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Summary

Company Name: Sound Global Ltd.
Ticker: 967 HK

Current Price: HKD 8.49

Price Target: HKD 2.82

Recommendation: Strong Sell

Sound Global is involved in numerous undisclosed fraudulent related party transactions that serve the dual purposes of
Utcoewaetg=ZzeaU=zwtenuytCnj =Z¢a332ceytnutetdldczZzyulUtzZo2Wt =3t d=Z3cO2h2Wwe?

While Sound Global does own real assets, its claimed profitability is entirely fake
U The company reports profitability that is much higher than peers while its earnings are not backed by any cash flow

The company employs a Ponzi based on building wastew  ater treatment plants for purported third parties at inflated prices
and then purchasing those same projects back at a premium

U Ya2j Z2j =Zhecoa3Uc=UtywWoUd=zwWc=zoeaU=wteunuytCnj =333cljjesd=ywwyt et od
low disc ount rate in order to inflate the present value of a portfolio of concession assets that would otherwise not meet
its cost of capital

Sound Global has all the hallmarks of a financial fraud, including but not limited to: frequent management turnover, a
backdoor listing onto the Hong Kong Stock Exchange and documented stock manipulation

Shareholders who choose not to heed the recommendation to sell stock are strongly advised to vote against the planned
transaction between Sound Global and Sound Enviro nmental Resources as it not only allows for Chairman/Founder Wen
Yibo to further cash out but also destroys long - term shareholder value

66C

|



1.

2.

Table of Contents

Company Introduction (pg. 5)
a. Financial Overview (pg. 6)
b.  Revenue Split (pg. 7)
C.  Company History (pg. 8)
Sound Global Reports Above Market Sales and Margins (pg. 9)
a. Global Peer Gross Margins (pg. 10)
Exhibit 1: Saudi Arabia Project Reveals True EPC Margins (pgs. 11-12)

C. Inferior Revenue Mix (pg. 13)
d.  Comparison of Revenue Mix and Profitability by Segment (pgs. 1 4- 15)
€. Above Market Revenue Growth (pg. 1 6)

f. Calls with Competito rs Confirm Discrepancies (pg. 1 7)

Sound Global Checks the Box of a Financial Fraud (pg. 1 8)

a. Poor Earnings Quality (pg. 1 9)

b. Large Increase in Trade Accounts Receivable and Unbilled
Receivables (pg. 20)

c. Insufficie nt Impairment Provisions (pg. 21)

d.  Total Receivables Growth Outpac ing Revenue Growth (pg. 2 2)

€. Increasing Debt Load (pg. 2 3)

Sound Global Checks the Box of Fraudulent Management (pg. 2 4)
a.  Frequent Management Turnover (pg. 25)

b. Numerous Run-ins with the Law (pg. 26)

5. Sound Global Manipulates the Value of its Concession Portfolio to
Frontload EPC Profits (pg. 27)

a.

.

Changing Discount Rate Assumptions (pg.  28)
Capitalized Construction Costs are Recognized as Revenue (pg.

Low Discount Rate Assumptions Translate into Higher Construction
Revenue (pg. 30)

lllustrative Example Part 1 (pg. 3 1)

lllustrative Example Part 2 (pg. 3 2)

Overstated Concession Receivables (pg. 3 3)
Concession Book Value Write Down (pg. 34)
Exhibit 2: Shaanxi Hancheng (pgs. 35-36)

Sound G6t W36 j =¢ttwldj j38)t 1 =6
When the Ponzi Breaks (pg. 38)

6. Sound Global Uses Aggressive Percentage of Completion Accounting to
Inflate Construction Revenue ( pg. 39)

a.
b.

C.

Exhibit 3: Fujian Fuqing (pgs. 4 0-42)
Exhibit 4: Jilin Changchun (pg. 4 3)

Sound Global Accelerates Construction Revenue Recognition (pg.
44)

29)




Table of Contents (Cont.)

7. Sound Global has a History of Undocumented Related Party Transactions
and Loss- Making Acquisitions (pg. 45)

a. Exhibit 5: Shanghai Jingke (pg. 46)
Exhibit 6: Hi- Standard (pgs. 47-48)

C.  Exhibit 7: Anyang Mingbo (pg. 49)

d.  Exhibit 8: Tongliao (pg. 5 0)

€. Value- Destroying Acquisitions (pg. 5 1)

8. Ytetd=Z g6t W3y6N | ZduypeU=Vcytj yweatt=paeaxs

Enables Further Management Cash Out and Once Again  Proves Inflated

EPC Revenue (pg. 52)

a.  Cashing Out (pg. 53)
Transaction with Sound Environmental Resources (pgs. 54- 55)

C.  Build and Buy Back Behavior Further Confirms Aggressive Revenue
Recognition (pg. 56)

9. Valuation (pg. 57)
a.  Valuation of Construction Division (pg. 58)
b.  valuation of Concession Division (pg. 59)
C. Sum of the Parts Valuation (pg. 60)

10.  Conclusion (pg. 61)

11.

Appendix (pg. 62)

a.
b.

C.

Changing Di scount Rate Assumptions (pgs. 63- 65)

Capitalized Construction Costs a re Recognized as Revenue (pg. 66)
Shanghai Jingke (pgs. 67-70)

Hi- Standard (pgs. 71-76)

Anyang Mingbo (pgs. 77-85)

Tongliao (pgs. 86-87)

Undisclosed Litigation Cases (pgs. 88-89)




1. Company Introduction

Full Name: Sound Global Ltd. (
Country of Domicile: Singapore

Ticker: 967 HK

Exchange: Hong Kong Stock Exchange

Sound Global provides wastewater treatment turnkey solutions for municipal, industrial and rural projects primarily in
China

Sound Global engages in four business segments: engineering, procurement, and construction (EPC), build - operate -
transfer (BOT), operation & management (O&M), and equipment manufacturing.

Construction of EPC and BOT projects in China are the primary businesses of the company, accounting for over 90% of

revenue

Sound Global is controlled by its Chairman and Founder, Wen Yibo, who currently owns 52% of shares outstanding




a. Financial Overview

Sound Global Limited

967 HK

Share Price (HKD) $8.49
52 Week High (HKD) $9.47
52 Week Low (HKD) $4.34

Shares Oustanding (mm) 1,467.3

Market Cap (HKD mm) 12,457.4
Cash(HKD mm) (4,688.7)
Debt (HKD mm) 4,426.9
Preferred & Other (HKD mm) 5.5
Enterprise  Value (HKD mm) 12,201.1
Float (mm) 555.0
3 Month ADTV(mm) 4.2
3 Month ATDV(USD mm) 4.6

Short Interest (%) 7%

cny millions

Revenue

growth

Total Receivables
growth

Gross Profit
margin

EBITDA

margin

Net Income
margin

EPS (HKD)

EV/EBITDA
P/E

2009
1,293
26.2%
1,040
15.5%
376
29.1%
321
24.8%
283
21.9%
$0.22

2010
1,766
36.6%
1,802
73.2%

536
30.4%

400
22.7%

289
16.4%
$0.22

Historical
2011 2012
2,288 2,652
29.6% 15.9%
2,632 3,661
46.1% 39.1%
722 800
31.6% 30.2%
605 693
26.4% 26.1%
414 428
18.1% 16.1%
$0.32  $0.33

4.8 6.0
7.6 9.0

2013
3,140
18.4%
4,903
33.9%

958
30.5%
868
27.6%

425
13.5%
$0.33

5.9
10.4

LTM
3,300
10.9%
5,389
20.3%
1,015
30.7%

854
25.9%

491
14.9%
$0.37

11.9
21.0

Street Consensus

3,869
23.2%

1,223
31.6%
1,034
26.7%
563
14.6%
$0.39

9.8
18.3

2015E
4,784
23.6%

1,542
32.2%
1,288
26.9%
766
16.0%
$0.50

7.8
13.4




b. Revenue Split

BaT=tb=Ytetd=Z@6tW3y6n1j ZcUsUted=3+4=n{T=th=gctjj=ucthed®=2j =hcte=1

gross profit margin of 29%

EPC revenue is recognized based on percentage of completion and BOT revenue is based on concession accounting

Despite frequent company press releases announci ng Soun denus drivds,chtribsing®2
of the compewgdosetandl 87% of the companyds total g

2013 Total Revenue 2013 Gross Profit

BEPC mBOT = Equipment Manufacturing

W EPC for external projects 1?.6
It

® EPC for internal BOT

projects
= BOT (O&M)
® Equipment Manufacturing
Source: Sound Global 20137 Source: Sound Global 2013
Annual Report Annual Report
Sound Global 2013Gross Margi
Construction 29%
O&M 61%
Equipment Manufacturing 15%
Source: Sound Global 2013
Annual Report
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c. Company History

In September 2006, the company originally IPOed on the Singapore Stock Exchange under the name Epure International
PgtrZo6ycwaezZai 0i YZO3UzZwteun3ytrC=Z=cUWcHy+dUg=20j U6b=Z¢ Ytetd=Z@pbt W6

In April 2010, the International Finance Corporation (IFC) provided USD 70mm in project financing to Sound Global
and received an equity stake, the IFC currently owns 6% of share outstanding

In May 2010, Sound Global began the process of dual - listing on the Hong Kong Stock Exchange

In September 2010, after several delays and postponements due to a lack of investor interest, Sound Global was dual -
listed by introduction in Hong Kong

In January 2014, Sound Global de - listed from the Singapore Stock Exchange

Founder, Chairman, and controlling shareholder Wen Yibo currently owns 52% of shares outstanding




2. Sound Global Reports Above Market Sales

and Margins

Sound Global reports margins and sales performance that are inconsistent with peers

U Sound Global reports a 29% gross margin for its EPC segment while both Chinese and global peers report an
average 14% gross margin for this segment

U  Sound Global claims steady and consistent construction revenue growth over the past 4 years while Chinese peers
reported construction revenue declines in 2010, 2011 and 2013 driven by declining demand from industrial and
municipal customers

U The municipal market already reached a high saturation level as wastewater treatment rates already passed 90%
U The industrial market was heavily impacted by a weakening overall economy as well as overcapacity

U Inthis type of poor business environment of decreasing profitability, wastewater treatment spending is typically
among the first items t o be cut out of company budgets

Sound Global artificially inflates margins through a concession accounting Ponzi (Section 4) and fraudulent related party
EPC contracts (Section 7)

o /




a. Global Peer Gross Margins

Sound Global reports gross margins for its construction segment (EPC) that are more than twice as high as Chinese and global peers

FY2013
EPC Segment O&M Segment
Company Country Share Price  Market Cap (usd mm) Gross Margin Gross Margin
International Peers :
VIE FP EQUITY VEOLIA ENVIRONNE FR 14.4 10,030 15% 61% :
SIIC SP EQUITY SIIC ENVIRONMENT  SI 0.142 1,036 8% 63% :
UENV SP EQUITY  UNITED ENVIROTE(C g 1.605 1,176 15% 60% |
International Average 13% 61% i
China Peers :
371 HK EQUITY BJ ENT WATER HK 5.27 5,920 11% 68% E
257 HK EQUITY CHINA EVERBR IN"  HK 11.42 6,605 14% 66% :
6136 HK EQUITY KANGDA ENV CH 3.44 917 19% 63% :
600008 CH EQUITY  BEIJING CAP 18O CH 10.98 3,902 18% 59%
China Average 16% 64%
Overall Average 14% 63%
Sound Global 29% 61%
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b. Exhibit 1 : Saudi Arabia Project
Reveals True EPC Margins

