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CAUTIONARY STATEMENT REGARDING FORWARD LOOKING INFORMATION

The discussion contained in this 10-KSB under the Securities Exchange Act of 1934, as amended, (the "Exchange Act") contains forward-looking statements that involve risks
and uncertainties. The issuer's actual results could differ significantly from those discussed herein. These include statements about our expectations, beliefs, intentions or strategies for
the future, which we indicate by words or phrases such as "anticipate," "expect,” "intend," "plan," "will," "we believe," "the Company believes," "management believes' and similar
language, including those set forth in the discussion under "Description of Business," including the "Risk Factors" described in that section, and "Management's Discussion and Analysis
or Plan of Operation" as well as those discussed elsewhere in this Form 10-KSB. We base our forward-looking statements on information currently available to us, and we assume no
obligation to update them.

As used in this Form 10-K SB, unless the context requires otherwise, “we” or “us’ or the “Company” means China Digital Media Corporation and its subsidiaries..
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PART |

ITEM 1. Description of Business
Historical Corporate Development

China Digital Media Corporation ("CDMC") was previously known as HairMax International, Inc. (“Hairmax”), a Nevada corporation. It was incorporated in Nevada in 1987.
Arcotect Digital Technology Limited, a corporation organized under the laws of Hong Kong, consummated a reverse merger with Hairmax in March, 2005, and Hairmax subsequently
changed its name to China Digital Media Corporation. With the termination of the original businesses of Hairmax, al of China Digital Media Corporation’s businesses are now located in
the People’s Republic of China (the“PRC” or ‘China”). Arcotect Digital Technology Limited has changed its name to China Digimedia Holdings Limited (“CDHL"), and is awholly-
owned subsidiary of CDMC.

CDHL was incorporated in Hong Kong on January 5, 2000 as an investment holding company. Its wholly owned subsidiary, Arcotect (Guangzhou) Ltd. (“AGL"), was incorporated in
China as a wholly foreign owned limited liability company on September 24, 2001. AGL is engaged in software development, digital television subscriber and application platform
development. AGL, through its Nanhai branch established on July 8, 2004, is engaged in the business of converting television signals from analog into digital signal systems using digital
television set-top-boxes (“STB”) and smart cards.

On June 15, 2005, CDHL entered into a Strategic Alliance Agreement with shareholders of Guangdong HuaGuang Digimedia Culture Development Limited (“HuaGuang”) whereby
CDHL held a 90% variable interest in HuaGuang. On January 24, 2007, CDHL exercised its right to hold 100% interest in HuaGuang.

On August 25, 2005, CDHL acquired a 100% interest in Guangdong M-Rider Media Company Limited (“M-Rider”), alimited liability company in the PRC. M-Rider operates primarily
as a Chinese television advertising agency.

On October 17, 2005, CDHL established a wholly-owned subsidiary in China called Digimedia Services (Shenzhen) Limited (“Digimedia Shenzhen”). This subsidiary has no operations
since its incorporation.

In February 2006, HuaGuang undertook two joint ventures with the Guizhou Television Station. Huaguang currently holds a 51% equity interest in Guizhou Guishi Digimedia Advertising
Company Limited (“Guishi Digimedia”) and a 49% equity interest in Guizhou Guishi Huaguang Media Company Limited (“Guishi Huaguang”). Guishi Digimedia is a television
advertising agency and Guishi Huaguang provides various services to television channels including program sourcing, schedule planning and the production of television programming.

On August 23, 2006, CDHL acquired a 20% interest in Arable Media Limited (“Arable”). Arable isengaged in the business of developing middieware software and applications for
digital TV STB.

CDMC, CDHL, AGL, HuaGuang, M-Rider, Digimedia Shenzhen, Guishi Digimedia, Guishi Huaguang are hereinafter referred to as (“the Company”). Currently, the Company has
approximately 285 employees located primarily in the PRC.

Recent Developments

Commencing January 1, 2007, the Company’s subsidiary, M-Rider, terminated an Advertising Distribution Agreement with a television station as the exclusive advertising agent in
Guangdong province of China after one year of services. M-Rider will remain as an advertising agent but does not have to pay any fixed commitment fee to the television station.

On January 24, 2007, the Company exercised its option to request the former shareholders of HuaGuang to transfer al of their equity interest in HuaGuang to the Company for
approximately US$10 in accordance to the Strategic Alliance Agreement dated June 15, 2006 between the Company and Guangdong Pukonyi Culture Development Limited (which
was later renamed as HuaGuang), subject to the approval of all related laws of the People's Republic of China

As of February 9, 2007, the Company’s subsidiary, M-Rider, entered into a Sole Agent Service Agreement (“Agreement”) with China Yellow River TV Station, a corporation
organized and existing under the laws of the People's Republic of China (“YRT"). Pursuant to the terms of the Agreement, M-Rider will act as the sole advertising agent for YRT
starting from January 1, 2007 and ending December 31, 2011, with an option to renew the Agreement for an additional five years upon its expiration.
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Current Corporate Structure and Mission
For the year ended December 31 2006, CDMC owned the following subsidiaries:

(a) 100% of CDHL, an investment holding company incorporated in Hong Kong;

(b) 100% of AGL through CDHL, alimited liability company incorporated in China engaging in cable television operations and digital broadcasting technology development;

(c) 100% beneficia interest of M-Rider through CDHL, alimited liability company incorporated in China engaging in advertising sales business;

(d) 90% variable interest of HuaGuang under CDHL, a limited liability company incorporated in China investing in production of television series (As discussed above in “Recent
Developments” in January 2007 the Company exercised its option to request the former shareholders of HuaGuang to transfer all of their equity interest in HuaGuang to the
Company. This purchase is subject to the approval of all related laws of the People's Republic of China);

(e) Two joint ventures formed under HuaGuang who owns 51% of Guishi Digimedia which is engaged in advertising sales and 49% of Guishi HuaGuang which is engaged in
television channel operation;

(f) 100% of Digimedia Shenzhen through CDHL, a dormant company incorporated in China.

Besides, the Company holds 20% interest in Arable, alimited liability company incorporated in Hong Kong engaging in devel oping middleware software and application.

Broadcasting media and cable television operations in the PRC is our primary source of business, and is currently a growth industry in China. Our business plan is to strengthen our
brand image and to enlarge our presence and involvement in the Chinese media industry through investment, mergers, acquisitions and partnership alliances. We continue to believe
there will be rapid growth and potential opportunities in China's media industry, thus we plan continue to invest our resources into the market across China

Operation Business

The Company is primarily involved in the following businesses in China:

1) Cable television operations and digital broadcast technology development;
2) Television channel operations and advertising sales; and
3) Television program production and investment.

Cable Television Operations and Digital Broadcast Technology Development

Arcotect (Guangzhou) Ltd. (“AGL"), awholly owned foreign subsidiary of CDMC duly established under the laws of the PRC, is legally authorized to carry out the business activities
enumerated in its PRC business license, namely research, production and the development of STB for digital television (“DTV"), computer software, software relating to information
platform for DTV, software and hardware relating to DTV; saes and after sale services of self- manufactured products; carrying out network projects; and providing related
consulting, technical, repair and maintenance services. AGL is the sole contractor providing services for the operation of DTV in Nanhai, located in Guangdong Province, a city with
over 410,000 residential and commercial cable television subscribers.

On February 6, 2004, the Company signed a 20-year Co-operative Agreement for Total Migration into the DTV System for the Nanhai District and subseguently signed a
supplementary agreement on July 8, 2005 (collectively, the “Cooperative Agreements’) with the Nanhai Network Company, a city-owned cable network operator located in Guangdong
Province. Pursuant to the Co-operative Agreements, the Company is responsible for migrating all cable television subscribersin Nanhal from an analog to a digital system (“Migration™)
by the end of 2007.

According to the Co-operative Agreements, AGL is entitled to share the subscription fees paid by all cable television subscribers as well as paid by DTV subscribers for additional
services, including pay-TV services, and to receive the subscription fee for any additional STBs.

Under the Co-operative Agreements, the Company is responsible for supplying al subscribers with a digital STB on a lease basis to subscribers. If subscribers require an additional
STB, they must purchase the STB from the Company and pay an additional subscription fee. The Company is also responsible for providing operationa support services including
migration planning, marketing and sales, software development, customer service and logistics administration. The Company’s proprietary operating support system automates many
DTV business processes, such as database management, billings, work orders and inventory control, and assists in the operation of a 24/7 call center for technica support and customer
care. The city-owned cable company retains management of the broadcasting system and the fiber-optic network and is responsible for compliance with national broadcasting policies.

In early May of 2006, the Company’s office located in Nanhai moved to a much larger facility with more than 10,000 sg. ft. The new office building is also headquarters to the Nanhai
TV Bureau and the Nanhai Network Company.

On August 23, 2006, the Company entered into a Subscription Agreement and Cooperation Agreement (the “Agreement”) with Manta Finance Limited for the subscription of a 20%
equity interest in Arable Media Limited, a wholly owned subsidiary of Manta Finance Limited. Arable is engaged in the business of developing middleware software and applications for
digital TV STB similar to those deployed by the Company in its digital roll-out program in the City of Nanhai. The Company believes that Arable could assist in developing customized
applications on the digital STB for DTV subscribers which could provide new sources of revenue from existing customers in Nanhai and other cities.
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Migration to DTV Service
The Company has migrated approximately 84,000 subscribers totaling about 220,000 subscribers to the DTV system as of December 31, 2006, and the migration program continues to
progress on schedule.

Basic Services

Basic service is available to all cable television subscribers, consisting of 48 channels of programming. This service is comprised of programming provided by nationa television
networks, provincial and city television stations, and one channel provided by AGL. The basic subscription fee is approximately $26 per annum for the first STB, of which the Company
shares $3 per annum for pre-2004 residentia subscribers, and $13 per annum for post-2004 residential subscribers and all commercial subscribers.

Value Added Packages

The broadcast system that decrypts the signal for the Company’s STB and appropriate smart cards can carry up to 800 digital channels of pay-TV programs and value added
multimedia services. Currently, the services consist of 151 channels, including a 48-channel basic package and 103 pay channels bundled into various value added packages, such as
high definition channels, movie, life & leisure, sports, drama and family. The annual subscription fees for the value-added packages range from $15 to $150 each where the Company
shares 70% of the subscription fees.

Addition STB
In the city of Nanhal, there is an average of more than two television sets per household. DTV subscribers can buy an additional STB from AGL for their other television sets and pay
a subscription fee for the additional STB. The yearly subscription fee is approximately $15 for each additional STB.

Other Revenue Sources
AGL aso generates revenues from installation services, through the sale of additional STB and reconnection services.

High-Definition Television (“HDTV")
During 2006, the Company commercialy launched high definition TV broadcast platform in which 3 high definition TV channels are packaged in pay-TV programs.

IP based STB

The Company deploys an IP (Internet Protocol) based STB which is integrated with new middleware applications, JAVA Runtime and XML browser, developed by Arable, a software
developer that specialises in middleware products and applications for DTV STB and broadcasting technologies. The Company believes the advanced STB will enable the Company to
provide additional value added services that can be deployed in the future; such as targeted advertising, interactive TV programs, online shopping, console games, stock trading and
interactive education services. The Company is currently negotiating partnerships with various vendors to provide interactive services, transforming a television set into an interactive
multimedia platform.

Customer and Technical Service

The operating support system, which is developed by AGL’s software team, manages all operating processes including technical support to customers, database management, billing
services, inventory control, sales support, and call center services. AGL’s call center provides 24/7 call answering capability and other technical support services in which the call center
handled over 300,000 enquiries in 2006.

Technology Development
From time to time, AGL works closely with our technology partners to develop new technologies and additional features in order to improve and enhance our operations and services.
Since 2006, the Company has partnered with Arable to design middleware for additional functions and applications for the digital STB.

Sales, Marketing and Advertising
AGL has 95 persons in the sales and customer services team. The Company sells services through direct customer contact, retail outlets, door-to-door selling, television advertising and
road show promotion.
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Television Channel Management and Advertising Sales

M-Rider is a wholly owned subsidiary of the Company and a limited liabilities company registered in China. M-Rider is an advertising sales agent principally engaged in media planning,
production, and distribution of advertisement through television channels and related consulting services. In 2006, M -Rider served over 230 brand names advertised on the managed
channels.

During the year of 2006, M-Rider acted as an exclusive agent to manage the advertising timeslots for three television channels, one is a provincial television channel in Guangdong
Province and two are city-level television channels in Nanhai city. M-Rider paid a fixed fee to the television stations and was responsible for selling advertising space to advertising
customers as well as providing advice and consultation on scheduling and planning to enhance the effectiveness of their advertisements.

In January 17, 2007, M-Rider decided not to renew the exclusive agent agreement with the provincial television station in Guangdong Province, but to remain as an advertising agent
and to not have to pay any fixed commitment fee to the television station.

In February, 2007, M-Rider signed a new five year sole agent service agreement (the “Sole Agent Agreement”) to provide consultation services and manage advertising time slots
exclusively with China Yellow River TV Station (“CYR Station™”), a television station located in Shanxi Province in China which has a population of over 30 million, starting from
January 1, 2007. In addition, M-Rider has an option to renew the Agreement for an additional five years upon expiration of the Sole Agent Agreement on December 31, 2011.

According to the Sole Agent Agreement, M-Rider shall act as the sole agent and provide consultation services for media planning advisory, sales analysis and strategic planning to CYR
Station. In return, M-Rider will get amedia services fee based on the revenue generated and a performance bonus at the end of each fiscal year.

M-Rider will also provide CYR Station with weekly media analysis and weekly competition and ratings analysis reports. M -Rider will furnish a monthly report analyzing broadcast
ratings, and media popularity trends including recommendations and consulting services for future media strategies.

Pricing of Advertising Sales Space

M-Rider sells advertising timeslots to customers directly or through advertising agents, including members of the American Association of Advertising Agencies, usualy known as a
4As Company. The selling price of advertising timeslots is set in two folds: (1) fixed price for direct customers based on time slot chosen; and (2) variable price for the 4As Company
based on a cost per rating point schedule where the rating report is provided by AC Nielson or Central Viewer Survey and Consulting Center of China Central Television Station.

Media Planning
M-Rider has years of experience in media planning for direct customers, local advertising agents and the 4As Company. M-Rider believes its media planning experience assists its
customers in delivering their commercials through a television channel according to audiences’ profilein a cost effective way and to maximize the value of the time slots.

Sales & Marketing
M-Rider’s sales and marketing team conducts research and analysis on media trends, competitor analysis and customers survey in order to continuously refine its sales and marketing
strategy. M-Rider offers different bundled products to different categories of customers based on seasonal or yearly terms.

Television Program Production and I nvestment

On February 2006, HuaGuang, entered into two joint venture agreements with the provincial television station, Guizhou Television Station, for a term of 20 years. Pursuant to the joint
venture contracts, the provincia television station will provide the exclusive use of a television channel, including production resources and equipment, while outsourcing its entire
advertising air time slots to the two joint ventures for an initial term of five years and the term is extendable by mutual agreement. Guishi Digimedia, a 51% subsidiary of HuaGuang, will
serve as the exclusive advertising agent to manage the television commercials. Guishi Huaguang, a 49% owned interest of HuaGuang, will be responsible for sourcing and production
content, as well as schedule planning. Currently, over 100 professionals and experienced staff are working on the production, planning and scheduling, and contents sourcing. The
channel is focusing on fashion, entertainment, lifestyle and sports, 24 hours a day. After afew months of operations, this channel has become one of the most popular local channelsin
the province.

The Company has also made a minority investment in two television series, XiGuan Affairs, with 40 episodes, and The Story of a Small Town, with 24 episodes.
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Strategic Partnership

Since October 2005, the Company has engaged Manta Finance Ltd. as a consultant to advise our officers and employees on matters relating to digital broadcasting technology
development and digital broadcasting related strategy. On August, 2006, as discussed above, the Company strengthened the relationship with Manta Finance Ltd. by investing into its
subsidiary, Arable Media Limited.

The Company is exploring the possibilities of creating aliances with strategic partners; particularly those that could help expand its territories. The Company believes that the
opportunities in China’s DTV business are enormous and that it makes more sense to partner with other companies and investors that can complement the Company’ s core strength as
aprovider of services to operate DTV and a developer of customized applications for DTV in China.

Pending Acquisition

On January 31, 2006, we, through our affiliate HuaGuang, entered into an agreement (the “Agreement”) to purchase al media related businesses, assets, business contracts and
management from Guiyang Classic & Fashion Advertising Co., Ltd., a television program production and advertising company in China. Pursuant to the terms of the Agreement, we
will pay $2.2 million, in a combination of cash and restricted common stock of the Company, which payment is subject to reduction in the event that the acquired assets generate a
cumulative profit of less than $2.5 million over the next 2 years. The management team of Guiyang Classic & Fashion Advertising Co., Ltd. has approximately 10 years of business
experience in the media industry in China. They have produced television programs for different television channels, including the well known program, a “true man show”, as well as
adventure, nature and tourism productions, for which they have obtained several national awards in the last few years. The completion of the transaction is subject to certain conditions,
including official approval, and verification of assets and business contracts. Presently, certain conditional precedents are not entirely satisfied. Completion of the transaction will be
subject to satisfaction of al due diligence requirements.

