974 1.57% 5,089,974 1.21%

The Placee¢Note 2) b b b b 96,875,000 22.96%

Existing Public

Shareholders 80,000,000 25.00% 80,000,000 24.61% 80,000,000 18.96%

Total (Note 4) 320,000,000 100.00% 325,089,974 100.00% 421,964,974 100.00%

Note:

1. Newood Consultancy Limited is a company wholly owned by Silver Way Limited. The entire issued share capital
of Silver Way Limited is in turn owned by HSBC International Trustee Limited as the trustee of the SEI Trust,
and the discretionary objects of which include Mr. Yang Tsu Ying and Mr. Yang Ching Yau, both are executive
Directors.

2. Being Independent Third Parties to be procured by the Placing Agent to purchase the Convertible Bonds. None of
the Placees is expected to become a substantial Shareholder upon the full exercise of his/her/its convertible rights
attaching to the Convertible Bonds.

3. Being the aggregate number of Consideration Shares fall to be issued to the Vendors as part of the Consideration

4. As at the Latest Practicable Date, 320,000,000 Shares were in issue.

Based on the foregoing shareholding structure, the controlling Shareholder of the Company will
remain unchanged. Since each of the Placees will be an Independent Third Party and none of the Placees
is expected to become a substantial Shareholder upon the full exercise of his/her/its convertible rights
attaching to the Convertible Bonds, the minimum public floats percentage as prescribed by Rule 11.23 of
the GEM Listing Rule will be maintained after Completion and the exercise in full by the holders of the
Convertible Bonds of the conversion rights attaching to the Convertible Bonds.

Shareholders and potential investors should note that the each of Acquisition Agreement and

the Placing Agreement is subject to conditions precedent. Shareholders and potential investors are
reminded to exercise caution when dealing in the Shares.
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MANAGEMENT DISCUSSION AND ANALYSIS OF FINANCIAL POSITION AND RESULTS
OF OPERATIONS OF INDIGO

Business Overview

The audio industry over the past two decades has evolved from stereo systems dedicated to
music, to a broader range of markets requiring more channels and power such as home theatre,
video game, automobile and multimedia markets. This trend has been creating an excellent
opportunity for an audio amplifier technology that is compact, cost effective in multi-channel
systems and produces little electro-magnetic interference. Indigo proven and patented proprietary
technologies trademarked BASHSs widely recognized in the audio electronics industry for its
superior Class AB Opure linearO amplifiers sound quality and its efficiency of Class D amplifiers,
therefore it is uniquely suited for this challenge. Continuous and extensive R&D programs have
resulted in the expansion and improvement of the BA@kplifications technology and the
granting of a number of international patents and trademarks. A current R&D focus is on the
development of fully digital and wireless applications. Indigo is well positioned to significantly
increase sales by implementing a more focused sales and marketing effort. It will allow Indigo to
target and service a boarder customer base and establish a presence in new market verticals.

Financial Review

The revenue was relatively flat in the recent years as a result of difficult market conditions
in the home audio electronics market especially in the U.S., and the impact of falling U.S. dollar,
which completely offset IndigoOs growth in the audio electronics markets. The effective growth of
IndigoOs revenue after removing the foreign exchange effect was approximately 7% increase from
fiscal year 2003 to fiscal year 2004, 2% from fiscal 2004 to fiscal 2005 and 1% increase for the
same corresponding seven-month period between 31 October 2004 and 31 October 2005. The
average exchange rate of US dollar to Canadian dollar dropped from 1.55 in the year 2003 to 1.35
in the year 2004 and to 1.28 in the year 2005 while IndigoOs revenue in U.S. dollar accounted for
63%, 61% and 76% of the total revenue in these years respectively. The US$ revenue for the
seven-month periods ended 31 October 2005 even increased to 92.5% with the average US foreign
rate dropped to 1.22.

The gross profit margin was in average of approximately 21% for the fiscal year of 2003,

2004 and 2005. It dropped to approximately 14% for the seven-month period ended 31 October
2005 because the offshore manufacturing in Mainland China increased by approximately 109%. It
was due to shifting more of in-house manufacturing to IndigoOs licensed offshore contractor in
Mainland China since April 2005. Even though the higher cost paid for the amplifiers manufactured
by the contractor in Mainland China was alleviated to some extent by cutting IndigoOs variable
manufacturing cost in Toronto such as direct labour and variable factory overhead but the fixed
factory overhead remain unchanged during the transition period.
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Indigo has been reducing the number of staff in its Toronto office and undertaking other
cost reduction measures to bring down the administrative & general expenses since FY2004.
However, the professional fees associated with the selling of IndigoOs interest slightly increased
administrative and general expenses in the fiscal year ended March 31, 2005. Sales and marketing
cost decreased drastically from CAD878,484 in FY2003 to CAD491,356 in FY2004, and
subsequently to CAD286,967 in FY2005 for two main reasons. Significant percentage of the
marketing cost in FY2003 was related to a royalty business model. Due to the lack of success and
market conditions, this business model was not aggressively pursued in FY2004. Further sales &
marketing cost reduction in FY2004 and FY2005 was to bring the cost under control. The increase
of approximately 16% in the seven-month period ended October 31,2005 from CAD140,996 for
the same period in FY2005 was due to IndigoOs marketing effort to expand into European markets.
The increase in financing cost was mainly attributed to the higher interest rates charged by Royal
Bank of Canada on IndigoOs credit facilities since September 1, 2003. The interest rate on the
credit facility of CAD 1,500,000 was increased from prime rate plus 0.75% to prime rate plus 4%
while the interest rate on the demand loans was increased from prime rate plus 1% to prime rate
plus 4.25%. Indigo paid off two of three demand term loans in December 2003 to lessen the effect
of interest increase by Royal Bank of Canada.

As the result of re-focusing sales and marketing effort from royalty business model back
into home audio markets and successfully implemented cost cutting measures, IndigoOs operation
turned around from a net loss of CAD480,994 in FY2003 to a net profit of CAD82,559 in FY2004
and CAD110,922 in FY2005. The net loss of CAD216,603 for the seven-month period ended
October 31,2005 was due to the transition of moving more in-house manufacturing to Mainland
China, the expenses associated with selling IndigoOs interest and the delay in launching the new
models. Senior management expects a stable improvement to the profit margin will be obtained
when the new models are launched in early March 2006.

Liquidity, Financial Resources and Treasury Policies

IndigoOs business operation in Toronto is mainly financed by the cash revenue generated
from operating activities and by credit facilities from RBC Bank.

As at 31 October 2005, Indigo has note payables originated before 1994 amounted to CAD
767,545 due to two creditors that are subordinated to Royal Bank of Canada. These note payables
bear interest at 8% per annum with no specific terms of repayment and are secured by promissory
notes.

Indigo maintained a stable business performance in current ratio as at 31 March 2005 and
31 October 2005 with 1.27 and 0.96 respectively. Gearing ratio (total debts over shareholders®
equity) maintained at 1.03 as at 31 March 2005 and 1.23 as at 31 October 2005.

Indigo adopts conservative treasury policy in managing its cash and financial matters. IndigoOs
directors and senior management review IndigoOs liquidity and financial arrangements regularly.
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Contingent Liabilities
As of 31 October 2005, Indigo did not have any significant contingent liabilities.
Material Acquisition/Disposals and Significant Investment

Indigo had no material acquisition, disposals and investments during the three years ended
31 March 2005 and the seven months ended 31 October 2005.

Exposure on Exchange Rate Fluctuation

Indigo undertakes sales and purchases transaction denominated in US dollar. Indigo mitigates
the risk of US exchange rate fluctuation by increasing the purchases in US dollar as IndigoOs sales
in US dollar keeps increasing.

Banking Facilities and Pledge of Assets

Indigo has entered into an agreement with Royal Bank of Canada to provide it the credit
facilities, which are secured by assignment of accounts receivable, general security agreement
over all assets of the company, personal guarantee of a shareholder with a limit to CAD300,000,
assignment of life proceeds, and postponement of claim of two creditors. The credit facilities
provided by Royal Bank of Canada originally included CAD1,500,000 operating line of credit and
three term loans of different maturity date. Two of the terms were paid off in December 2003. As
of October 31, 2005, Indigo has CAD1,500,000 operating line of credit and a term loan with a
balance of CAD102,649. This remaining term loan was settled on November 1, 2005.

6. EGM

The Company will convene the EGM at Unit 1702, 17/F., Podium Plaza, No. 5 Hanoi Road, Tsim
Sha Tsui Kowloon, Hong Kong on Thursday, 6 April 2006 at 9:00 a.m. at which resolutions will be
proposed for the purpose of considering and if though fit, approving the Acquisition Agreement and the
Placing Agreement.

To the best of the DirectorOs knowledge, as at the Latest Practicable Date, no connected persons of
the Company has any interests in the Acquisition and the placing of the Convertible Bonds, and none of
the Vendors, the Placing Agent, their ultimate beneficial owners, and their respective associates has any
interests in the Company. No Shareholders of the Company is required to abstain from voting in the
EGM and the voting in respect of the approval of the Acquisition Agreement and the Placing Agreement
will be conducted by way of a show of hands unless a poll is demanded in accordance with the articles of
association of the Company.
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PROCEDURES FOR DEMANDING A POLL AT A GENERAL MEETING

Pursuant to article 72 of the articles of association of the Company, at any general meeting of the
Company a resolution put to vote of the meeting shall be decided on a show of hands unless (before or on
the declaration of the result of the show of hands or on the withdrawal of any other demand for a poll) a
poll is demanded:

() by the chairman of such meeting; or

(i)  be atleast three Shareholders present in person (or in the case of a Shareholder being a
corporation, by its duly authorized representative) or by proxy for the time being entitled to
vote at the meeting; or

(i) by any Shareholder or Shareholders present in person (or in the case of a Shareholder being
a corporation, by its duly authorized representative) or by proxy and representing not less
than one-tenth of the total voting rights of all Shareholders having the right to vote at the
meeting; or

(iv) by any Shareholder or Shareholders present in person (or in the case of a Shareholder being
a corporation, by its duly authorized representative) or by proxy and holding shares in the
Company conferring a right to vote at the meeting being shares on which an aggregate sum
has been paid up equal to not less than one-tenth of the total sum paid up on all shares
conferring that right.

A demand by a person as proxy for a Shareholder or in the case of a Shareholder being a corporation
by its duly authorized representative shall be deemed to be the same as a demand by a Shareholder.

7. RECOMMENDATION

The Board is of the opinion that the proposed Acquisition and the Placing Agreement referred to in
this circular are fair and reasonable and in the best interests of the Company and its Shareholders as a
whole and, accordingly, recommend you to vote in favour of the resolutions regarding the Acquisition
Agreement, the Placing Agreement and the issue of the Convertible Bonds contemplated thereunder to be
proposed at the EGM.

Your attention is also drawn to the Appendices to this circular.

Yours faithfully,

By Order of the Board
Sonavox International Holdings Limited
Yang Tsu Ying
Chairman
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1. THREE YEARS FINANCIAL SUMMARY

A summary of the consolidated income statement and the consolidated balance sheet of the Group
for the three financial years ended 31st December 2004, being the date on which the latest financial
statements of the Group were made up, extracted from the annual report of the Company for the year
ended 31st December 2004 and the interim report for the six months ended 30 June 2005 is set out
below:

FINANCIAL SUMMARY

Six Months

ended
Year ended 31st December 30 June
2002 2003 2004 2005

HK$O000 HK$0000 HK$O000 HK$O000

Consolidated results summary

Turnover 76,656 115,348 205,552 105,113
Profit before taxation 14,592 17,203 31,973 7,048
Profit attributable to Shareholders 5,864 6,363 10,086 1,498
As at
As at 31st December 30 June
2002 2003 2004 2005

HK$O000 HK$0000 HK$O000 HK$O000

Consolidated balance sheet summary

Total assets 132,602 154,834 217,235 215,229
Total liabilities (33,359) (50,293) (87,340) (90,837)
Minority interests (35,841) (37,369) (56,056) (48,111)
Shareholders® fund 63,402 67,172 73,839 76,281
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2. AUDITED CONSOLIDATED FINANCIAL STATEMENTS OF THE GROUP FOR THE YEAR
ENDED 31ST DECEMBER 2004

Set out below are the audited consolidated income statement, audited consolidated balance sheet
and notes to financial statements of the Group extracted from the annual report of the Company for the
year ended 31st December 2004.