Sound Global @ main international operations consist of an EPC contract worth a total of RMB 620 million to construct a
water treatment plant in Saudi Arabia

Financials for this one honest third party project show that it made a negative gross profit in 2013 and a gross margin of
only 14.6% in 2012 and has to tal accumulated losses of RMB  51.8 million since inception

U Sound Global @ only other international proj ect is an EPC contract announced in May 2011 worth a total of RMB 300
million to construct a water treatment plant in Bangladesh, this project has still not been completed to date

Based on Sound Global Q disclosed company tree, its Singaporean subsidiary Epure International Engineering is wholly
responsible for the Saudi Arabian project

LOCAL COMPANY.TRANSACTIONS || g ot
FILING OF ANNUAL RETURN

Name of Company EPURE INTERNATIONAL ENGINEERING PTE. LTD

Registration No 200911509R

Company Type during Financial Period Concemned LIMITED PRIVATE COMPANY

Please select applicable option ®  Active
Registered Office Address
111, ROBINSON ROAD
#17- 00 AIA TOWER
SINGAPORE(048542)
LOCAL COMPANY. TRANSACTIONS |
FILING OF ANNUAL RETURN
Particulars of Directors, Managers, S Auditors, Shareholders as at: 22/07/2014
. Name Identification No. Date of Appointment
Addres Nationality
WEN YIBO G36939392 21/03/2012
RM 422-3, NO. 2 YUHUI ROAD, CHINESE
CHAOYANG DISTRICT
BEWING, CHINA
Source: Sound Global 2013
Source: https://www.psi.gov.sg/NASApp/tmi/ TMFServlet?app=RCB - BIZFILE- LOGIN- 1B Annual Report

~




EPURE INTERNATIONAL ENGINEERING PTE LTD

Year ended December 31, 2013

profit in 2013 and had a gross margin

STATEMENT OF PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

Loss for the year, representing
total comprehensive loss for the year

-

Note 2013 2012
SAR SAR

Revenue 16 20,810,364 57,117,931
Cost of sales (25.245.945) (48.772.602)

.@ (4.435,581)@
Other operating income 17 189,303 9,568
Adnunistrative expenses (7.361.610) (17.863.325)
Loss before income tax 18 (11,607.888) (9.508.428)
Income tax 19 - -

(11607.888)  (9.508.428)

Source: Epure International Engineering Pte. Ltd.
(Singapore) 2013 Annual Report

U  Sound Global @ Saudi Arabian operations had net losses for both 2013 and 2012

EPURE INTERNATIONAL ENGINEERING PTE LTD

STATEMENT OF CHANGES IN EQUITY

Year ended December 31, 2013

Balance at January 1, 2012

Deemed capital contribution
from holding company (Note 15)

Loss for the year, representing
total comprehensive loss for the year

Balance at December 31, 2012

Deemed capital repayment
to holding company (Note 15)

Deemed capital distribution
to holding company (Note 15)

Loss for the year, represeting,
total comprehensive loss for the year

Balance at December 31, 2013

U As of 31 December 2013, total accumulated losses for the Saudi Arabian operations have increased to RMB

Share

capital
SAR

b. Exhibit 1 : Saudi Arabia Project
Reveals True EPC Margins (Cont.)

Financials for Epure International Engineering show that Sound Global @ Saudi Arabian EPC project made a negative gross

of 14.6% in 2012, far less than the claimed 29% gross margins for its EPC division

51.8 million

\

Deemed Accumulated
capital losses Net
SAR SAR SAR
- (9.997,561) (9.997,558)
93,448,676 - 93,448,676
= (9.508.428) (9.508.428)
93448676 (19,505,989) 73,942 690
(7,037,887) - (7,037,887)
(5.027.970) - (5.027.970)
- (11.607.888) (11.607.888)

81382819 ( (3L113877)

50,268,945

Source: Epure International Engineering Pte. Ltd./

(Singapore) 2013 Annual Report




c. Inferior Revenue Mix

Yadq

T> T>

Companies that have a higher percentage of concession revenue (O &M division), which is the highest margin segment,
should have a higher blended gross margin

A If Sound Global reported accurate EPC margins that were in - line with competitors, it would achieve a blended 17%

gross margin

Relative to competitors, Sound Global has the lowest percentage of revenue from O&M (recurring revenue)

O&M is the highest margin segment (average 63% gross profit margin)

How is SIIC Environment’s outlook? (Continued)

B Strong recurring income
B Single largest waste water treatment plant in Wuhan with a
total daily design capacity of 800,000 tonnes

80% " |
§
©
:
: I T
g | : . . E [ &Y
& S

Recurming water revenue = Non-recurring water revenue

Ranks among the top in terms of recurring water revenue % of
overall water-related revenue base

-—

€lt SIIC Environment Holdings Ltd.

63XTce2BC=Zth=ZYtetdzZopbTt W3y6Nj] ZcUsxUtedz=j zwyttj 6ce w2t t=ZcUsUte(
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d. Comparison of Revenue Mix and
Profitability by Segment

Singapore listed competitor SIIC Environment derives 56% of revenue from its O&M segment and 40% of revenue
from its EPC segment

SIIC Environment reports a 63% gross margin on its O&M segment and an 8% gross margin on its EPC segment,
resulting in a blended gross margin of 37%

Sound Global derives 92% of revenue from its EPC segment and only 8% of revenue from its O&M segment, yet claims
a blended gross margin of 30%

Relative to competitors, construction revenue comprises the majority of Sound Global6 s r evenu

Affarimesand e JEEA BB ]

G 2asnaunnsn

» Operation Revenue Construction Revenue  w Qthers
SIC Environment has the highest percentage of revenue from project operations among major

players in the Chinese water industr

Nete: Calculations besed on dets availsble for the kast 12 months. SEC Evve coment. December

2013 Beging EnterprisesWater: June 2013 Everbright International December 2013; China Water

Afairs March 2013; Sound Globul: September 2013 38 @ Assangmuguxs
Scurce: Copial 10, company filgs

Source: SIIC Environment
Investor Presentation

\




4 . . N
d. Comparison Revenue Mix and

Profitability by Segment (Cont.)

A For number one player in the wastewater treatment space Beijing Enterprises Water Group, its O& M segment (Water
treatment services) is the highest margin business segment, comprising only 39% of revenue but contributing 60% of

gross profit
A Its EPC segment (Construction services) is the lowest margin business segment, comprising 59% of revenue but

contributing only 36% of gross profit

2013 Revenue 2013 Gross Profit

®m Water Treatment Services m Water Treatment Services

m Construction Services
m Technical Services

m Construction Services

» Technical Services

Source: Beijing Enterprises

Source: Beijing Enterprises
Water 2013 Annual Report

Water 2013 Annual Report

o /




e. Above Market Revenue Growth

Sound Global reports construction revenue growth from 2010 - 2013 that is inconsistent with that of industry leader
Beijing Enterprises Water Group as well as other top players Beijing Capital and Everbright International

Industrywide wastewater treatment related construction revenue declines have been driven by declining demand from
industrial and municipal customers as the municipal market attained wastewater treatment rates above 90% and the
industrial market was heavily impacted by a weakening overall ~ economy as well as overcapacity

In this type of poor business environment of decreasing profitability, wastewater treatment spending is typically among
the first items to be cut out of company budgets

In 2010 and 2011, Beijing Enterprises Water Group, Everbright International and Beijing Capital all reported yoy wastewater treatment construction revenue declines.

In contrast, Sound Global reported yoy BOT construction revenue growth of 39% in 2010 and 35% in 2011

Construction Revenue Growth

150%

100%

50%

0%

150%

11.00%

Sound Global == Beijing Enterprises Water Group

-Everbright International ——Beijing Capital

Source: Beijing Enterprise Water Group Annual
Reports, Sound Global Annual Reports
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f. Calls with Competitors Confirm
Discrepancies

Sound Global claims a dominant market share in rural wastewater treatment projects. If this segment of the market is so lucrative, why have competitors not entered as well?

United
Envirotech

ChinaWater
Investment
Co.

Beijing
Enterprises
Water
Group
Beijing
Capital Co.

Easen
International

Veolia

Singapore listed competitor
involved in wastewater EPC and
BOT projects in China

China Ministry ofWater Resources
affiliated entity involved in water
project investments

Hong Kong listed competitor and
number one player in the
wastewater treatment sector in
China

Shanghai listed competitor
involved in wastewater EPC and
BOT projects in China

Environmental and infrastructure
investment consultancy in China

Number one international player in
the wastewater treatment sector
globally

Investor
Relations

Senior Manager

Senior Project
Manager

Senior
Engineering
Manager

Founder

Senior Project
Manager

They are able to achieve 15% gross margin on construction
segment because they do the entire EPC process in - house

Municipal wastewater treatment rates have already passed 90%
in 2014

Smaller cities and rural townships are very risky for BOT

projects because of poor financial situation of local governments
and their inability to pay on time

Since 2010, the number of new wastewater treatment projects
has been decreasing each year

They bid very aggressively for any new projects, in some cases
willing to bid construction segment of a project at zero margin

There is almost no technological differentiation as all the
domestic players in the industry possess similar technology
Foreign competitors have the best technology

Construction of rural wastewater treatment projects have the
lowest gross margin, typically less than 10%

They stopped bidding for most wastewater treatment projects in
China a few years ago because price competition has become too
extreme

They now only do projects which require a very high level of
technical expertise that domestic players are unable to achieve

*




3. Sound Global Checks the Box of a

Financial Fraud

R Poor earnings quality
R  Earnings with no cash flow
R Total receivables growing faster than revenue

R Unbilled receivables growing faster than total receivables

R Massive and increasing debt load

R Reported high cash balance yet has increased borrowing by 84% per year

© /




a. Poor Earnings Quality

Despite reporting positive net income over the past 5 years, Sound Global has not made positive operating cash flow

since 2009

Ytetd=Z@6tW3y6nj ZWej2tdjj=jatebd=WU=s4tldcyo2ts=tuldcyoets=wlj 8a=hH6o

cash has all come from taking on additional debt each year

This does not make sense because:

U Construction projects take anywhere from 1 to 1.5 years to complete, while costs are typically paid in 3
installments, one before construction starts, one halfway through and the remainder upon completion

U  There should be no construction related receivables past project completion date

U Concessions are like toll roads, a cash flow generative business that collects recurring tariff payments based on the

total volume o f wastewater treated

cny millions 2009 2010 2011 2012 2013 1H14 !
Net Income 283 289 414 428 425 240

Cash From Operating Activites 382 (239) (322) (207) (126) (200)
Cash From Investing Activites 294 (245) 247 (29) (161) 28

Cash From Financing Activites (211) 1,274 123 1,073 909 392

Net Change in Cash r 465 790 47 T 837 622 220

Source: Sound Global Annual
Reports

t PY:Z



b. Large Increase In Trade Accounts
Receivable and Unbilled Recelvables

Over the past 4 years, Sound Global has had a 272% increase in trade accounts receivable while revenue has grown by

only 155%
U Accounts receivable days have increased to 147 days

U  Sound Global accounts for construction revenue based on percentage of complet ion
U Y2UzwteunuytCnj Zwttj 6ce w2t t=Zuct ¥ U wyols a@bst@oydpe®d C= 03 v 4 = 3 1
U This buildup in trade accounts receivable shows that company is likely having difficulty collecting payment from
construction project clients
Its provisions for doubtful accounts have barely changed since 2009
U Provisions for doubtful accounts have declined to only 3.1% of trade and other receivables

Unbilled receivables (amounts due from customers for contract work) have grown by 441% since 2009

U This shows that the company is likely accelerating revenue recognition before projects are actually completed and
employing aggressive percentage of completion accounting

2009 2010
Trade and other receivables 422 809 1,120 1,433 1,569
growth 91.7% 38.5% 27.9% 9.5%
Accounts receivable days 118 108 128 151 147
Allowance ér doubtful debts (48) (48) (48) (51) (49
growth 0.0% 0.0% 6.3% 718.9%
as a % of trade and other receivables 11.4% 59% 4.3% 3.6% 3.1%
Amounts due from customers for contract work 203 328 428 584 1,097
growth 61.7% 30.4% 36.7% 87.69%

Source: Sound Global Annual
Reports

~




c. Insufficient Impairment Provisions

Sound Global @ policy is to extend credit terms of 90 days for customers

RMB 410mm of trade accounts receivable are past due, of which RMB 347mm are more than 1 year past due

There has been no impairment provision for these any of these past due trade accounts receivable

Trade accounts receivable balance continues to grow, while the quality continues to
deteriorate

The following is an aged analysis of trade receivables net of allowance for doubtful debts presented, based on
the billing date of construction service or delivery of goods, as appropriate.