Growth Opportunities

The Company believes its strengths in China’s media industry, are in the areas of cable television operations and digital broadcasting technology developments, and television channel
management and advertising sales.

Cable Television Operations and Digital Broadcasting Technology Devel opment

Currently, many cities in China have the infrastructure capable to broadcast DTV programs, but not many cities today are undertaking a city-wide digital Migration. For instance, there
are about 30 cities and 12 million cable TV subscribers in Guangdong province, but less than 20% of which had migrated to DTV as at the end of 2006. The Company believes that this
large potential market for DTV services presents opportunities in the digitization of cable TV services in China in the coming years. In addition, the pricing of digital TV services are
likely to be improved and be more acceptable to subscribers in coming years. Furthermore, the Company believes that declining prices of STBs may help to cut costs of DTV migration
and expand coverage of DTV broadcasting.

About three years of experience has made the Company’s operations and migration process efficient and effective which has created a substantial platform for the future growth in
cable TV digitalization projects in other cities with a size similar to Nanhai. The Company is exploring its ability to utilize its competitive advantages in seeking other cities, particularly in
Guangdong province, to repeat its Migration model. A number of cities have expressed interest in working with the Company because of the proven skills and experiences in operation,
marketing and technology, athough the Company has not entered into any definitive or preliminary agreements with any cities. The operation of a DTV service business is a business
with long term stable recurring cash flow, but substantial upfront capital investment has prevented the Company from investing in other cities until additional cash flow can be generated
internally or financed elsewhere. The Company’s strategy is to come to an agreement with two to three more cities in the coming 2 years when the Migration in Nanhai is completed.
At that time, the Nanhai operation and the return on investment from advertising and program production businesses should generate sufficient cash flow to support the development of
aMigration business in other cities. There is no assurance that the Company will be successful in entering into new agreements for future migrations, or that the Company will be able
to finance any new migrations solely from its cash flows from the Nanha Migration.

Apart from signing up additional Migration business, the Company will focus on developing and providing value added services through the STB to DTV subscribers. Currently, a
number of applications are on trial and such services are expected to be available in coming months, which the Company believes will drive its growth organically.

Television Channel Management and Advertising Sales

Currently, M-Rider acts as an exclusive advertising agent for three television channels in two provinces and the Company’ s strategy is to sign more exclusive contracts with television
stations in order to drive the growth in this sector.



Table of Contents
Growth Strategies

The Company has established a successful and profitable model for the DTV servicesin Nanhai. For the near term, the Company’s strategy is to sign additional Migration business and
exclusive advertising agent contracts to drive growth. In the mid or longer term, the Company’ s strategy is to use cash flow generated from existing operations to invest and to replicate
its business model in DTV services and integrated program production and advertising in other cities or provinces in China.

In addition to developing its existing businesses, the Company plans to propose additional services through the cable network such as Internet connection, IPTV or P telephony. These
services, however, involve further upfront cash investment in related equipment and marketing, negotiation with the business partners, and head to head competition with China
Telecom, a dominant player in the provision of Internet services in China. While the Company’s management team has previous operating experience in the provision of Internet
services elsewhere, the Company will formulate development plans for these services when, and if, market conditions are favorable.

In order to maintain the Company’s competitive position and to assist in its growth, the Company will continue to pursue further investment, acquisition and aliance partnership
arrangements. The Company may also seek further funding from the capital markets or private investors when suitable arrangements are available. However, the Company does not
have any commitments for any such funding at this time, and there is no assurance that the Company will be successful in obtaining any funding in the future.

Government Regulation

The mediaindustry in the PRC is subject to government control and censorship. Due to the PRC’s admission to membership in the World Trade Organization, the Company believes the
government is committed to opening its domestic markets for foreign investors and that this should favorably impact the media industry. Some restrictions on the Company’ s businesses
have already been relaxed. For example, as a foreign company, we can now own a 100% equity interest in a company in the advertising business and up to a 49% equity interest in a
company in the program production business.

Currently in China, foreign capital is prohibited from establishing and running broadcasting related stations, network, and content production companies. The Company, with a business
license under the name of AGL, is legally permitted to develop and produce technical products and provide consulting and technical services to the licensed cable network companies
for the operation of DTV in China, while sharing compensation from those network companies.

Government regulations still prohibit the Company from qualifying for holding an equity interest in certain media business. In order to avoid unnecessary delays, and to be able to invest
in the media sectors such as television advertising and program production, the Company has invested into media businesses in China through its subsidiary HuaGuang. Through
HuaGuang, the Company obtains the business benefits of companies engaging in the media business while maintaining their legal status as Chinese enterprises.

Effects of Inflation

The Company’s principal businessis related to the media industry in China. Revenues and expenses remain relatively constant and are not affected by the levels of inflation in China or
elsewhere. For the foreseeable future, the Company does not anticipate that inflation will affect the existing business.
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Competition
Cable Television Operations and Digital Broadcasting Technology Development

In China, television broadcasting has been the vehicle for the government to distribute information to the public. While government officials intend to control and monitor the content to
be delivered through other broadcasting systems, the exertion of control on other broadcasting systems may not be as dominant as it is for television. For the forseeable future, the
Company believes government officials will continue imposing tight control on distribution of content through the cable television network. In order to enhance and effectively control the
distribution of content, the Company believes government officals plan to convert the current analogue television broadcasting signal into digital signal. The Company believes that cable
television will remain as the main form of delivery for television programming in China in the coming years although there will be competition from satellite, IP television and other
media.

Advertising Sales

Advertising time sales are directly related to a channel’ s audience population and viewership. The China Central Television (“CCTV"), the dominant broadcaster in China, has a strong
influence on broadcasting in the country, and localized television content can serve the needs of audiences down to the city levels. Advertising revenues generated by local television
stations are substantial. In recent years, country-level cable television stations have tendered their television channels/air time to advertising agencies at fixed cost in order to generate
guaranteed income. Competition in different parts of the country is fierce between advertising agencies and television channels at the provincia and city levels. In order to maximize
profit, advertising agencies have begun to provide their own content to increase their channels’ viewership. Because of this trend, some advertising firms are trying to vertically
integrate their business into program sourcing and production. It is believed that the television advertising industry will remain fiercely competitive and media firms will integrate their
scope of business to include program production, sourcing and advertising sales.

Television Program Production

According to the PRC regulations, television programs distributed through television channels must be pre-approved by the relevant governmental departments before production begins.
Provincia level television stations usually have Class A licenses. There are, however, few private Class A license production houses in China. Production houses with a Class A license
have more freedom in the selection of programs and can obtain distribution approval before commencing production. This shortens the production cycle and the return on investment is
higher. The Company’s television program production investment is through a well-known production house with a Class A license, which the Company believes will lower its
investment. In view of the fierce competitive environment in China, the Company has planned cooperation and joint venture arrangements with television stations in television program
production, and also makes programs available for exchange with television channel advertising time. This is also one of the successful models operated by some of the advertising
firms.

Reportsto Security Holders

The Company is not required to deliver an annual report to security holders and we do not presently intend to voluntarily deliver such reports. However, should the Company choose to
create and deliver annual reports to security holders, such annual reports will contain audited financial statements. We file al of our required information with the Securities and
Exchange Commission (the "Commission"), including Annual Reports on Form 10-KSB, Quarterly Reports on Form 10-QSB, and Current Reports on Form 8-K. The public may read
and copy any materials that are filed by us with the Commission at the Commission's Public Reference Room at 450 Fifth Street, N.W., Washington, D.C. 20549. The public may obtain
information on the operation of the Public Reference Room by calling the Commission at 1-800-SEC-0330. The statements and reports filed by us with the Commission have been filed
electronically and are available for viewing or copy on the Commission maintained Internet site that contains reports, proxy, and information statements, and other information regarding
issuers that file electronically with the Commission. The Internet address for this site can be found at: http://www.sec.gov.
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Risk Factors

Risks Related to The Company’s Business and | ndustry

The Company has a limited operating history on which to evaluate the Company’s oper ations.

The Company commenced operations in early 2005, and as such, the Company has had a limited history on which an investor may evaluate the Company’ s operations. The Company
had revenues of $7.9 million and $15.5 million for fiscal years 2005 and 2006, respectively. The Company had net income of $3.1 million and $2.1 million for fiscal years 2005 and 2006,
respectively. Any investment in the Company should be considered a high risk investment because the investor will be placing funds at risk in an unseasoned early stage company with
unforeseen costs, expenses, competition and other problems to which such companies are often subject.

The Company’s cable television migration operations require the Company to incur significant upfront costs to supply customers with set-top-boxes, recovery of
which would be better managed if the Company are able to sell customers more value-added services or additional set-top-boxes.

The Company’s agreement with the Nanhai Network Company provides that the Company migrates all cable TV subscribersin Nanha from an analog signal to a digital signal by the
end of 2007. In order for the Company to maintain a more stable liquidity, the Company must also sell to subscribers additional value-added services or sell subscribers additional STB,
in addition to receiving portions of subscription fees from the Nanhai Network Company. If a sufficient number of subscribers do not purchase additional value-added services or
additional STB from the Company, the Company may not be in a position to offset the Company’sinitia cost for providing the STB in atimely manner.

The Company’s business plan requires substantial capital and thereis no assurance that the Company will be able to raise such capital.

The Company’s god is to expand the Company’s operation by entering into new cable television digitization migration agreements with new cities similar to its arrangement with Nanhai
which requires a significant amount of capital. In particular, the Company’s ability to perform cable television migrations requires the Company to provide STB for subscribers. If future
migration arrangements have similar terms, the Company will need significant additiona capital to provide the boxes to subscribers. The Company does not have any commitments for
funding at this time, and additional funding may not be available to the Company in the future on favorable terms, if at al.

A substantial portion of the Company’s accountsreceivableiswith the Nanhai Network Company.

Approximately 72% of the Company’s accounts receivables are with the Nanhai Network Company in connection with the cable television digitization migration being performed by the
Company. These receivables are paid to the Company based on a schedule with the Nanhai Network Company. Although the Company has no reason to believe that these receivables
will not be paid in atimely manner, if the Nanhai Network Company is to delay its payment to the Company or be unable to pay the monies due to the Company, the Company’s high
concentration of credit risk may cause financial difficulties and may cause the Company to become unable to fulfill the payment obligations to the Company’s vendors.

The Company’s revenue recognition in connection with the Company’s cable television migration project occurs substantially in advance of the Company’s cash
receipts from the migration project.

The Company recognizes revenues from the Company’s cable television migration project in Nanhai on a monthly basis. However, subscribers pay their subscription fees to the Nanhai

Network Company on a quarterly basis, and the Company receives their portion of the fees thereafter, the period of which may be as long as six months. As such, there is a
considerable delay between the Company’s recognition of revenues and the cash recei pts from such revenues.
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The Company’s success will depend on public acceptance of cable servicesin China.

The cable television industry is new and evolving in China. If there is alack of acceptance or slow growth of the cable industry in China, the number of subscribers to the Company’s
services and the Company’s revenues will be adversely affected. The Company’s future results of operations will depend substantially upon the increased acceptance for payment for
television programming in China, and the willingness of subscribers to purchase value-added services, such as premium channels.

The Company is dependent on three suppliers for the Company’s set-top-boxes and smart cards.

The Company’s cable television digitization migration process requires the Company to supply subscribers with STB and smart cards. Currently, the Company relies on three suppliers
for the Company’s STB and smart cards. If any of these suppliers is unable to produce STB or smart cards as required by the Company on atimely basis and in a cost effective
manner, or if the Company’s relationship with any supplier is damaged or terminated, the Company’s ability to complete the cable television digitization migration process in Nanhai or in
other cities on schedule would be materialy adversely effected.

The Company derives a portion of the Company’s revenue from the sale of advertising time, and advertising is particularly sensitive to changes in economic
conditions.

The Company’s results of operations depend heavily on advertising revenue, and demand for advertising is affected by prevailing general economic conditions. Adverse economic
conditions generaly, and any downturns in the economy in the PRC, are likely to negatively impact the advertising industry, causing advertisers to reduce the money they spend on
purchasing advertising time. Any such declines in the level of business activity of the Company’s advertising customers may also have a materia adverse effect on the Company’s
revenues and results of operations. Although recently there has been significant growth in the PRC economy, there can be no assurance that this trend will continue or that any such
improvement in general economic conditions will generate increased advertising revenue. Global and local downturns in the general economic environment may cause the Company’s
advertising customers to reduce the amounts they spend on advertising, which could result in a decrease in demand for advertising airtime with the television stations with which the
Company work. This could adversely affect the Company’s business, financia condition, results of operations and cash flow.

The Company’s operating results are heavily dependent on the importance of television as an advertising medium.

The Company generates a significant portion of its revenues from the sale of advertising airtime on the television channels with which it works. In the advertising market, television
competes with various other advertising media, such as print, radio, the internet and outdoor advertising. There can be no assurances that the television advertising market will maintain
its current position among advertising media or that changes in the regulatory environment will not favor other advertising media. Increases in competition arising from the devel opment
of new forms of advertising media could have an adverse effect on the Company maintaining and developing its advertising revenues and, as a result, on its results of operations and
cash flows.

The Company’s advertising revenue depends on the technical reach of the television stations with which it works, the pricing of advertising time, television viewing levels, changes in
audience preferences, shifts in population, technological developments relating to media and broadcasting, competition from other broadcasters and other media operators, and trends in
the advertising markets in China in which the Company operates. There can be no assurance that the Company will be able to continue to respond successfully to such developments.
Any decline in the appeal of television generaly or of the television channels with which the Company works, specifically, whether as a result of the growth in popularity of other forms
of media or a decline in the attractiveness of television as an advertising medium, could have a material adverse effect on the Company’s results of operations and cash flows.

The Company’s profitability is dependent on the program ratings received by the channels with which it works over which the Company has limited or no control.
In general, viewer interest in programming offered on a television channel determines the audience ratings a channel receives. Ratings are a significant factor in the amount of revenues
the Company generates as ratings impact the pricing that it can charge to its advertisers. Because television stations generally make the final decision as to which programs they will

broadcast, if the television stations choose poor quality programming, or due to competitive forces are unable to secure popular programs, their channel ratings could be negatively
affected. The failure by television stations to achieve good ratings for their programs could have a materia adverse affect on the Company’s profitability.
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The success of the Company’sjoint venture arrangements with Guizhou Television Station is dependent on Guizhou Television Station.

Establishing and maintaining good relationships with Guizhou Television Station, the Company’s Chinese joint venture partner is critical to the ability of the joint venture arrangements to
achieve commercia success. The Company has limited control over the operations of the joint ventures as Guizhou Television Station owns 51% of the joint venture responsible for
sourcing and producing content, as well as schedule planning.

The requirements of being a public company may strain the Company’sresour ces and distract the Company’s management.

As a public company, the Company is subject to the reporting requirements of the Securities Exchange Act of 1934, as amended, or the Exchange Act, and the Sarbanes-Oxley Act of
2002, or the Sarbanes-Oxley Act. These requirements may place a strain on the Company’s systems and resources. The Exchange Act requires that the Company files annual,
quarterly and current reports with respect to the Company’s business and financial condition. The Sarbanes-Oxley Act requires that the Company maintains effective disclosure
controls and procedures and internal controls for financia reporting. The Company is required to document and test the Company’s internal control procedures in order to satisfy the
requirements of Section 404 of the Sarbanes-Oxley Act, which requires annual management assessments of the effectiveness of the Company’s interna controls over financial
reporting and a report by the Company’ s independent registered public accountants addressing these assessments. During the course of testing, the Company may identify deficiencies
which the Company may not be able to remediate in time to meet the deadline imposed by the Sarbanes-Oxley Act for compliance with the requirements of Section 404. The Company
will be required to comply with the requirements of Section 404 for the Company’s fiscal year ended December 31, 2008. In addition, if the Company fails to achieve and maintain the
adequacy of the Company’s internal controls, as such standards are modified, supplemented or amended from time to time, the Company may not be able to ensure that the Company
can conclude on an ongoing basis that the Company has effective internal controls over financial reporting in accordance with Section 404 of the Sarbanes-Oxley Act.

In order to maintain and improve the effectiveness of the Company’s disclosure controls and procedures and internal control over financia reporting, significant resources and
management oversight will be required. This may divert management's attention from other business concerns, which could have a material adverse effect on the Company’s business,
financial condition, results of operations and cash flows. In addition, the Company may need to hire additional accounting and financial staff with appropriate public company experience
and technical accounting knowledge, and the Company cannot assure you that the Company will be able to do so in atimely fashion.

Technological advances, the introduction of new products, and new design and manufacturing techniques could adver sely affect the Company’s operations unless the
Company is ableto adapt to the resulting changein conditions.