CONSOLIDATED PROFIT AND LOSS ACCOUNT
For the year ended 31st December 2004

2004 2003

Note HK$0000 HK$0000
Turnover 2 205,552 115,348
Cost of sales (152,512) (81,409)
Gross profit 53,040 33,939
Other revenues 2 266 231
Selling and distribution expenses (9,440) (4,922)
General and administrative expenses (10,602) (11,361)
Operating profit 3 33,264 17,887
Finance costs 4 (1,291) (684)
Profit before taxation 31,973 17,203
Taxation 5 (9,360) (1,688)
Profit after taxation 22,613 15,515
Minority interests (12,527) (9,152)
Profit attributable to shareholders 6 10,086 6,363
Dividends 7 512 2,912
Basic earnings per share 8 HK3.15 cents HK1.99 cents
Diluted earnings per share 8 N/A N/A
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CONSOLIDATED BALANCE SHEET
As at 31st December 2004

Note
Non-current assets

Fixed assets 11
Deferred tax assets 23

Total non-current assets

Current assets
Inventories 13
Trade receivables 14
Prepayments, deposits and other current assets
Due from minority shareholders of PRC subsidiaries 15
Due from a related company 16
Bank balances and cash 17

Total current assets

Current liabilities
Trade payables 18
Accruals and other payables
Short-term bank loans 19

Due to minority shareholders of PRC subsidiaries 15
Taxation payable

Total current liabilities
Net current assets
Total assets less current liabilities

Financed by:

Share capital 20
Reserves 22
ShareholdersO funds

Minority interests

Non-current liabilities
Deferred tax liabilities 23

Total equity and non-current liabilities
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2004 2003
HK$O000 HK$O000
80,578 59,294
4,075 3,685
.....84,653 62,979
22,722 13,985
56,497 37,206
3,176 2,567
1,178 15}
516 15}
48,493 38,097
..A32,582 91,855
(40,446) (21,541)
(7,323) (9,494)
(28,290) (12,825)
15} (1,174)
(7,428) (1,446)
_____ (83,487) ______(46,480)
_______ 49,095 45375
133,748 108,354
3,200 3,200
70,639 63,972
g39 67,172
56,056 37,369
3,853 3,813
133,748 108,354
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BALANCE SHEET
As at 31st December 2004

2004 2003
Note HK$0000 HK$0000
Non-current assets
Investment in subsidiaries 12~ 53301 38,846
Current assets
Prepayments, deposits and other current assets 295 365
Due from a related company 516 b
Bank balances and cash 11,960 22,637
________ 12,771 23,002
Current liabilities
Accruals and other payables (524) ______________ (_536)
Net current assets }_2_,_@47 ____________ g _2_,_466
Total assets less current liabilities 65,548 61,312
Financed by:
Share capital 20 3,200 3,200
Reserves 22 62,348 58,112
65,548 61,312
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

For the year ended 31st December 2004

At 1st January
Surplus on revaluation, net of tax

Exchange differences arising on translation
of the accounts of foreign subsidiaries

Net gains not recognised in the profit and
loss account

Profit for the year
Dividends

At 31st December
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Note

22

22

22
22

2004 2003
HK$0000 HK$0000
67,172 63,402
55 70
(50) (63)
5 7
10,086 6,363
(3,424) (2,600)
73,839 67,172
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CONSOLIDATED CASH FLOW STATEMENT
For the year ended 31st December 2004

Net cash inflow generated from operations
Interest paid
Mainland China enterprise income tax paid

Net cash inflow from operating activities

Investing activities
Purchase of fixed assets
Disposal of fixed assets
Interest received

Net cash used in investing activities

Net cash inflow/(outflow) before financing

Financing

New bank loans

Repayment of short-term bank loans

Capital injection from minority shareholders
of PRC subsidiaries

Increase in amount from minority shareholders
of PRC subsidiaries

Dividends paid

Dividends paid to minority shareholders
of PRC subsidiaries

Net cash inflow/(outflow) from financing

Increase/(decrease) in cash and cash equivalents

Cash and cash equivalents at 1st January

Effect of foreign exchange rate changes

Cash and cash equivalents at 31st December
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2004 2003
Note HK$O000 HK$O000
24(a) 28,845 15,542
(1,291) (684)
(3,768) (3,459)
23,786 11,399
(19,627) (13,202)
19 15}
65 44
___________ (19,543)  (13,158)
4243  (1,759)
24(b)
39,417 6,601
(23,952) 15}
5,756 15}
(2,352) (216)
(3,424) (2,600)
(9,242) (5,358)
____________ 6,203 (1,573)
10,446 (3,332)
38,097 41,492
(50) (63)
48,493 38,097
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NOTES TO THE ACCOUNTS

1 Principal accounting policies
The principal accounting policies adopted in the preparation of these accounts are set out below:
(a) Basis of preparation

The accounts have been prepared in accordance with accounting standards issued by the Hong Kong
Institute of Certified Public Accountants (OHKICPAO), accounting principles generally accepted in Hong
Kong, the disclosure requirements of the Hong Kong Companies Ordinance and the rules governing the
listing of securities on the GEM of the Hong Kong Stock Exchange (Othe GEM Listing RulesO). They
have been prepared under the historical cost convention, as modified by the revaluation of leasehold land
and buildings.

(b) Recently issued accounting standards

The HKICPA has issued a number of new and revised Hong Kong Financial Reporting Standards and
Hong Kong Accounting Standards (Onew HKFRSsO) which are effective for accounting periods beginning
on or after 1st January 2005. The Group has not early adopted these new HKFRSs in the accounts for the
year ended 31st December 2004. The Group has already commenced an assessment of the impact of these
new HKFRSs but is not yet in a position to state whether these new HKFRSs would have a significant
impact on its results of operations and financial position.

(c) Group accounting
(i) Consolidation

The consolidated accounts include the accounts of the company and its subsidiaries made up to
31st December 2004.

Subsidiaries are those entities in which the company, directly or indirectly, controls more than
one half of the voting power; has the power to govern the financial and operating polices; to
appoint or remove the majority of the members of the board of directors; or to cast majority of
votes at the meetings of the board of directors.

The results of subsidiaries acquired or disposed of during the year are included in the consolidated
profit and loss account from the effective date of acquisition or up to the effective date of
disposal, as appropriate.

All significant intercompany transactions and balances within the Group are eliminated on
consolidation.

The gain or loss on disposal of a subsidiary represents the difference between the proceeds of the
sale and the GroupOs share of its net assets together with any unamortised goodwill or negative
goodwill, or goodwill/negative goodwill taken to reserves and which was not previously charged

to or recognised in the consolidated profit and loss account and any related accumulated foreign

currency translation reserve.

Minority interests represent the interests of outside shareholders in the operating results and net
assets of subsidiaries.

In the companyOs balance sheet, investments in subsidiaries are stated at cost less provision for

impairment losses. The results of subsidiaries are accounted for by the company on the basis of
dividends received and receivable.
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(d)

(i)

(iii)

Equity joint ventures

An equity joint venture is a joint venture in which the partnersO capital contributions and profit
sharing ratios are defined in the joint venture agreement. The GroupOs investments in equity joint
ventures are accounted for as subsidiaries if the Group is able to govern and control the financial
and operating policies of the joint venture. If the Group can only exercise significant influence
over the equity joint venture, such joint venture is accounted for as an associate.

Translation of foreign currencies

Transactions in foreign currencies are translated at exchange rates ruling at the transaction dates.
Monetary assets and liabilities expressed in foreign currencies at the balance sheet date are
translated at rates of exchange ruling at the balance sheet date. Exchange differences arising in
these cases are dealt with in the profit and loss account.

The balance sheets of subsidiaries expressed in foreign currencies are translated at the rates of
exchange ruling at the balance sheet date whilst the profit and loss account is translated at an
average rate. Exchange differences are dealt with as movement in reserves.

Fixed assets

(M

(i)

(iii)

(iv)

Leasehold land and buildings

Leasehold land and buildings are stated at fair values and are subject to independent valuations
on a regular basis, with the last valuation performed on 31st December 2004. Increases in valuation
are credited to the property revaluation reserve. Decreases in valuation are first offset against on
earlier valuations in respect of the same land and buildings and are thereafter debited to operating
profit. Any subsequent increases are credited to operating profit up to the amount previously
debited.

Other fixed assets

Other fixed assets, comprising leasehold improvements, machinery, furniture and equipment, and
motor vehicles are stated at cost less accumulated depreciation and accumulated impairment
losses.

Construction in progress

Construction in progress is stated at cost. Cost includes all attributable costs of bringing the asset
to working condition for its intended use. This includes direct costs of construction as well as
interest expense capitalised during the period of construction and installation. Capitalisation of
these costs will cease and the construction in progress is transferred to fixed assets when the
construction activities necessary to prepare the assets for their intended use are completed. No
deprecation is provided in respect of construction in progress.

Depreciation

Leasehold land is depreciated over the period of the lease while other fixed assets are depreciated
at rates sufficient to write off their cost less accumulated impairment losses over their estimated
useful lives on a straight-line basis. The principal annual rates are as follows:

Leasehold land Over the term of the lease

Buildings Over the term of the leasehold land, or
30 years whichever is shorter

Leasehold improvements 20%

Machinery 10% D 20%

Furniture and equipment 20%

Motor vehicles 20%

Major costs incurred in restoring the fixed assets to their normal working condition are charged
to the profit and loss account. Improvements are capitalised and depreciated over their expected
useful lives to the Group.
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(e)

®

(9)

(h)

(M

(v) Impairment and gain or loss on sale

At each balance sheet date, both internal and external sources of information are considered to
assess whether there is any indication that assets included in fixed assets are impaired. If any
such indication exists, the recoverable amount of the asset is estimated and where relevant, an
impairment loss is recognised to reduce the asset to its recoverable amount. Such impairment
losses are recognised in the profit and loss account except where the asset is carried at valuation
and the impairment loss does not exceed the revaluation surplus for that same asset, in which
case it is treated as a revaluation decrease.

The gain or loss on disposal of a fixed asset is the difference between the net sales proceeds and
the carrying amount of the relevant asset, and is recognised in the profit and loss account. Any
revaluation reserve balance remaining attributable to the relevant asset is transferred to retained
earnings and is shown as a movement in reserves.

Operating leases

Leases where substantially all the risks and rewards of ownership of assets remain with the leasing
company are accounted for as operating leases. Payments made under operating leases net of any incentives
received from the leasing company are charged to the profit and loss account on a straight-line basis over
the lease periods.

Inventories

Inventories comprise stocks and work in progress are stated at the lower of cost and net realisable value.
Cost, calculated on the first-in, first-out basis, comprises materials, direct labour and an appropriate
proportion of all production overhead expenditure. Net realisable value is determined on the basis of
anticipated sales proceeds less estimated selling expenses.

Trade receivables

Provision is made against trade receivables to the extent they are considered to be doubtful. Trade
receivables in the balance sheet are stated net of such provision.

Cash and cash equivalents

Cash and cash equivalents are carried in the balance sheet at cost. For the purposes of the cash flow
statement, cash and cash equivalents comprise cash on hand, deposits held at call with banks, cash
investments with a maturity of three months or less from date of investment and bank overdrafts.

Provisions

Provisions are recognised when there is a present obligation, legal or constructive, as a result of a past
event and it is probable that an outflow of resources will be required to settle the obligation, and a
reliable estimate can be made of the amount of the obligation. Provisions are reviewed regularly and
adjusted to reflect the current best estimate. Where the effect of the time value of money is material, the
amount of a provision is the present value of the expenditures expected to be required to settle the
obligation. Where the Group expects a provision to be reimbursed, the reimbursement is recognised as a
separate asset but only when the reimbursement is virtually certain.
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0)

(k)

0]

Employee benefits
(i) Employee leave entitlements

Employee entitlements to annual leave and long service leave are recognised when they accrue to
employees. A provision is made for the estimated liability for annual leave and long service leave
as a result of services rendered by employees up to the balance sheet date.

Employee entitlements to non-accounting compensated absences are not recognised until the time
of leave.

(i) Profit sharing and bonus plans

Provision for profit sharing and bonus plans due wholly within twelve months after balance sheet
date are recognised when the Group has a present, legal or constructive obligation as a result of
services rendered by employees and a reliable estimate of the obligation can be made.

(iii) Pension obligations

The GroupOs contributions to the defined contribution retirement schemes are expensed as incurred
and are not reduced by contributions forfeited by those employees who leave the scheme prior to
vesting fully in the contributions.

Deferred taxation

Deferred taxation is provided in full, using the liability method, on temporary differences arising between
the tax bases of assets and liabilities and their carrying amounts in the accounts. Taxation rates enacted or
substantively enacted by the balance sheet date are used to determine deferred taxation.

Deferred tax assets are recognised to the extent that it is probable that future taxable profit will be
available against which the temporary differences can be utilised.

Deferred taxation is provided on temporary differences arising on investments in subsidiaries, associates
and joint ventures, except where the timing of the reversal of the temporary difference can be controlled
and it is probable that the temporary difference will not reverse in the foreseeable future.

Contingent liabilities and contingent assets

A contingent liability is a possible obligation that arises from past events and whose existence will only

be confirmed by the occurrence or non-occurrence of one or more uncertain future events not wholly
within the control of the Group. It can also be a present obligation arising from past events that is not
recognised because it is not probable that outflow of economic resources will be required or the amount
of obligation cannot be measured reliably.

A contingent liability is not recognised but is disclosed in the notes to the accounts. When a change in the
probability of an outflow occurs so that outflow is probable, they will then be recognised as a provision.

A contingent asset is a possible asset that arises from the past events and whose existence will be
confirmed only by the occurrence or non-occurrence of one or more uncertain events not wholly within
the control of the Group.

Contingent assets are not recognised but are disclosed in the notes to the accounts when an inflow of
economic benefits is probable. When inflow is virtually certain, an asset is recognised.
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(m) Revenue recognition

Revenue from the sale of goods is recognised on the transfer of risks and rewards of ownership, which
generally coincides with the time when the goods are delivered to customers and title has passed.

Interest income is recognised on a time proportion basis, taking into account the principal amounts
outstanding and the interest rates applicable.

(n) Borrowing costs

Borrowing costs that are directly attributable to the acquisition, construction or production of an asset
that necessarily takes a substantial period of time to get ready for its intended use or sale are capitalised
as part of the cost of that asset.

All other borrowing costs are charged to the profit and loss account in the year in which they are
incurred.

(o) Segment reporting

In accordance with the GroupOs internal financial reporting, the Group has determined that geographical
segments be presented as the primary reporting format.

Unallocated costs represent corporate expenses. Segment assets consist primarily of intangible assets,
fixed assets, inventories, receivables and operating cash. Segment liabilities comprise operating liabilities
and exclude items such as taxation and certain corporate borrowings. Capital expenditure comprises
additions to fixed assets, including additions resulting from acquisitions through purchases of subsidiaries.

Sales are based on the country in which the customer is located and total assets and capital expenditure
are where the assets are located.

(p) Related party transactions
Parties are considered to be related if one party has the ability, directly or indirectly, to control the other
party or exercise significant influence over the other party in making financial and operating decisions.
Parties are also considered to be related if they are subject to common control or common significant
influence.

2 Turnover, revenue and segment information

The Group is principally engaged in the manufacture and sales of loudspeaker systems. Revenues recognised
during the year are as follows:

2004 2003
HK$0000 HK$0000
Turnover
Manufacture and sales of loudspeakgstems ¢ 205,552 115,348
Other revenues
Interest income 65 44
Others 201 187
266 231
Total revenues 205,818 115,579

The Group is organised on a world wide basis with one business segment in the PeopleOs Republic of China
(OMainland China®), Japan, United States of America (OU.S.A.0), Europe and others. Accordingly, the Directors
consider there is one business segment and five geographical segments.