The Group
December 31, December 31,
2013 2012
RMB’o00 RMB’o00
Trade receivables:
409,975 61
223,083 347,257

181 days to 1year 269,207 341,725

1t0 2 years 343,710 242,574

2t0 3 years 3592 28,709
1,249,567 1,20

Source: Sound Global 2013
Annual Report

*

Despite a clear policy of 90 days of credit, past due trade accounts receivable balance continues to
grow with no impairment provision made

24. TRADE AND OTHER RECEIVABLES - continued

Group has a policy of allowing trade customers with credit normally within 96 day ept for construction
project for WiCIT Settherment-is-madad = ir-the-terrs ied in the contracts governing the

relevant transactions. Overdue balances are reviewed regularly by the Group’s management.

Source: Sound Global 2013
Annual Report

Allowances for doubtful debts have barely increased

Movement in allowance for doubtful debts:

The Group
2013 2012
RMB’000 RMB’000

Charge to profit or 3 3,003
Amounts written off as uncollectable (5,355) -
Balance at end of year 49,184 51,041

Source: Sound Global 2013
Annual Report
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d. Total Receivables Growth Outpacing

Revenue Growth

Total receivables now
represent 163% of

revenue

Over the past 4 years, total
receivables have grown nearly
twice as fast revenue

In addition to trade accounts
receivable and unbilled
receivables, Sound Global also
recognizes the present value of
expected future concession
tariff payments as revenue in

the form of dservice
concession receivables £

Reported Incom&tatement

cny millions i
2008 2009 2010 2011 2012 2013 LT
Revenue 1,025 1,293 1,766 2,288 2,652 3,140 3,300
growth 47% 26.2% 36.5% 29.6% 15.9% 18.4% 10.9%i
Gross Profit 334 376 536 722 800 958 1,015j
margin 32.6% 29.0% 30.4% 31.6% 30.2% 30.5% 30.7%
EBT 232 293 349 481 503 566 641
Income Tax (28) (10) (60) (67) (76) (141) (150}
Effective Tax Rate 12.2% 3.5% 17.2% 14.0% 15.1% 24.9% 23.4%
Net Income 204 283 289 414 428 425 491
margin 19.9% 21.9% 16.4% 18.1% 16.1% 13.5% 14.9%5
2008 2009 2010 2011 2012 2013 LT
Finance Costs (25) (14) (37) (108) (174) (285) (288)
EBIT 257 307 386 589 677 851 929=
margin 25.1% 23.7% 21.9% 25.8% 25.5% 27.1% 28.1%|
i
%
Reported Balance Sheet i
cny millions |
2008 2009 2010 2011 2012 2013 1H201
Current Assets 1937.8 1,941 3,502 3,702 5,008 6,338 6,798
Nonr€urrent Assets 357.7 611 849 1,254 1,831 2,460 2,69?
Total Assets 2296 2563 4351 4956 6839 8798 9,495
|
2008 2009 2010 2011 2012 2013 1H201
Service Concession Receivables 153 416 665 1,084 1,643 2,237 2,461
growth 171.7% 60.0% 63.0% 51.7% 36.1% 38.7%')
Trade and other receivables 515 422 809 1,120 1,433 1,569 1,785
growth 118.1% 91.7% 38.5% 27.9% 9.5% 10.10/2'1
Amounts due from customers for contract work 233 203 328 428 584 1,097 1,143
growth 2.8% 61.7% 30.4% 36.7% 87.6% 5.6%
Total Receivables 901 1,040 1,802 2,632 3,661 4,903 5,389
as % of revenue 88% 80% 102% 115% 138% 156% 163"/?
growth 15.5% 73.2% 46.1% 39.1% 33.9% 20.3%

Source: Sound Global Annual
Reports

J



e. Increasing Debt Load

A Due to a lack of free cash flow, Sound Global @ total debt has increased by 84% per year since 2009

A The company @ total debt to ebitda ratio has more than quintupled over this period

cny millions 2009 2010 2011 2012 2013 LT™M 1 09YTD CAG
Short Term Bank Debt 179 430 312 466 764 1,020 47%
Long Term Bank Debt 48 241 540 889 1,518 1,615 118%l
Convertible Notes 0 785 818 558 573 0 |
Senior Notes 0 3 0 . 0 » 923 " 899 908 :
Total Debt 227 1,456 1,670 2,834 3,753 3,543 84%|
growth 541% 15% 70% 32% 24% {
EBITDA 321 400 605 693 868 854 |
Debt / EBITDA 0.7 3.6 2.8 4.1 4.3 4.2 ! {
Debt / Equity 0.1 0.8 0.7 1.1 1.2 12 | |

Source: Sound Global Annual
Reports




4. Sound Global Checks the Box of

Fraudulent Management

R Fact pattern around management actions is similar to that of fraudulent companies
R Frequent management turnover

R Numerous undisclosed lawsuits




a. Frequent Management Turnover

December 2010: Executive Director dvan Xiaolei€ resigned, dWang Kaié appointed Executive Director
January 2011: CFO and Joint Company Secretary aChoo Beng Lor € resigned

June 2011: dYu Man To Gerald € appointed CFO and Joint Company Secretary

February 2011: CEO and Executive officer dLi Li€ resigned, dWang Kai€ appointed CEO

October 2011: Executive Offer ¢Zhao Baolin € resigned

August 2012: Executive Officer &Zhou Hao € resigned

February 2013: CFO and Joint Company Secretary dYu Man To Gerald ¢ resigned
March 2013: &Wang Kai€ appointed CFO, &Zhang Jingzhi € appointed CEO and Executive Director

Source: Sound Global Annual
Reports
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b. Numerous Run

The Securities and Futures Comission of Hong Kong criticized
buying Sound Global shares within six months after the company

INS with the Law

Chairman/FounderWen Yibo for violating the Takeovers Code by
Q delisting from Singapore

SFC publicly criticises Wen Yibo for breach of Takeovers
Code

4 Dec 2014

e Securities and Futures Commission (SFC) today publicly criticised Wen Yibo (Wen) for acquiri
shares in Sound Global Limited (Note 1) within 6 months after the close of an offer at above the

offer price in contravention of Rule 31.3 of the Takeovers Code.

On 10 Septem Global and Sound (HK) Limited (Note 2).i Int announcement
about the voluntary dellsung of Sound Global from the Official List of the Singapore Exchange

Securities Trading Limited. In order to facilitate the delisting, Sound (HK) Limited made a conditional
cash offer for all the shax — per share.

SOONMG GI00Al at an offer price Oft%3

e offer closed on 17 January 2014. Between 28 March 2014 and 9 May 2014 Wen and Sound W
(BVI) Limited (Note 3) acquired a total of 5,600,000 Sound Global shares at prices ranging from
$5.94 to $7.55 per share in a series of on-market purchases.

Wen accepted T s-breached Rule 31.3 of the Takeovers Code that the breaches
were due to his inadvertent oversight and that he was not aware of the prohibition under Rule 31.3
onstitute 3 breach of a fundamental provision of the Takeovers Code which is
iplinary action against him under

These transactions ¢
designed to protect the investing public. He has agreed to the disc
section 12.3 of the Introduction to the Takeovers Code.

"Rule 31.3 is a fundamental provision of the Takeovers Code which provides shareholders with
certainty that the offeror will not pay a price higher than the offer price for the shares in the offeree
company in the 6-month period after the close of the offer. This is to ensure that all shareholders of
the offeree company are treated even-handedly in accordance with General Principle 1,” the SFC's
Executive Director of Corporate Finance, Mr Brian Ho said.

ment and the relevant Takeovers Code provisions can be found in the

A copy of the Ex
‘ " section of the SFC website.

Takeovers and M

S

ve decisions and statements

Source:

U  Sound Global @ stock price more than doubled initially after delisting and then subsequently dropped more
30% at which point Wen Yibo bought 5.6MM shares in order to prop up the stock price
There are numerous undisclosed litigation cases in China against the company claiming unpaid bills and financial difficulty

than

Chairman/Founder Wen Yibo purchased shares between 28 March 2014 and 9 May 2014
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* For More Information Please See Appendix Pages




5. Sound Global Manipulates the Value of its

Concession Portfolio to Frontload EPC Profits

Sound Global employs aggressive concession accounting by using a low discount rate in order to inflate EPC revenue

U Starting in 2010, Sound Global decreased the discou nt rate used to discount its future concession tariff payments by
more than 50%

U  This allows Sound Global to increase the present the value of its future concession tariff payments

U By capitalizing its concession construction costs, Sound Global is able to double count by recognizing expenses from
one subsidiary as revenue for another subsidiary

U By doing this, Sound Global is able to artificially inflate both EPC revenue and margins




4 . . N
a. Changing Discount Rate

Assumptions

Under IFRS, Sound Global recognizes the present value of expected future concession tariff payments as revenue in the

form of dservice concession receivables £

Since a concession is like a bond with period coupon payments (expected stream of future concession tariff payments)
and no principal (concession is transferred back to government at the end of concession period at no cost), it is treated
similar to an i nterest- bearing asset by applying yearly taxable imputed interest

Although Sound Global stopped disclosing its discount rate in 2011, it is possible to calculate the implied discount rate
based on the company @ disclosed dmputed interest on service concession receivables €

Sound Global used discount rates of 2.4%, 3.0%, and 4.1% in 2011 , 2012 and 2013, respectively *
The company @ average cost of debt was 7.7%, 8.7%, and 7.9% in 2011, 2012 and 2013, respectively

Reported Balance Sheet

cny millions
|Balance as of 31mDeal0 3lmeall

Service Concession Receivables

Average Service Concession Receivables 874 1,364 1,94(?
Imputed interest income on serviamncession receivables | 21.4 41.1 78.8
Implied discount rate 2.4% 3.0% 4.1%
Average cost of debt 7 7.7% 8.7% 7.9%

|

Interest Rate on Bonds issued in 2012: 11.875% !