The Company’s future success and competitive position depends to a significant extent upon the Company’s proprietary technology, specifically the technology included in the
Company’s set-top-box. The Company will be required to expend substantial funds for and commit significant resources to the conduct of continuing research and development
activities, the engagement of additional engineering and other technical personnel, and the enhancement of design and manufacturing processes and techniques. There can be no
assurance that any new STB will receive or maintain customer or market acceptance. If the Company is unable to design and manufacture new STB on a timely and cost-effective
basis, such inability could have a material adverse effect on the Company’s business, financial condition, results of operations and liquidity.

The Company’s business oper ations may be affected by legislative or regulatory changesin China.

Relevant Chinese government authorities have recently considered and adopted new regulations that have and may continue to influence various aspects of the advertising and media
industry and the Company cannot predict the timing and effects of any new regulations. Because laws and regulations governing the advertising and media industry in China change
frequently the Company aso cannot predict the ultimate cost of complying with these requirements, or the impact of these requirements on the Company’s business. Changes in laws
and regulations governing the content of advertising, business licensing or otherwise affecting the advertising and media industry in China may materially and adversely affect the
Company’s results of operations, business or prospects.
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If the Company does not compete successfully against new and existing competitors, the Company may lose market share, and the Company’s profitability may be
adver sely affected.

The Company directly competes with other companies that sell television advertising time, including, but not limited to, other television broadcasters and certain programming companies.
The Company may face competition in the future from new entrants in this sector of the advertising industry. Increased competition could reduce the Company’s operating margins and
profitability and result in a loss of market share. Some of the Company’s competitors may have significantly greater financial, marketing or other resources than the Company.
Moreover, increased competition would provide advertisers with a wider range of advertising service aternatives, which could lead to lower prices and decreased revenues, gross
margins and profits.

The Company has reserved a significant number of shares of its common stock for issuance upon the exercise of warrants and upon the conversion of debentures.
Theissuance of these shareswill have a dilutive effect on the common stock and may lower the Company’s stock price.

During the fourth quarter of 2006, the Company issued warrants to purchase an aggregate of 17,222,205 shares of our common stock and issued convertible debentures which may be
converted into an aggregate of 6,888,882 shares of common stock. The exercise prices on these warrants range from $0.80 per share to $2.25 per share, and the conversion price of
the debentures is $0.45 per share. If issued, the shares underlying the warrants and debentures would increase the number of shares of common stock currently outstanding and will
dilute the holdings and voting rights of the Company’ s then-existing shareholders.

The Company’s Chairman controls a substantial portion of the outstanding common stock, and as long as he does, he may be able to control the outcome of
stockholder voting.

Mr. Daniel Ng, the Company’s Founder, Chairman, President and CEO, is the beneficial owner of approximately 76.9% of the outstanding shares of the Company’s common stock. As
long he owns a significant percentage of common stock, the Company’s other shareholders may be unable to affect or change the management or the direction of the Company without
his support. Mr. Ng will be able to exert significant influence over the outcome of all corporate actions requiring stockholder approval, including the election of directors, amendments to
the Company’s articles of incorporation and approval of significant corporate transactions.

The Company’s stock price is highly volatile, trading in the Company’s stock is sporadic, and the value of an investment in the Company’s common stock may
fluctuate significantly.

The market price of the Company’s common stock has fluctuated widely and may continue to fluctuate. These fluctuations may be exaggerated since the trading volume of the
Company’s common stock is volatile and sporadic. These fluctuations may or may not be based upon any business or operating results.

Risks Related with Doing Business in the People's Republic of China (the“ PRC” or “ China”)

All of the Company’s assets and operations are located in China and all of the Company’srevenueis derived from the Company’s operationsin China. Accordingly,
the Company’s results of operations and prospects will be subject, to a significant extent, to the economic, political and legal developments in China, which have
rapidly changed.

The PRC'’s economic, political and social conditions, as well as government policies, could affect the Company's business. China has been one of the world’s fastest-growing

economies. However, there is no assurance that such growth will be sustained in the future. If in the future China’s economy experiences a downturn or grows at a lower rate than
expected, there may be less demand for spending in the Company’ s markets.
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If the PRC imposes restrictions to reduce inflation, future economic growth in the PRC could be severely curtailed which could lead to a significant decrease in
profitability.

While the economy of the PRC has experienced rapid growth, this growth has been uneven among various sectors of the economy and in different geographical areas of the country.
Rapid economic growth can lead to growth in supply of money and rising inflation. In order to control inflation in the past, the PRC has imposed controls on bank credits, limits on loans
for fixed assets and restrictions on state bank lending. If similar restrictions are imposed in the future, it may lead to a slowing of economic growth and decrease the interest in the
services and products the Company offer, leading to a decline in profitability.

Because Chinese law governs all of the Company’s material agreements, the Company may not be able to enforce the Company’s rights within the PRC or
elsewhere, which could result in a significant loss of business, business opportunities or capital.

Chinese law governs all of the Company’s material agreements, many of which are with Chinese governmental agencies. The Company cannot assure you that the Company will be
able to enforce any of the Company’s material agreements. The Chinese legal system is similar to a civil law system based on written statutes. Unlike common law systems, it is a
system in which decided lega cases have little precedential value. Although legislation in China over the past 25 years has significantly improved the protection afforded to various
forms of foreign investment and contractual arrangements in China, these laws, regulations and legal requirements are relatively new and their interpretation and enforcement involve
uncertainties, which could limit the legal protection available to the Company. The inability to enforce or obtain a remedy under any of the Company’s agreements could result in a
significant loss of business, business opportunities or capital and could have a material adverse impact on the Company’s operations.

Fluctuationsin the value of the Chinese currency, the Renminbi, relative to foreign currencies could affect the Company’s operating results.

The Company prepares its financial statements in United States dollars, but payroll and other costs of non-United States operations will be payable in foreign currencies, primarily
Renminbi. To the extent future revenue is denominated in non-United States currencies, the Company would be subject to increased risks relating to foreign currency exchange rate
fluctuations that could have a material adverse affect on the Company’s business, financial condition and operating results. The value of Renminbi against the United States dollar and
other currencies may fluctuate and is affected by, among other things, changes in China’s political and economic conditions. As the Company’s operations are in Ching, any significant
revauation of the Renminbi may materially and adversely affect the Company’s cash flows, revenues and financia condition. For example, to the extent that the Company needs to
convert United States dollars into Renminbi for the Company’s operations, appreciation of this currency against the United States dollar could have a material adverse effect on the
Company’s business financia condition and results of operations. Conversely, if the Company decides to convert Renminbi into United States dollars for other business purposes and the
United States dollar appreciates against this currency, the United States dollar equivalent of the Renminbi the Company convert would be reduced. The Chinese government recently
announced that it is pegging the exchange rate of the Renminbi against a number of currencies, rather than just the United States dollar. Fluctuations in the Renminbi exchange rate
could adversely affect the Company’s business.

ITEM 2. Properties

The Company leased offices for its following subsidiaries: (1)AGL, with about 200 square meters for operation and paid total rent of $28,269 for year 2006 under |ease term expiring on
June 2007; (2) Digimedia Shenzhen, with 13 square meters and paid total rent of $4,597 for year 2006 under lease term expired on August 2006 without further renewal; (3) M-Rider,
with 613 square meters and paid total rent of $30,529 for year 2006 under lease term expiring on December 2007; and (4) Guishi Digimedia, with 3,396 square meters for operation and
paid total rent of $29,652 for year 2006 under |ease term expiring on July 2011. The Company also leased seven staff quarters with total area of 925 square meters and paid tota rent of
$10,803 for year 2006 under various lease terms expiring through October 2007.

ITEM 3. Legal Proceedings

On May 24, 2005, a Complaint was filed against us, among others, in the United States District Court for the Southern District of New York, in a matter captioned as “Ziegler, Ziegler
& Associates LLP and Scott Ziegler, Plaintiffs, v. China Digital Media Corporation and John Does 1-10, Defendants.” In the Complaint, the Plaintiffs allege, anong other things, that
we and John Does 1-10 used Plaintiff Scott Zeigler's e-mail address and Plaintiff Ziegler, Ziegler & Associates, LLP's internet domain name to distribute promotional information about
us over the internet. The Plaintiffs seek a several types of relief, including damages in an amount not less than $1,250,000. Pre-trial discovery has commenced in the matter. The file
number of the civil action is 05 CV 4960.

The Company contested the allegations of the Plaintiffs and has retained counsel admitted to practice in the U.S. District Court for the Southern District of New York to vigorously
defend the action. The Company did not hire a stock promoter or a spammer to distribute promotional e-mails, and the emails themselves recite that they were paid for by a shareholder
of our Company, and not by the Company or an affiliate. We believe that the shareholder referred to in the emails was promoting its own interest and we had nothing to do with such
activity. We believe we have no liability in this matter.

On January 18, 2006, counsel of the plaintiff threatened to file a complaint in the County Court in and for Miami-Dade County, Florida against the Company in an action for damages
that does not exceed $15,000, exclusive of court costs, attorney's fees and interest. The plaintiff alleged that the Company was a guarantor of a lease entered into by its Hairmax of
Florida, Inc. subsidiary, which abandoned the lease and failed to pay the full rental due under the lease.

The Company has made a settlement offer to the plaintiff of an amount equal to $9,000, and is awaiting the plaintiff's response. As part of any settlement, the Company will insist upon
the execution and delivery of abinding release of al claimsin favor of the Company. The company has accrued $9,000 as of December 31, 2006.

ITEM 4. Submission of Mattersto a Vote of Security Holders

None.

15



Table of Contents
PART Il

ITEM 5. Market for the Registrant’s Common Stock, Related Security Holder Matters, and Small Business I ssuer Purchases of Equity Securities

(@) The principal market in which our common stock is traded is the Over-the-Counter Bulletin Board, under the symbol “CDGT". The table below presents the high and low bid price

for our common stock each quarter during the past two years and reflects inter-dealer prices, without retail markup, markdown, or commission, and may not represent actual
transactions. We obtained the following information from QuoteMedia.com, an on-line source that provides historical pricing information.

Quarter Ended Low High
03/31/05 1.01 1.30
06/30/05 4.10 4.40
09/30/05 1.85 1.90
12/31/05 1.26 155
03/31/06 1.45 1.50
06/30/06 0.94 0.99
09/30/06 0.60 0.65
12/31/06 0.60 0.62

The above stock prices have been retroactively adjusted in the above table to reflect a 100 for 1 reverse split in 2005.

(b) Holders. The approximate number of holders of record of the Registrant's Common Stock was 103 in certificate form and over 2,361 shareholders deposit their shares with the
clearing house according to the NOBO list provided by ADP Proxy Service as of December 31, 2006.

Dividends

The Company has not declared any cash dividends on common stock since inception and does not anticipate paying such dividends in the foreseeable future. The Company plans to
retain any future earnings for use in the business. Any decisions as to future payment of dividends will depend on our earnings and financia position and such other factors, as the
Board of Directors deems relevant.

Dividend Policy

All shares of common stock are entitled to participate proportionaly in dividends if our Board of Directors declares them out of the funds legally available. These dividends may be paid
in cash, property or additional shares of common stock. The Company has not paid any dividends since inception and presently anticipates that all earnings, if any, will be retained for

development of our business. Any future dividends will be at the discretion of the Board of Directors and will depend upon, among other things, future earnings, operating and financial
condition, capital requirements, and other factors.
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Unregistered Sales of Equity Securities

During the quarter ended December 31, 2006, the Company completed a private equity financing with four accredited investors for $3,100,000, $1,100,000 of which was rolled over
from the investor of the sale the Company completed on July 7, 2006, as disclosed in the Company’s Current Report on Form 8-K filed on July 13, 2006.

The securities issued consisted of 31 Units, which consisted of (i) an eighteen-month interest bearing convertible debenture in the principal amount of $100,000, convertible at $0.45 per
share, (ii) a six-year Class A warrant to purchase 222,222 shares of Company common stock, par value $0.001 per share at an exercise price of $0.80 per share, a (iii) six-year Class B
warrant to purchase 222,222 shares of Common Stock at an exercise price of $1.20 per share, and (iv) a six-year Class C warrant to purchase 111,111 shares of Common Stock at an
exercise price of $2.25 per share.

This financing was completed pursuant to Section 4(2) and Rule 506 of Regulation D of the Securities Act of 1933, as amended (the “Securities Act”). The Company determined that
the purchasers were "accredited investors' as defined in Rule 501(a) under the Securities Act. The purchasers represented their intention to acquire the securities for investment only
and not with a view to or for sale in connection with any distribution thereof and appropriate legends were affixed to the instruments issued pursuant to this financing. The Company
paid commissions of $79,000 to a registered broker-dealer in connection with this financing.

During the quarter ended December 31, 2006, the Company issued 155,000 restricted shares to consultants as payment for their services. The consultant was an “accredited investor”
as defined in Rule 501(a) of the Securities Act.

ITEM 6. Management’s Discussion and Analysis

This discussion and analysis should be read in conjunction with the Company’s Consolidated Financial Statements and related notes thereto included in Part 11, Item 7 of this Report. All
amounts are expressed in U.S. dollars. Please aso refer to our forward-looking statement.

Overview

For the year ended December 31, 2006, the Company has further expanded its business scope and coverage by forming two new joint ventures in Guizhou province of the PRC - Guishi
Digimedia and Guishi HuaGuang. Moreover, the Company has subscribed 20% of Arable to strengthen the Company’s capabilities in developing customized applications for DTV
subscribers.

During the year under review, the Company reported a turnover of $15,523,026 (2005 : $7,862,281), an increase of 97.4% as compared with last year, and a net income of $2,136,990
(2005 restated : $3,115,093).

The Company’s business plan is to strengthen its branding and to enlarge presence and involvement in the media industry. The Company will continue to focus its resources toward
replicating its successful migration model to other cities of China, while seeking opportunities to aliance with strong strategic partners.

Critical Accounting Policies

The following discussion and analysis is based upon the Company’s consolidated financial statements, which have been prepared in conformity with accounting principles generally
accepted in the United States of America. The Company’s significant accounting policies are more fully described in the Notes to the Consolidated Financial Statements. However,
certain accounting policies and estimates are particularly important to the understanding of the Company’s financial position and results of operations and require the application of
significant judgment by the Company’s management or can be materially affected by changes from period to period in economic factors or conditions that are outside of the control of
management. As aresult they are subject to an inherent degree of uncertainty. In applying these policies, the Company’ s management uses their judgment to determine the appropriate
assumptions to be used in the determination of certain estimates. Those estimates are based on the Company’s historical operations, its future business plans and projected financia
results, the terms of existing contracts, the Company’s observance of trends in the industry, information provided by customers and information available from other outside sources, as
appropriate. The following discusses the Company’ s significant accounting policies and estimates.
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Principles of consolidation

The 2006 consolidated financial statements include the financial statements of CDMC and its 100% owned subsidiaries CDHL, AGL and its Nanhai Branch, M -Rider, Digimediz
Shenzhen, its 90% variable interest entity in HuaGuang and 51% owned subsidiary of HuaGuang in Guishi Digimedia. The Company accounts for its 49% investment held by HuaGuang
in Guishi Huaguang and its 20% investment held by CDHL in Arable using the equity method. The minority interests represent the minority shareholders’ 10% and 54.1% proportionate
share of the results of HuaGuang and Guishi Digimedia respectively. The 2005 consolidated financial statements include the accounts of CDHL, AGL and its Nanhai Branch, M-Rider,
Digimedia Shenzhen, and its 90% variable interest entity in HuaGuang. All significant inter-company transactions and balances have been eliminated in consolidation.

Consolidation of variable interest entity

In accordance with Interpretation No. 46R, Consolidation of Variable Interest Entities (“FIN 46R"), variable interest entities (VIEs) are generally entities that lack sufficient equity
to finance their activities without additiona financial support from other parties or whose equity holders lack adequate decision making ability. All VIEs with which the Company is
involved must be evaluated to determine the primary beneficiary of the risks and rewards of the VIE. The primary beneficiary is required to consolidate the VIE for financia reporting
purposes. In connection with the adoption of FIN 46R, the Company concluded that HuaGuang is a VIE and that the Company is the primary beneficiary. Under FIN 46R transition
rules, the financia statements of HuaGuang are then consolidated into the Company’s consolidated financial statements.

Property and equipment
Property and equipment are stated at cost, less accumulated depreciation. Expenditures for additions, major renewals and betterments are capitalized and expenditures for maintenance

and repairs are charged to expense as incurred. Depreciation is provided on a straight-line basis, less estimated residua value over the assets’ estimated useful lives. The estimated
useful lives are as follows: (a) STB and smart cards - 5 years; (b) Motor vehicles - 10 years; and (c) Furniture, fixtures and equipment - 5 and 8 years.