Approximately 67% of the GroupOs turnover for the year ended 31st December 2004 (2003: 58%) arose from the
GroupOs top five customers.
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An analysis of geographical segment is as follows:

2004
Mainland
Hong Kong China Japan U.S.A. Europe Eliminations Group
HK$0000 HK$0000 HK$0000 HK$0000 HK$0000 HK$0000 HK$0000

Turnover:
External sales b 82,339 17,167 97,542 8,504 b 205,552
Inter-segment sales 20,478 52,459 b b b (72,937) b
Total turnover 20,478 134,798 17,167 97,542 8,504 (72,937) 205,552
Segment result (2,954) 14,401 3,003 17,061 1,487 b 32,998
Unallocated income 266
Operating profit 33,264
Finance costs (1,291)
Profit before taxation 31,973
Taxation (9,360)
Profit after taxation 22,613
Minority interests (12,527)
Profit attributable to shareholders 10,086
Segment assets 105,333 137,032 1,268 28,085 1,273 (59,831) 213,160
Unallocated assets 4,075
217,235
Segment liabilities (38,069) (75,493) b b b 37,503 (76,059)
Unallocated liabilities (11,281)
587,340)
Capital expenditure b 29,221 }3) b b b 29,221
Depreciation b 7,814 }3) b b b 7,814
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2003
Mainland
Hong Kong China Japan U.S.A. Europe Eliminations Group
HK$0000 HK$0000 HK$0000 HK$0000 HK$0000 HK$0000 HK$0000

Turnover:
External sales b 87,317 10,189 8,920 8,922 b 115,348
Inter-segment sales 4,641 20,925 b b b (25,566) b
Total turnover 4,641 108,242 10,189 8,920 8,922 (25,566) 115,348
Segment result (3,069) 15,545 1,883 1,648 1,649 b 17,656
Unallocated income 231
Operating profit 17,887
Finance costs (684)
Profit before taxation 17,203
Taxation (1,688)
Profit after taxation 15,515
Minority interests (9,152)
Profit attributable to shareholders 6,363
Segment assets 75,675 111,310 1,974 3,189 5,353 (46,352) 151,149
Unallocated assets 3,685

154,834
Segment liabilities (11,519) (44,470) b b b 10,955 (45,034)
Unallocated liabilities (5,259)

!50,293)
Capital expenditure b 13,202 }3) b b b 13,202
Depreciation b 6,570 }3) b b b 6,570
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3 Operating profit

Operating profit is stated after crediting and charging the following:

2004 2003
HK$0000 HK$0000
Crediting
Interest income 65 44
Net exchange gain 489 146
Reversal of provision for bad and doubtful debts 660 b
Charging
Depreciation 7,814 6,570
Staff costs (including Directors® emoluments) 20,115 16,293
Operating lease rentals in respect of premises 84 83
Research, development and testing costs 4,093 3,860
AuditorsO remuneration 410 400
Provision for bad and doubtful debts b 346
Loss on disposal of fixed assets 251 b
4 Finance costs
2004 2003
HK$0000 HK$0000
Interest on bank loans wholly repayable within five years 1,291 684
5 Taxation

The amount of taxation charged to the consolidated profit and loss account represents:

2004 2003
HK$0000 HK$0000
Current taxation
B Mainland China enterprise income tax 9,750 2,942
Deferred taxation (390) (1,254)
Taxation charge 9,360 1,688

The company is incorporated in the Cayman Islands and is exempt from taxation in the Cayman lIslands until
2021. The companyOs subsidiary established in the British Virgin Islands is incorporated under the International
Business Companies Acts of the British Virgin Islands and, accordingly, is exempted from payment of the British
Virgin Islands income taxes.

Suzhou Shangsheng Electrics Co. Ltd. (OShangsheng ElectricsO), Suzhou Shangsheng Electronics Enterprises Co.
Ltd. (OShangsheng EnterprisesO) and Suzhou Sonavox Acoustics Co. Ltd. (OSonavox AcousticsO) being foreign
investment enterprises established in the Coastal Open Economic Region of Suzhou, Mainland China, are subject
to preferential enterprise income tax rate of 24% and are entitled to full exemption from Mainland China enterprise
income tax for two years starting from its first profit-making year to be followed by a 50% reduction for the next
consecutive three years in accordance with the relevant tax rules and regulations applicable to foreign investment
enterprises in Mainland China.
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Shangsheng Electrics was exempted from Mainland China enterprise income tax up to 31st December 1997 and it
is subject to Mainland China enterprise income tax at a rate of 12% from 1st January 1998 to 31st December
2000. Pursuant to an approval from the local tax authority of Mainland China, Shangsheng Electrics continued to
be entitled to 50% reduction in tax rate from 1st January 2001 to 31st December 2003, being qualified as a Onew
and high technology enterpriseO. Shangsheng Enterprises was exempted from Mainland China enterprise income
tax up to 31st December 2000 and is subject to Mainland China enterprise income tax at a rate of 12% from 1st
January 2001 to 31st December 2003. The tax exemption and reduction periods of Shangsheng Electrics and
Shangsheng Enterprises expired in 2003 and they are currently subject to enterprise income tax rate of 24%.
Sonavox Acoustics has been reporting loss since its establishment. Suzhou Shangsheng Technology Co., Ltd. and
Suzhou Hesheng Industrial Co., Ltd. were companies incorporated during the year and have not commenced
operations.

No provision for Hong Kong profits tax has been made as there is no assessable profit (2003: Nil) for the
subsidiaries operating in Hong Kong during the year.

The taxation on the GroupOs profit before taxation differs from the theoretical amount that would arise using the
taxation rate of Mainland China as follows:

2004 2003

HK$0000 HK$0000
Profit before taxation 31,973 17,203
Calculated at taxation rate of 27% (2003: 27%) 8,633 4,645
Effect of different taxation rates during tax holiday b (3,663)
Income not subject to taxation (184) (141)
Expenses not deductible for taxation purposes 911 880
Previously unrecognised tax losses b (33)
Taxation charge 9,360 1,688

6 Profit attributable to shareholders

The profit attributable to shareholders is dealt with in the accounts of the company to the extent of approximately
HK$7,660,000 (2003: HK$14,572,000).

7 Dividends
2004 2003
HK$0000 HK$0000
Interim, paid, of HK0.16 cent (2003: Nil) per ordinary share 512 b
Final, proposed, of Nil (2003: HK$0.91 cent)
per ordinary share b 2,912
512 2,912

The directors do not recommend the payment of a final dividend.

8 Earnings per share
The calculation of basic earnings per share is based on the GroupOs consolidated profit attributable to shareholders
of approximately HK$10,086,000 (2003: HK$6,363,000) and on the weighted average number of 320,000,000
(2003: 320,000,000) ordinary shares in issue during the year.

Diluted earnings per share is not presented as there were no dilutive potential ordinary shares in existence during
the year ended 31st December 2004 (2003: Nil).
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9 Staff costs (including Directors® emoluments)
2004 2003
HK$0000 HK$0000
Wages and salaries 22,079 12,916
(Reversal of pensions)/pensions for defined
contribution schemes (1,964) 3,377
20,115 16,293
10 DirectorsO and senior executivesO emoluments
(a) The aggregate amounts of emoluments payable to directors of the company during the year are as follows:
2004 2003
HK$0000 HK$0000
Executive directors:
Fees b b
Basic salaries and allowances 520 540
Independent non-executive directors:
Fees 398 390
918 930

No director waived any emoluments during the year. No incentive payment for joining the Group or
compensation for loss of office was paid or payable to any director for the year.

Analysis of directorsO emoluments by number of directors and emolument range is as follows:

2004 2003
Executive directors
b Nil to HK$1,000,000 2 2
Independent non-executive directors
b Nil to HK$1,000,000 3 2
5 4

During the year, each executive director received emoluments of approximately HK$260,000 (2003:
HK$270,000) and two independent non-executive directors each received a fee of approximately
HK$180,000 (2003: HK$195,000) and one independent non-executive director received a fee of
approximately HK$37,500 (2003: Nil).
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(b)

Five highest paid individuals

The five individuals whose emoluments were the highest in the Group for the year include two (2003:
two) directors whose emoluments are reflected in the analysis presented above. The emoluments payable
to the remaining three (2003: three) individuals during the year are as follows:

2004 2003
HK$0000 HK$0000
Basic salaries and allowances 1,449 1,425
Pensions 30 30
1,479 1,455

During the year, no emoluments were paid to the five highest paid individuals as inducement to join or
upon joining the Group or as compensation for loss of office. The emoluments of all of the five highest
paid individuals fell within the range of Nil to HK$1,000,000.
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11 Fixed assets
2004 2003
Leasehold Furniture
land and  Leasehold and Motor  Construction
buildings improvements ~ Machinery  equipment vehicles  in progress Total Total

HK$0000 HK$0000 HK$0000 HK$0000 HK$0000 HK$0000 HK$0000 HK$0000

Cost or valuation

Beginning of year 36,777 2,802 30,717 6,609 3,090 2,918 82,913 70,654
Additions 627 b 8,141 1,625 80 18,748 29,221 13,202
Transfers b b 2,918 b b (2,918) b b
Disposals b b (1,124) b (296) b (1,420) b
Revaluation (1,004) b b b b b (1,004) (943)
Endofyear — _____ 36400 2802 40652 8234 2874 18748 109710 82913
Accumulated depreciation

Beginning of year b 1,750 15,559 4,251 2,059 b 23,619 18,180
Charge for the year 1,151 516 4,433 1,164 550 b 7,814 6,570
Disposals b b (884) b (266) b (1,150) b
Write back on revaluation (1,151) b b b b b (1,151) (1,131)
End of year b 2,266 19,108 5,415 2,343 b 29,132 23,619

Net book value
End of year 36,400 536 21,544 2,819 531 18,748 80,578 59,294

Beginning of year 36,777 1,052 15,158 2,358 1,031 2,918 59,294 52,474

The analysis of the cost or valuation at 31st December 2004 of the above asset is as follows:

At cost o] 2,802 40,652 8,234 2,874 18,748 73,310 46,136
At revaluation 36,400 2] 2] b b b 36,400 36,777
36,400 2,802 40,652 8,234 2,874 18,748 109,710 82,913

The leasehold land and buildings represent the GroupOs factory premises located in Suzhou, Jiangsu Province,
Mainland China, and are held under land use rights for a period of 50 years. All the land and buildings are stated

at fair market value as at 31st December 2004 as determined by Malcom & Associates Appraisal Limited,
independent qualified valuer, on a depreciated replacement cost basis.

As at 31st December 2004, all leasehold land and buildings of the Group with net book value of approximately
HK$36,400,000 (2003: HK$36,777,000) were pledged as security for the GroupOs short-term bank loans.

The net book value of all the leasehold land and buildings would have been approximately HK$22,664,000 (2003:
HK$22,966,000) had they been stated at cost less accumulated depreciation.
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12

Investment in subsidiaries

Unlisted shares, at cost

Amounts due from subsidiaries

Name

Taraki Inc. (a)

Suzhou Shangsheng
Electrics Co., Ltd. (b)

Suzhou Shangsheng
Electronics Enterprises
Co., Ltd. (b)

Suzhou Sonavox
Acoustics Co., Ltd. (b)

Suzhou Shangsheng
Technology
Co., Ltd. (b &c)

Suzhou Hesheng
Industries Co., Ltd.
(b&c)

Taraki Services
Company Limited

Sonavox Electronics
Company Limited
(formerly known as

Company
2004 2003
HK$0000 HK$0000
14,650 14,650
38,651 24,196
53,301 38,846
Amounts due from subsidiaries are unsecured, interest-free and have no fixed terms of repayment.
The following is a list of the subsidiaries as at 31st December 2004:
Place of Issued/
incorporation and Principal paid up Interest
kind of legal entity activities capital held
British Virgin Islands, Investment holding US$2 100%
6th September 1991,
limited liability company
Mainland China, Manufacture and US$2,380,000 51%
27th June 1992, sales of loudspeaker
Sino-foreign equity systems for
joint venture automobiles
Mainland China, Manufacture and US$2,620,000 51%
8th October 1997, sales of loudspeaker
Sino-foreign equity components
joint venture
Mainland China, Manufacture and sales US$2,500,000 51%
20th June 2000, of loudspeaker systems
Sino-foreign equity for home theatres
joint venture
Mainland China, Manufacture and b 51%
23rd Mrch 2004, sales of
Sino-foreignequity loudspeaker
joint venture systems
Mainland China, Manufacture and b 51%
26th April 2004, sales of
Sino-foreign equity parts for
joint venture loudspeaker systems
Hong Kong, Provision of HK$2 100%
6th February 2002, management services
limited liability company to group companies
Samoa, Inactive Us$l 100%
19th August 2002,
limited liability
company

Sonavox Trading
Limited)
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13

14

15

Notes:

a. The shares of Taraki Inc. are held directly by the company. The shares of other subsidiaries are held
indirectly.

b. Suzhou Shangsheng Electrics Co., Ltd., Suzhou Shangsheng Electronics Enterprises Co., Ltd., Suzhou
Sonavox Acoustics Co., Ltd., Suzhou Shangsheng Technology Co., Ltd. and Suzhou Hesheng
Industries Co., Ltd. are sino-foreign equity joint ventures established in Mainland China to be
operated for 50 years up to 2042, 2047, 2050, 2054 and 2054 respectively.

C. Suzhou Shangsheng Technology Co., Ltd. and Suzhou Hesheng Industries Co., Ltd. were established
during 2004 with registered capital of US$13,000,000 and US$5,000,000 respectively. As at 31st
December 2004, the Group had outstanding commitments of approximately US$5,636,000 and
US$2,550,000 respectively for capital contribution to these two subsidiaries.