Source: Sound Global Annual

Reports
\ * For More Information Please See Appendix Pages 63-65 /




b. Capitalized Construction Costs are
Recognized as Revenue

Sound Global @ concession contracts typically last 25 to 30 years and the company is guaranteed a minimum tariff
payment per year

The carrying value of these dservice concession receivables ¢ assets on its balance sheet is equal to the lesser of cost or
present value of expected futu re concession tariff payments *

For each project, a subsidiary of Sound Global within its concession division (O&M) hires Sound Global Q EPC division to
build the concession

Under IFRS, the company then books sales from its own EPC division to its own concession division as revenue
U In order to implement this, Sound Global employs an elaborate company structure with numerous separate
subsidiaries that o perate individual concessions
The cost of construction for a concession becomes revenue for the Sound Global Q EPC division and is offset by Sound
Global @ concession division capitalizing this expense

Sound Global is able to double count construction expenses as revenue: for the consolidated company, the construction
cost for each concession is capitalized while also recognized as revenue

* For More Information Please See Appendix Page 66

*

J
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c. Low Discount Rate Assumptions
Translate into Higher Construction
Revenue

Although Sound Global is technically using the correct concession accounting methodology under IFRS, the company is
making aggressive assumptions on  discount rate

By using a low discount rate, Sound Global is able to increase the present value of its expected future concession tariff
payments

This allows Sound Global to inflate the construction costs spent by its concession division

Higher construction spending by its concession division allows Sound Global @ EPC division is able to recognize higher
construction revenue, thereby achieving higher EPC margins as well

Sound Global is essentially pulling forward expected revenue from the O&M phase of a concession and transferring it to
its EPC division

Sound Global will be eventually left with a portfolio of unprofitable concessions where the IRR will be far lower than its
cost of capital and cost of debt

This type of aggressive concession accounting creates a house of cards that can only be sustained by continuously
increasing the number of new project wins and recognizing new project revenues and profits in order to offset increasing
losses from existin g projects
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d. lllustrative Example Part 1

Assuming a concession duration of 30 years and a discount rate of 4.1% (the discount rate that Sound Global currently

uses)

The net present value of expected future concession

This allows Sound Global to both initially book higher construction revenue and keep the carrying value of its

concession receivables € at cost

Assumptions

tariff payments exceeds the original cost of construction

éservice

|Billed Construction Cost (cny mm) 10
EActuaI Construction Cost (cny mm) 70
|Capacity ('000tons/day) 5
%Treatment Fee (rmb/ton) 1.
|Construction Gross Margin 30%
|o&MOperating  Margin 65%
{Tax Rate 25%
\Tariff Payment Increase every 10Years 5%|
’Discount Rate (cost of capital) 4.19
Year 0 1 2 3 4 5 6 7 8 9 10
Capex (project cost) (100.0) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
O&MPayment  (tariff payment) 0.0 27.4 27.4 27.4 27.4 27.4 27.4 27.4 27.4 27.4 27.4
O&MCost 0.0 (9.6) (9.6) (9.6) (9.6) (9.6) (9.6) (9.6) 9.6) (9.6) (9.6)
PrerTax Profit 0.0 17.8 17.8 17.8 17.8 17.8 17.8 17.8 17.8 17.8 17.8
Tax 00" @a” @a” @ @ @ @ @y @s” @a @
Cashflow (100.0) 13.3 13.3 13.3 13.3 13.3 13.3 13.3 13.3 13.3 13.3
Year 11 12 13 14 15 16 17 18 19 20|
Capex (project cost) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
O&MPayment (tariff payment) 28.7 28.7 28.7 28.7 28.7 28.7 28.7 28.7 28.7 28.7
O&MCost (10.1) (10.1) (10.1) (10.1) (10.1) (10.1) (10.1) (10.1) (10.1) (10.1)
PreTax Profit 18.7 18.7 18.7 18.7 18.7 18.7 18.7 18.7 18.7 18.7
Tax @7 en” @ wn” @n @n @en @n @n” @7
Cashflow 14.0 14.0 14.0 14.0 14.0 14.0 14.0 14.0 14.0 14.0
Year 21 22 23 24 25 26 27 28 29 30
Capex (project cost) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
O&MPayment (tariff payment) 30.2 30.2 30.2 30.2 30.2 30.2 30.2 30.2 30.2 30.2
O&MCost (10.6) (10.6)  (10.6) (10.6) (10.6) (10.6)  (10.6) (10.6) (10.6)  (10.6)
PreTax Profit 19.6 19.6 19.6 19.6 19.6 19.6 19.6 19.6 19.6 19.6
Tax 4.9 @9" 9 49" 49" 49" 9" @9 49" 4.9
Cashflow 147 147 147 147 147 147 147 147 147 147
NPV 131.2|
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e. lllustrative Example Part 2

Keeping all of the other assumptions the same as before and just increasing the discount rate to 8% from 4.1%, the net
present value of expected future concession tariff payments declines by 62%

The net present value of expected future concession tariff payments is now lower than cost and Sound Global would need
to massively write - down the carrying value of its ¢service concession receivables ¢ assets

Assumptions

|Billed Construction Cost (cny mm) 10
EActuaI Construction Cost (cny mm) 70
|Capacity ('000tons/day) 5
%Treatment Fee (rmb/ton) 1.
|Construction Gross Margin 30%
|o&MOperating  Margin 65%
{Tax Rate 25%
\Tariff Payment Increase evelYears 5%
’Discount Rate (cost of capital) 8.09
Year 0 1 2 3 4 5 6 7 8 9 10
Capex (project cost) (100.0) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
O&MPayment  (tariff payment) 0.0 27.4 27.4 27.4 27.4 27.4 27.4 27.4 27.4 27.4 27.4
O&MCost 0.0 (9.6) (9.6) (9.6) (9.6) (9.6) (9.6) (9.6) 9.6) (9.6) (9.6)
PrerTax Profit 0.0 17.8 17.8 17.8 17.8 17.8 17.8 17.8 17.8 17.8 17.8
Tax 00" @a” @a” @ @ @ @ @y @s” @a @
Cashflow (100.0) 13.3 13.3 13.3 13.3 13.3 13.3 13.3 13.3 13.3 13.3
Year 11 12 13 14 15 16 17 18 19 20|
Capex (project cost) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
O&MPayment (tariff payment) 28.7 28.7 28.7 28.7 28.7 28.7 28.7 28.7 28.7 28.7
O&MCost (10.1) (10.1) (10.1) (10.1) (10.1) (10.1) (10.1) (10.1) (10.1) (10.1)
PreTax Profit 18.7 18.7 18.7 18.7 18.7 18.7 18.7 18.7 18.7 18.7
Tax @7 en” @ wn” @n @n @en @n @n” @7
Cashflow 14.0 14.0 14.0 14.0 14.0 14.0 14.0 14.0 14.0 14.0
Year 21 22 23 24 25 26 27 28 29 30
Capex (project cost) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
O&MPayment (tariff payment) 30.2 30.2 30.2 30.2 30.2 30.2 30.2 30.2 30.2 30.2
0&MCost (10.6) (10.6)  (10.6) (10.6) (10.6) (10.6)  (10.6) (10.6) (10.6)  (10.6)
PreTax Profit 19.6 19.6 19.6 19.6 19.6 19.6 19.6 19.6 19.6 19.6
Tax 4.9 @9" 9 49" 49" 49" 9" @9 49" 4.9
Cashflow 147 147 147 147 147 147 147 147 147 147
NPV 50.3|




f. Overstated Concession Recelvables

Typically BOT project
concessions contracts last 25 to
30 years and have an increase in
tariff payments every 10 years
benchmarked to inflation

Based on the company Q
disclosed service concession
imputed interest, Sound Global
used a 2.4%, 3.0% and 4.1%
discount rate from 2011 - 2013

When discounting the

company Q expected future
concession payments at a
conservative 10%, the carrying
value of the company @ service
concession receivables declines
by 41 - 53%, which is equivalent
to 29 - 38% of reported

revenue

Assuming 5% increase in tariff payment every 10years
Tax Rate

t =30(assuming average concession period is 30years)

Present value of future caglayments (average service concession receivable)

Cash payment per year (imputed interest income on service concession receivables)
Profit after tax

Discount rate (WACC on service concession receivables)

Bond issued in 2012:

Implied interest rate

Duration

'Assuming a fair market discount rate of 10%
Impact on value of service concession receivables
Reported service concession receivables

Fair value of service concessimteivables
Difference

as % of revenue

t =25(assuming average concession period is 25years)

Present value of future cash payments (average service concassieivable)

Cash payment per year (imputed interest income on service concession receivables)
Profit after tax

Discount rate (WAC@n service concession receivables)

Bond issued in 2012:

Implied interest rate

Duration

2008 2009 2010 2011 2012 201
7 284 540 874 1,364 1,94
9.6 18.0 21.4 41.1 78.9
7.2 135 16.0 30.8 59.1]

8.9% 9.7% 4.3% NA NA NA

11.875%

2.4% 3.0% 4.19
7.43 6.98 7.25 8.02 8.9(

2008 2009 2010 2011 2012 201
189.8% T154.8% T156.0% T152.89

153 416 665 1,084 1,643 223
400 490 723 1,05

265 594 921 1,18

15%  26%  35% 389

2008 2009 2010 2011 2012 201
77 284 540 874 1,364 1,94
9.6 18.0 21.4 41.1 78.9

7.2 135 16.0 30.8 59.1

8.9% 9.7% 4.3% NA NA NA
11.875%
2.4% 3.0% 4.19

5.72 5.40 5.34 6.00 6.89

2008 2009 2010 2011 2012 201

Assuming a fair market discount rate of 10%
|Impact on value of service concession receivables
[Reportedservice concession receivables

|[Fair value of service concession receivables
:Difference

|as % of revenue

180.8% T™0.3% T™1.9% ™0.6%
153 416 665 1,084 1,643 2723
460 647 955 1,328
205 437 689 909
12% 19%  26%  29%
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g. Concession Book Value Write Down

If a conservative 10% discount rate was applied to the present value of Sound Global Q expected future concession
payments, this would result in a 53% write down to the carrying value of its service concession receivables

This would equate to a 38% write - down to 2013 book value and a 30% write - down to 1H2014 book value and a price
per share 28 - 50% lower than the current price based on Sound Global @ current P/B multiple

If Sound Global @ P/B multiple reverts back to what it was prior to delisting from the Singapore Stock Exchange, this
write- down to book value would equate to a price per share 50 - 65% lower than the current price

Reported Balance Sheet

cny millions

Current Assets 6,338 6,798
Nonr€Current Assets 2,460 2,697
Total Assets 8,798 9,495
Current Liabilities 2,569 2,891
NonrCurrent Liabilities 3,154 2,706
Total Liabilities 5,723 5,597
Net Assets (Book Value) 3,075 3,897
Book Value per Share (HKD) $2.65  $3.36
Total Debt 3,753 3,531
Debt / Equity 1.2 0.9
Write down of Service Concession Receivables (1,182) (1,182
as % of Book Value 38% 30%
New Book Value 1,892 2,718
New Book Value per Share (HKD) $1.63  $2.34
New Debt / Equity 20 1
Current Price peShare $8.49 $8.43
Current P/B of Sound Global 2.6 2.
New Price per Share (HKD) $4.25 $6.0§
Discount to Current 50% 28%
Average P/B of Sound Global Prior to Delisting 1.8 1.8
New Price per Share (HKD) $2.96 $4.24}
Discount to Current 65% 50%
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h. Exhibit 2: Shaanxi Hancheng

Shaanxi Hancheng is an inactive wastewater treatment concession built and operated by Sound Global

U Sound Global has already recognized 145mm in total revenue from this project even though its revenues are

currently impaired and should be written down

Sound Global announced in April 2008 that it won a RMB 47 million wastewater treatment project in Hancheng, Shaanxi

Province

Sound Global announced in October 2012 that it won a RMB 98 million contract to upgrade the wastewater treatment

project Hancheng , Shaanxi Province

FY2008 Annual General Meeting was ‘eld on 27 Apr.