Depreciation of STB
As required by SAB11:B, depreciation and amortization for property and equipment directly attributed to the generation of revenue was classified under “Cost of Sales’. Accordingly,

depreciation of STB and smart cards of the Company in 2006 for the amount of $2,450,739 was included in “Cost of Sales’. To conform with the current account presentation, the
depreciation of STB in 2005 of $1,137,206 previously classified as “Selling, General and Administrative expenses’ is now included in “Cost of Sales”.
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Revenue recognition

Digitalization of television signals

The Company entered into an agreement with Nanhai Network Company (“Network Company”) to assist its subscribers on the conversion of television signal from analog into digital
by providing STBs and smart cards to the subscribers in Nanhai City on alease basis. The Company is entitled to receive a portion of fees, for subscribers’ television subscription and
pay-TV services, payable by Network Company, under the subscription agreement. Revenue is recognized on a straight line basis in accordance with the terms of the subscription
agreement. The Company also charges installation fees and sells STBs and smart cards to new subscribers. Revenue arising from these services is recognized when the subscriber is
invoiced for the STB and smart card upon the completion of installation works. In addition, the Company is entitled to be reimbursed for its operating expenses from Network Company
in accordance to the subscription agreement. Revenue arising from costs reimbursement is recognized when the amounts are duly agreed upon between the Company and Network
Company.

Government grant

The local government of Nanhai City also approved a grant of Rmb10,000,000 each year for five years commencing in 2004 to finance the purchase of STBs and smart cards for sale
and lease to subscribers. The grant is recognized as revenue on a straight line basis. As of December 31, 2006 and 2005, the Company received $1,276,976 and $1,232,386 of
government grant respectively.

Advertising sales

The Company acts as an advertising agent for certain television channels by selling advertising air time spaces and television program backdrops to customers. The Company's
advertising services revenue is derived from billings that are earned when the advertisements are placed and revenue is recognized as the media placements appear. During 2006, the
Company purchased blocks of advertising spaces and was the primary obligor and carried all of the credit risk for the advertisement placements and accordingly, recorded the full

amount of such billings from the advertisement placements as revenue. Deferred revenues are recognized as a liability when billings are received in advance of the date before
revenues are earned.

Software devel opment

The Company provides various information technology professional services to its customers based on a negotiated fixed-price time and materials contract. The Company recognizes
services-based revenue from al of its contracts when the services have been performed, the customers have approved the completion of the services and invoices have been issued
and collectibility is reasonably assured.

Television series

The Company invested in the production of two television series. Revenue from investments in television series is recognized upon receipt from the production company.

Supplier rebate

Rebate or refund received by the Company from its supplier, either in cash or trade discount, will be considered as an adjustment of the prices of the supplier’s products purchased by
the Company. Therefore, it will be characterized as (8) a reduction of cost of sales for subsequent selling of the products by the Company; or (b) a reduction of Property and Equipment

for products booked as fixed assets of the Company and subject to deprecation in line with the depreciable life of the relevant products; or (c) a reduction of Inventories for products
maintained in stock.
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Restatement of financials for the year ended December 31, 2005

For the year ended December 31, 2005, the Company had recorded in its Statements of Operations as Other Income of $1,794,897, which represented a volume discount given by a
STB supplier.

The origina purchase agreement was executed between the Company and the supplier on March 9, 2004. The Company re-negotiated the terms of the Purchase Agreement with the
supplier resulting in the execution of a Supplemental Purchase Agreement (“the SP Agreement”) with the supplier on August 19, 2005. The supplier agreed to fix alower price for all
future purchases and agreed to give to the Company of one-time “volume discount” of $1,794,897 (the “consideration”) to be applied as a reduction to the amount then owed by the
Company to the supplier. The Company and its independent accountants had reviewed the EITF Issue No. 02-16, “Accounting by a Customer (Including a Reseller) for Certain
Consideration Received from a Vendor.”, and determined that the issues discussed therein did not apply to the Company’s situation, as the Company interpreted the consideration as &
one-time inducement for future purchases. Accordingly, the consideration had been recorded as Other Income of the Company in the year 2005.

Subsequently, the Securities and Exchange Commission (“SEC”) informed the Company that it had a different interpretation on the application of the aforesaid EITF standard. The
Company has had further discussions with its independent accountants and has agreed to apply the aforesaid EITF standard as guidance for the Company’s accounting treatment on the
consideration, which was treated as akind of supplier rebate that in effect reduced the outstanding amount due to the supplier for previous purchases.

Accordingly, accounting treatment of the consideration has been changed. Instead of crediting the entire amount of the consideration as other income, the portion of consideration
corresponding to the sale of respective STBs will be reclassified and credited against Cost of Sales. The portion of consideration corresponding to STBs used for the Company’s digital
television migration will be treated as a reduction of the balance of Property and Equipment, whereas the remaining portion represents a reduction of the balance of Inventories which
will then either be credited against Cost of Sales or credited to the Property and Equipment in the following year in accordance with subsequent sale or migration of the STB
respectively. The aforesaid balances credited to Property and Equipment is recognized as income over the depreciable life of STB of five years by way of a reduced depreciation
charge.

Although the Company’s net income in the fiscal year of 2005 reduced by $926,526.39, being the after-tax amount of consideration credited to Property and Equipment and Inventories,
the reduction will be offset by increases in net income in the subsequent years due to the aforesaid reduction in Cost of Sales and depreciation. Over a period of five years, the impact
of the restatement mentioned herein will be leveled. Also, there will be no impact to the Company’s previously reported revenue, cash and cash equivalents.

As the Company’s entitlement to receive the consideration happened in August of 2005, no restatement of the financia statements is required prior to that period. However, the

restatement will affect the financial statements for the year ended December 31, 2005, and for the fiscal quarters ended September 30, 2005, March 31, 2006, June 30, 2006, and
September 30, 2006. Accordingly, such financial statements should no longer be relied upon.
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Net income impacts on each prior period are shown below:

Fiscal Quarter ended Increase or (Decrease) in Net Income Cumulative effect of the change of retained earnings
September 30, 2005 (992,182) (992,182)
December 31, 2005 65,656 (926,526)
March 31, 2006 56,717 (869,809)
June 30, 2006 55,257 (814,552)
September 30, 2006 58,934 (755,618)

The restated financial statements of the Company for the year ended December 31, 2005 are shown in the notes to the Company’s Consolidated Financia Statements included in Part
I1, Item 7 of this Report. Restated financial statements for the fiscal quarters ended September 30, 2005, March 31, 2006, June 30, 2006, and September 30, 2006 will be shown in a
Form 8K to be released by the Company as early as practicable.

Financia review of the Company for the year 2006:

Selected financial data
Y ears Ended December 31

2006 2005
(Restated)
Net sales $ 15523026 $ 7,862,281
Net income 2,136,990 3,115,093
Net income per share -basic (two classes method) 0.06 0.10
Net income per share -fully diluted (two classes method) 0.05 0.08
Weighted average shares outstanding - basic 31,312,535 28,231,555
Weighted average shares outstanding - fully diluted 41,494,583 37,627,388
Total assets 25,090,389 16,420,214
Working Capital (Deficit) (1,584,766) (21,140)
Stockholders' equity 12,529,348 9,656,435

No dividends have been declared or paid for any of the periods presented
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CONSOLIDATED RESULTS OF OPERATIONS

Satements of Operations ltems:

Sales

Sales for the fiscal year ended December 31, 2006 were $15,523,026 as compared to $7,862,281 for the fiscal year ended December 31, 2005, an increase of $7,660,745 or 97%. The
increase in sales was due to: (1) the consolidation of revenue from the newly acquired subsidiary, M-Rider and the joint ventures in Guiyang; and (2) increase in revenue from DTV
operation attributable to the increase in the number of television subscribers together with sales of vaue-added services and STB. The total number of DTV subscribers increased by
84,328 to 220,431 by the end of 2006. Sale of additional STB in 2006 was increased by 13,310 to 34,475, an increase of 64% as compared with last year, representing approximately
16% of total DTV subscribers in Nanhai. The number of value added package subscriptions increased by 16,977 to 19,611 in 2006, representing approximately 9% of total DTV
subscribers in Nanhai.

The digitalization project will continue in 2007 and the Company expects that revenue will continue to grow before the completion of the Nanhai project. Revenues from advertising
agency and television program production aso contribute to the total sales amount.

Gross Margin

Due to the increase in depreciation because of the acquisition of STB for the DTV migration in Nanhai and the increase in operating costs as a result of business expansion into the
agency and joint venture business of TV advertising and channel management, gross profit margin dropped from 69% in 2005 to 39% in 2006.

Expenses

Selling, general, administrative and depreciation and amortization expenses for the fiscal year ended December 31, 2006 increased by $2,188,684 or 160% to $3,560,175 in comparison
with the last fiscal year ended December 31, 2005. The increase was mainly due to the increase in business activities to support increased TV subscription revenue, hiring of additional
personnel for the development of new value-added business, the operation of newly acquired subsidiaries and finance costs incurred for fund raising.

Income Taxes

Income taxes are provided in accordance with Statement of Financial Accounting Standards No. 109 (SFAS No. 109), “Accounting for Income Taxes.” A deferred tax asset or
liahility is recorded for al temporary differences between financial and tax reporting and net operating loss-carry forwards.

Minority Interests

Minority interests in the statement of operation represent the minority shareholders’ share of the profitsin our consolidated variable interest entity and a 51% subsidiary. For the fiscal
year ended December 31, 2006, the Company recognized minority’s share of net loss of $131,074.

Net Income
The Company had net income of $2,136,990 (2005: $3,115,093) or $0.06 per common share for the year ended December 31, 2006, a decrease of $978,103 as compared with last year.

The decrease in net income was due to increase in depreciation of $1,313,533 on the STB used for the DTV migration, and the increase in finance costs on fund raising, though offset
partially by reduction in corresponding deferred taxes.
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Balance Sheet Items:

Current Assets

Current Assets of the Company had increased by $4.2 million to $11.0 million as at December 31, 2006. As the Company utilized most of the cash on DTV migration, it has maintained
alow level of cash balance of $0.4 million as at December 31, 2006, a decrease of $0.7 million from December 31, 2005. Accounts Receivable had increased by $5.4 million in 2006
after consolidation of advertising and joint venture businesses, of which $2.9 million attributable to the increase in Accounts Receivable from Nanhai Network Company corresponding
to theincrease in revenue.

Property and Equipment, Net

The net increase in property and equipment of the Company of $3.6 million mainly represented purchase of STB for migration in 2006.

Current Liabilities

Current Liabilities of the Company had increased by $5.8 million to $12.5 million as at December 31, 2006. The increase was mainly attributable to the issuance of convertible notes of
$3.1 million, increase in income tax payable of $0.5 million and consolidation of advertising agency and joint venture businesses.

Impact of Inflation

The Company believes that inflation has had a negligible effect on operations over the past two years.

Trends, Events, and Uncertainties

The Company believes that the demand for its DTV services is stable as cable television service in Nanhai is monopolized by the loca television bureau. The increase of DTV
subscribers depends on the digitalization schedule. The number of subscribers will increase according to our plan and according to the rate of increase of residences in Nanhai. The
Company is not certain about the impact of technological changes on its business such as developments in IP TV, satellite and terrestrial broadcasting. However, the Company is
studying the technology and intends to invest more resources in research and development in order to compete effectively with all technological development.

In advertising sales, the Company plan to enter into more exclusive television channel arrangements in order to increase our sales volume and try to boost our advertising rate. The
Company expects that revenue will increase as the 2008 Olympic Games hosted by the PRC in Beijing approach. The Company, however, has a concern that the cost to obtain
exclusive television channel arrangements will escalate since the PRC is opening its advertising market to foreign investors.

The Company believes television program production will generate stable revenue for the Company. The Company believes that the government policy of the PRC to control the

production and publication of media content, especially movie and television drama, is the most important factor. However, due to the demand for television programs and the
digitalization of television as the primary task for SARFT, the Company anticipates that more investors will be allowed to enter the market and competition will be increased.
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Liquidity and Capital Resources

On December 31, 2006, the Company had cash of $402,591 and a working capital deficit of $1,584,766. This compares with cash of $1,124,912 and a working capital deficit of $21,140
at December 31, 2005. The decrease in cash was mainly due to the increase in purchases of STB in Nanhai project as compared with the same period of last year.

Operating activities had a net generation of cash in the amount of $2,495,168 during the year, reflecting an excess of revenues over operating expenditures.

Net cash used in investing activities for the fiscal year ended December 31, 2006 was $6,710,930 as compared with net cash used in investing activities of $4,216,796 for the fiscal year
ended December 31, 2005. Theincrease in net cash used in investing activities was due to the increase in purchases of STBs and investment in subsidiaries.

Net cash provided by financing activities for the fiscal year ended December 31, 2006 was $3,469,262. The majority of net cash provided by financing activities was raised through the
issuance of the Company’s convertible notes in the second half year of 2006.

We continued to receive cash from Nanhai Network Company according to the project schedule and DTV migration plan. The Company's investment in STBs and smart cards
remained the substantial accounts payable at the year end of 2006. Due to the migration process in place and formation of joint venture business, additional cash generated has been
invested during the year. For further business expansion and acquisition, the Company is considering various financing methods for funding, although there is no assurance that the
Company will be able to raise additional funding on favorable terms, if at all. Without considering further expansion, the Company is expected to have sufficient cash generated from
operating activities to get through its business in the next 12 months till March 2008.

On a long-term basis, liquidity is dependent on continuation and expansion of operations, receipt of revenues, additional infusions of capital and debt financing. Our current capital and

revenues are not sufficient to fund further acquisition and business expansion. The Company is planning to raise capital through debt financing and equity raising from banks, potential
investors and partners. However, if the Company is unable to raise additional capital, its growth potential is more likely to be affected.
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Jimmy C.H. Cheung & Co
Certified Public Accountants Registered with the Public Company Accounting
(A member of Kreston International)

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors of:
China Digital Media Corporation

We have audited the accompanying consolidated balance sheets of China Digital Media Corporation and subsidiaries as of December 31, 2006 and 2005 and the related consolidated
statements of operations and comprehensive income, stockholders’ equity and cash flows for the years ended December 31, 2006 and 2005. These financial statements are the
responsibility of the Company’ s management. Our responsibility is to express an opinion on these financia statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits of the financial statements provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of China Digital Media Corporation and subsidiaries as of
December 31, 2006 and 2005 and the results of its operations and its cash flows for the years ended December 31, 2006 and 2005, in conformity with accounting principles generally
accepted in the United States of America

/[ JIMMY C.H. CHEUNG & CO
JIMMY C.H.CHEUNG & CO
Certified Public Accountants

Hong Kong

Date: January 31, 2007

1607 Dominion Centre, 43 Queen’s Road East, Wanchai, Hong Kong
Tel: (852) 25295500 Fax: (852) 28651067 Email: jchc@krestoninternational.com.hk
Website: http://www.jimmycheungco.com
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CHINA DIGITAL MEDIA CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
AS OF DECEMBER 31, 2006 AND 2005

ASSETS
2006 2005
CURRENT ASSETS (Restated)
Cash and cash equivalents $ 402591 $ 1,124,912
Accounts receivable, net of allowances 9,827,678 4,444,087
Inventories, net 475,481 394,992
Other receivable and prepaid expenses 187,818 750,591
Value added taxes recoverable 63,210 =
Total Current Assets 10,956,778 6,714,582
INTANGIBLE ASSETS 392,521 392,521
INVESTMENTSIN TELEVISION SERIES, NET 616,277 771,115
INVESTMENTSIN AFFILIATES 528,581 -
PROPERTY AND EQUIPMENT, NET 12,129,494 8,541,996
OTHER ASSETS 466,738 -
TOTAL ASSETS $ 25,090,389 $ 16,420,214
LIABILITIESAND STOCKHOLDERS EQUITY
CURRENT LIABILITIES
Convertible debentures $ 3100000 $ =
Accounts payable 5,968,778 4,792,339
Other payables and accrued liabilities 753,292 248,675
Due to adirector 84,656 41,981
Due to related companies 380,486 218,394
Business tax payable 265,655 -
Value added taxes payable - 16,330
Income tax payable 1,954,800 1,418,003
Other tax payable 33,877 =
Total Current Liabilities 12,541,544 6,735,722
COMMITMENTS AND CONTINGENCIES - -
MINORITY INTERESTS 19,497 28,057
STOCKHOLDERS EQUITY
Series A convertible preferred stock ($0.001 par value, 40,000,000 shares
authorized, 1,875,000 shares issued and outstanding as of
December 31, 2006 and 2005) 1,875 1,875
Common stock ($0.001 par value, 500,000,000 shares authorized,
31,602,365 shares issued and outstanding as of December 31, 2006;
31,039,676 shares issued and outstanding as of December 31, 2005) 31,602 31,040
Additional paid-in capital 5,663,917 4,907,679
Deferred stock compensation (84,800) (50,433)
Retained earnings
Unappropriated 5,984,383 3,848,637
Appropriated 957,586 956,343
Accumulated other comprehensive loss (25,215) (38,706)
Total Stockholders Equity 12,529,348 9,656,435
TOTAL LIABILITIESAND STOCKHOLDERS EQUITY $ 25,090,389 $ 16,420,214