Inventories

Group
2004 2003
HK$0000 HK$0000

Raw materials 12,625 7,417

Work-in-progress 3,241 1,605

Finished goods 6,856 4,963

22,722 13,985

At 31st December 2004, there were no inventories stated at net realisable value (2003: Nil).
Trade receivables

Majority of the GroupOs sales is on open account in accordance with terms specified in the contracts governing
the relevant transactions.

At 31st December 2004, ageing analysis of the GroupOs trade receivables was as follows:

Group
2004 2003
HK$0000 HK$0000

0 b 30 days 35,453 18,637
31 b 60 days 13,331 9,106
61 D 90 days 3,880 5,652
91 b 180 days 2,246 3,844
181 B 360 days 1,547 319
Over 360 days 736 1,004
57,193 38,562

Less: Provision for bad and doubtful debts (696) (1,356)
56,497 37,206

Due from/(to) minority shareholders of PRC subsidiaries

Amounts due from/(to) minority shareholders of PRC subsidiaries are unsecured, interest-free and have no fixed
terms of repayment.
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16 Due from a related company
Details of balance due from a related company are as follows:

Group and Company

Maximum
balance
outstanding
during
2004 2003 the year
HK$0000 HK$0000 HK$0000
Sonavox Electronics Limited
(OSonavox ElectronicsO) 516 1) 516

The above balance with a related company is unsecured, non-interest bearing and without fixed repayment date.
Mr. Yang Tsu Ying and Mr. Yang Ching Yau, the directors have beneficial interest in Sonavox Electronics.

17 Bank balances and cash
The GroupOs cash and bank deposits of approximately HK$36,412,000 (2003: HK$15,361,000) are denominated
in Renminbi and are placed with banks in Mainland China. The remittance of these funds out of Mainland China
is subject to the exchange control restrictions imposed by the government of Mainland China.

18 Trade payables

At 31st December 2004, the ageing analysis of the GroupOs trade payables was as follows:

Group
2004 2003
HK$0000 HK$0000

0 b 30 days 24,359 8,305
31 b 60 days 10,060 6,951
61 b 90 days 4,507 3,553
91 b 180 days 1,108 2,495
181 B 360 days 404 151
Over 360 days 8 86
40,446 21,541

19 Short-term bank loans

Short-term bank loans bore interest at rates ranging from 5.04% to 5.58% per annum and were repayable within
one year. Refer to Note 25 for details of the GroupOs banking facilities.
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21

Share capital

Authorised
2004 2003
HK$0000 HK$0000
20,000,000,000 (2003: 20,000,000,000)
ordinary shares of HK$0.01 each 200,000 200,000

Issued and fully paid

2004 2003
HK$0000 HK$0000
320,000,000 (2003: 320,000,000) ordinary shares
of HK$0.01 each 3,200 3,200

Share options

The Company has a share option scheme under which it may grant options to employees of the Group (including
executive directors of the company) to subscribe for shares in the company, subject to a maximum of 30% of the
nominal value of the issued share capital of the company from time to time, excluding for this purpose any shares
issued on the exercise of options granted under the scheme. The subscription price will be determined by the
companyOs board of directors, and will not be less than the highest of (a) the closing price of the shares quoted on
the GEM of the Stock Exchange on the date of the offer of grant; (b) the average closing price of the shares
quoted on the GEM of the Stock Exchange; and (c) the nominal value of the shares.

As at 31st December 2004, no option had been granted under the share option scheme.

b43b



APPENDIX | FINANCIAL INFORMATION OF THE GROUP

22 Reserves

Movements of the GroupOs reserves were as follows:

Group
Property  Statutory Merger Cumulative
Share revaluation reserves reserve  translation Retained  Proposed
premium reserve (A) (B) adjustments earnings dividend Total

HK$0000 HK$0000 HK$0000 HK$0000 HK$0000 HK$0000 HK$0000 HK$0000

At 1st January 2004 25,753 5,259 4,857 2,441 125 22,625 2,912 63,972
Surplus on revaluation
of leasehold land

and buildings b 75 b b b b b 75
Recognition of deferred

tax liabilities b (20) b b b b b (20)
Exchange differences b b b b (50) b b (50)
Profit for the year b b b b b 10,086 b 10,086
Appropriations b b 754 b b (754) b b
2003 final dividend paid b b b b b b (2,912) (2,912)
2004 interim

dividend paid b b b b b (512) b (512)
At 31st December 2004 25,753 5,314 5,611 2,441 75 31,445 b 70,639
At 1st January 2003 25,753 5,189 3,227 2,441 188 20,804 2,600 60,202
Surplus on revaluation

of leasehold land

and buildings b 96 b b b b b 96
Recognition of deferred

tax liabilities b (26) b b b b b (26)
Exchange differences b b b b (63) b b (63)
Profit for the year b b b b b 6,363 b 6,363
Appropriations b b 1,630 b b (1,630) b b
2003 final dividend paid b b b b b b (2,600) (2,600)
2003 final dividend

proposed b b b b b (2,912) 2,912 b
At 31st December 2003 25,753 5,259 4,857 2,441 125 22,625 2,912 63,972

b44b



APPENDIX | FINANCIAL INFORMATION OF THE GROUP

Movements of the companyOs reserves were as follows:

Company
(Accumulated
Merger deficits)/
Share reserve Retained Proposed
premium (B) earnings dividends Total
HK$0000 HK$0000 HK$0000 HK$0000 HK$0000
At 1st January 2003 25,753 19,550 (1,763) 2,600 46,140
Profit for the year b b 14,572 b 14,572
2003 final dividend paid b b b (2,600) (2,600)
2003 final dividend proposed b b (2,912) 2,912 b
At 31st December 2003 25,753 19,550 9,897 2,912 58,112
At 1st January 2004 25,753 19,550 9,897 2,912 58,112
Profit for the year b b 7,660 b 7,660
2003 final dividend paid b b b (2,912) (2,912)
2004 interim dividend paid b b (512) b (512)
At 31st December 2004 25,753 19,550 17,045 b 62,348

(a) Statutory reserves

Pursuant to the articles of association of the GroupOs subsidiaries in Mainland China, appropriations are
made from the profit and loss account to certain statutory reserves, based on a percentage of profit in
accordance with the rules and regulations in Mainland China. Such appropriations to reserves would be
made only with approval from the board of directors of the GroupOs subsidiaries.

(b) Merger reserve
Merger reserve of the Group represents the difference between the nominal value of the share capital
issued by the company and the share capital and share premium of a subsidiary acquired through an
exchange of shares.
Merger reserve of the company represents the difference between the nominal value of the ordinary
shares issued by the company and the net asset value of a subsidiary acquired through an exchange of
shares pursuant to the Reorganisation.

23 Deferred taxation

Deferred taxation are calculated in full on temporary differences under the liability method using a principal
taxation rate of 27% (2003: 27%).
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The movement in deferred tax assets and liabilities (prior to offsetting of balances within the same taxation
jurisdiction) during the year is as follows:

Accelerated tax Provision for bad
depreciation and doubtful debts Tax losses Total
2004 2003 2004 2003 2004 2003 2004 2003
Deferred tax assets HK$0000  HK$0000  HK$O000  HK$O000  HK$D000  HK$O000  HK$O000  HK$O000
At 1st January 1,938 1,480 366 273 1,381 678 3,685 2,431
Credited/(charged) to
profit and loss account 453 458 (178) 93 115 703 390 1,254
At 31st December 2,391 1,938 188 366 1,496 1,381 4,075 3,685
Revaluation of leasehold
Deferred tax liabilities land and buildings
2004 2003
HK$0000 HK$0000
At 1st January (3,813) (3,762)
Charged to equity (40) (51)
At 31st December (3,853) (3,813)

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current tax assets
against current tax liabilities and when the deferred income taxes relate to the same fiscal authority. The following
amounts determined after appropriate offsetting, are shown in the balance sheet:

2004 2003
HK$0000 HK$0000
Deferred tax assets to be recovered after
more than 12 months 4,075 3,685
Deferred tax liabilities to be settled after
more than 12 months (3,853) (3,813)
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24 Consolidated cash flow statement

(@)

(b)

Reconciliation of profit before taxation to net cash inflow generated from operations:

2004 2003
HK$0000 HK$0000
Profit before taxation 31,973 17,203
Interest income (65) (44)
Interest expense 1,291 684
Depreciation 7,814 6,570
Loss on disposal of fixed assets 251 b
Operating profit before working capital changes 41,264 24,413
Increase in inventories (8,737) (758)
Increase in trade receivables (19,291) (17,330)
Increase in prepayments, deposits and
other current assets (609) (408)
Increase in due from a related company (516) b
Increase in trade payables 18,905 8,402
(Decrease)/increase in accruals and other payables (2,171) 1,223
Net cash inflow generated from operations 28,845 15,542
Analysis of changes in financing is as follows:
Due to/
(from)
Share minority
capital shareholders
and share Short-term of PRC Minority
premium bank loans  subsidiaries Interests Total
HK$0000 HK$0000 HK$0000 HK$0000 HK$0000
As at 1st January 2003 31,553 6,224 (943) 35,841 72,675
New bank loans b 6,601 b b 6,601
Repayment b b b b b
Share of profit for the year b b b 9,152 9,152
Share of minority interests on reserves b b b 67 67
Increase in due to/(from) minority shareholders b b 2,117 (2,333) (216)
Dividends (2,600) b b (5,358) (7,958)
At 31st December 2003 28,953 12,825 1,174 37,369 80,321
New bank loans b 39,417 b b 39,417
Repayment b (23,952) b b (23,952)
Share of profit for the year b b b 12,527 12,527
Share of minority interest on reserves b b b 52 52
Capital injection from minority shareholders
of PRC subsidiaries b b b 15,350 15,350
Increase in due to/(from) minority shareholders b b (2,352) b (2,352)
Dividends b b b (9,242) (9,242)
At 31st December 2004 28,953 28,290 (1,178) 56,056 112,121
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26

27

(c) Major non-cash transactions:
During the year, the minority shareholders of two PRC subsidiaries transferred two pieces of land with
total carrying value of approximately HK$9,594,000 to the Group as capital contribution to the PRC
subsidiaries.

Banking facilities

As at 31st December 2004, the Group had aggregate banking facilities of approximately HK$28,290,000 (2003:

HK$14,145,000). All bank facilities were used as at 31st December 2004 (2003: HK$12,850,000). These facilities

were secured by:

(a) pledged over all leasehold land and buildings of the Group with a carrying value of approximately
HK$36,400,000 (2003: HK$36,777,000); and

(b) corporate guarantee provided by a subsidiary of the company.

Commitments for fixed assets

(a) Capital commitments
Group
2004 2003
HK$0000 HK$0000
Contracted but not provided for 19,838 2,050
(b) Commitments under operating leases

At 31st December 2004, the Group had aggregate minimum lease payments under non-cancellable operating
lease as follows:

Group
2004 2003
HK$0000 HK$0000
Not later than one year 77 16
Later than one year and not later than five years 12 b
89 16

Retirement plans

The employees of the Group in Hong Kong participate in the Mandatory Provident Fund Scheme (Othe MPF
SchemeO), a defined contribution scheme managed by an independent trustee. The Group and its employees each
make monthly contributions to the scheme at 5% of the employeesO earnings with the maximum contribution by
each of the Group and the employees limited to HK$1,000 per month and thereafter contributions are voluntary.

During the year, the aggregate contributions made by the Group to the MPF Scheme amounted to HK$12,000
(2003: HK$12,000).

As stipulated by the rules and regulations in Mainland China, the Group contributes to a state-sponsored retirement
plan for its employees in Mainland China at certain percentages of the basic salaries of its employees, and has no
further obligations for the actual payment of pensions or post-retirement benefits. The state-sponsored retirement
plans are responsible for the entire pension obligations payable to retired employees. For the year ended 31st
December 2004, the aggregate amount of the GroupOs employer contributions was approximately HK$1,671,000
(2003: HK$2,798,000).
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Related party transactions

Significant related party transactions, which were carried out in the normal course of business are as follows:

2004 2003
HK$0000 HK$0000

Sales to Asian Elite International Limited 283 b
Sales to Sonavox Electronics (Suzhou Industrial Park)

Limited" 2 b 56
Due from Sonavox Electronics Limited 516 b
Trade receivables from Asian Elite International Limitéd 151 b
Trade and other receivables from Sonavox Electronics

Suzhou Industrial Park) Limitéd b 469

(
Notes:
! These are companies in which Mr. Yang Tsu Ying and Mr. Yang Ching Yau, Directors of the

Company, have beneficial interests.

2 In the opinion of the Directors, the above transactions with related companies are carried out in the

ordinary course of business on terms as agreed with the related parties.
Ultimate holding company

The directors regard Newood Consultancy Limited, a company incorporated in the British Virgin Islands, as the
ultimate holding company.

Approval of accounts

The accounts were approved by the board of directors on 24th March 2005.
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3. UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS OF THE GROUP FOR THE
SIX MONTHS ENDED 30TH JUNE 2005

Set out below are the unaudited condensed consolidated income statement, condensed consolidated
balance sheet, consolidated statement of change in equity and condensed consolidated cash flow statement,
together with the notes to the financial statements of the Group extracted from the interim report of the
Company for the six months ended 30th June 2005.