Establishment of wholly-owned subsidiary, Hancheng
City Yiging Water Co., Ltd, in the PR(

rirst phase investment is approximately RMB47 million.

Source: Sound Global 2009
Annual Report

S

SOUND GLOBAL LTD.
REERERLT

(Incorporated in the Republic of Singapore with limited liability)

(Hong Kong Stock Code: 00967)
(Singapore Stock Code: E6E.SI)

ANNOUNCEMENT ON THE BOT PROJECT OF MUNICIPAL
WASTEWATER TREATMENT UPGRADING PROJECT IN HANCHENG
CITY, SHAANXI PROVINCE

The Board of Directors (the “Board™) of Sound Global Ltd. (“Sound Global™ or the “Company™) wishes to
announce that in October 2012, the Company entered into a licensing agreement for the build, operate and
transfer (“BOT"™) project relating to municipal wastewater treatment upgrading project in Hancheng City,
Shaanxi Province, the People’s Republic of China (“PRC™).

aishi Avenue East, Hancheng City, Shaanxi Province, the project will be invested 3

bound Global. The wastewater treatment plant project which requires a total investment of RMB 98 mllhon wil
- uilt, operated and mmsfemd asa BOT PI’O]CCL The water discharge qunhtv will cor q

Class I A discharge Stam unicipal Wastewater

Treatment Plant™ ( {3##{ ;Al&i‘?'ﬁ.‘;}‘cmﬁl h’(f“@) (GB18918-2002)). Th‘ construction of this project

will play a significant role in reducing the total discharge of local pollutants, giving full play to the advantages

of local tourist resources as well as continuously improving the quality of the water environment in the Yellow

River wetland.

Source:

http://soundglobal.todayir.com/attachment/20121031

171701001526816_en.pdf

J




h. Exhibit 2: Shaanxi Hancheng (Cont.)

As of September 2014, site visits to the project confirmed that the local government is experiencing financial difficulties

and has delayed payment of over RMB 10 million in addition to reducing the minimum treatment fee from RMB 0.8 per
tonto RMB 0.4 p erton

U The project appeared in disrepair with no one present and no visible activity taking place

Between the original project and the project upgrade, Sound Global project recognized 145mm in total revenue from this
concession from 2008 - 2013

U This concess ion is how an inactive concession with impaired revenues, which should lead to a write
concession receivables, yet no impairment provisions have been made

- down in service

Source: Shaanxi Hancheng Source: Shaanxi Hancheng
Project Project
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How the Ponzi works: Sound Global relies on continuously announcing new project wins and booking construction revenue in order to mask mounting losses on its unprofitable concessions

Concession Division
(O&M) Announces
New Project Win

EPC Division Books
Inflated
Construction
Revenue

Existing Concessions
Become Loss
Making

Concession Division
Maintain Carrying Value Billbut 41 +n 6=
of Service Concession for Construction
Receivables

Concession Division

Uses Low Discount

Rate on Concessi on
Assets
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. When the Ponzi Breaks

If for whatever reason Sound Global stops winning new
projects, it will no longer be able to book construction
revenue to cover up increasing losses on its existing
concessions

Even if the company continues to announce project wins,
losses on existing concessions will eventually become too
big to cover up

When this happens Sound Global will be forced to
write- down the value of its concession assets

The loss making company will be unable to pay interest
payments on its increasing debt load

The Ponzi will break and shareholders will be left
holding a portfolio of heavily indebted, loss making
concessions

New Projec
Wins Stop

Construction
Revenue
Declines

osses O
Existing

Concessions
Pile Up

Write- down
Of Concession
Assets

Default

Bankruptcy /
Liquidation




6. Sound Global Uses Aggressive Percentage

of Completion Accounting to Inflate

Construction Revenue

Percentage of completion accounting cannot be trusted

U Construction work for concession projects purportedly takes anywhere from 1 to 1.5 years to complete and IFRS
stipulates that construction revenu e be recognized based on percentage of completion

U Sound Global recognizes construction revenue ahead of schedule and in some cases before construction work has
even begun

x  Site visits reveal that for multiple concessions, construction has not even begun or has been suspended
indefinitely more than 1 year after Sound Global initially announced winning the project

x  The increase in trade accounts receivable and unbilled receiva bles is confirmed by the on the ground reality

U Analysis of related party projects where Sound Global was hired by Sound Environmental Resources to do
construction work shows that Sound Global books inflated construction revenue




a. Exhibit 3: Fujian Fuqing

Sound Global announced in July 2013 that it won three sewage treatment projects in Fuging, Fujian Province worth RMB
350mm

As of September 2014, more than 1 year after winning the project, only one of the projects has started construction
while the other two projects have not yet even been able to acquire the requisite land

SOUND GLOBAL LTD.
REERERAF

(Incorporated in the Republic of Singapore with limited liability)
(Company Registration Number 200515422C)
(Hong Kong Stock Code: 967)
(Singapore Stock Code: E6E.SI)

OBAL WON THE BID FOR THE SECOND SEWAGE TREAT?

PLANT IN FUQING CITY, FUJIAN PROVINCE, THE PRC AND
THE SEWAGE TREATMENT PLANT (BOT) PROJECT IN

ANZHEN AND YUXIZHEN OF FUQING CITY FOR RMB 350 MIL

Sound Global Ltd. (“Sound Global” or the “Company™) wishes to announce that on July 2013, Sound Global won the bid for the Second
Sewage Treatment plant in Fuging City, Fujian Province and the sewage treatment plant (BOT) project in Gaoshanzhen and Yuxizhen,
Fuqing City.

Investment and construction of the project will be carried out by Sound Global, with a total investment amount of approximately
RMB350 million. The total water capacity is 80,000tons/day. Subsidiary project 1, the Second Sewage Treatment Plant utilizes “Primary
Sedimentation Tank +A/A/O + High Efficiency Sedimentation Tank+ V-shaped Sedi ion Tank™ technology and is constructed as a
underground (semi-underground dual-level covered) structure. It is the first underground sewage treatment plant project in Fujian
Province. Fuging City, the service location of subsidiary project 1, is ranked at a leading position among the top 100 counties in China.
Subsidiary project 2, the sewage treatment plant in Gaoshanzhen, Fuging City and subsidiary project 3, the sewage treatment plant in
Yuxizhen, Fuging City are located in important counties in Fujian Province. The construction of this group of projects bears great
significance to the realization of sustainable development in Fuging City.

Source:
http://soundglobal todayir.com/attachment /20130801
180201001706152 en.pdf
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a. Exhibit 3: Fujian Fuqging (Cont.)

As of September 2014, site visits to the three projects confirmed that both the Fuging City project in DapuVillage and
the Yuxizhen Project in HougiVillage have not yet even been able to acquire land due to conflicts with local residents
about the fair level of compensation

U Local residents complained that the local government is offering RMB 40,000 - 43,000 per acre while t he market
price is estimated to be around RMB 240,000 per acre

Source: Fujian Fuging
Project

Source: Fujian Fuging
Project




a. Exhibit 3: Fujian Fuqging (Cont.)

A As of September 2014, site visits to the three projects confirmed that only the Gaoshan Project in ZhuxiuVillage has

been able to acquire the requisite land for the project

U There was no one present at the construction site and minimal construction work ha d been started

Source: Fujian Fuging

Project
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b. Exhibit 4: Jilin Changchun

Sound Global announced in December 2012 that it won a RMB 2.035 billion project for the No. 6 Water Treatment Plant
in Changchun, Jilin Province

This contract is equivalent to 36% of Sound Global @ reported order backlog as of 1H2014

As of December 2014, 2 years after winning the project, site visits and interviews with local residents confirm that the
project has not even started and has been sus pended indefinitely due to financial liquidity problems of the local
government as well as an inability to acquire the requisite land

The Changchun Urban and Rural Construction Committee confirmed that no construction was ever started and that the
project has been canceled

SOUND GLOBAL LTD.
REEBARAR"

(Incorporated in the Republic of Singapore with limited liability)
(Hong Kong Stock Code: 00967)
(Singapore Stock Code: E6E.SI)

SOUND GLOBAL AND CHINA RAILWAY 18TH BUREAU JOINTLY
WON THE BID FOR NO.6 WATER TREATMENT PLANT PROJECT IN
CHANGCHUN CITY, JILIN PROVINCE, THE PRC

Sound Global Lid. (“Sound Global™ or the “Company”) wishes to announce that in December
2012, Sound Global and China Railway 18th Bureau jointly won the bid for No.6 Water Treatment
Plant Project in Changchun City, Jilin Province, the PRC.

angchun City, Jilin Province, the long-term designed water supply capact

project is 500,000 m*/day with the near term capacity at 250.000 m*/day. No. 6 Water Treatment
ant Project requires a total investment of approximately RMB2.035 billion, which wi
invested, buillta L - e_projectis Te construction in
2013 and to complete in 2015. The construction of this project will greatly relieve the inadequate
water supply problem in Changchun City and will play an important role in supporting the
sustainable development of Changchun City.

Source:
http://soundglobal.todayir.com/attachment/20121214200202001555144 en.pdf
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c. Sound Global Accelerates Construction

Revenue Recognition

From 2007 to 2013, Sound Global has booked a total of RMB 93 million more revenue from Sound Environmental than
the total amount of costs paid to Sound Global reported by Sound Environmental

As related parties, Sound Global and Sound Environmental Resources are required to disclose any related party

transactions between the two companies
Assuming that Sound Global is smart enough to not entirely make up sales to a listed company, the only pl ausible

explanation is that its revenue recognition policy is much more aggressive

Sound Environmental Resources Reported Costs Paid to Sound Global
cny millions

2012 2011 2010 2009 2008
Total Costs 46.6 11.2 3.6 21.6 264.4 16.7 0.0

Sound Global Reportéd Revenue from Sound Environmental Resources

cny millions

Year 2013 2012 2011 2010 2009 2008 200
ConstructionRevenue 26.9 10.1 10.2 49.9 69.9 155.6 112.4
Revenue from Sales of Goods and Equipment 13.7 0.0 2.1 0.1 0.4 2.1 0.0
Revenue for Design Servoces 3.4 0.0 0.2 0.0 0.0 0.0 0.0
Total Revenue 44.0 10.1 125 50.0 70.3 157.7 1124
[Difference 3 1 (9) (28) 194 (141) (112]

Source: Sound Global 2007 -
2013 Annual Reports, Sound
Environmental Resources
2007- 2013 Annual Reports




/. Sound Global has a History of

Undocumented Related Party Transactions
and Loss - Making Acquisitions

©

Sound Global claims that 87% of its EPC segment revenue and 80% of its total revenue is from third party construction
contracts

In reality, many of Sound Global @ reported third party construction contracts are actually concessions owned and
operated by undisclosed related parties controlled by Chairman/Founder Wen Yibo

U Sound Global uses external EPC contracts with undis closed related parties in order to book inflated construction
revenue by overcharging for construction and then later on repurchasing these projects in order to make the
concession operator whole

U This reaffirms the fact pattern of Sound Global accelerating revenue from the O&M phase of a project and
transferring it to the company @ EPC division, and demonstrates that the company employs this practice not only for
its own internal projects but als o for its claimed external projects

Sound Global has a history of undisclosed related party transactions as well as a series of loss - making acquisitions which
benefit Chairman/Founder Wen Yibo at the expense of public shareholders