The accompanying notes are an integral part of these consolidated financial statements
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CHINA DIGITAL MEDIA CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS AND
COMPREHNSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31, 2006 AND 2005

2006 2005
(Restated)

NET SALES
Revenue from digitalization of television signals $ 7214110 $ 5,391,730
Revenue from television advertising 6,712,087 1,048,175
Revenue from software development 51,688 66,716
Revenue from investments in television series 268,165 123,274
Government grant received 1,276,976 1,232,386

15,523,026 7,862,281
COST OF SALES
Cost of Sales - digitalization of television signals (1,009,846) (522,313)
Depreciation - digitalization of television signals (2,450,739) (1,137,206)
Cost of Sales - television advertising (5,815,154) (718,799)
Cost of Sales - software development - (370)
Cost of Sales - investment in television series (182,738) (83,668)
GROSS PROFIT 6,064,549 5,399,926
OPERATING EXPENSES
Selling, general and administrative expenses (3,427,901) (1,320,950)
Depreciation and amortization (132,274) (50,541)
Total Operating Expenses (3,560,175) (1,371,491)
INCOME FROM OPERATION 2,504,374 4,028,435
OTHER INCOME (EXPENSES)
Equity loss of affiliates (1,886) -
Interest income 3,737 218,035
Other income 45,670 -
Interest expenses (23,832) -
Interest paid to related companies and directors (17,257) (9,542)
Other expenses (35,910 (14,516)
Total Other Income (Expenses), net (29,478) 193,977
NET INCOME BEFORE TAXESAND MINORITY INTERESTS 2,474,896 4,222,412
Income tax expense (468,980) (1,099,420)
Minority interests 131,074 (7,899)
NET INCOME $ 2,136,990 $ 3,115,093
OTHER COMPREHENSIVE INCOME (LOSS)
Foreign currency trandation gain(loss) 13,491 (38,706)
COMPREHENSIVE INCOME $ 2150481 $ 3,076,387
Net income per share-basic - two classes method $ 006 $ 0.10
Net income per share-diluted $ 005 $ 0.08
Weighted average number of shares outstanding during the year - basic 31,312,535 28,231,555
Weighted average number of shares outstanding during the year- diluted 41,494,583 37,627,388

The accompanying notes are an integral part of these consolidated financial statements
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CHINA DIGITAL MEDIA CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2006 and 2005

Balance at
December 31, 2004

Stock issued in
recapitalization

Recapitalization

Stock issue for
convertible

perferredstock

Stock issued for
promissory notes

Stock issued for
reverse split

Stock issued for
services

Stock issued for
acquisitions

Stock issued for
acquisitions

Stock issued for
services

Stock issued for
placement

Net income for the
year

Repaid to a
stockhol der

Other comprehensive
loss

Transfer to statutory
and staff
welfare reserves

Balance at
December 31, 2005

Series A Series B Accumulated
Convertible Convertible Additiona  Deferred  Unappropriated Appropriated other
Preferred Stock Preferred Stock ~ Common Stock paid-in stock retained retained Duetoa comprehensive
Shares  Amount Shares Amount Shares Amount capital compensation  earnings earnings  stockholder loss Total
- 8 - - 3 - 1500000 $ 1,500$ 1,303,678 -$ 1380409% 309478% 223934 $ - $3,218,999
1,975,000 1,975 - - 1,993,363 1,993 6,905,364 - (6,909,332) - - - -
- - - - - - (6,909,332) - 6,909,332 - - - -
(100,000) (100 - - 20,000,000 20,000 (19,900 = - - - - -
- - - - 6,586,500 6,587 2,283,438 - - - - - 2,290,025
- - - - 113 - - - - - - - -
- - - - 7,500 8 32,242 - - - - - 32,250
- - - - 29,158 29 62,112 - - - - - 62141
- - - - 83,042 83 182,917 - - - - - 183,000
- - - - 40,000 40 67,960 (50,433) - - - - 17,567
- - - - 800,000 800 999,200 - - - - - 1,000,000
- - - - - - - - 3,115,093 - - - 3,115,093
3 ) . - - - . - - - (223934) - (223,934)
- - - - - - - - - - - (38,706)  (38,706)
= N - = - s = = (646,865) 646,865 N = N
1,875,000 1875 - - 31,039,676 31,040 4,907,679 (50,433) 3,848,637 956,343 - (38,706) 9,656,435

The accompanying notes are an integral part of these consolidated financial statements
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CHINA DIGITAL MEDIA CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS EQUITY (CONTINUED)

FOR THE YEARS ENDED DECEMBER 31, 2006 and 2005

Stock issued for
placement

Stock issued for
services

Stock issued for
oustanding
participation costs in
the production of a
televsion series

Stock issued for
services

Stock issued for
services

Stock issued for
services

Repurchase of stock

Stock issued for
services

Stock issued for
services

Stock issued for
services

Amortisation on
stock compensation

Net income for the
year

Other
comprehensive
income

Transferred to
statutory surplus
reserve

Balance at
December 31, 2006

Series A Series B Accumulated

Convertible Convertible Additional  Deferred  Unappropriated Appropriated other

Preferred Stock Preferred Stock ~ Common Stock paid-in stock retained retained Duetoa comprehensive

Shares  Amount Shares Amount Shares Amount capitl compensation  earnings earnings  stockholder loss Tota

- - - - 310,000 310 387,190 - - = = - 387,500
- - - - 2,381 2 2,998 > = > = - 3,000
- - - - 335308 33531 565,665 > = > > - 566,000
- - - - 40,000 40 46,360 = - - - - 46,400
- - - - 30,000.00 30.00 29,970.00 (26,667.00) - - - - 3333
- - - - 30,000 30 20370 (18,133) - = = = 2,267
- - - - (310,000) (310) (387,190) - - - - - (387,500
- - - - 60,000 60 44,940 (40,000) - - - - 5,000
- - - - 15000 15 10485 - - > o o 10,500
- - - - 50,000 50 35,450 = o - - - 35,500
: - - - - - - 50,433 = . . - 50433
- - - - o - - - 2,136,990 - = - 2,136,990
- - - - o - = - - - - 13,491 13,491
- - - - - - - - (1,243) 1,243 - - -

1,875,000 $ 1,875 0 3 0 31,602,365 $31,602 $5663917$ (84,800 5984384 957,586 $ 0% (25,215)$12,529,348

The accompanying notes are an integral part of these consolidated financial statements
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CHINA DIGITAL MEDIA CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2006 and 2005

2006 2005
CASH FLOWSFROM OPERATING ACTIVITIES (Restated)
Net income 2136990 $ 3,115,093
Adjusted to reconcile net income to cash provided
by operating activities:
Equity loss of affiliate 1,149 =
Amortization - cost of sales 154,838 83,668
Depreciation-cost of sales 2,450,739 1,137,206
Depreciation 132,274 50,541
Provision for doubtful debts 392,198 -
Stock issued for services 106,000 49,817
Amortization on stock compensation 50,433 -
Minority interests (131,074) 7,899
Changes in operating assets and liabilities
(Increase) decrease in:
Accounts receivable (5,775,789) (4,003,333)
Other receivables and prepaid expenses 562,773 (481,972)
Inventories (80,489) 224,640
Other assets (466,738) -
Due from a director - 26,442
Other assets -
Increase (decrease) in:
Due to adirector - (20,483)
Accounts payable 1,742,439 465,157
Other payables and accrued liabilities 462,636 214,704
Business tax payable 265,655 -
Value added taxes payable (79,540) (315,993)
Income tax payable 536,797 1,412,056
Other tax payable 33,877 N
Net cash provided by operating activities 2,495,168 1,965,442
CASH FLOWSFROM INVESTING ACTIVITIES
Investments in affiliates (529,730) (41,696)
Purchase of property and equipment (6,181,200) (4,175,100)
Net cash used in investing activities (6,710,930) (4,216,796)
CASH FLOWS FROM FINANCING ACTIVITIES
Due to related companies 162,092 188,704
Proceeds from stock issuance in private placement - 1,000,000
Proceeds from issuance of common stock - 2,290,025
Investments from a minority stockholder 122,514 -
Proceeds from convertible debentures 3,100,000 -
Due to a stockholder - (223,934)
Due to a director 84,656 =
Net cash provided by financing activities 3,469,262 3,254,795
EFFECT OF EXCHANGE RATE ON CASH 24,181 (38,706)
NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS (722,320) 964,735
CASH AND CASH EQUIVALENTSAT BEGINNING OF YEAR 1,124,912 160,177
CASH AND CASH EQUIVALENTSAT END OF YEAR 402591  $ 1,124,912
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash paid for interest 26,133 $ 9,542

SUPPLEMENTAL DISCLOSURE OF NON-CASH INVESTING AND FINANCING ACTIVITIES:

During 2006, the Company issued 335,308 shares of restricted common stock for the outstanding participation costs in the production of two television series with a fair value of

$566,000.

The accompanying notes are an integral part of these consolidated financial statements

31



Table of Contents

CHINA DIGITAL MEDIA CORPORATION
AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
AS OF DECEMBER 31, 2006 AND 2005

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND ORGANIZATION

(A) Organization
China Digital Media Corporation (“CDMC") (previously HairMax International, Inc.) was incorporated in the State of Nevada on August 13, 1987.
China Digimedia Holdings Limited (“CDHL") (previously Arcotect Digital Technology Limited) was incorporated in Hong Kong on January 5, 2000 as an investment holding
company. Through its wholly owned subsidiary, Arcotect (Guangzhou) Ltd. (“* AGL") incorporated in the People’s Republic of China (“PRC") as a wholly owned foreign
limited liability company on September 24, 2001, CDHL is engaged in software development, digital television subscription and application platform development (“software
development”). Through its Nanhai Branch (“AGL Nanhai Branch”) established in July 8, 2004, AGL is aso engaged in the business of converting television signals from
analogue into digital format (“digitalization of television signals”), using digital television set-top-box (STB) and smart cards.
On December 28, 2004, CDMC entered into a Plan of Exchange (“the Agreement”) with CDHL pursuant to which:

(i) the stockholders of CDHL purchased 2,850,000 shares of the Company’s Series A Convertible Preferred Stock from the majority stockholders of the Company in return
for the payment of $400,000 in cash.

(ii) the stockholders of CDHL has agreed to transfer al of CDHL’'s common stock to the Company for the issue of 20,000,000 shares of restricted common stock of the
Company.

The Agreement was consummated on March 31, 2005 whereupon 1,500,000 shares of restricted common stock were issued by the Company to the stockholders of CDHL in
lieu of the 20,000,000 shares of restricted common stock contemplated by the Agreement. The reduction was consented by the stockholders of CDHL in light of the
significant increase in the price of the shares of common stock of the Company since the execution of the Agreement.
Additionally, it was subsequently discovered that 875,000 shares of the Company’s Series A Convertible Preferred Stock were previously converted before the execution of
the Agreement. The stockholders of CDHL accepted the remaining 1,975,000 shares of the Company’s Series A Convertible Preferred Stock and 1,750,000 shares of
common stock converted from the 875,000 shares of the Company’s Series A Convertible Preferred Stock in lieu of the 2,875,000 shares of the Company’s Series A
Convertible Preferred Stock in return for the payment of $400,000 in cash.
On completion of the Agreement in March 2005, the merger of CDMC and CDHL was treated for accounting purposes as a capital transaction and recapitalization by
CDHL (“the accounting acquirer”) and re-organization by CDMC (“the accounting acquiree”). The financial statements have been prepared as if the reorganization had
occurred retroactively.
Accordingly, the financial statements include the following:

(1) The balance sheet consists of the net assets of the acquirer at historical cost and the net assets of the acquiree at historical cost.

(2) The statement of operations includes the operations of the acquirer for the periods presented and the operations of the acquiree from the date of the merger.
The Company changed its name to China Digital Media Corporation in March 2005.
On June 15, 2005, CDHL entered into a Strategic Alliance Agreement with shareholders of Guangdong HuaGuang Digimedia Culture Development Limited (“HuaGuang”)
whereby CDHL will hold a 90% variable interest in HuaGuang for the issue of 83,042 shares of CDMC. On January 24, 2007, CDHL exercised its right to hold 100%
interest in HuaGuang.
On August 25, 2005, CDHL acquired a 100% interest in Guangdong M -Rider Media Company Limited (“M-Rider”), a limited liability company in the PRC, from the
shareholders of M-Rider for US$132,927 in cash and 29,158 shares of CDMC.
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CHINA DIGITAL MEDIA CORPORATION
AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
AS OF DECEMBER 31, 2006 AND 2005

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND ORGANIZATION (CONTINUED)

(")

(®)

©

©

~

(]

Organization (Continued)

On October 17, 2005, CDHL established a wholly-owned subsidiary, Digimedia Services (Shenzhen) Limited (“Digimedia Shenzhen) in the PRC with a registered capital of
$100,000. The subsidiary has no operations since its incorporation.

On May 8, 2006, HuaGuang set up two joint ventures, namely Guizhou Guishi Digimedia Advertising Company Limited (“Guishi Digimedia”) in which HuaGuang owns 51%
interest, and Guizhou Guishi Huaguang Media Company Limited (“Guishi HuaGuang”) in which HuaGuang owns 49% interest, both located in China. Guishi Digimedia was
formed to provide advertising agency services whereas Guishi HuaGuang was formed to provide television programming services, both for a period of 20 years.

On August 23, 2006, CDHL acquired a 20% interest in Arable Media Limited (“Arable’). Arable is engaged in the business of developing middleware software and
applications for digital television STB.

CDMC, CDHL, AGL, HuaGuang, M-Rider, Digimedia Shenzhen, Guishi Digimedia and Guishi HuaGuang are hereinafter referred to as (“the Company”).
Use of estimates

The preparation of the financial statements in conformity with generally accepted accounting principles requires management to make estimates and assumptions that affect
the reported amount of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.
Principles of consolidation
The accompanying 2006 consolidated financial statements include the financia statements of CDMC and its 100% owned subsidiaries CDHL, AGL and its Nanhai Branch,
M-Rider and Digimedia Shenzhen, its 90% variable interest entity in HuaGuang and 51% owned subsidiary of HuaGuang in Guishi Digimedia. The Company accounts for its
49% investment held by HuaGuang in Guishi Huaguang and its 20% investment held by CDHL in Arable using the equity method. The minority interests represent the
minority shareholders’ 10% and 54.1% proportionate share of the results of HuaGuang and Guishi Digimedia respectively.

The accompanying 2005 consolidated financial statements include the accounts of CDHL, AGL and its Nanhai Branch, M-Rider, Digimedia Shenzhen, and its 90% variable
interest entity in HuaGuang.

All significant inter-company transactions and balances have been eliminated in consolidation.

Consolidation of variable interest entity

In accordance with Interpretation No. 46R, Consolidation of Variable Interest Entities (“FIN 46R"), variable interest entities (VIES) are generally entities that lack
sufficient equity to finance their activities without additional financia support from other parties or whose equity holders lack adequate decision making ability. All VIEs with
which the Company is involved must be evaluated to determine the primary beneficiary of the risks and rewards of the VIE. The primary beneficiary is required to
consolidate the VIE for financial reporting purposes.

In connection with the adoption of FIN 46R, the Company concluded that HuaGuang is a VIE and that the company is the primary beneficiary. Under FIN 46R transition
rules, the financial statements of HuaGuang are then consolidated into the Company’s consolidated financial statements.

Cash and cash equivalents

For purpose of the statements of cash flows, cash and cash equivalents include cash on hand and demand deposits with a bank with a maturity of less than three months.
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Accounts receivable

The Company extends unsecured credit to its customers in the ordinary course of business but mitigates the associated risks by performing credit checks and actively
pursuing past due accounts. An allowance for doubtful accounts is established and recorded based on managements’ assessment of the credit history with the customer and
current relationships with them.

As of December 31, 2006 and 2005, the Company considers all its accounts receivable to be collectible after provision for doubtful accounts made in the financial statements.
Inventories

Inventories are stated at lower of cost or market value, cost being determined on afirst in first out method. The Company provided inventory alowances based on excess and
obsolete inventories determined principally by customer demand. Inventory consists of finished goods purchased directly from manufacturers.

Property and equipment

Property and equipment are stated at cost, less accumulated depreciation. Expenditures for additions, major renewals and betterments are capitalized and expenditures for
maintenance and repairs are charged to expense as incurred.

Depreciation is provided on a straight-line basis, less estimated residual value over the assets’ estimated useful lives. The estimated useful lives are as follows:

Set Top Box (“STB”) and smart cards 5 Y ears
Motor vehicles 10 Years
Furniture, fixtures and equipment 5 and 8 Years

Depreciation of STB

As required by SAB11:B, depreciation and amortization for property and equipment directly attributed to the generation of revenue was classified under “Cost of Sales’.
Accordingly, depreciation of STB and smart cards of the Company in 2006 for the amount of $2,450,739 was included in “Cost of Sales’. To conform with the current
account presentation, the depreciation of STB in 2005 of $1,137,206 previously classified as “Selling, General and Administrative expenses” is now included in “Cost of
Sales’.