Condensed Consolidated Profit and Loss Account (unaudited)

For the For the
three months ended six months ended
30th June 30th June
2005 2004 2005 2004
Note ~ HK$O000 HK$O000 HK$O000  HK$O000
Turnover 2 59,590 55,762 105,113 89,073
Cost of good sold (48,087) (40,883) (84,270) (64,858)
Gross profit 11,503 14,879 20,843 24,215
Other revenue and gains, net 158 157 328 366
Selling and marketing costs (2,958) (1,296) (5,944) (3,502)
Administrative expenses (4,794) (3,107) (7,540) (5,728)
Operating profit 3,909 10,633 7,687 15,351
Finance costs (291) (402) (639) (567)
Profit before income tax 3 3,618 10,231 7,048 14,784
Income tax expense 4 (586) (2,613) (972) (3,750)
Profit for the
six-month period 3,032 7,618 6,076 11,034
Attributable to:
Equity holders of the Company 227 3,546 1,498 4,992
Minority interests 2,805 4,072 4,578 6,042
3,032 7,618 6,076 11,034
Earnings per share for profit
attributable to the equity
holders of the Company
during the six-month period
b Basic (cents per share) 5 0.071 1.108 0.468 1.560
b Diluted (cents per share) 5 0.068 N/A 0.451 N/A
Dividends 6 b 512 b 512
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Condensed Consolidated Balance Sheet

ASSETS

Non-current assets

Fixed assets

Leasehold land and land use rights
Deferred income tax assets

Current assets
Inventories
Trade receivables
Prepayments, deposits and other current assets
Due from minority shareholders
of Mainland China subsidiaries
Due from a related company
Cash and bank deposits

Total current assets

Total assets

EQUITY
Capital and reserves attributable
to the CompanyOs equity holders
Share capital
Other reserves
Retained earnings

Shareholders® funds
Minority interests

Total equity

LIABILITIES
Non-current liabilities
Deferred income tax liabilities

Current liabilities

Trade payables

Accruals and other payables
Short-term bank loans
Taxation payable

Total current liabilities
Total liabilities

Total equity and liabilities
Net current assets
Total assets less current liabilities
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Note

10

10

As at
30th June 31st December
2005 2004
HK$0000 HK$0000
(unaudited) (audited)
57,202 55,486
24,838 25,092
4,337 4,075
86,377 84,653
27,682 22,722
50,298 56,497
3,199 3,176
b 1,178
516 516
47,157 48,493
128,852 132,582
215,229 217,235
3,200 3,200
41,119 39,194
31,962 31,445
81 73,839
48,111 56,056
124,392 129,895
3,853 3,853
44,802 40,446
7,017 7,323
34,107 28,290
1,058 7,428
86,984 83,487
90,837 87,340
215,229 217,235
41,468 49,095
127,845 133,748
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Condensed Consolidated Statement of Changes in Reserves

Movements of the GroupOs reserves were as follows:

Employee
Property share-based ~ Cumulative
Share  revaluation  Statutory Merger compensation translation ~ Retained  Proposed
premium Teserve Teserve Teserve reserve  adjustments  earnings  Dividend Total

HKSOO00  HK$0000  HKSO000  HKS0000  HK$OO00  HKSOO0D  HK$0000  HK$OOOO  HKSOO00

At It January 2005 (audited) 25,753 5314 5,611 2441 ) 7 31,445 ) 70,639
Profit for the

six-month period ) ) ) ) ) ) 1,498 ) 1,498
Exchange difference ) ) ) ) ) ) ) ) )
Appropriations ) ) 91 ) ) ) (981) ) )
Share option benefits ) ) ) ) 944 ) ) ) 94
At 30th June 2005 (unaitdd) 25,753 5314 6,592 2441 944 5 31,962 ) 73,081
At It January 2004 (audited) 25,753 5,259 4,857 2441 ) 125 2,625 2912 63972
Profit for the

six-month period ) ) ) ) ) ) 4,992 ) 4,992
Dividends proposed ) ) ) bl ) ) (512) 512 )
Payment of final dividend ) ) ) ) ) ) ) (2912 (2912)
At 30th June 2004 (unaitdd) 25,753 5,259 4,857 2441 ) 12 2110 512 66,052
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Condensed Consolidated Cash Flow Statement (unaudited)

Net cash (used in)/generated from operating activities

Net cash used in investing activities

Net cash generated from financing activities

Net (decrease)/increase in cash and bank deposits

Cash and bank deposits at 1st January

Cash and bank deposits at 30th June
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For the six months
ended 30th June

2005 2004
HK$0000 HK$0000
(6,924) 14,459
(1,407) (6,324)
6,995 6,664
(1,336) 14,799
48,493 38,097
47,157 52,896
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Notes to the condensed consolidated financial information

1. BASIS OF PREPARATION AND ACCOUNTING POLICIES

These unaudited condensed consolidated financial information has been prepared in accordance with Hong Kong
Accounting Standard (OHKASO) 34 Olnterim Financial ReportingO issued by the Hong Kong Institute of Certified
Public Accountants.

The accounting policies and methods of computation used in the preparation of these condensed consolidated
financial information are consistent with those used in the annual financial statements for the year ended 31st
December 2004 except that the Group has changed certain of its accounting policies following its adoption of

new/revised Hong Kong Financial Reporting Standards and Hong Kong Accounting Standards (Onew HKFRSO)
which are effective for accounting periods commencing on or after 1st January 2005.

These interim financial information have been prepared in accordance with those HKFRS standards and
interpretations issued and effective as at the time of preparing these information. The HKFRS standards and
interpretations that will be applicable at 31st December 2005, including those that will be applicable on an

optional basis, are not known with certainty at the time of preparing these interim financial information.

For the year ending 31st December 2005, the Group has adopted all HKFRSs pertinent to its operations. The
changes to the GroupOs accounting policies and the effect of adopting these new policies are set out below.

HKAS 1 Presentation of Financial Statements

HKAS 2 Inventories

HKAS 7 Cash Flow Statements

HKAS 8 Accounting Policies, Changes in Accounting Estimates and Errors
HKAS 10 Events after Balance Sheet Date

HKAS 12 Income Taxes

HKAS 14 Segment Reporting

HKAS 16 Property, Plant and Equipment

HKAS 17 Leases

HKAS 18 Revenue

HKAS 19 Employee Benefits

HKAS 21 The Effects of Changes in Foreign Exchange Rates
HKAS 24 Related Party Disclosures

HKAS 27 Consolidated and Separate Financial Statements
HKAS 32 Financial Instruments: Disclosure and Presentation
HKAS 33 Earnings Per Share

HKAS 36 Impairment of Assets

HKAS 37 Provisions, Contingent Liabilities and Contingent Assets
HKAS 38 Intangible Assets

HKAS 39 Financial Instruments: Recognition and Measurement
HKFRS 2 Share-based Payments

The adoption of new/revised HKASs 1, 2, 7, 8, 10, 16, 21, 24, 27 and 33 did not result in substantial changes to
the GroupOs accounting policies. In summary:

b HKAS 1 has affected the presentation of minority interest and other disclosures.

b HKASs 2, 7, 8, 10, 16, 27 and 33 had no material effect on the GroupOs policies.

b HKAS 21 had no material effect on the GroupOs policy. The functional currency of each of the consolidated
entities has been re-evaluated based on the guidance to the revised standard. All the GroupOs entities have
the same functional currency denominated in Hong Kong dollars as the presentation currency for financial
statements of the respective entities.

b HKAS 24 has affected the identification of related parties and some other related-party disclosures.

The adoption of revised HKAS 17 has resulted in a change in the accounting policy relating to the reclassification

of leasehold land and land use rights from fixed assets to operating leases. The up-front prepayments made for the
leasehold land and land use rights are expensed in the income statement on a straight-line basis over the period of
the lease or where there is impairment, the impairment is expensed in the income statement. In prior years, the
leasehold land was accounted for at fair value. However, the adoption of HKAS 17 has no significant effect on
the GroupOs results for the six months ended 30th June 2004 and therefore no prior year adjustment was presented.
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The adoption of HKFRS 2 requires an expense to be recognised where the Group buys good and services in
exchange for shares or rights over shares (Oequity-settled transactionsO), or in exchange for other assets equivalent
in value to a given number of shares or rights over shares (Ocash-settled transactionsO). The main impact of
HKFRS 2 on the unaudited operating results of the Group for the six months ended 30th June 2005 was the
directorsO share options expense of approximately HK$944,000 recognised in administrative expenses over the
six-month period. The share option expense is the fair value of the option granted which is estimated at the date
of share option granted using Black-Scholes option pricing model with the following assumptions used: dividend
yield of HK$nil, expected volatility of 41.77% and a risk-free rate of return of approximately 3.5%, being the

yield of the Hong Kong Exchange Fund Notes for a period of about 10 years.

2. TURNOVER, REVENUE AND SEGMENT REPORTING
The Group is principally engaged in the manufacture and sale of loudspeaker systems.
Analysis of turnover and revenue in the unaudited condensed consolidated profit and loss account is as follows:

For the six months
ended 30th June

2005 2004
HK$0000 HK$0000
Turnover
Manufacture and sale of loudspeaker systems 105,113 89,073
Other revenue
Bank interest income 49 24
Exchange differences b 286
Sale of scrap materials 135 b
Others 144 56
Total revenue 105,441 89,439

The Group is organised on a world wide basis with one business segment in Mainland China, Japan, United States
of America (OU.S.A.0), Europe and others. Accordingly, the Directors consider there is one business segment and
five geographical segments.

Approximately 71% of the GroupOs turnover for the six months ended 30th June 2005 (2004: 60%) arose from the
GroupOs top five customers.
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An analysis of geographical segments (unaudited) is as follows:

For the six-month period ended 30th June 2005

Mainland
Hong Kong China Japan U.S.A Europe Eliminations Group
HK$0000 HK$0000 HK$0000 HK$0000 HK$0000 HK$0000 HK$0000

Turnover*
External sales b 33,597 8,554 60,512 2,450 b 105,113
Inter-segment sales b 3,357 b b b (3,357) b
Total turnover b 36,954 8,554 60,512 2,450 (3,357) 105,113
Segment result (2,310) 3,090 787 5,566 226 b 7,359
Unallocated income 328
Finance costs (639)
Profit before taxation 7,048
Taxation (972)

Profit after taxation and before
minority interests 6,076
Minority interests (4,578)

Profit attributable to

shareholders 1,498
Capital expenditure b 1,508 }3) b b b 1,508
Depreciation b 3,979 }3) b b b 3,979

* Segment sales are based on the country in which the customer is located.
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An analysis of geographical segments (unaudited) is as follows:

For the six-month period ended 30th June 2004

Mainland
Hong Kong China Japan U.S.A Europe Eliminations Group
HK$0000 HK$0000 HK$0000 HK$0000 HK$0000 HK$0000 HK$0000

Turnover*
External sales b 46,377 9,843 28,422 4,431 b 89,073
Inter-segment sales 6,601 22,132 b b b (28,733) b
Total turnover 6,601 68,509 9,843 28,422 4,431 (28,733) 89,073
Segment result (1,271) 8,464 1,796 5,187 809 b 14,985
Unallocated income 366
Finance costs (567)
Profit before taxation 14,783
Taxation (3,750)

Profit after taxation

and before minority

interests 11,034
Minority interests (6,042)

Profit attributable to

shareholders 4,992
Capital expenditure b 6,348 }3) b b b 6,348
Depreciation b 3,878 }3) b b b 3,878

* Segment sales are based on the country in which the customer is located.
3. PROFIT BEFORE INCOME TAX

The Group had no income generated from investment or disposal of investments, subsidiaries, associates, land use
rights or properties for the six-month periods ended 30th June 2004 and 2005.

4. INCOME TAX EXPENSE
The amount of taxation (unaudited) charged to the consolidated profit and loss account represents:

For the six months
ended 30th June

2005 2004
HK$0000 HK$0000
Current taxation
B Mainland China enterprise income tax 1,232 4,053
Deferred taxation (260) (303)
Taxation charges 972 3,750

The Company is incorporated in the Cayman Islands and is exempt from taxation in the Cayman Islands until
2021. The CompanyOs subsidiary established in the British Virgin Islands is incorporated under the International
Business Companies Acts of the British Virgin Island, accordingly, is exempt from payment of the British Virgin
Islands income taxes.
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Suzhou Sonavox Acoustics Co., Ltd. (OSonavox AcousticsO) being foreign investment enterprise established in the
Coastal Open Economic Region of Suzhou, Mainland China, is subject to preferential enterprise income tax rate
of 24% and is entitled to full exemption from Mainland China enterprise income tax for two years starting from

its first profit-marking year followed by a 50% reduction for the next consecutive three years in accordance with
the relevant tax rules and regulations applicable to foreign investment enterprises in Mainland China. Sonavox
Acoustics has been reporting loss since its establishment.

Suzhou Shangsheng Electrics Co., Ltd. (OShangsheng ElectricsO) was exempted from Mainland China enterprise
income tax up to 31st December 1997 and it is subject to Mainland China enterprise income tax at a rate of 12%
from 1st January 1998 to 31st December 2000. Pursuant to an approval from the local tax authority of Mainland
China, Shangsheng Electrics continued to be entitled to 50% reduction in tax rate from 1st January 2001 to 31st
December 2004, being qualified as a ONew and High Technology EnterpriseO. After the expiration of the above
periods of tax exemption and reduction, Shangsheng Electrics is subject to a preferential enterprise income tax
rate of 12% for the year ending 31st December 2005 since the export values of Shangsheng Electrics has
contributed more than 70% of gross output value during the period.

No provision for Hong Kong profits tax has been made as there are no assessable profits (2004: Nil) for the
subsidiaries operating in Hong Kong during the six-month period.

5. EARNINGS PER SHARE

The calculation of the basic and diluted earnings per share (unaudited) is as follows:

For the For the
three months ended six months ended
30th June 30th June
2005 2004 2005 2004
Profit attributable to shareholders
(in HK$0000) 227 3,546 1,498 4,992
Weighted average number of shares
for the purpose of basic earnings
per share calculain (in ©000) 320,000 320,000 320,000 320,000
Potential dilutive shares
Share options (in ©000) 12,000 5} 12,000 b
Weighted average number of shares
for the purpose of diluted earnings
per share calculain (in ©000) 332,000 320,000 332,000 320,000
Earnings per share b Basic (cents) 0.071 1.108 0.468 1.560
Earnings per share B Diluted (cents) 0.068 N/A 0.451 N/A
6. DIVIDENDS
For the

six-month period
ended 30th June

2005 2004
HK$0000 HK$0000
(unaudited) (unaudited)
Interim, proposed, of Nil (2004: HK0.16 cent)
per ordinary share b 512

The Directors do not recommend the payment of a interim dividend.
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7. INVENTORIES

Inventories consisted of:

30th June 31st December

2005 2004
HK$0000 HK$0000
(unaudited) (audited)
Raw materials 11,953 12,625
Work-in-progress 5,491 3,241
Finished goods 10,238 6,856
27,682 22,722

As 30th June 2005 and 31st December 2004, there were no inventories stated at net realisable value.