U  Many of these transact ions are in direct conflict with the stated recommendations of Sound Global Q Board of Directors
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“Beijing Hi-Standard Equipment Beijing Hi-Standard Environmental Equipment Company Beijing HisStandard A PRC company owned by Shanghai Jingke Investment
Company” Limited ( 5% % 45 (2 #1122 1), a company incorporated Environmental Equipment Management Co., Ltd (75%), Beijing Industrial
in the PRC and which is 15% owned by Beijing Sound Enviro, Co., Ltd Development pvestment-Management Lo Ltd (10%)

75% owned by Shanghdl ngke Investment Managemem Co., “Beijing Hi-Standard” Sound Enviro (15%). Shanghai Jingke and Beljing

Ltd. ang. 10G—em apment strial are unrelated to the Group, the Directors and

Company became the sole owneref-Hi-Standard-before-selnp—itsentice | g
Ming Sound. Shanghai Jingke Investment Mmagemenl Cnmpany and its ultimate beneficial'@
¢ Independent Third Parties.

a. Exhibit 5: Shanghal Jingke

Sound Global claims that Shanghai Jingke Investment Management (Shanghai Jingke) is an independent third party

In reality, Shanghai Jingke is funded, controlled and effectively owned by Chairman/Founder Wen Yibo *

In 2008, Sound Global purchased Hi - Standard Water Equipment from Shanghai Jingke Investment Management for RMB
208 million

Sound Global has also purchased from Shanghai Jingke concession projects Anyang Mingbo for RMB 45mm in 2009 and
Tongliao for RMB 196.7mm in 2014

Shanghai Jingke is mentioned multiple times as an 2006KP@paespedusnt t hi

antial Shareholders

fivestment Managumcm (_o Ud Sha.ngh;u Jingke InveStm
Management Co. Ltd. and Beijing Industrial Development

Source: Sound Global 2011

Ime\lmenl Management Co., Ltd. are Independent Third Annual Report
Prospectus
assets of Hi-Standard and was paid in cash. As a result, Shanghai Jingke Investment Management “Hi-standard” : A PRC company founded by BJ Sound Enviro (35%) and other

in Hi-Standard to unrelated parties (65%). Eﬂecﬂve from 26 Apnl 2006, Hi-standard
. was ow i

Sound Enviro (15%). Shanghal Jingke and Beijin
Industrial are unrelated to our Group, our Directors and Substanti
reholders.

Source: Sound Global 2010
Prospectus

Source: Sound Global 2006
Prospectus

- rd was owned by BJ Sound Enviro (35%) and other unrelated parties (65%) prior to 26 April 2006. Si
Hi-standard is owned by Shanghai Jingke (75%), Beijing Industrial (10%) and BJ Sound Enviro (15%). Shanghai Jingke
Beﬁng Industnal are unrelated to our Group, our Directors and Substantial Shareholders. Accordingly, Hi-standard ceased
sted person with effect from 26 April 2006.

BJ Sound Enviro is owned by Beijing Sanghua (62.5%), Wen Yibo (36.25%) and Hu Xinling (1.25%). Beijing Sanghua is in
tum held by Wen Yibo (22.2%) and Zhang Huiming (77.8%). Please refer to the section entitied “Interested Person

Transactions” of this Prospectus for more details. ) )
Source: Sound Global 2006 * For More Information Please See Appe ndix Pages
Prospectus 67-70




b. Exhibit 6: Hi- Standard

Sound Global claims to have acquired Hi - Standard Water from independent third party Shanghai Jingke for RMB 208mm

U Inreality, Shanghai Jingke is actually an undisclosed related party owned by Sound Global Chairman/Founder Wen
Yibo

U Sound Global massively overpaid for Hi - Standard Water to allow Chairman/Founder Wen Yibo to cash out at the
expense of shareholders

April 2007 ¢ Beijing Hi- Standard Water Equipment Co (Hi - Standard Water) was established by Shanghai Jingke (30.3%),
Beijing Sound Environment (Sound parent company) (22.7%) and Hi - Standard Environmental (47%)

U  Hi- Standard Environmental contributed all of i  ts assets to Hi - Standard Water for a 47% stake while Shanghai Jingke
contributed RMB 25mm for a 30.3% stake, implying a RMB 83mm valuation for Hi - Standard Water

April 2008 ¢ Sound Group parent company sold its entire 22.7% stake to Shanghai Jingke for a token consideration of
RMB 1

U Shanghai Jingke now owns 53% of Hi - Standard Water

May 2008 ¢ Hi- Standard Environmental sold its 47% stake to Shanghai Jingke for RMB 34.3mm, impl ying a RMB 73mm
valuation for Hi - Standard Water

U Shanghai Jingke now owns 100% of Hi - Standard Water
July 2008 ¢ Sound Global acquires 100% of Hi - Standard Water from Shanghai Jingke for RMB 208mm

U  This means that in the span of less than 2 months, the valuat  ion of Hi - Standard Water nearly tripled from RMB
73mm to RMB 208mm

U  Hi- Standard Water had not shown any material appreciation in the prior 8 years, and actually depreciated relative to
the initial RMB 100mm invested in April 2001 *

* For More Information Pl ease See Appendix Pages
71-76

J



b. Exhibit 6: Hi- Standard (Cont.)

Sound Global claims that its ability to manufacture wastewater treatment equipment in

- house through its subsidiary Hi -

standard gives it a cost advantage and enables it to achieve EPC gross margins greater than those of its competitors

U  Even if the entire amount of inter - segment sales from its equipment manufacturing division is counted as additional
gross profit for the EPC division, it would only add 4.7% of gross margin, far less than the 15% gross margin
advantage that Sound Global claims to have over its competitors

Site visits confirm that the total size of Hi

- Standard @ factory is no more than a few hundred square meters at most

U The equipment was idle and dilapidated and there were fewer than 10 employees present

Turnkey
projectsand Equipment Segment
The Group services Fabrications o&M total Elimination Consolidated
RMB’oo0 RMB'o00 RMB’oo00 RMB’000 RMB'o000 RMB’o00
2013
R
emnal sales 2,882,936 63,75 192,808 3,139,500 3,139,500
Inter-segment sales - 137,138 - 137,138 (137,138) =
Total revenue 2,882,936 200,894 } 192,808 3,276,638 (137,138) 3,139,500
Segment results 692,833 9,847 117,709 820,389 820,389
263
and losses (15,623)
Unallocated finance costs (216,755)
Unallocated expenses (22,096)
Profit before income tax 566,178
2012
External sales 2,445,959 111,991 94,306 2,652,256 2,652,256
Inter-segment sales - 15,349 15,349 (115,349) =
Total revenue 2,445,959 227,340/ 94,306 2,767,605 (115,349) 2,652,256
607,876 7,51 33,635 649,024 649,024
(note a) 481
Unallocated other gains
and losses (note a) 17,592
Unallocated finance costs (135,442)
Unallocated expenses (28,244)
Profit before income tax 503,411
Source: Sound Global 2013
Annual Report

Equipment Manufacturing Business

pro;ects and for sale to external PRC customers and to overseas customers. In July 2008, we
acquired a 100% equity interest in Hi-Standard, through which we conduct our equipment

saufacturing busmess Hi-Standard’s key products include grit removers, sludge scrappets;
sludge dehydraiors; gate dtandardowWNS 19 patents and
approximately 46,700 sqgm environmental equipment factory and office premises in Beijing,
China. The factory is outfitted with modern manufacturing equipment.

We specialise in the production of customized equipment for water and wastewater treatment.
The following describes our core product lines and the key features and competitive strengths
of our water and wastewater treatment equipment:

Source:
http://www .soundglobal.com.sg/




c. Exhibit 7: Anyang Mingbo

Anyang Mingbo is a wastewater treatment concession that Sound Global currently owns and purchased from undisclosed

related party Shanghai Jingke in 2009 for RMB 45 million

Sound Global originally invested in Anyang Mingbo in 2006, Anyang Mingbo then disappeared from public record for 2
years before reappearing in Sound Global

Sound Global secretly transferred its ownership stak e to Shanghai Jingke in 2008, was contracted to do the construction

Q 2009 Annual Report as an acquired concession

work on Anyang Mingbo, and purchased the concession back from Shanghai Jingke in 2009 *

37

SUBSEQUENT EVENTS

anuary 2010, the Group completed its acquisition of Amyang Mingbo; 60% interest from BJ Sound Enviro and
interest from a third party with consideration of RMB27,000,000 to BJ Sound Enviro and RMB 18,000,000 to the third part
ctively. Anyang Mingbo then became a wholly owned subsidiary of the Group.

Source: Sound Global

2009
Annual Report
i) Trading transactions
Duning the year, the trading transactions are as follows
Ravanus from Ravenue from
Entty construction contracts sals of goods/services
{ 2009 2008 \ 2009 2008
RMB'000 RMB'000 AMB'000 RMB"000
Anyang Mingbo 17,532 40 488 4200

Source: Sound Global 2009
Annual Report

* For More Information  Please See Appendix Pages 77-85 /




d. Exhibit 8: Tongliao

A Tongliao is a wastewater treatment concession that Sound Global purchased in 2014 for RMB 196.7 million

U The acquisition price represents a P/E  multiple of 226x *

A Tongliao was originally set up by Beijing Lumeng and Shanghai Jingke, related parties owned and controlled by
Chairman/Founder Wen Yibo
A In 2006, Sound Global was originally awarded the RMB 124mm construction contract for Tongliao
U  The project was scheduled to be completed by mid 2008 but construction work was still continuing through 2010

U Sound Global likely overcharged for construction work and is now purchasing the project at a premium in order

to make the concession operator who le

Tongliao was originally supposed to be completed in 2008 Sound Global was recognizing revenue from construction work on Tongliao as recently as 2010
The Tongliao Project of approximately RMB124 million was awarded from an interested person, Tongliao Bibo 36. RELATED PARTY TRANSACTIONS -
" N : 2334
Water C%_] Led( Tonghao & ’&*ﬁ* m zE ) to swply mmkey 8 for a8 wastewster weatment (a) During the year, the Group entered into the following signifi cant transactions with related parties .‘
system. |he wa 2 < . ewater per day n except for those already disclosed in other notes:

ongolia. This prolect is expected to commence in 2(X)7 and is scheduled to be delivered around
2008 (the “Tongliao Project”).