Investments in television series

Investments in television series represent the unamortized costs of acquired television series production and participation costs. The investments are stated at the lower of
cost less accumulated amortization or fair values. The investments are amortized, using the individual television series forecast method, in the proportion that current revenue
bears to management’s estimate of ultimate revenue expected to be recognized from the exploitation and exhibition of the television series. The ultimate revenue which
includes estimates over a period not to exceed 10 years following the date of initial release are prepared on a title-by-title basis and reviewed periodically based on current
market conditions. Estimate of future revenue involve measurement uncertainty and it is therefore possible that reduction in the carrying value of investments in television
series may be required as a consequence of changes in management’ s future revenue estimates.

Long-lived assets

The Company accounts for long-lived assets under the Statements of Financial Accounting Standards Nos. 142 and 144 “Accounting for Goodwill and Other Intangible
Assets” and “Accounting for Impairment or Disposal of Long-Lived Assets’ (“SFAS No. 142 and 144”). In accordance with SFAS No. 142 and 144, long-lived assets held
and used by the Company are reviewed for impairment annually in the fourth quarter or more frequently if events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. For purposes of evaluating the recoverability of long-lived assets, when undiscounted future cash flows will not be sufficient to
recover an asset’s carrying amount, the asset is written down to its fair value. The Company believes that no impairment of property and equipment, goodwill and other
investments exist at December 31, 2006.
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(K)

L)

Vauation of financia instruments

Statement of Financial Accounting Standards No. 107, "Disclosure About Fair Value of Financia Instruments," requires certain disclosures regarding the fair value of
financia instruments. Fair value of financial instruments is made at a specific point in time, based on relevant information about financial markets and specific financial
instruments. As these estimates are subjective in nature, involving uncertainties and matters of significant judgment, they cannot be determined with precision. Changes in
assumptions can significantly affect estimated fair values.

The carrying vaue of cash and cash equivalents, accounts receivable (trade and others), accounts payable (trade and related party) and accrued liabilities approximate their
fair value because of the short-term nature of these instruments. The Company places its cash and cash equivalents with what it believes to be high credit quality financia
ingtitutions. The Company controls credit risk related to accounts receivable through credit approvals, credit limit and monitoring procedures. The Company routinely assesses
the financial strength of its customers and, based upon factors surrounding the credit risk, establishes an allowance, if required, for uncollectible accounts and, as a
consequence, believes that its accounts receivable credit risk exposure beyond such allowance is limited.

The Company’s major operation is in the PRC, which may give rise to significant foreign currency risks from fluctuations and the degree of volatility of foreign exchange
rates between the United States dollars (“US$") and the Chinese Renminbi (“RMB”). Nevertheless, the Company does not believe that its foreign currency exchange rate
fluctuation risk is significant, especialy if the PRC government alows only gradual currency fluctuation so as to maintain the relative stability of RMB.

The Company accounts for non-hedging contracts that are indexed to, and potentialy settled in, its own common stock in accordance with the provisions of Emerging Issues
Task Force 00-19, “Accounting for Derivative Financia Instruments Indexed to, and Potentialy Settled in, a Company’s Own Stock” (“EITF 00-19”). These non-hedging
contracts accounted for in accordance with EITF 00-19 include freestanding warrants to purchase the Company’s common stock as well as embedded conversation features
that have been bifurcated from the host contract in accordance with the requirements of SFAS 133, “Accounting for Derivative Instruments and Hedging Activities” (“SFAS
133"). Under certain circumstances that could require the Company to settle these equity items in cash or stock, and without regard to probability, EITF 00-19 could require
the classification of al or part of the item as aliability and the adjustment of that reclassified amount to fair value at each reporting period, with such adjustments reflected in
the line item of change in valuation of derivative as other income (expenses) in the statements of operations.

During the year, the Company issued 4% secured convertible debentures in a face amount of US$3,100,000 which are due and payable in full in 18 months from their
issuance. As fixed prices are set for the conversion prices of such convertible debentures and the attached warrants, the Company is in a position to be sure it had adequate
authorized shares for the future conversion of convertible debentures and warrants. Therefore, no embedded derivatives and warrants are required to be recorded at fair
value and marked-to-market at each reporting period.

Revenue recognition

Digitalization of television signals

The Company entered into an agreement with Nanhai Network Company (“Network Company”) to assist its subscribers on the conversion of television signal from analog
into digital by providing STB and smart cards to the subscribers in Nanhai City on a lease basis. The Company is entitled to receive a portion of fees, for subscribers’
television subscription and pay-TV services, payable by Network Company, under the subscription agreement. Revenue is recognized on a straight line basis in accordance
with the terms of the subscription agreement. The Company aso charges installation fees and sells STB and smart cards to new subscribers. Revenue arising from these

services is recognized when the subscriber isinvoiced for the STB and smart cards upon the completion of installation works.

In addition, the Company is entitled to be reimbursed for its operating expenses from Network Company in accordance to the subscription agreement. Revenue arising from
costs reimbursement is recognized when the amounts are duly agreed upon between the Company and Network Company.
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L)

(M)

Revenue recognition (Continued)
Government grant

The local government of Nanhai City also approved a grant of Rmb10,000,000 each year for five years from 2004 to finance the purchase of STB and smart cards for sale
and lease to subscribers. The grant is recognized as revenue on a straight line basis.

As of December 31, 2006 and 2005, the Company received $1,276,976 and $1,232,386 of government grant respectively.
Advertising sales

The Company acts as an advertising agent for certain television channels by selling advertising air time spaces and television program backdrops to customers. The
Company's advertising services revenue is derived from billings that are earned when the advertisements are placed and revenue is recognized as the media placements
appear. During 2006, the Company purchase blocks of advertising spaces and was the primary obligor and carried all of the credit risk for the advertisement placements and
accordingly, recorded the full amount of such billings from the advertisement placements as revenue. Deferred revenues are recognized as a liability when billings are
received in advance of the date before revenues are earned.

Software development

The Company provides various information technology professional services to its customers based on a negotiated fixed-price time and materials contract. The Company
recognizes services-based revenue from al of its contracts when the services have been performed, the customers have approved the completion of the services and invoices
have been issued and collectibility is reasonably assured.

Television series

The Company invested in the production of two television series. Revenue from investmentsin television series is recognized upon receipt from the production company.
Supplier rebate

Rebate or refund received by the Company from its supplier, either in cash or trade discount, will be considered as an adjustment of the prices of the supplier’s products
purchased by the Company. Therefore, it will be characterized as () a reduction of cost of sales for subsequent selling of the products by the Company; or (b) a reduction of
property and equipment for products booked as fixed assets of the Company and subject to deprecation in line with the depreciable life of the relevant products; or (c) a
reduction of inventories for products maintained in stocks.

Income taxes

The Company accounts for income taxes under the Statement of Financia Accounting Standards No. 109, “Accounting for Income Taxes’ (“Statement 109"). Under
Statement 109, deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between the financial statement carrying amounts
of existing assets and liabilities and their respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in

the years in which those temporary differences are expected to be recovered or settled. Under Statement 109, the effect on deferred tax assets and liabilities of a changein
tax rates is recognized in income in the period included the enactment date.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND ORGANIZATION (CONTINUED)

(N) Foreign currency transactions

CDMC and CDHL maintain their accounting records in their functional currencies of US$ and Hong Kong Dollars (“HK$") respectively, whereas AGL, M-Rider,
HuaGuang, Guishi Digimedia, Guishi HuaGuang and Shenzhen DigiMedia maintain their accounting records in their functional currency of RMB.

Foreign currency transactions during the year are trandlated to the functional currency at the approximate rates of exchange on the dates of transactions. Monetary assets
and liabilities denominated in foreign currencies at the balance sheet date are translated at the approximate rates of exchange at that date. Non-monetary assets and liabilities
are trandated at the rates of exchange prevailing at the time the asset or liability was acquired. Exchange gains or losses are recorded in the statement of operations.

The financial statements of the subsidiaries (whose functional currency is HK$ or RMB) are trandated into US$ using the closing rate method. The balance sheet items are
translated into US$ using the exchange rates at the respective balance sheet dates. The capital and various reserves are translated at historical exchange rates prevailing at
the time of the transactions while income and expenses items are trandlated at the average exchange rate for the year. All exchange differences are recorded within equity.
Trandlation gain (loss) for the years ended December 31, 2006 and 2005 were $13,491(gain) and $38,706 (loss) respectively.

(O) Comprehensive income (loss)
The foreign currency translation gain or loss resulting from trandation of the financial statements expressed in HK$ and RMB to US$ is reported as other comprehensive
income gain in the statements of operations and stockholders’ equity. Comprehensive income (loss) for the years ended December 31, 2006 and 2005 were $13,491(income)
and $38,706 (loss) respectively.

(P) Income per share
Basic income per share is computed by dividing income available to common shareholders by the weighted average number of common shares outstanding during the year.
Diluted income per share is computed similar to basic income per share except that the denominator is increased to include the number of additiona common shares that
would have been outstanding if the potential common shares had been issued and if the additional common shares were dilutive in nature.

(Q) Segments

The Company operates in five reportable segments, digitalization of television signals, software development, television advertising, investments in television series and other.
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(R) Recent accounting pronouncements

In July 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes—an Interpretation of FASB Statement 109 (“FIN 48"), which
clarifies the accounting for uncertainty in tax positions. This Interpretation provides that the tax effects from an uncertain tax position can be recognized in the Company’s
financial statements, only if the position is more likely than not of being sustained on audit, based on the technical merits of the position. The provisions of FIN 48 are effective
as of the beginning of fiscal 2007, with the cumulative effect of the change in accounting principle recorded as an adjustment to opening retained earnings. The Company is
currently evaluating the impact this new Standard, but believes that it will not have a material impact on the Company’s financia position.

In September 2006, FASB issued Statement 157, Fair Value Measurements. This statement defines fair value and establishes a framework for measuring fair value in
generally accepted accounting principles (GAAP). More precisely, this statement sets forth a standard definition of fair value as it applies to assets or lighilities, the principal
market (or most advantageous market) for determining fair value (price), the market participants, inputs and the application of the derived fair value to those assets and
liabilities. The effective date of this pronouncement is for al full fiscal and interim periods beginning after November 15, 2007. The Company is currently evaluating the
impact this new Standard, but believes that it will not have a material impact on the Company’s financial position.

In September 2006, FASB issued Statement 158, Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans, which amend FASB Statements
No. 87, 88, 106 and 132(R). This statement requires employers to recognize the overfunded or underfunded status of a defined benefit postretirement plan as an asset or
liability in itsfinancia statements and to recognize changes in that funded status in the year in which the changes occur. The effective date for the Company would be for any
full fiscal years ending after December 15, 2006. The Company is currently evaluating the impact this new Standard, but believes that it will not have a material impact on the
Company’s financia position.

2. RESTATEMENT OF FINANCIAL STATEMENTS

The financia statements for the year ended December 31, 2005 have been restated to reclassify a volume discount of $1,794,897 (“consideration”) agreed with its STB supplier
previously recorded as other income to be applied as a reduction against inventory, cost of goods sold or as a reduction of the balance of Property and Equipment for STB that
have been leased to customers. The change in accounting treatment resulting in this restatement is in accordance with the Company’s accounting policy on supplier rebate
shown in note 1 (L). The portion of consideration credited to Property and Equipment is recognized as income over the depreciable life of STB of five years by way of a
reduced depreciation charge.
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The restated financia statements for the year ended December 31, 2005 are shown as follows:

CONSOLIDATED BALANCE SHEETS

ASSETS
As previously
reported Adjustments Restated

CURRENT ASSETS

Cash and cash equivalents 1,124,912 1,124,912

Accounts receivable, net of allowances 4,444,087 4,444,087

Inventories, net 426,027 (31,035) 394,992

Other receivable and prepaid expenses 750,591 750,591

Value added taxes recoverable - -

Total Current Assets 6,745,617 (31,035) 6,714,582

INTANGIBLE ASSETS 392,521 392,521

INVESTMENTSIN TELEVISION SERIES, NET 771,115 771,115

INVESTMENTSIN AFFILIATES o o

PROPERTY AND EQUIPMENT, NET 9,893,836 (1,351,840) 8,541,996

OTHER ASSETS
TOTAL ASSETS 17,803,089 (1,382,875) 16,420,214
CURRENT LIABILITIES

Convertible debentures - -

Accounts payable 4,792,339 4,792,339

Other payables and accrued liabilities 248,675 248,675

Due to a director 41,981 41,981

Due to related companies 218,394 218,394

Business tax payable - -

Vaue added taxes payable 16,330 16,330

Income tax payable 1,874,352 (456,349) 1,418,003

Other tax payable - -

Total Current Liabilities 7,192,071 (456,349) 6,735,722

COMMITMENTS AND CONTINGENCIES - -
MINORITY INTERESTS 28,057 28,057
STOCKHOLDERS EQUITY

Series A convertible preferred stock ($0.001 par value, 40,000,000 shares

authorized, 1,875,000 shares issued and outstanding as of

December 31, 2006 and 2005) 1,875 1,875

Common stock ($0.001 par value, 500,000,000 shares authorized,

31,039,676 shares issued and outstanding as of December 31, 2005) 31,040 31,040

Additional paid-in capital 4,907,679 4,907,679

Deferred stock compensation (50,433) (50,433)

Retained earnings

Unappropriated 4,775,163 (926,526) 3,848,637

Appropriated 956,343 956,343

Accumulated other comprehensive loss (38,706) (38,706)

Total Stockholders' Equity 10,582,961 (926,526) 9,656,435

TOTAL LIABILITIESAND STOCKHOLDERS EQUITY 17,803,089 (1,382,875) 16,420,214
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CONSOLIDATED STATEMENTS OF OPERATIONS

As previously
reported Adjustments Restated
NET SALES

Revenue form digitalization of television signas $ 5,391,730 5,391,730

Revenue from television advertising 1,048,175 1,048,175

Revenue from software development 66,716 66,716

Revenue from investments in television series 123,274 123,274

Government grant received 1,232,386 1,232,386

7,862,281 0 7,862,281
COST OF SALES- OPERATING (1,482,300) 157,150 (1,325,150)
COST OF SALES- DEPRECIATION (1,392,077) 254,871 (1,137,206)
GROSS PROFIT 4,987,904 412,022 5,399,926
OPERATING EXPENSES
Selling, general and administrative expenses 1,320,950 1,320,950
Depreciation and amortization 50,541 50,541
Total Operating Expenses 1,371,491 0 1,371,491
INCOME FROM OPERATION 3,616,413 412,022 4,028,435
OTHER INCOME (EXPENSES)

Equity loss of affiliates - -

Interest income 218,035 218,035

Volume discounts earned 1,794,897 (1,794,897) 0

Other income - -

Interest expenses - -

Interest paid to related companies and directors (9,542) (9,542)

Other expenses (14,516) (14,516)

Total Other Income (Expenses), net 1,988,874 (1,794,897) 193,977
NET INCOME BEFORE TAXES 5,605,287 (1,382,875) 4,222,412

Income tax expense (1,555,769) 456,349 (1,099,420)

Minority interests (7,899) (7,899)
NET INCOME $ 4,041,619 (926,526) 3,115,093
OTHER COMPREHENSIVE INCOME (LOSS)

Foreign currency trandlation gain (10ss) (38,706) (38,706)
COMPREHENSIVE INCOME $ 4,002,913 (926,526) 3,076,387
Net income per share-basic - two classes method $ 0.13 (0.03) 0.10
Net income per share-diluted $ 0.11 (0.03) 0.08
Weighted average number of shares outstanding during the year - basic 28,231,555 28,231,555
Weighted average number of shares outstanding during the year- diluted 37,627,388 37,627,388
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3. INTANGIBLE ASSETS

Intangible assets of the Company represent goodwill recognized upon the acquisition of M-Rider. On July 12, 2005, pursuant to a Share Transfer Agreement (“ST Agreement”),
CDHL acquired al of the issued and outstanding capital of M-Rider, a PRC company engaged in the design, production and distribution of advertisements through television
channels. Under the terms of the ST Agreement, CDHL purchased all of the issued and outstanding capital of M-Rider for atotal consideration of $1,047,559; $132,927 payable in
cash and $914,632 payable by the issue of shares of the Company’s common stock. The ST Agreement became effective on August 25, 2005 when approva from the PRC
Government of the acquisition was obtained. On the effective date, CDHL paid the cash consideration of $132,927 and issued the 29,158 shares of the Company’s restricted
common stock having a value of $62,141 to the stockholders of M-Rider. The balance of $852,491 in value of the Company’s shares of common stock is payable one year from the
effective date on the conditions that the net operating cash flow of M-Rider on that day is not less than RMB10 million and the two stockholders of M -Rider who transferred M-
Rider’s shares to the Company are to be hired by M-Rider for a period of three years. Since the targeted performance has not been achieved, the stockholders of M-Rider are no
longer entitled to receive the balance of the purchase consideration of $852,491.