8. TRADE RECEIVABLES

Majority of the GroupOs sales is on open account in accordance with terms specified in the contracts governing
the relevant transactions.

Aging analysis of the GroupOs trade receivables was as follows:

30th June 31st December

2005 2004
HK$0000 HK$0000

(unaudited) (audited)
0 B 30 days 26,767 35,453
31 b 60 days 7,447 13,331
61 b 90 days 4,128 3,880
91 b 180 days 5,700 2,246
181 B 360 days 6,532 1,547
Over 360 days 420 736
50,994 57,193

Less: Provision for bad and doubtful debts (696) (696)
50,298 56,497

9. TRADE PAYABLES

Aging analysis of the GroupOs trade payables was as follows:

30th June 31st December

2005 2004
HK$0000 HK$0000

(unaudited) (audited)

0 B 30 days 18,496 24,359
31 b 60 days 9,235 10,060
61 b 90 days 10,273 4,507
91 b 180 days 6,310 1,108
181 B 360 days 480 404
Over 360 days 8 8

44,802 40,446
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10.

11.

12.

DEFERRED TAXATION

Deferred taxation are calculated in full on temporary differences under the liability method using a principal
taxation rate of 27% (2004: 27%).

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current tax assets
against current tax liabilities and when the deferred income taxes relate to the same fiscal authority. The following

amounts determined after appropriate offsetting, are shown in the balance sheet:

30th June 31st December

2005 2004
HK$0000 HK$0000
(unaudited) (audited)
Deferred tax assets to be recovered
after more than 12 months 4,337 4,075
Deferred tax liabilities to be settled
after more than 12 months (3,853) (3,853)

The movement in deferred tax assets represented the temporary differences arising on accelerated tax depreciation
of approximately HK$262,000 (2004: HK$304,000) credited to profit and loss account during the six-month
period ended 30th June 2005

COMMITMENTS FOR FIXED ASSETS

30th June 31st December

2005 2004
HK$0000 HK$0000
(unaudited) (audited)
Contracted but not provided for 17,495 19,838

SHARE OPTION SCHEME

The Company operates a share option scheme (the OSchemeO) for the purpose of providing incentives and rewards
to eligible participants who contribute to the success of the GroupOs operations. Eligible participants of the
Scheme include any directors, employees, consultants or professional advisors, and suppliers or customers of the
Group. The Scheme became effective on 8th June 2002 and, unless otherwise cancelled or amended, will remain
in force for a period of 10 years commencing on the effective date.

The maximum number of shares in respect of which options may be granted under the Scheme must not in
aggregate exceed 30% of the issued share capital of the Company from time to time.

The offer of a grant of the option may be accepted within 21 days from the date of the offer. The exercise period
of the share option granted is determinable by the Board of Directors, and in any event not later than 10 years
from the date of grant of the option.

The exercise price of the share option is determinable by the Board of Directors, but shall not be less than the
highest of (i) the closing price of the shares on GEM as stated in the Stock ExchangeOs daily quotations on the
date of the offer of grant, which must be a business day; (ii) the average closing price of the shares on GEM as
stated in the Stock ExchangeOs daily quotations for the five trading days immediately preceding the date of the
offer of grant; (iii) the nominal value of the share.
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Pursuant to a DirectorsO resolution passed on 28th June 2005, the following share options were outstanding under
the Scheme as at 30th June 2005:

Name of grantees Number of Approximate

(relationships with Date of Date of Exercise Subscription shares under % to the total

the Group) grant acceptance period price the option issued capital

HK$

Mr. Yang Tsu Ying 28th June 2005 28th June 2005 28th June 2005 to 0.345 2,000,000 0.625
(Chairman of the Group) 27th June 2015

Mr. Yang Ching Yau 28th June 2005 28th June 2005 28th June 2005 to 0.345 2,000,000 0.625
(Chief Executive Officer 27th June 2015
of the Group)

Mr. Zhou Jian Ming 28th June 2005 1st July 2005 1st July 2005 to 0.345 2,000,000 0.625
(General manager of 30th June 2015
the Group)

Mr. Poon Lai Yin, Michael 28th June 2005 1st July 2005 1st July 2005 to 0.345 2,000,000 0.625
(Chief Financial Officer 30th June 2015
of the Group)

Mr. Lin Chien Hung 28th June 2005 Ist July 2005 1st July 2005 to 0.345 2,000,000 0.625
(Controller of 30th June 2015
management)

Mr. Dennis Crosson 28th June 2005 1st July 2005 1st July 2005 to 0.345 2,000,000 0.625
(Controller of business 30th June 2015
development)
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The following is the accountantsO report on Indigo, which is prepared for the purposes of inclusion
in this circular.

22nd March 2006

The Directors
Sonavox International Holdings Limited

We set out below our report on the financial information (the OFinancial InformationO) regarding
Indigo Manufacturing Inc. (OIndigoO) for the seven months ended 31st October 2005, each of the three
years ended 31st March 2003, 2004 and 2005 (the ORelevant PeriodsO), for inclusion in the circular of
Sonavox International Holdings Limited dated 22nd March 2006 (the OCircularQO) in connection with the
proposed acquisition of the entire issued capital of Indigo (the OAcquisitionO).

Indigo was incorporated in Canada with limited liability on 11th March 1991 under Business
Corporations Act. Indigo designs, develops, manufactures, markets home and automotive audio products.

The statutory financial statements of Indigo for the seven months ended 31st October 2005, each
of the three years ended 31st March 2003, 2004 and 2005 were prepared in accordance with International
Financial Reporting Standards and were audited by Deloitte & Touche LLP, Chartered Accountants
registered in Canada.

For the purpose of this report, the directors of Indigo have prepared financial statements of Indigo
for the Relevant Periods, in accordance with Hong Kong Financial Reporting Standards promulgated by
the Hong Kong Institute of Certified Public Accountants (OHKICPAO) (the OUnderlying Financial
StatementsO). We have undertaken independent audits of the Underlying Financial Statements in accordance
with the Hong Kong Standards on Auditing issued by the HKICPA.

The Financial Information of Indigo for the Relevant Periods set out in this report has been
prepared from the Underlying Financial Statements. We have examined the Underlying Financial Statements
of Indigo in accordance with the Auditing Guideline OProspectuses and the Reporting AccountantO as
recommenced by the HKICPA.

The Underlying Financial Statements are the responsibility of the directors of Indigo who approved
their issue. The directors of Sonavox International Holdings Limited are responsible for the contents of
the Circular in which this report is included. It is our responsibility to compile the Financial Information
set out in this report from the Underlying Financial Statements, to form an independent opinion on the
Financial Information and to report our opinion to you.
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However, we were not appointed as the reporting accountants until March 2006 and hence we were
unable to attend the physical stocktaking held at the balance sheet dates in the Relevant Periods. There
were no other satisfactory audit procedures that we could adopt to confirm the existence and condition of
the inventories at each balance sheet date in the Relevant Periods.

Subject to the above, in our opinion, the Financial Information together with the notes thereon
give, for the purpose of this report, a true and fair view of the state of affairs of Indigo as at 31st March
2003, 2004, 2005 and 31st October 2005, and of the results and cash flows of Indigo for the Relevant
Periods.

The comparative income statement, cash flow statement and statement of changes in equity of
Indigo for the seven months ended 31st October 2004 together with the notes thereon have been extracted
from IndigoOs financial information for the same period (the O31st October 2004 Financial InformationQO)
which was prepared by the directors of Indigo solely for the purpose of this report. We have reviewed the
31st October 2004 Financial Information in accordance with the Statement of Auditing Standards 700
OEngagements to review interim financial reportsO issued by the HKICPA. Our review consisted principally
of making enquiries of management and applying analytical procedures to the 31st October 2004 Financial
Information and based thereon, assessing whether the accounting policies and presentation have been
consistently applied unless otherwise disclosed. A review excludes audit procedures such as tests of
controls and verification of assets, liabilities and transactions. It is substantially less in scope than an
audit and therefore provides a lower level of assurance than an audit. Accordingly, we do not express an
audit opinion on the 31st October 2004 Financial Information. On the basis of our review which does not
constitute an audit, we are not aware of any material modifications that should be made to the 31st
October 2004 Financial Information.
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A. FINANCIAL INFORMATION

INCOME STATEMENTS

Notes

Turnover
Product sales
Royalty fees

Cost of Sales

Gross profit
Other (expenses) income 7
Administrative expenses
Amortisation
Bad debts recovered (bad debts)
Finance costs 8
Research and development

(net of investment tax

credits (Note 19))
Selling expenses

(Loss) profit before taxation 9

Income taxes 11

Net (loss) profit for the year/period

Dividend 12

Years ended 31st March

Seven months ended
31st October

2003 2004 2005 2004 2005
CAD CAD CAD CAD CAD
(Audited)  (Audited)  (Audited)  (Unaudited)  (Audited)
11,107,582 11,048,253 117,624 6,571,261 6,645,148
224,220 15941 239,965 137,987 72,149
11,331,802 11,207,664 11,357,589 6,709,248 6,717,297
(8,920,638)  (8,907,818)  (9,074,417)  (5,233,035)  (5,767,917)
2411164 2,299,846 2,283,172 1476213 949,380
(3,983) 26,963 31,234 3,021 (49,069)
(1,411,059)  (1,248,773)  (1,283,573)  (729,157)  (710,509)
(90,415) (78,072) (60,381) (35,183) (26,762)
37,676 9,713 (8,392) (20,500) (26,021)
(167,842)  (234,060)  (229,516)  (136,592)  (128,683)
(579,586)  (387,039)  (323,655)  (186,358)  (188,577)
(878,484)  (491,356)  (286,967)  (140,996)  (163,962)
(682,529)  (102,778) 121,922 230,448 (344,203)
201,535 185,337 (11,000) (73,000) 127,600
(480,994) 82,559 110,922 157,448 (216,603)
D ) D D )
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BALANCE SHEETS

At 31st March At 31st October

2003 2004 2005 2005
Notes CAD CAD CAD CAD
(Audited) (Audited) (Audited) (Audited)
Non-current assets
Plant and equipment 14 699,977 635,619 493,756 442,594
Deferred income tax asset 15 190,087 370,000 359,000 486,600
890,064 1,005,619 852,756 929,194
Current assets
Inventories 16 1,818,176 1,580,888 1,312,249 1,222,414
Due from a related company 17 b b 67,200 67,200
Deferred income tax asset 15 200,000 200,000 200,000 200,000
Trade and other receivables 18 1,634,201 1,877,668 2,037,957 2,575,341
Prepaid expenses and deposits 111,606 94,314 101,110 66,106
Income taxes recoverable 6,608 b b b
Investment tax credits
receivable 19 463,038 302,316 288,680 472,534
Cash and cash equivalents 82,810 60,414 137,482 11,699
4,316,439 4,115,600 4,144,678 4,615,294
Current liabilities
Trade and other payables 20 1,656,158 1,613,099 1,676,595 2,485,985
Current portion of
long-term debt 21 443,943 478,981 205,318 930,194
Bank loan 22 780,000 1,390,000 1,390,000 1,370,000
2,880,101 3,482,080 3,271,913 4,786,179
Net current assets (liabilities) 1,436,338 633,520 872,765 (170,885)
Total assets less current liabilities 2,326,402 1,639,139 1,725,521 758,309
Non-current liabilities
Long-term debt 21 564,082 801,445 776,585 b
Notes payable 835,345 b b b
1,399,427 801,445 776,585 b
Net assets 926,975 837,694 948,936 758,309
Capital and reserves
Share capital 23 1,500,002 1,394,554 1,394,554 1,394,554
Contributed surplus 24 792,518 792,518 b b
Share-based payments 25 b 18,160 18,480 44,456
Accumulated losses (1,365,545) (1,367,538) (464,098) (680,701)
926,975 837,694 948,936 758,309
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STATEMENTS OF CHANGES IN EQUITY

Share  Contributed Share-based Accumulated

capital surplus payments losses Total
CAD CAD CAD CAD CAD
(Note 24)

At 1st April 2002 1,500,002 792,518 b (884,551) 1,407,969
Net loss for the year b b b (480,994) (480,994)
At 31st March 2003 1,500,002 792,518 b (1,365,545) 926,975
Premium on redemption of

common sharefnote 23) 84,552 b b (84,552) b
Cash consideration on

redemption of common

sharegnote 23) (190,000) b b b (190,000)
Stock based compensation

expensgnote 25) b b 18,160 b 18,160
Net profit for the year b b b 82,559 82,559
At 31st March 2004 1,394,554 792,518 18,160 (1,367,538) 837,694
Reduction in contributed

surplus(note 24) b (792,518) b 792,518 b
Stock based compensation

expensgnote 25) b b 320 b 320
Net profit for the year b b b 110,922 110,922
At 31st March 2005 1,394,554 b 18,480 (464,098) 948,936
Stock based compensation

expensgnote 25) b b 25,976 b 25,976
Net loss for the period b b b (216,603) (216,603)
At 31st October 2005 1,394,554 b 44,456 (680,701) 758,309
At 1st April 2004 1,394,554 792,518 18,160 (1,367,538) 837,694
Net profit for the period

(unaudited) b b 187 157,448 157,448
At 31st October 2004 (unaudited) 1,394,554 792,518 18,347 (1,210,090) 995,142
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CASH FLOWS STATEMENTS

OPERATING ACTIVITIES
Net (loss) profit forthe year/period
Adjustments for;
Amortisation of plant and equipant
(Gain) loss on disposal of
plant and equipment
Deferred incomeaxes
Interest income
Interest paid
Share-based compensation