RMPB’ooo RMB'ooo .
Source: Sound Global 2007 l;"}"
Annual Report % \%
po Revenue from construction contracts " ~

Fellow subsidiaries: &'»

Baotou Lucheng Water Co., Ltd (“Bactou Lucheng™) 16,447 5,134 oy
Daye Qingbo Water Co., Ltd (“Daye Qingbo™) 264 8,283 Y-
Tongliao was originally owned in part by Shanghai Jingke E'zhou Eqing Environmental Engineering Co., Ltd. Bod
(“E'zhou Eqing”) 2,864 o
ofighao, a PRC-incorporated company, is jointly held by Shanghai Jingke Investment Management v Jiayu Jiaging Water Co., Ltd. (“Jiayu Jiaging”) 25,516 30,769 s
= ﬂ&§i£!ﬁ&{r;ﬂi ) and Beljmg Lumeng lnvestment CO Ltd( Beljlng Lumeng 3 e anate ) Jingmen \:apa\\an Water Co., L(d( *Jingmen Xiajiawan”) 1,372 5,682 “?
%> 7) with shareho! i 8309 >Ror . Wen Yibo, and h|s Ji l"‘ -:‘ t‘“ﬂé 11
57 1
associates own an effective interest of approx»mately 99% in Beumg Lumeng ,’ y 3 zsoo
Source: Sound Global 2007 Hubei J:chu Water Co., Ltd (‘Hubel Jichu™) - 12,000 p}
Annual Report 65,619 84,954

Source: Sound Global 2011

Annual Report
\ * For More Information Please See Appendix Pages 86-87 /




p
e. Value - Destroying Acquisitions

After management specifically warned shareholders that purchasing concessions where Sound Global had originally been
contracted to do the construction work would be value - destroying, Sound Global proceeded to acquire multiple such
projects at premium val uations

U dTherefore, even if the BSE Group were to sell the projects to us at its own cost, this would represent an amount in
excess of the construction costs of the projects

i &We would have to pay a substantial amount for such projects in a short period of timeé€
i &We would only be able to obtain additional revenue in respect of the operation phase of the project ¢

U Therefore, the Directors consider that the acquisition of the BSE Group @ existing projects may not
be financially beneficial to our Company when  compared to investments in new BOT projects €

Sound Global 6s Board of Directors expressly recommend:

most of these projects commenced prior to 2008. Our Group also provided engineering and
construction services in the form of EPC services to all of the BSE Group's current water and
wastewater treatment BOT projects during their construction phase, for which we were appointed
through a tender process in some cases. In certain cases, we were appointed as a sub-contractor
through a public tender process by an independent contractor appointed by the BSE Group. We have
therefore generated and received revenue during the construction phase of those BOT projects under
the EPC contracts we entered into. Therefore, even if the BSE Group were to sell the projects to us at
its own cost, this would represent an amount in excess of the construction costs of the projects (as it
would represent the costs of construction together with our profit margin on construction and, in
certain cases, the Independent Third Party contractor’s profit margin). We would have to pay a
substantial amount for such projects in a short period of time. In addition, following any acquisition of
the BSE Group's existing BOT prOJccls we would only be ablc to obtain addllmndl revenue in respect
of the operational 3 . ; — revenue from both
Tonstruction phase and the opcrauoml phase of the project. Thucfon. the Directors consi
the acquisition of the BSE Group's existing projects may not be financially beneficial to our Company
d to investments in new BOT projects.

Source: Sound Global 2010
Prospectus

C
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Sound Environmental Resources Enables

Further Management Cash Out and Once

Again Proves Inflated EPC Revenue

In September 2014, Sound Global announced a planned transaction with Sound Environmental Resources where Sound
Global will purchase 22 subsidiaries owned by Sound Environmental

As part of this transaction, a series of share placements and share sales were also arranged which ultimately allows
Chairman/Founder Wen Yibo to cash out at the expense of public shareholders

At least 16 of these subsidiaries are projects where Sound Global was originally contracted to do the construction work

This demonstrates a continuation of the fact pattern of Sound Global purchasing projects from related parties that it
originally built and further confirms the company @ method of aggressive construction revenue recognition




a. Cashing Out

Sound Global is planning to convene an EGM on 23 December 2014 in order to vote on a series of transactions between
the company, Sound Environmental and Chairman/Founder Wen Yibo @ holding company Sound Water BVI

This complex series of share placements and share sales allows to Chairman/Founder Wen Yibo cash out in the amount of
HKD 819 million and reduce his ownership

This cash out will be paid for by public shareholders through a primary offering of Sound Environmental Resources

shares
Transaction Name Transaction Type Seller Acquirer Shares (mm) Price per Share HKD
Subscription Agreement Primary Offering Sound Global Sound Environment (HK) 280.4 HKD 8.1 2,271.0
1st Sale and Purchase Agreement  Insider Sale Sound Water BVI Sound Environment (HK) 264.8 HKD 8.1 2,144.9
2nd Sale and Purchase Agreement Acquisitib8ubsidiary Sound Environmental ResourcesSound Global 1,519.0
Subscription Agreement Primary Offering Sound Environmental ResourcesTBD 163.0 CNY 21.4 4,419.2
Subscription Agreement Insider Purchase Sound EnvironmentalResources Wen Yibo 48.9 CNY 21.4 1,325.8
Subscription Agreement Other Investors Purchase Sound EnvironmentalResourcesOther Investors 114.1 CNY21.4 3,0934

Sound WaterBVI Sale Less Wen Yibo Subscription Agreement Purchase (HKDmm) 819.1
Wen Yibo Cash Out (HKDmm) 819.1
Wen Yibo Cash Out (USDmm) 105.7,

Wen Yibo Ownershif%o)

Sound Water BVI 100%)
Sound Global 50.55%
Sound Environment (HK) 44.62%

Sound Environmental Resources 44.62%

Source:
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b. Transaction with Sound
Environmental Resources

After delaying announcement of additional details three times, Sound Global

Q@ latest circular disclosed the names of the

22 subsidiaries being purchased but only provided minimal additional financial information

The acquisition price represents a FY2013 P/E multiple of 16.7x

Both net assets and net profit for the acquired entities declined sharply in 2014, and the acquisition price represents a
projected FY2014 P/E multiple of 25.6x

The auditor used for the transac tion is neither Sound Global @ auditor Deloitte & Touche nor Sound Environmental @
auditor Daxin CPA

Items

Total assets
Total liabilities
Net asset

The only financial information provided are total assets and liabilities, and revenue and net profit for the combined entity being acquired

Unit: in ten thousand RMB

31 May 2014 31 Dec 2013 31 Dec 2012 31 Dec 2011

196,682.92 194,280.60 184,435.29 181,075.02
164,513.49 102,211.09 98,067.71 101,023.32
32,169.43 92,069.51 86,367.58 80,051.70

Source:
http://soundglobal todayir.comvattachment/20141201212626002065268 en.pdf

Revenue
Total profit
Net profit
Auditor

For the
period from
Jan to May
2014 2013 2012 2011
15,093.86 37,149.99 34,427.94 29,134.07
2,243.00 8,680.96 6,202.03 5,051.40
1,969.9 7,243.58 5,015.88 4,169.59
WUYIGE WUYIGE WUYIGE
Certified Certified Certified Certified
Public Public Public Public
Accountants  Accountants  Accountants
LLP LLP LLP

Source:
http://soundglobal.todayir.com/attachment/20141201212626002065268 en.pdf
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i b. Transaction with Sound

Environmental Resources (Cont.)

In reality, at least 16 out of the 22 projects are projects that Sound Global was previously contracted to do the
construction work for

Sound Global likely overcharged for the initial construction work on these projects and now is being forced to make the
concession operator whole by repurchasing these concessions that are unable to achieve an IRR above its cost of capital or
cost of debt

2013 FFARAKF RN FER T A6 M FHEE (F3): 2014 FH—-FHEAKELEER T AU EIEF (R a):

. T Bl i
felk SH B e~ #ln | R LWL B i A WA
HERE=WAKFERAF 49,280.02 30,850.41 12,073.57 2,513.88 HERE=HAZFHERAS 48,620.44 31,248.55 2,499.90 398.14
HERBRMAKEHERAR 12,765.20 8,351.59 4,037.63 1,434.59 HERBRMKEERAR 16,908.76 8,799.92 1,128.23 44834
HNREERKEKFHR AR 12,173.08 10,825.11 2,136.90 1,087.71 HNBREXHAFHRAE 12,390.09 11,050.25 520.92 225.15
B REIRAKFEH BT 35,269.78 15,805.95 4,366.13 681.98 BLEHRAEHERAT 35,214.77 15,802.27 766.08 -3.69
IRBEAFERAKERLAT 18,315.49 3,919.13 3,826.41 146.61 IRRERFARAERLE 18,468.65 3,876.17 599.16 -42.96
WIREREFEREFRARALT 3,369.87 3,181.87 476.53 13429 WILREBEEKEFARARAF 3,390.50 3,205.20 86.83 2333
BIIRBEEKEERLR 5,542.89 2,285.51 929.21 423 BIRBEEASERAR 5,586.76 2,320.38 24752 34.86
HMBERAAEERLE 12,929.71 5,502.09 2,188.10 1,115.51 WM FEREKEER AT 13,037.57 5,603.92 513.00 101.83
HiaBEHRANERAE 3,132.17 553.85 832.89 -79.17 FaREHRAVERLAF 3,161.89 573.95 232.92 20.10
maREKFERAR 7,478.53 2,708.14 468.43 -157.04 RaEEKEERAF 7,527.81 2,671.98 120.63 -36.16
KeREBHEEKEERAS 5,211.06 1,630.28 860.91 -53.89 KAERBHEKSERAT 5,215.05 1,639.87 21168 9.59
BHBENAKEHRAE 12,960.12 5,968.01 1,873.88 300.48 BIRFRWAKFEERAE 12,030.00 6,013.15 445.50 45.14
BT REHRASERAE 4,371.19 1,202.41 831.71 2473 BTREHHBASFERAT 4397.44 1,231.52 204.12 29.11
EFMORERBREERAR 5,199.45 1,845.00 0 0 EMORBHERKFERALF 3,712.58 1,845.00
HERREEREARAS 7197 41.26 159.15 25.88 AT TR RAS 105.69 74.03 68.19 32.77
BRRBHRKEERLS 4,527.44 1,350.49 73011 331.20 BRI RRMNEAEERAS 4,608.09 1,427.85 178.62 7735
BHAREE TREERAE 899.78 300.00 0 0 BHARRE TRERAS 953.65 300.00 - -
BHEEFR IRERALE 8,307.47 3,268.48 1,101.11 41.72 FHREE T RERAF 7,874.94 3,326.80 43021 5831
ERREAFHBAT 109.58 103.55 119.84 53.55 FREAREKEERLE 132.68 125.61 50.40 22,05
BTERAKFHRASR 122.06 119.90 137.50 69.90 RTEAKEFHERAT 166.17 164.20 75.00 4430
NaxEitR TRERAR 19.86 19.86 0 0 EaFEHRTRERAR 44,61 14.90 0.37 -4.96
HEAFAFHRAS 400.00 400.00 0 0.14 HEGHASERALE 400.00 400.00 - -

Source: Sound Environmental Source: Sound Environmental
Resources 2014 Circular / IR Release Resources 2014 Circular / IR Release

J
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c. Build and Buy Back Behavior Further
Confirms Aggressive Revenue
Recognition

This latest transaction involving the purchase of at least 16 projects that Sound Global had previously done the
construction work for is ironic as it is again in direct contrast with what the company had previously stated it would not
do and likely value - destroying to shareholders

These acquisitions suggest that Sound Global initially overcharged for the construction phase of these related party
projects and now must repurchase these projects in order to compensate the concession operator, in this case Sound
Environmental Resource s

This reaffirms the fact pattern of Sound Global pulling forward revenue from the concession (O&M) phase of a project
and transferring it to the company & EPC division, and demonstrates that the company employs this practice not only for
its own interna | projects but also for external projects as well

U Not only is Sound Global accelerating revenue recognition for construction projects, but based on the discrepancies
between its filings and those of Sound Environmental, it is likely that the company is pu rchasing concessions that it
did not get paid for building in the first place

©




9. Valuation

Sound Global is a highly indebted, perpetually negative free cash flow business that is proven to be involved in multiple
fraudulent, lossmaking and undisclosed related party transactions

Sound Global employs aggressive accounting practices that artificially inflate revenue in the short term and destroy long -
term shareholder value

What price is an opaque business that relies on Ponzi - like concession accounting gimmicks and stock price manipulation
in order to enrich its founder worth?