Goodwill of the aforesaid acquisition was calculated as follow:

Cash and cash equivalents $ 210,718
Accounts receivable 129,343
Other receivables and prepaid expenses 197,877
Total current assets 537,938
Property and equipment, net 56,137
Total assets 594,075
Less: Accounts payable and accrued liabilities (791,528)
Net liabilities acquired (197,453)
Consideration for acquisition 195,068
Goodwill $ 392,521

During the fourth quarter of 2006, the Company performed impairment tests on the goodwill recognized on M-Rider’s acquisition and believes that no impairment of goodwill exists.
4. INVESTMENTSIN AFFILIATES

(A) On May 8, 2006, the Company’s 90% VIE, HuaGuang, established Guishi Huaguang, a 49% joint venture company in China to provide television programming services for a
period of 20 years.

The Company’s effective interest of 44.1% in Guishi Huaguang is accounted for using the equity method of accounting and is stated at cost plus equity in undistributed earnings or
losses since acquisition.

A summary of the audited condensed financial statements of the affiliate as of December 31, 2006 is as follows:

Current assets $ 381,553
Non-current assets 245,115
Total Assets $ 626,668
Current liabilities $ 246,150
Stockholders' equity 380,518
Total Liabilities and Stockholders' Equity $ 626,668
Revenues $ =
Gross Profit $ -
Net loss $ (2,575)

The Company’s share of the loss for the year ended December 31, 2006 is as follow:
Company share at 44.1% $ (1,135)
Equity in loss of affiliate $ (1,135)
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4. INVESTMENTSIN AFFILIATES (CONTINUED)

(B) On August 23, 2006, the Company subscribed to 20% equity interest in Arable, alimited liability company organized and existing under the laws of Hong Kong for $2,568. The
Company also loaned $356,991 to Arable as of December 31, 2006.

The Company’s effective interest of 20% in Arable is accounted for using the equity method of accounting and is stated at cost plus equity in undistributed earnings since
subscription.

Current assets $ 268,140
Non-current assets 370,344
Total Assets $ 638,484
Non-current ligbilities, including loan from CDHL $ 685,198
Stockholders’ equity (46,714)
Total Liabilities and Stockholders’ Equity $ 638,484
Revenues $ >
Gross Profit $ -
Net loss $ (59,555)

The Company’s share of the loss for the period from the date of subscription to December 31, 2006 is as follows:

Company share at 20% $ (750)
Equity in loss of affiliate $ (750)
5. ACCOUNTSRECEIVABLE, NET
Accounts receivable at December 31, 2006 and 2005 consisted of the following:
2006 2005

Accounts receivable $ 10219876 $ 4,444,087
Less: alowance for doubtful accounts (392,198) -
Accounts receivable, net $ 0827678 $ 4,444,087

As of December 31, 2006 and 2005, the Company considered all accounts receivable collectable after a provision for doubtful accounts was made which was $392,198 and $0 for
the years ended December 31, 2006 and 2005 respectively.

6. INVENTORIES, NET

Inventories at December 31, 2006 and 2005 consisted of the following:

2006 2005
Finished goods $ 475481 $ 394,992
Less: provision of obsolescence - -
Inventories, net $ 475481  $ 394,992
For both of the years ended December 31, 2006 and 2005, the Company has not recorded a provision for obsolete inventories.

7. OTHER RECEIVABLES AND PREPAID EXPENSES

Other receivables and prepaid expenses at December 31, 2006 and 2005 consisted of the following:

2006 2005
Deposit paid for the sole advertising agency - 631,319
Advances to staff 83,659 17,851
Prepayments 85,252 85,743
Trade deposits 10,156 7,280
Utility deposits 8,751 8,398

$ 187,818 $ 750,591
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8.

10.

11

INVESTMENTSIN TELEVISION SERIES, NET
Investments in television series related to the Company’ s participations in the production of two television series through HuaGuang, a 90% held VIE:-

2006 2005
Television participation costs 885,711 854,783
Less: accumulated amortization 269,434 83,668
Television participation costs, net $ 616,277 $ 771,115

a) HuaGuang, a VIE, entered into two investment contracts to participate in the production of two television series. The Company’s participation is 20% and 34% of the total
production costs. These investments, for which the Company does not have significant influence, are accounted for under the cost method of accounting.

b) During the year ended December 31, 2006, the Company reviewed future revenue projections supporting the carrying value of its investments in television series in accordance
with its accounting policy described in note 1 (i). No impairment to the carrying values of the investments in television series is required.

. PROPERTY AND EQUIPMENT, NET

The following is a summary of property and equipment at December 31:

2006 2005
STB and smart cards leased to subscribers $ 15744782  $ 9,891,389
Motor vehicles 103,868 71,955
Furniture and office equipment 498,285 202,391
16,346,935 10,165,735
Less: accumulated depreciation 4,217,441 1,623,739
Property and equipment, net $ 12129494  $ 8,541,996

Depreciation expense for the years ended December 31, 2006 and 2005 was $2,906,051 and $1,442,618 respectively.

OTHER ASSETS

Other assets represent deferred finance costs relate to commission, legal and financial advisory fees directly attributable to the issuance of the convertible debenture by the
Company during the year totaling $620,480. Deferred finance costs are amortized over the life of the debenture of 18 months from November 2006. In 2006, costs amortized as
expenses were $68,942 and costs classified as deferred stock compensation were $84,800.

CONVERTIBLE DEBENTURES

On July 7, 2006, the Company sold 20 units of securities to a corporate investor for $1,000,000 and on July 21, 2006, the Company sold 2 units of securities to an accredited investor
for $100,000. Each unit consists of a 8% interest bearing convertible debenture in the principal amount of $50,000, convertible at $0.80 per share, together with certain rights of
warrants. On November 17, 2006, the Company completed a private equity financing with four accredited investors for $3,000,000, $1,000,000 of which was rolled over from the
investor of the sale completed on July 7, 2006. The investor’s previously purchased securities were returned to the Company in partial exchange for the units issued on this private
equity financing. Upon the closing of this private equity financing, the investor waived al rights associated with the previously purchased securities and waived all interest payments
accrued on the previously purchased securities. Furthermore, on December 13, 2006, the Company has completed another private equity financing with an accredited investor for
$100,000.

As aresult of the above, during 2006, the Company has issued the following convertible debentures;

a) On November 17, 2006 to a financial institution for $ 2,150,000
b) On November 17, 2006 to a financial institution for $ 200,000
¢) On November 17, 2006 to afinancia institution for $ 500,000
d) On November 17, 2006 to an individual investor for $ 150,000
€) On December 13, 2006 to an individual investor for $100,000

The above convertible debentures were issued pursuant to the private equity financing as described above where the Company sold a total 31 units of securities. Each unit consists
of (i) an eighteen-month 4% interest bearing convertible debenture in the principal amount of $100,000, convertible at $0.45 per share, (ii) a six-year Class A warrant to purchase
222,222 shares of the Company’s common stock, par value $0.001 per share at an exercise price of $0.80 per share, a (iii) six-year Class B warrant to purchase 222,222 shares of
the Company’s common stock at an exercise price of $1.20 per share, and (iv) a six-year Class C warrant to purchase 111,111 shares of the Company’s common stock at an
exercise price of $2.25 per share. The securities issuable upon conversion of the debenture and exercise of the warrants are eligible for certain registration rights.
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12. OTHER PAYABLES AND ACCRUED LIABILITIES

Other payables and accrued liabilities at December 31, 2006 and 2005 consist of the following:

2006 2005
Other payables $ 229116 $ 87,546
Deposits received from customers 239,466 74,302
Accrued liabilities 284,710 86,827
$ 753292 $ 248,675

13. INCOME TAX
a CDMC was incorporated in the United States and has incurred net operating loss for income tax purposes for 2006 and 2005.

CDHL was incorporated in Hong Kong and is subject to Hong Kong profits tax. No provision for Hong Kong profits tax has been made since CDHL incurred a loss during
2006 and 2005.

AGL, M-Rider, HuaGuang, Guishi Digimedia, Guishi HuaGuang and Shenzhen DigiMedia were incorporated in the PRC and are subject to PRC income tax which is
computed according to the relevant laws and regulations in the PRC. The applicable tax rate has been 33%, and for HuaGuang, Guishi Digimedia, Guishi HuaGuang and
Shenzhen DigiMedia, no tax benefit is expected from the tax credits in the future. The income tax expenses for 2006 and 2005 are summarized as follows:

PRC Income Tax 2006 2005

Current $ - % -

Deferred 468,980 1,099,420
$ 468980 $ 1,099,420

Deferred tax liabilities result from temporary differences for revenues earned but not yet taxable under PRC tax regulations.

b The Company’s deferred tax asset at December 31, 2006 and 2005 consists of net operating losses carry forwards calculated using statutory effective tax rates. Due to their
history of losses for CDMC and CDHL, the Company believes that sufficient objective, positive evidence currently exists to conclude that recoverability of its net deferred
tax assets is unlikely rather than not. Consequently, the Company has provided a valuation allowance covering 100% of its net deferred tax assets.

As at December 31, 2006, CDMC had loss carry forwards of approximately $366,051 for U.S. income tax purposes available for offset against future taxable U.S. income
expiring in 2025.

As at December 31, 2006, CDHL has Hong Kong tax loss carry forwards of approximately $40,794. Currently, the Hong Kong tax losses can be carried forward indefinitely.

¢ Thereconciliation of income taxes computed at the statutory income tax rates to total income taxes for the years ended December 31, 2006 and 2005 is as follows:

2006 2005
CDMC
Income tax computed at the federal statutory rate 34% 34%
State income taxes, net of federal tax benefit 5% 5%
Valuation allowance (39%) (39%)
CDHL
Income tax computed at applicable tax rate 17.5% 17.5%
Vauation allowance (17.5%) (17.5%)

Total deferred tax asset 0% 0%
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14. NET INCOME PER SHARE

Earnings per share on a diluted basis were $0.05 and $0.08 for the fiscal years ended December 31, 2006 and 2005 respectively. As of December 31, 2006, the Company has
outstanding:

- 31,602,365 shares of common stock;

- 1,875,000 shares of preferred stock;

- 6,888,882 shares of common stock to be issued upon conversion of convertible debenture (“CD");

- warrants to purchase 6,888,882 shares of common stock at an exercise price of $0.80 per share, expire in November 2012;

- warrants to purchase 6,888,882 shares of common stock at an exercise price of $1.20 per share, expire in November 2012; and
- warrants to purchase 3,444,441 shares of common stock at an exercise price of $2.25 per share, expire in November 2012.

In accordance with paragraph 40 and 41 of SFAS 128 and EITF 03-6, basic and diluted earnings per share on a two class method for the fiscal year ended December 31, 2006 and
2005 were calculated as follows:

2006 2005
Earnings (Restated)
Net Income 2,136,990 3,115,093
Basic - 2 classes method
Income available to common stockholders 2,136,990 3,115,093
Weighted-average common stock outstanding 31,312,535 28,231,555
Number of preferred stock 1,875,000 1,875,000
Weighted-average common stock outstanding - assume CD converted 807,048 -
Basic earnings per share - Common Stock 0.06 0.10
Basic earnings per share - Preferred Stock 0.06 0.10
Basic earnings per share - CD 0.06 -
Diluted
Income available to common stockholders 2,136,990 3,115,093
Income available to common stockholders and assumed conversions 2,151,993 -
Weighted-average common stock outstanding 31,312,535 28,231,555
Number of preferred stock - converted bases 9,375,000 9,375,000
Weighted-average common stock outstanding for 4% convertible debenture - assumed conversions 807,048 -
Diluted weighted-average common stock outstanding 41,494,583 37,627,388
Diluted earnings per share 0.05 0.08

Warrants to purchase 6,888,882 shares of common stock at $0.80 per share, 6,888,882 shares of common stock at $1.20 per share and 3,444,441 shares of common stock at $2.25
per share were outstanding as of December 31, 2006 but were not included in the computation of diluted earnings per share because the warrants' exercise price was greater than
the market price of the common shares. The warrants, which expire on November, 2012, were still outstanding on December 31, 2006.
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15. SEGMENTS

The Company operates in five reportable segments; digitalization of television signals, software development, television advertising, investments in television series and other. The
accounting policies of the segments are the same as described in the summary of significant accounting policies. The Company evaluates segment performance based on income
from operations. All inter-company transactions between segments have been eliminated. As a result, the components of operating income for one segment may not be comparable
to another segment. The following is a summary of the Company’s segment information for the years ended December 31, 2006 and 2005:

Digitalization Investments
of Television Television Software in television
Signals Advertising Development series Other Total

2006
Revenues $ 8,491,087 $ 6,712,087 $ 51,687 $ 268,165 $ - $ 15,523,026
Gross profit 5,030,502 896,933 51,687 85,427 - 6,064,549
Net |ncome 2,937,200 (271,961) (147,337) 92,535 (473,446) 2,136,990
Total assets 19,576,969 3,667,181 69,450 1,214,012 562,777 25,090,389
Capital expenditure 5,440,334 626,045 3,488 104,137 7,197 6,181,200
Depreciation and amortization 2,478,810 46,051 12,669 191,911 8,409 2,737,851
2005 (Restated)
Revenues $ 6,624,116 $ 1,048,175 $ 66,716 $ 123274 $ - $ 7,862,281
Gross profit 4,964,598 329,376 66,346 39,606 - 5,399,926
Net |ncome 3,367,760 133,567 (99,738) (67,574) (218,923) 3,115,093
Total assets 13,486,491 1,573,084 268,576 908,211 183,852 16,420,214
Capital expenditure 4,026,584 6,476 5,424 125,105 11,511 4,175,100

Depreciation and amortization 1,158,991 3914 11,694 90,521 6,295 1,271,415
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16. STOCKHOLDERS EQUITY

(A) Stock issuances

(1) Stock issued for placement

(2

~

On March 15, 2006, the Company issued 310,000 shares of restricted common stock at $1.25 per share to a corporate investor for an aggregate consideration of $387,500
under a Stock Purchase and Repurchase Agreement dated March 14, 2006. The Company relied on an exemption from registration pursuant to Regulation S under the
Securities Act of 1933 in connection with the issuance of these shares.

On October 25, 2006, the corporate investor exercised its option in accordance with the agreement to have the Company repurchased al of the 310,000 shares at a fixed
price of $1.25 per share plus a premium, for a total of $436,548. The difference between the purchase consideration and the repurchased sum, being $49,048, was recognized
as expense in the Company’ s statements of operations.

Stock issued for services

During the year, the Company issued 2,381 shares of its restricted common stock to a consultant for services retained. The shares were valued at the market on the date of
issuance, yielding an aggregate fair value of total $3,000. This expense was included in the Company accompanying statements of operations.

During the year, the Company issued 40,000 shares of its restricted common stock to a consultant for services retained. The shares were valued at the market on the date of
issuance, yielding an aggregate fair value of total $46,400. This expense was included in the Company accompanying statements of operations.

During the year, the Company issued 15,000 shares of its restricted common stock to a consultant for services retained. The shares were valued at the market on the date of
issuance, yielding an aggregate fair value of total $10,500. This expense was included in the Company accompanying statements of operations.

During the year, the Company issued 50,000 shares of its restricted common stock to a consultant for services retained. The shares were valued at the market on the date of
issuance, yielding an aggregate fair value of total $35,500. This expense was included in the Company accompanying statements of operations.

During the year, the Company issued 30,000 shares of restricted common stock to a consultant for services retained in relation to the issuance of convertible debentures as
stated in note 9 above. The shares issued were valued at the market value on the date of issuance, yielding a fair value of $30,000. The fair value of the services will be
amortized over the life of the debentures of eighteen months. The Company recognized expense of $3,333 and recorded deferred stock compensation of $26,667 as of
December 31, 2006 for these services.

During the year, the Company issued 30,000 shares of restricted common stock to a consultant for services retained in relation to the issuance of convertible debentures as
stated in note 9 above. The shares were valued at the market value on the date of issuance, yielding a fair value of total $20,400. The fair value of the services will be
amortized over the life of the debentures of eighteen months. The Company recognized expense of $2,267 and recorded deferred stock compensation of $18,133 as of
December 31, 2006 for these services.

During the year, the Company issued 42,000 shares of restricted common stock to a consultant for services retained in relation to the issuance of convertible debentures as
stated in note 9 above. The shares were valued at the market value on the date of issuance, yielding a fair value of total $31,500. The fair value of the services will be
amortized over the life of the debentures of eighteen months. The Company recognized expense of $3,500 and recorded deferred stock compensation of $28,000 as of
December 31, 2006 for these services.

47



Table of Contents

CHINA DIGITAL MEDIA CORPORATION
AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
AS OF DECEMBER 31, 2006 AND 2005

(A) Stock issuances (Continued)

During the year, the Company issued 18,000 shares of restricted common stock to a consultant for services retained in relation to the issuance of convertible debentures as
stated in note 9 above. The shares were valued at the market value on the date of issuance, yielding a fair value of total $13,500. The fair value of the services will be
amortized over the life of the debentures of eighteen months. The Company recognized expense of $1,500 and recorded deferred stock compensation of $12,000 as of
December 31, 2006 for these services.