Seven months ended

Years ended 31st March 31st October

Operating cash flows before
movements in working capital
Decrease (increase) in trade
and other receivables
(Increase) decrease in
income taxes recoverable
Increase in due from a related company
(Increase) decrease in investment
tax credits receivable
Decrease in inventories
Decrease (increase) in prepaid
expenses and deposits
(Decrease) increase in trade
and other payables

Cash generated from operations

Interest paid

NET CASH FROM (USED IN)
OPERATING ACTIVITIES
INVESTING ACTIVITIES
Acquisition of plant
and equipment
Proceeds on disposal of plant
and equipment
Interest received

2003 2004 2005 2004 2005
CAD CAD CAD CAD CAD
(Audited)  (Audited)  (Audited)  (Unaudited)  (Audited)
(480,994) 82,559 110,922 157,448 (216,603)
244,453 155,568 137,568 80,266 64,562
(478) (17) 2,412 1,484 D
(141,173)  (179,913) 11,000 73,000 (127,600)
(10,691) (7715 (8,398) D (3,673)
167,842 234,060 229,516 136,592 128,683
D 18,160 320 187 25,976
(221,041) 302,702 483,340 448,977 (128,655)
974,829 (243,467) (160,289)  (325913)  (537,384)
(21,778) 6,608 D ) D
(62,870) D (67,200) D D
(384,590) 160,722 13,636 (135,944)  (183,854)
546,956 237,288 268,639 80,814 89,835
76,791 207, (6,796) 31,658 35,004
(116,660) (839) 63,496 216,509 809,390
791,637 438,086 594,826 316,101 84,336
(167,842)  (234,060)  (229516)  (136,592)  (128,683)
623,795 204,026 365,310 179,509 (44,347)
(114,403) (91,621) (8,802) (6,807) (14,275)
1,240 428 10,685 6,530 875
10,691 7,715 8,398 D 3,673
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CASH FLOWS STATEMENTS (Continued)

Seven months ended

Years ended 31st March 31st October
2003 2004 2005 2004 2005
CAD CAD CAD CAD CAD

(Audited)  (Audited)  (Audited) (Unaudited)  (Audited)

NET CASH (USED IN) FROM
INVESTING ACTIVITIES (102,472) (83,478) 10,281 277) (9,727)

FINANCING ACTIVITIES

Bank loan (10,000) 610,000 b b (20,000)
Repayment of notes payable (24,860) b b b b
Repayment of obligation

under capital lease (2,556) b b b b
Repayments of long-term debt (457,219) (644)509 (298,523) (106,404) (111,709)
Increase in long-term debt b 81,565 b b 60,000
Redemption of commoshares b (190,000) b b b

NET CASH USED IN
FINANCING ACTIVITIES (494,635)  (142,944)  (298,523)  (106,404) (71,709)

NET INCREASE (DECREASE) IN
CASH AND CASH EQUIVALENTS 26,688 (22,396) 77,068 72,828 (125,783)

CASH AND CASH EQUIVALENTS AT
BEGINNING OF YEAR/PERIOD 56,122 82,810 60,414 60,414 137,482

CASH AND CASH EQUIVALENTS
AT END OF YEAR/PERIOD 82,810 60,414 137,482 133,242 11,699
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NOTES TO THE FINANCIAL INFORMATION

1.

GENERAL INFORMATION

Indigo Manufacturing Inc. (the OCompanyO) is an incorporated company located in Canada. The Company designs,
develops, manufactures and markets home and automotive audio products. The CompanyOs head office and
manufacturing facility is located in Markham, Ontario, Canada.

This Financial Information is presented in Canadian dollars as the Canadian dollar is the currency of the primary
economic environment in which the Company operates.

ADOPTION OF NEW AND REVISED HONG KONG FINANCIAL REPORTING STANDARDS

Since 2004, the HKICPA issued a number of new or revised Hong Kong Accounting Standards (OHKASsO), Hong
Kong Financial Reporting Standards (OHKFRSsO) and Interpretations (herein collectively referred to as Onew
HKFRSsO) which are effective for accounting periods beginning on or after 1st January 2005. For the purposes of
preparing and presenting financial information of the Relevant Periods, Indigo has early adopted all these applicable
new and revised HKFRSs.

The HKICPA has issued the following new HKFRSs that are not yet effective. Indigo has considered the following
standards and interpretations and they may have a material effect on how the results of operations and financial
position of Indigo are prepared and presented but the potential impact is not reasonably estimated. Indigo is
continuing its assessment of the impact of the following new HKFRSs.

HKAS 1 (Amendment) Capital Disclosures

HKAS 19 (Amendment) Actuarial Gains and Losses, Group Plans and Disclbsures

HKAS 21 (Amendment) Net Investment in a Foreign Oper&tion

HKAS 39 (Amendment) Cash Flow Hedge Accounting of Forecast Intragroup Transactions

The Fair Value Optioh

HKAS 39 & HKFRS 4 (Amendments) Financial Guarantee Contfacts

HKFRS6 Exploration for and Evaluation of Mineral Resources

HKFRS7 Financial Instruments: Disclosutes

HK (IFRIC) b Int4 Determining whether an Arrangement Contains a Lease

HK (IFRIC) b Int5 Rights to Interests Arising from Decommissioning,
Restoration and Environmental Rehabilitation Finds

HK (IFRIC) D Int6 Liabilities arising from Participating in a Specific Market,
Waste Electrical and Electronic Equipmgnt

HK (IFRIC) D Int7 Applying the Restatement Approach under HKAS 29

Financial Reporting in Hyperinflationary Econonfics

Effective for annual periods beginning on or after 1st January 2007
Effective for annual periods beginning on or after 1st January 2006
Effective for annual periods beginning on or after 1st December 2005
Effective for annual periods beginning on or after 1st March 2006

A WN PR
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3.

SIGNIFICANT ACCOUNTING POLICIES

The Financial Information has been prepared on the historical cost basis except for certain financial assets and
financial liabilities, which are measured at fair values, as explained in the accounting policies set out below.

The Financial Information has been prepared in accordance with HKFRSs issued by the HKICPA. In addition, the
Financial Information include applicable disclosure required by the Rules Governing the Listing of Securities on
The Stock Exchange of Hong Kong Limited and by the Companies Ordinance of Hong Kong.

Revenue recognition

Product sales

Revenue from the sale of products is generally recognised upon delivery provided that an agreement exists with a
fixed or determinable fee and collection of the related receivable is reasonably assured. Further, a provision for
estimated product returns and warranty claims is provided at the time a sale is recorded based on past return and
warranty experience.

Royalty fees

Royalty revenue is recognised when all contractual obligations are met.

Interest income

Interest income is accrued on a time basis by reference to the principal amounts outstanding and at the effective
interest rate of the related asset.

Research and development
Research costs are expensed as incurred.

Development costs that meet the criteria for deferral under HKFRS and that are expected to provide future
benefits with reasonable certainty are deferred, net of related investment tax credits and government grants, and
amortised over the estimated sales revenue of the products. Other development costs that do not meet these
criteria are expensed as incurred. During the years/periods, in the opinion of management, no development costs
incurred met all the criteria for deferral and amortisation under HKFRS.

Borrowing costs

The costs of borrowing are recognised in the income statement in the years/periods in which they are incurred
unless the borrowing costs are directly attributable to the acquisition, construction or production of qualifying
assets, in which case the interest is added to the cost of those assets, until such time as the assets are substantially
ready for their intended use or sale. Investment income earned on the temporary investment of specific borrowings
pending their expenditure on qualifying assets is deducted from the borrowing costs eligible for capitalisation.

Operating leases
Rental payable under operating leases are charged to the income statement on a straight-line basis over the term

of the relevant lease. Benefits received and receivable as an incentive to enter into an operating lease are
recognised as a reduction of rental expense on a straight-line basis over the lease term.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Foreign currencies

Transactions in currencies other than the Canadian dollars are recorded at the rates of exchange prevailing on the
dates of the transactions. At each balance sheet date, monetary assets and liabilities that are denominated in
foreign currencies are retranslated at the rates prevailing on the balance sheet dates. Non-monetary assets and
liabilities carried at fair value that are denominated in foreign currencies are retranslated at the rates prevailing at
the date when the fair value was determined.

Gains and losses arising on retranslation are included in profit/loss for the years/periods, except for exchange
differences arising on non-monetary assets and liabilities carried at fair value where the changes in fair value are
recognised directly in equity.

Indigo may undertake sales and purchase transactions in foreign currencies, and therefore is subject to gains or
losses due to fluctuations in foreign currencies. Indigo does not use derivative instruments to minimise its
exposure to foreign currency risk.

Taxation
Income tax expense represents the sum of the tax currently payable and deferred tax.

The tax currently payable is based on taxable profit for the years/periods. Taxable profit differs from profit as
reported in the income statement because it excludes items of income and expense that are taxable or deductible
in other years and it further excludes income statement items that are never taxable or deductible.

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying amount of
assets and liabilities in the Financial Information and the corresponding tax bases used in the computation of
taxable profit, and is accounted for using the balance sheet liability method. Deferred tax liabilities are generally
recognised for all taxable temporary differences, and deferred tax assets are recognised to the extent that it is
probable that taxable profit will be available against which deductible temporary differences can be utilised. Such
assets and liabilities are not recognised if the temporary difference arises from goodwill (or negative goodwill) or
from the initial recognition (other than in a business combination) of other assets and liabilities in a transaction
that affects neither the taxable profit nor the accounting profit.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent that it
is no longer probable that sufficient taxable profit will be available to allow all or part of the asset to be
recovered.

Deferred tax is calculated at the tax rates that are expected to apply in the years/periods when the liability is
settled or the asset is realised. Deferred tax is charged or credited to the income statement, except when it relates
to items charged or credited directly to equity, in which case the deferred tax is also dealt with in equity.

Use of estimates

The preparation of Financial Information requires management to make estimates and assumptions that affect the
reported amount of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the
Financial Information and the reported amounts of revenue and expenses during the years/periods. Actual results
could differ from those estimates. The Financial Information items requiring the use of management estimates are
the valuation of investment tax credits receivable and the future income tax assets.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Plant and equipment
Plant and equipment are stated at cost less subsequent accumulated amortisation and impairment losses.
Amortisation is provided to write off the cost of plant and equipment over their estimated useful lives using the

declining-balance basis, except for leasehold improvements which are on the straight-line basis, at the following
rates per annum:

Machinery and equipment 20%

Computer hardware and software 30%

Furniture and equipment 20%

Automobile 30%

Telephone 8%

Small tools 20%

Leasehold improvements Over the term of the lease

The gain or loss arising on the disposal or retirement of an item of plant and equipment is determined as the
difference between the sales proceeds and the carrying amount of the asset and is recognised in profit or loss.

Impairment

At each balance sheet date, Indigo reviews the carrying amounts of its assets to determine whether there is any
indication that those assets have suffered impairment loss. If any such indication exists, the recoverable amount
of the asset is estimated in order to determine the extent of the impairment loss, if any. Where it is not possible to

estimate the recoverable amount of an individual asset, Indigo estimates the recoverable amount of the cash-
generating unit to which the asset belongs.

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in use, the
estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects current
market assessments of the time value of money and the risks specific to the asset.

If the recoverable amount of an asset is estimated to be less than its carrying amount, the carrying amount of the
asset is reduced to its recoverable amount. Impairment loss is recognised as expense immediately, unless the
relevant asset is carried at a revalued amount under another Standards in which case the impairment loss is
treated as a revaluation decrease under that Standards.

Where the impairment loss subsequently reverses, the carrying amount of the asset is increased to the revised
estimate of its recoverable amount, such that the increased carrying amount does not exceed the carrying amount
that would have been determined had no impairment loss been recognised for the asset in prior years. A reversal
of the impairment loss is recognised as income immediately, unless the relevant asset is carried at a revalued
amount under another Standards in which case the reversal of the impairment loss is treated as a revaluation
increase under that Standards.

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost comprises direct materials and, where
applicable, direct labour costs, and those overheads that have been incurred in bringing the inventories to their
present location and condition. Cost is calculated on a first-in, first-out basis. Net realisable value represents the
estimated selling price less all estimated costs of completion and costs to be incurred in marketing, selling and
distribution.

Investment tax credits
Investment tax credits, which are earned as a result of incurring qualifying research and development expenditures,
are accounted for using the cost reduction method. Under this method, investment tax credits are treated as a

reduction of the relevant asset account or of research and development expenses in the years/periods that the
credits become available and there is reasonable assurance that they will be realised.
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3. SIGNIFICANT ACCOUNTING POLICIES (Continued)
Financial instruments

Financial assets and financial liabilities are recognised on IndigoOs balance sheets when Indigo becomes a party to
the contractual provisions of the instrument. Financial assets and financial liabilities are initially measured at fair
value. Transaction costs that are directly attributable to the acquisition or issue of financial assets and financial
liabilities (other than financial assets and financial liabilities at fair value through profit or loss) are added to or
deducted from the fair value of the financial assets or financial liabilities, as appropriate, on initial recognition.
Transaction costs directly attributable to the acquisition of financial assets or financial liabilities at fair value
through profit or loss are recognised immediately in profit or loss.

Financial assets

IndigoOs financial assets are mainly loans and receivables. All regular way purchases or sales of financial assets
are recognised and derecognised on a trade date basis. Regular way purchases or sales are purchases or sales of
financial assets that require delivery of assets within the time frame established by regulation or convention in the
marketplace. The accounting policies adopted are set out below.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted

in an active market. At each balance sheet date subsequent to initial recognition, loans and receivables (including
trade and other receivables, due from a related company, investment tax credits receivable, prepaid expenses and
deposits) are carried at amortised cost using the effective interest method, less any identified impairment losses.
Impairment loss is recognised in profit or loss when there is objective evidence that the asset is impaired, and is
measured as the difference between the assetOs carrying amount and the present value of the estimated future cash
flows discounted at the original effective interest rate. Impairment losses are reversed in subsequent years when
an increase in the assetOs recoverable amount can be related objectively to an event occurring after the impairment
was recognised, subject to a restriction that the carrying amount of the asset at the date the impairment is reversed
does not exceed what the amortised cost would have been had the impairment not been recognised.