-

a. Valuation of Construction Division

Sound Global pulls forward expected revenue from the O&M phase of a concession and transfers it to the company

construction (EPC) division

Q

By using a low discount rate on its service concession receivables, Sound Global is able to increase the present value of its

expected future concession tariff payments and inflate the construction costs spent by its concession division

As a result of this higher construction spending by its concession division, Sound Global

book artificially higher construction revenue, thereby recognizing higher construction margins as well

Sound Global @ competitors report an average 14% gross margin for this business, although Sound Global mainly

undertakes less profitable and more risky rural projects

Assuming t he construction division costs are correct and applying a 14% gross margin to the business, Sound Global

EPC division@ actual net income comes out to only RMB 160 million, representing a net income margin of 6.0%

Applying a 11.2x P/E multiple to the EPC  business yields a value per share of HKD 1.54

Sound Global
Actual Income StatememtEPC Division

Construction COGS
Gross Profit Margin

Construction Revenue

Construction Gross Profit

ProrRata Operating Expenses |&sterest Expense

EBT

Tax Rate

Income Tax

Net Income

__ Netincome Margin

@ construction division is able to

Q
Sound Global
ValuationmEPC Division LT
Shares Outstanding (millions) 1,467
Net Income 160
EPS (HKD) 0.14
Average LTMP/E of Sound Global Prior to Delisting 11.2
Implied Valugoer Share (HKD) $1.54




-

b. Valuation of Concession Division

By using an artificially low discount rate to pull forward expected revenue from its concession division (O&M) and
transferring it to the company @ EPC division, Sound Global will be eventually left with a portfolio of unprofitable
concessions where the IRR will be far lower than its cost of capital and cost of debt

Based on the company Q@ disclosed service concession imputed interest, Sound Global used a 2.4%, 3.0% and 4.1%
discount rate from 2011 - 2013 while its USD cost of debt was 11.875% and even higher in RMB terms

Applying a 10% discount rate to the present value of Sound Global @ expected future concession payments results in a
48% write down to the carrying value of the company @ service concession receivables and a fair value of RMB 1,279
million

Together, this represents a book value per share of HKD 1.28 for the concession division

There is a high likelihood that the reported cash balance does not exist

U The company claims a high cash balance, yet borrows at a high cost of debt and reports low interest income relative
to its claimed cash balance

U There are multiple undisclosed litigation cases in China against the company claiming unpaid bills and financial

difficulty *
Sound Global |Sound Global
Actual Balance SheaD&M Division  ValuationtO&M Division LT
Shares Outstanding (millions) 1,467
Reported Service Concessi@aceivables 2,461 Fair Value of Service ConcessReceivables 1,279
Writedown of Service Concessidreceivables (1,182 Cash & Equivalents 3,753
as % of Reported Value 48.09 Total Debt (3,543
Fair Value of Service ConcessReceivables 1,27¢ NetDebt 211
Book Value 1,489
Book Value per Share (HKD) $1.28

* For More Information Please See Appendix Pages

88- 89
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p
c. Sum of the Parts Valuation

Combining the value of the EPC division and value of the O&M division results in a total company fair value of HKD
4,133 million

This represents a price per share of HKD 2.82, a 67% discount to the current price per share

Sound Global

jVaIuation niSum of the Parts

'EPC Division

\Implied Valueper Share (HKD) $1.54
{Total Value (HKD mm) $2,256
\Mﬂ

Implied Valueper Share (HKD) $1.28
'Total Value (HKD mm) $1,877
\Entire Company

lTotaI Value (HKD millions) $4,133
;Implied Price per Share (HKD) $2.82
\Current Price per Share (HKD) $8.49
\Discount to Current 67%




10. Conclusion

Sound Global @ business model is a house of cards built by Chairman/Founder Wen Yibo for only one purpose: enriching
himself at the expense of long-term shareholders

The company will run out of new  dproject wins € and its massive debt load coupled with a portfolio of loss - making
concessions will result in minimal if any residual equity value

Sound Global is a strong sell as the fair value per sha re of Sound Global @ equity is HKD 2.82 or less, representing at least
67% downside from the current share price

Shareholders who choose not to sell stock are strongly advised to vote against the proposed transaction between Sound
Global, Sound Environment and Sound Water BVI at the upcoming EGM on 23 December 2014 as it not only allows for
Chairman/Founder Wen Yibo to further cash out but also destroys long - term shareholder value
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a. Changing Discount Rate
Assumptions

Prior to 2011 Sound global disclosed the discount rate that it used on its expected future concession payments
In 2008 and 2009, the discount rate applied to its service concession receivables was 8.9% and 9.7%, respectively

With respect to the above projects, the Group has svalusted and assessed that such contracts come under the scope of WT
FRS 112 Service (oncession Arrangements. Under the terms of the arrangements, the Group will recsive a minimum amount of
RMB39.955,000 (2008: RMB27,579,000) yearly from the contracted parties (grantors) in exchange for services parformed by
the Group when the plants are in commercial operations.

%& concession arrangsments as at the end of the reporting penod, weighted averags
gar annum was used to discount the futurs expected cash flows.

Revenue and profits for the year ansing from these arrangsments for the provision of construction services amount to
RMB113,423,000 (2008: RMB153,140,000) and RMB25,991,000 (2008: RMB25,528,000) raspectwely.

The management is of the opinion that the carrying amount of the above approximates its fair valuss.

Source: Sound Global 2009
Annual Report
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a. Changing Discount Rate

Assumptions (Cont.)

In 2010, Sound Global decreased the discount rate on concessions by more than 50%
The discount rate applied to its service concession receivables was suddenly decreased to 4.3% from 9.7% and 8.9% prior

. 16 SERVICE CONCESSION RECEIVABLES (Cont'd)

With respect to the above projects, the Group has evaluated and assessed that such contracts come under
t the scope of INT FRS 112 Service Concession Arrangements. Under the terms of the arrangements, the

Group will receive a minimum amount of RME67,458,000 (2009: RMB39,955,000) yearly from the
contracted parties (grantors) in exchange for services performed by the Group when the plants are in
commercial operations.

¥

ments as at the end of the reporting
annum was used to discount the

In arriving at the carrying value of the service concesston
period, weighted average effective interest rate of 4.3% (2009: 9.7%) p
future expected cash flows.

FUMITU WIVDar i

Revenue and profits for the year arising from these arrangements for the provision of construction services
amount to RMB145,894,000 (2009: RMB113,423,000) and RMB26,041,000 (2009: RMB25,991,000)

The management is of the opinion that the carrying amount of the above approximates its fair values.

As at the end of the reporting period, the Group has pledged certain service concession contracts to secure
general banking facilities granted to the Group.

Source: Sound Global 2010
Annual Report
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a. Changing Discount Rate
Assumptions (Cont.)

Starting in 2011, Sound Global altogether stopped disclosing its discount rate

21. SERVICE CONCESSION RECEIVABLES

December 31, December 31,

2011 2010
RME'o00 RME'oco0o0
Service concession receivables 1,121,874 674,538
Less: Amounts due within one year shown
under current assets (Note 25) (38.215) (9,420)

Service concession receivables 1,083,650 665,118

Service concession receivables arose from ! serv .

wastewater treatment and recycling water plants. The
transfer (*BOT”) arrangements. With respect to
that such contracts fall into the scope of IFRIC 12 §

pncession contracts to build and operate
is the operator under certain build-operate-
cts, the Group has evaluated and assessed

¥ b:: an unconditional contractual right to receive

cash from or at the direction of the grantor for the ¢ ' ruction services.

The Group has 15 BOT projects in progress, among which 8 (2010: 5) BOT projects were in the operation
period during the year ended December 31, 2011. Those arrangements entitle the Group concession rights
for periods ranging from 20 to 30 years with minimum guaranteed tonnage and tariff per ton defined in
the agreements,

Source: Sound Global 2011
Annual Report
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b. Capitalized Construction Costs are
Recognized as Revenue

The present value of the expected future concession tariff payments are recognized a oservice concession receivable ¢ asset
on the balance sheet

Under IFRS, the carrying value of the éservice concession receivables € assets on the balance sheet is equal to  the lesser of
cost or present value of expected future concession tariff payments

Financial asset - Service concession receivables

The Group recognises a service concession receivable if it has an unconditional contractual right under the
service concession arrangements to receive a fixed or determinable amount of payments during the concession
period irrespective of the usage of the plants. The service concession receivable is measured on initial
recognition at its fair value. Subsequent to initial recognition, the service concession receivable is measured at
amortised cost using the effective interest method.

Intangible asset - operating concession

An intangible asset (operating concession) is recognised to the extent that the Group receives a right to
charge users of the public service, which is not an unconditional right to receive cash because the amounts
are contingent on the extent that the public uses the service. The intangible asset (operating concession) is
recognized at fair value upon initial recognition and is carried at cost less accumulated amortisation and any
accumulated impairment losses.

If the Group is paid partly by a financial asset and partly by an intangible asset, in which case, each component
of the consideration is accounted for separately and the consideration received or receivable for both
components shall be recognised initially at the fair value of the consideration received or receivable.

Source: Sound Global 2013
Annual Report

*
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c. Shanghai Jingke

SAIC filings for Shanghai Jingke:

U October 2007: Beijing Lumeng Investment

invested RMB 90mm for a 90% stake of Shanghai Jingke

0 New Ownership: Beijing Lumeng Investment (90%), Liu Cui Xia (9.5%), Sun Wei Liang (0.5%)
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c. Shanghai Jingke (Cont.)

SAIC filings for Shanghai Jingke:

U October 2007: Beijing Lumeng Investment owns 90% of

Shanghai Jingke

U Beijing Lumeng Investment is 80% owned by Beijing Sound Environment (Sound parent company) and 20% by

Beijing Sound Environmental Technology Development

U Sound parent company is 98.75% owned by Chairman/Founder Wen Yibo and his wife Zhang Huiming

U Beijing Sound Environmental Technology Development is majority owned by Chairman/Founder Wen Yibo

Therefore, Shanghai Jingke is actually indirectly owned and controlled by Chairman/Founder Wen Yibo

Beijing Lumeng is identified as being majority owned by Chairman/Founder Wen Yibo

(1)  Baotou Lucheng is a 90% subsidiary of Eguard Resources. The other 10% is held by Beijing Lumeng. BJ Sound Enviro holds
51.7% of Eguard Resources and 80% of Beijing Lumeng. BJ Sound Enviro is in tum held by Beijing Sanghua (62.5%), Wen
Yibo (36.25%) and an unrelated individual (1.25%). Beijing Sanghua is also owned by Wen Yibo (22.2%) and his wife, Zhang
Huiming (77.8%). Please refer to the section entitied “Interested Person Transactions™ for further details.

Source: Sound Global 2009
Annual Report

SAIC filings for Shanghai Jinke show that Chairman/Founder Wen Yibo is the effective
owner of Beijing Lumeng
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c. Shanghai Jingke (Cont.)

SAIC filings for Shanghai Jingke show that Chairman/Founder Wen Yibo is the effective owner of Beijing Lumeng
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c. Shanghai Jingke (Cont.)

SAIC filings for Shanghai Jingke:
U February 2008: Beijing Lumeng Investment transferred its 90% stake in Shanghai Jingke to He Wen Jun
U New Ownership: He Wen Jun (90%), Liu Cui Xia (9.5%), Sun Wei Liang (0.5%)
U August 2008: He Wen Jun transfers his 90% stak e of Shanghai Jingke to Huang Dong
U New Ownership: Huang Dong (90%), Liu Cui Xia (9.5%), Sun Wei Liang (0.5%)

SAIC filings for Shanghai Jingke show that Chairman/Founder Wen Yibo continuously uses this method of transferring ownership of Shanghai Jingke between a group of friends and associates in order to conceal his

actual ownership of Shanghai Jingke

Source: Shanghai Jingke SAIC
Filings

Source: Shanghai Jingke SAIC Source: Shanghai Jingke SAIC
Files Files