Financial liabilities and equity

Financial liabilities and equity instruments issued by Indigo are classified according to the substance of the
contractual arrangements entered into and the definitions of a financial liability and an equity instrument.

An equity instrument is any contract that evidences a residual interest in the assets of Indigo after deducting all of
its liabilities. IndigoOs financial liabilities are mainly payables including trade and other payables, bank loan and
long-term debt. The accounting policies adopted in respect of financial liabilities and equity instruments are set
out below.

Other financial liabilities

Other financial liabilities including bank loan, trade and other payables and long-term debt are subsequently
measured at amortised cost, using the effective interest rate method.

Equity instruments

Equity instruments issued by Indigo are recorded at the proceeds received, net of direct issue costs.

Share-based payment

Indigo has applied the requirements of HKFRS 2 Share-based payments.

Indigo issues equity-settled share-based payments to certain directors, officers, employees and service providers.
Equity-settled share-based payments are measured at fair value at the date of grant. The fair value determined at
the grant date of the equity-settled share-based payments is expensed on a straight-line basis over the vesting

period, based on IndigoOs estimate of shares that will eventually vest.

Fair value is measured by use of the Black Scholes model.
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4. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

The key assumptions concerning the future, and other key sources of estimation, uncertainty at the balance sheet
date, that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities
within the next financial year, are discussed below.

Valuation on inventories
Indigo assesses periodically if the inventories have suffered any impairment in accordance with the accounting
policy stated in Note 3. Inventories are evaluated for possible impairment on a specific asset basis or in groups of
similar assets, as applicable. The review requires estimation and judgments based on the most reliable evidence
available at the time the estimates are made and other relevant information.
Valuation on trade and other receivables
Indigo assesses periodically if trade and other receivables have suffered any impairment in accordance with the
accounting policy stated in Note 3. The review requires estimation and judgments based on aging, financial
position of the correspondence parties and other relevant information.

5. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES
IndigoOs major financial instruments mainly include trade and other receivables, due from a related company,
investment tax credits receivable, trade and other payables, bank loan and long-term debt. Details of these
financial instruments are disclosed in respective notes. The risks associated with these financial instruments and
the policies on how to mitigate these risks are set out below. The management manages and monitors these
exposures to ensure appropriate measures are implemented on a timely and effective manner.

Foreign currency risk

IndigoOs exposure to foreign currency risk is minimal as most of the transactions are conducted in Canadian
dollars.

Fair value interest rate risk

IndigoOs fair value interest rate risk relates primarily to long-term debt and bank loan (Notes 21 and 22 for details
of these borrowings) and rate changes on bank balances.

Credit risk

IndigoOs maximum exposure to credit risk in the event of the counterparties failure to perform their obligations in
relation to each class of recognised financial assets is the carrying amount of those assets as stated in the balance
sheet. In addition, Indigo reviews the recoverable amount of each individual trade debt at each balance sheet date
to ensure that adequate impairment losses are made for irrecoverable amounts. In this regard, the directors of
Indigo consider that its credit risk is significantly reduced.

The credit risk on bank balances is limited because the counterparties are banks with high credit-ratings assigned
by internal credit-ratings agencies.

Price risk
Price changes in commodities can affect the IndigoOs result.
Liquidity risk

Prudent liquidity risk management implies maintaining sufficient cash and the availability of funding through an
adequate amount of committed credit facilities.
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6. SEGMENT INFORMATION

No business segment information is presented for the Relevant Periods as Indigo manages its operation in one
business segment, which is the design, development, manufacture and marketing of home and automotive audio
products.

No geographical segment information is presented as over 90% of the activities of Indigo during the Relevant
Periods were carried out in Canada and over 90% of assets and liabilities of Indigo were located in Canada.

7. OTHER (EXPENSES) INCOME
Seven months ended
Years ended 31st March 31st October
2003 2004 2005 2004 2005
CAD CAD CAD CAD CAD
(Audited) (Audited) (Audited) (Unaudited) (Audited)
Other (expenses) income represents:
Share-based compensation b (18,160) (320) (187) (25,976)
Foreign exchange (loss) gain (14,674) 37,408 23,156 3,208 (26,766)
Interest income 10,691 7,715 8,398 b 3,673
(3,983) 26,963 31,234 3,021 (49,069)

8. FINANCE COSTS

Seven months ended

Years ended 31st March 31st October
2003 2004 2005 2004 2005
CAD CAD CAD CAD CAD
(Audited) (Audited) (Audited) (Unaudited) (Audited)
Interest on bank borrowings wholly
repayable within five years
167,842 234,060 229,516 136,592 128,683
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9. (LOSS) PROFIT BEFORE TAXATION
Seven months ended
Years ended 31st March 31st October
2003 2004 2005 2004 2005
CAD CAD CAD CAD CAD
(Audited) (Audited) (Audited) (Unaudited) (Audited)
(Loss) profit before taxation
have been arrived at
after charging (crediting):
AuditorsO remuneration 25,750 29,600 31,100 14,560 96,480
Amortisation of plant
and equipment 244,454 155,568 137,568 80,266 64,562
(Gain) loss on disposal of plant
and equipment (478) (17) 2,412 1,484 b
DirectorsO emoluments
(note 10(a)) 158,275 115,293 110,718 68,100 59,982
Other staff costs 3,168,721 2,832,513 2,279,674 1,357,312 1,104,335

10. DIRECTORS AND FIVE HIGHEST PAID EMPLOYEESO EMOLUMENTS
(a) DirectorsO emoluments

The emoluments of every Director of Indigo for the years ended 31st March 2003, 2004, 2005 and the
seven months ended 31st October 2004 and 2005 is set out below.

Seven months ended

Years ended 31st March 31st October
2003 2004 2005 2004 2005
CAD CAD CAD CAD CAD
(Audited) (Audited) (Audited) (Unaudited) (Audited)
Name of director
Paul A. Tennyson
Fees b b b b b
Other offices 114,000 102,600 102,600 59,982 59,982
Robert Heiblim
Fees b b b b b
Other offices b b 8,118 8,118 b
Paul Caraford
Fees b b b b b
Other offices 44,275 12,693 b b b
158,275 115,293 110,718 68,100 59,982

(b) Five highest paid employees

Of the five individuals with the highest emoluments in Indigo for the years ended 31st March 2003, 2004,
2005 and the seven months ended 31st October 2005, one was a director of Indigo.

The remaining four highest paid non-director individuals for the years ended 31st March 2003, 2004, 2005 and
for the seven months ended 31st October 2004 and 2005, which are individually below $150,000, as follows:

Seven months ended

Years ended 31st March 31st October
2003 2004 2005 2004 2005
CAD CAD CAD CAD CAD
(Audited) (Audited) (Audited) (Unaudited) (Audited)
Salaries and other benefit 351,649 294,762 304,228 177,467 179,461

b76b



APPENDIX [l ACCOUNTANTSO REPORT ON INDIGO

11. INCOME TAXES

IndigoOs basic tax rate is approximately 36% for all periods presented. However, the income tax expense reported
differs from the amount computed by applying the statutory rate to profit/loss before taxation because of differences
in the timing of deductions for income tax and accounting purposes and because certain expenses such as meals
and entertainment are not fully tax deductible.

The tax charge for the years/periods can be reconciled to the (loss) profit before taxation per the income statements
as follows:

Seven months ended

Years ended 31st March 31st October

2003 2004 2005 2004 2005
CAD CAD CAD CAD CAD
(Audited) (Audited) (Audited) (Unaudited) (Audited)
(Loss) profit before taxation (682,529) (102,778) 121,922 230,448 (344,203)
Combined basic federal
and provincial rates 36% 36% 36% 36% 36%
Income tax (recovered) expense
based on statutory
income tax rate (245,710) (37,000) 43,892 82,961 (123,913)
Increase (decrease) resulting from:
Permanent differences 21,352 13,663 (23,685) 4,150 13,501
Effect of income tax losses
not previously recognised b (75,000) (8,000) (8,000) b
Effect of changes in statutory
tax rates on future income taxes 40,000 (87,000) b b b
Others (17,177) 5) (1,207) (6,111) (17,188)
Income tax (recovered) expense (201,535) (185,337) 11,000 73,000 (127,600)

Undeducted scientific research and experimental development expenses

Indigo as at 31st October 2005 has undeducted provincial scientific research and experimental development
expenses in the amount of approximately $1,119,000. These undeducted expenses are available to reduce future
yearsO provincial taxable income and have no expiry date.

At 31st October 2005, Indigo has non-capital losses available for carrying forward to reduce future yearOs income
for tax purposes which, if unused, will expire as follows:

Federal Provincial
CAD CAD
2009 b 346,000
2010 413,000 971,000
2013 206,000 175,000
619,000 1,492,000
12. DIVIDNED
No dividend has been paid or declared by Indigo during the Relevant Periods.
13. LOSS/EARNINGS PER SHARE

No loss/earnings per share is presented as such information is not meaningful having regard to the purpose of this

report.
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14.

PLANT AND EQUIPMENT

Machinery ~ Computer Furniture
and hardware and Leasehold
equipment and software  equipment  Automobile  Telephone  Small tools improvements Total
CAD CAD CAD CAD CAD CAD CAD CAD
COST
At 1st April 2002 1,231,989 368,387 176,865 60,850 28,760 11,456 190,748 2,069,056
Additions 60,307 39,358 1,361 13,377 b b b 114,402
Disposals b (1,242) b b b b b (1,242)
At 31st March 2003 1,292,296 406,503 178,226 74,227 28,760 11,456 190,748 2,182,216
Additions 44,871 4,486 b 13} b b 42,264 91,621
Disposals b b (993) b b b b (993)
At 31st March 2004 1,337,167 410,989 177,233 74,227 28,760 11,456 233,012 2,272,844
Additions 3,194 5,608 b b b b b 8,802
Disposals (500) b (22,749) (13,377) b b b (36,626)
At 31st March 2005 1,339,861 416,597 154,484 60,850 28,760 11,456 233,012 2,245,020
Additions b 8,955 1,160 b b b 4,160 14,275
Disposals b b b (60,850) b b b (60,850)
At 31st October 2005 1,339,861 425,552 155,644 ) 28,760 11,456 237,172 2,198,445
ACCUMULATED
AMORTISATION
At 1st April 2002 689,134 246,269 101,000 58,080 6,993 8,220 128,567 1,238,263
Amortisation 117,200 43,147 15,355 4,183 1,741 647 62,181 244,454
Elimination on disposals b (478) b b b b b (478)
At 31st March 2003 806,334 288,938 116,355 62,263 8,734 8,867 190,748 1,482,239
Amortisation 99,444 35,616 12,361 3,589 1,602 518 2,438 155,568
Elimination on disposals b b (582) b b b b (582)
At 31st March 2004 905,778 324,554 128,134 65,852 10,336 9,385 193,186 1,637,225
Amortisation 86,445 27,333 8,451 2,337 1,474 414 11,114 137,568
Elimination on disposals b b (15,244) (8,285) b b b (23,529)
At 31st March 2005 992,223 351,887 121,341 59,904 11,810 9,799 204,300 1,751,264
Amortisation 40,557 12,098 3,944 71 791 193 6,908 64,562
Elimination on disposals b b b (59,975) b b b (59,975)
At 31st October 2005 1,032,780 363,985 125,285 b 12,601 9,992 211,208 1,755,851
CARRYING AMOUNT
At 31st March 2003 485,962 117,565 61,871 11,964 20,026 2,589 b 699,977
At 31st March 2004 431,389 86,435 49,099 8,375 18,424 2,071 39,826 635,619
At 31st March 2005 347,638 64,710 33,143 946 16,950 1,657 28,712 493,756
At 31st October 2005 307,081 61,567 30,359 b 16,159 1,464 25,964 442,594
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14. PLANT AND EQUIPMENT (Continued)
Amortisation expense has been allocated on the income statement as follows:

Seven months ended

Years ended 31st March 31st October
2003 2004 2005 2004 2005
CAD CAD CAD CAD CAD
(Audited) (Audited) (Audited) (Unaudited) (Audited)
Amortisation 90,415 78,072 60,381 35,183 26,762
Cost of sales 154,038 77,496 77,187 45,083 37,800
244,453 155,568 137,568 80,266 64,562

Indigo has pledged its plant and equipment as part of the general security agreement provided as security to its
bankers (Note 22).

15. DEFERRED INCOME TAX ASSET

Deferred income taxes relate to differences between the carrying amount of the balance sheet items and their
corresponding tax values.

The tax effect of significant temporary differences is as follows:

Undeducted
scientific and
Unutilized  experimental Ontario Property,
investment  development minimum plant and Investment
tax credits expenses Tax losses tax credits equipment tax credits Total
CAD CAD CAD CAD CAD CAD CAD
At 1st April 2002 208,552 b 49,000 59,000 (76,000) (52,000) 188,552
Charge (credit) to
the income
statement 35,673 b 178,000 b 7,000 (79,500) 141,173
Effect of charge
in taxrate 60,362 b b b b b 60,362
At 31st March 2003 304,587 b 227,000 59,000 (69,000) (131,500) 390,087
Charge (credit)
to the income
statement 31,413 61,000 (5,000) b b 5,500 92,913
Effect of change
in tax rate b b 87,000 b b b 87,000
At 31st March 2004 336,000 61,000 309,000 59,000 (69,000) (126,000) 570,000
Charge (credit) to
the income
statement 9,000 59,000 (84,000) b 3,000 2,000 (11,000)
At 31st March 2005 345,000 120,000 225,000 59,000 (66,000) (124,000) 559,000
Charge (credit) to the
income statemen b 37,000 70,000 b 3,600 17,000 127,600
At 31st October 2005 345,000 157,000 295,000 59,000 (62,400) (107,000) 686,600
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