(3) Stock issued for investment

On March 30, 2006, the Company issued 335,308 shares of restricted common stock with a fair value of $566,000 for the outstanding participation costs in the production of a
television series. The Company relied on an exemption from registration pursuant to Section 4(2) under the Securities Act in connection with the issuance of these shares.

(B) Appropriated retained earnings

The Company’s PRC subsidiaries are required to make appropriations to reserve funds, comprising the statutory surplus reserve, statutory public welfare fund and discretionary
surplus reserve, based on the after-tax net income determined in accordance with the laws and regulations of the PRC. Prior to January 1, 2006 the appropriation to the
statutory surplus reserve should be at least 10% of the after tax net income determined in accordance with the laws and regulations of the PRC until the reserve is equal to
50% of the entities’ registered capital. Appropriations to the statutory public welfare fund are at 5% to 10% of the after tax net income determined by the Board of Directors.
Effective January 1, 2006, the Company is only required to contribute to one statutory reserve fund at 10 percent of net income after tax per annum, such contributions not to
exceed 50 percent of the respective companies’ registered capital.

The statutory reserve funds are restricted for use to set off against prior period losses, expansion of production and operation or for the increase in the registered capital of the
Company. The statutory public welfare fund is restricted for use in capital expenditures for the collective welfare of employees. These reserves are not transferable to the
Company in the form of cash dividends, loans or advances. These reserves are therefore not available for distribution except in liquidation.

During 2006 and 2005, the Company appropriated $1,243 and $646,865 respectively to the reserves funds based on its net income in accordance with the laws and regulations
of the PRC.

(C) Contributed capital
During 2006 and 2005, CDHL contributed restricted capital of $779,207 and $2,885,804 respectively to AGL.
17. RELATED PARTY TRANSACTIONS
In 2006 and 2005, the Company owed a director $84,656 and $41,981 respectively for short-term advances. Interest is charged at 6% per annum on the amount owed.

As of December 31, 2006 and 2005, the Company owed to a related company $62,519 and $218,394 respectively for short-term unsecured advances made. Interest is charged at
6% per annum on the amount owed.

As of December 31, 2006, the Company owed to an affiliate, Guishi HuaGuang, $317,967 for short-term unsecured interest free advances made.
On August 23, 2006, the Company entered into an agreement with a 20% affiliate to advance a total of $770,416 to support the research and development on the middleware
applications for digital television STB. The advances will be used to pay for license fees in the future and other expenses or refunded to the Company if the applications cannot be

applied to the Company’s STB. As of December 31, 2006, the Company has advanced $356,991 to the affiliate. The advance is interest free for a period of five years and
thereafter interest is charged at the rate of LIBOR plus 2% on the outstanding balance.
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18. COMMITMENTS
(A) Employee benefits

The full time employees of the Company in China are entitled to employee benefits including medica care, welfare subsidies, unemployment insurance and pension benefits
through a Chinese government mandated multi-employer defined contribution plan. The Company is required to accrue for those benefits based on certain percentages of the
employees’ salaries and make contributions to the plans out of the amounts accrued for medical and pension benefits. The total provision and contributions made for such
employee benefits was $70,574 and $18,018 for the years ended December 31, 2006 and 2005, respectively. The Chinese government is responsible for the medical benefits
and the pension liability to be paid to these employees.

The Company also operates a Mandatory Provident Fund plan (“the plan”) which is available to all employees in Hong Kong. Both the Company and the employees are
required to contribute 5% (subject to an aggregate amount of $256) per month of the employees’ relevant income. Contributions from the Company are 100% vested in the
employees as soon as they are paid to the plan. Contributions to the plan are expensed as they become payable in accordance with the rules of the plan and amounted to
$4,563 and $2,448 for the years ended December 31, 2006 and 2005 respectively. The assets of the plan are held separately from those of the Company and are managed by
independent professional fund managers.

(B) Operéting leases commitments

The Company leases office spaces from third parties under two operating leases which expire on December 31, 2007, June 15, 2007, and July 14, 2011 at monthly rental of

$4,697, $2,044 and $3,903 respectively. The Company also leases spaces for staff quarters from third parties under five operating leases which expire from March 21, 2007 to

October 16, 2007 with total monthly rental of $664. Accordingly, for the years ended December 31, 2006 and 2005, the Company recognized rental expense for office spaces

in the amount of $90,731 and $46,713, respectively

As of December 31, 2006, the Company has outstanding commitments with respect to the above non-cancelable operating leases, which are due as follows:
2007 $ 114,442
2008 46,836
2009 46,836
2010 46,836
Thereafter 25,370

$ 280,320
(C) Capital commitments

According to the joint venture agreements with Guizhou Television Station, the Company has committed to invest as capital contributions totalling $2,553,952 (RMB20 million)
into the 51% owned subsidiary, Guishi HuaGuang and the 49% owned affiliate, Guishi Digimedia over a period of two years. As of December 31, 2006, the Company has
invested a total of $317,967 (RMB2,490,000) as capital contributions into the two joint ventures. The outstanding capital contribution of $2,235,985 (RMB17,510,000) is due by
February 15, 2008.

According to the amended Articles of Association of Digimedia Shenzhen, the Company has to fulfill registered capital contributions of $100,000 within one year from October
17, 2005. As of December 31, 2006, the Company has fulfilled $15,000 in registered capital requirement. As the Company is in the process of closing this dormant company, the
outstanding capital contribution of $85,000 is not required to be paid up.
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19. CONTINGENCIES

The Company accounts for loss contingencies in accordance with SFAS 5 “Accounting for Loss Contingencies’, and other related guidance. Set forth below is a description of
certain loss contingencies as of December 31, 2005 and management’s opinion as to the likelihood of loss in respect of each loss contingency.

On May 24, 2005, Ziegler, Ziegler & Associates LLP and Scott Ziegler filed a Complaint against the Company in the United States District Court for the Southern District of
New York for using their internet domain name to distribute the Company’s promotiona information over the internet. The Plaintiffs seek several types of damages in an amount
not less than $1,250,000. The Company’s counsel was instructed to vigorously defend the action as the emails in question were distributed by a party not hired nor associated with
the Company. Accordingly, no provision has been made as of December 31, 2006.

On January 18, 2006, counsel for plaintiff threatened to file a complaint in the County Court in and for Miami-Dade County, Florida against the Company in an action for damages
that does not exceed $15,000, exclusive of court costs, attorney’s fees and interest. The plaintiff alleged that the Company was a guarantor of alease entered into by its Hairmax
of Florida, Inc. subsidiary, which abandoned the lease and failed to pay the full rental due under the lease.

The Company has made a settlement offer to the plaintiff of $9,000 and is awaiting the plaintiff’s response. The Company has accrued $9,000 as at December 31, 2006.

20. CONCENTRATIONS AND RISKS

During 2006 and 2005, 100% of the Company’s assets were located in China and 100% of the Company’s revenues were derived from customersin China.

The Company relied on two suppliers and purchases from those suppliers for the year ended December 31, 2006 and 2005 are as follows:

Supplier A Supplier B
For the year ended
December 31, 2006 89% 0%
December 31, 2005 75% 17%

At December 31, 2006 and 2005, accounts payable to those two suppliers totaled $5,316,582 and $3,858,560 respectively.

21. SUBSEQUENT EVENTS

Commencing January 1, 2007, the Company’s subsidiary, M-Rider, terminated its exclusive advertising agency with a television station in Guangdong Province, PRC after one
year of service. M-Rider will not be penalized for the termination of the exclusive agency and will remain as an advertising agent without any fixed commitment to the television
station.

On January 24, 2007, the Company exercised its option to request the former shareholders of HuaGuang to transfer the remaining 10% equity interest in HuaGuang to the
Company for $10 in accordance with a Strategic Alliance Agreement dated June 15, 2005 between the Company and Guangdong Pukonyi Culture Development Limited (later
renamed as HuaGuang), subject to the approval PRC Government and in compliance with al the related laws of the PRC. When completed the exercise of this option will result
in the Company owing 100% of HuaGuang.

As of February 9, 2007, the Company’s subsidiary, M-Rider, entered into a Sole Agent Service Agreement (“SAS Agreement”) with China Yellow River TV Station, a

corporation organized and existing under the laws of the PRC (“YRT"). Pursuant to the terms of the Agreement, M-Rider will act as the sole advertising agent for YRT starting
from January 1, 2007 for a period of four years and eleven months, with the option to renew the SAS Agreement for an additional five years upon its expiration.
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ITEM 8. Changes with and Disagreements With Accountants on Accounting And Financial Disclosure

The Company has engaged Jimmy C.H. Cheung & Co., Certified Public Accountants, as our independent registered public accounting firm since July 18, 2006. The Company had not
consulted with Jimmy C.H. Cheung & Co. regarding the application of accounting principles to any contemplated or completed transactions nor the type of audit opinion that might be
rendered on the our financial statements, and neither written nor oral advice was provided that would be an important factor considered by us in reaching a decision as to an accounting,
auditing or financial reporting issue.

ITEM 8A. Controlsand Procedur es

Evaluation of Controls. As of the end of the period covered by this annua report on Form 10-KSB, the Company evaluated the effectiveness of the design and operation of (i) our
disclosure controls and procedures ("Disclosure Controls'), and (ii) our internal control over financial reporting ("Internal Controls"). This evaluation ("Evaluation") was performed by
our President and Chief Executive Officer, Ng Chi Shing ("CEQ"), and by Li Wa Tat, our Chief Financial Officer ("CFQO"). In this section, the Company present the conclusions of our
CEO and CFO based on and as of the date of the Evaluation, (i) with respect to the effectiveness of our Disclosure Controls, and (ii) with respect to any change in our Internal Controls
that occurred during the most recent fiscal quarter that has materially affected, or is reasonably likely to materialy affect our Internal Controls.

CEO and CFO Certifications. Attached to this annual report, as Exhibits 31.1 and 31.2, are certain certifications of the CEO and CFO, which are required in accordance with the
Exchange Act and the Commission's rules implementing such section (the "Rule 13a-14(a)/15d-14(a) Certifications'). This section of the annua report contains the information
concerning the Evauation referred to in the Rule 13a-14(a)/15d-14(a) Certifications. This information should be read in conjunction with the Rule 13a-14(a)/15d-14(a) Certifications for
amore complete understanding of the topic presented.

Disclosure Controls and Internal Controls. Disclosure Controls are procedures designed with the objective of ensuring that information required to be disclosed in our reports filed
with the Commission under the Exchange Act, such as this annual report, is recorded, processed, summarized and reported within the time period specified in the Commission's rules
and forms. Disclosure Controls are also designed with the objective of ensuring that material information relating to us is made known to the CEO and the CFO by others, particularly
during the period in which the applicable report is being prepared. Internal Controls, on the other hand, are procedures which are designed with the objective of providing reasonable
assurance that (i) our transactions are properly authorized, (ii) the Company's assets are safeguarded against unauthorized or improper use, and (iii) our transactions are properly
recorded and reported, all to permit the preparation of complete and accurate financial statements in conformity with accounting principals generally accepted in the United States.

Limitations on the Effectiveness of Controls. Our management does not expect that our Disclosure Controls or our Internal Controls will prevent all error and all fraud. A control
system, no matter how well developed and operated, can provide only reasonable, but not absolute assurance that the objectives of the control system are met. Further, the design of the
control system must reflect the fact that there are resource constraints, and the benefits of controls must be considered relative to their costs. Because of the inherent limitations in al
control systems, no evaluation of controls can provide absolute assurance that all control issues and instances so of fraud, if any, within the Company have been detected. These
inherent limitations include the realities that judgments in decision-making can be faulty, and that breakdowns can occur because of simple error or mistake. Additionaly, controls can be
circumvented by the individual acts of some persons, by collusion of two or more people, or by management override of the control. The design of a system of controls also is based in
part upon certain assumptions about the likelihood of future events, and there can be no assurance that any design will succeed in achieving its stated objectives under al potential future
conditions. Over time, control may become inadequate because of changes in conditions, or because the degree of compliance with the policies or procedures may deteriorate. Because
of the inherent limitations in a cost-effective control system, misstatements due to error or fraud may occur and not be detected.

Conclusions. Based upon the Evaluation, our disclosure controls and procedures are designed to provide reasonable assurance of achieving our objectives. Our CEO and CFO have
concluded that our disclosure controls and procedures are effective at that reasonable assurance level to ensure that material information relating to the Company is made known to
management, including the CEO and CFO. Additionally, there has been no change in our Internal Controls that occurred during our most recent fiscal quarter that has materially
affected, or is reasonably likely to affect, our Internal Controls.
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ITEM 9. Directors, Executive Officers, Promoters, Control Persons and Cor porate Governance; Compliance with Section 16(a) of the Exchange Act
(@ Identification of Directors

The following information, as of December 31, 2006 is furnished with respect to each Director and Executive Officer:

Date of
Name of Director Age Service Position with Company
Ng Chi Shing 42 2004 President, Chief Executive Officer, Director
ChenLu 37 2005 Director
Chen Juan 30 2005 Director
Zhou Wel Yu 34 2005 Director

All Directors serve for one-year terms.
All officers serve at the pleasure of the Board.
There are no arrangements or understandings pursuant to which any of them were elected as officers.

Mr. Ng Chi Shing is our President and Chief Executive Officer and Director. Mr. Ng is founder and CEO of Arcotect Digital Technology Limited. Arcotect Digital
Technology Limited was founded to capitalize on the numerous opportunities in China arising from the digitization of cable television services and the reform of state owned cable
television enterprises. Mr. Ng has extensive experience in Cable TV operations, Internet and information technology industry. Over his 15 years experience in the industry, he has been
Chairman, CEO and director of public companies in Hong Kong, such companies including DCP Holdings Ltd., Hong Kong Cable TV Ltd, the first cable TV operator in Hong Kong,
Hong Kong Star Internet Ltd., the first Internet Service Provider in Hong Kong. Mr. Ng is aso the Chairman of Hong Kong Information Technology Federation and the founder
member of Hong Kong Internet Service Providers Association. Besides, Mr. Ng was elected as Hong Kong's “Ten Outstanding Y oung Digi Persons’ by Hong Kong Productivity
Council and Hong Kong Junior Chamber in 2000.

Mr. Chen Lu is a Director of the Company. Mr. Chen has over 16 years experience in banking, telecom and broadcasting industry in China. Mr. Chen was the founder and
genera manager of Guangzhou Vispac Telecom Co Ltd. and Guangzhou DaiLin Communication Co. Ltd.

Mr. Zhou Wei Yu isaDirector of the Company. He is currently general manager of Gu Wu Fei Y ung Production Company Limited since 2000. Mr. Zhou worked in the Bank
of Chinafrom 1989 to 2000.

Ms. Chen Juan is a Director of the Company. Sheis currently a teacher of computer related courses in Guangdong Dance College since 1999.

There have been no events under any bankruptcy act, any criminal proceedings and any judgments or injunctions materia to the evaluation of the ability and integrity of any director or
executive officer during the past 5 years.

Section 16(a) Beneficial Ownership Reporting Compliance

Based on information furnished to Registrant, no officer, director, or ten percent shareholder failed to file on atimely basis reports on Forms 3, 4, or 5 during the most recent fiscal year.
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Audit Committee Financial Expert

The Company does not have a separately designated standing audit committee. The entire Board of Directors acts as an audit committee for the purpose of overseeing the accounting
and financial reporting processes, and our audits of the financial statements. The Commission recently adopted new regulations relating to audit committee composition and functions,
including disclosure requirements relating to the presence of an "audit committee financial expert” serving on its audit committee. In connection with these new requirements, our Board
of Directors examined the Commission's definition of "audit committee financial expert" and concluded that the Company do not currently have a person that qualifies as such an expert.
Presently, there are only five (5) directors serving on our Board, and the Company are not in a position at this time to attract, retain and compensate additional directors in order to
acquire a director who qualifies as an "audit committee financial expert". While neither of our current directors meets the qualifications of an "audit committee financial expert", each of
our directors, by virtue of his past employment experience, has considerable knowledge of financial statements, finance, and accounting, and has significant employment experience
involving financial oversight responsibilities. Accordingly, the Company believes that our current directors capably fulfill the duties and responsibilities of an audit committee in the
absence of such an expert.

Code of Conduct

The Company has adopted a code of conduct that applies to our principal executive officer, principal financial officer, principal accounting officer or controller, or persons performing
similar functions. Such code of ethics will be provided to any person without charge, upon request, by sending such request to us at our principa office. The Company is in the process
of publishing the code in the Company’s website.

Section 16(a) Beneficial Owner ship Reporting Compliance

Under Section 16(a) of the Exchange Act, al executive officers, directors, and each person who is the beneficial owner of more than 10% of the common stock of a company that files
reports pursuant to Section 12 of the Exchange Act, are required to report the ownership of such common stock, options, and stock appreciation rights (other than certain cash-only
rights) and any changes in that ownership with the Commission. Specific due dates for these reports have been established, and the Company is required to report, in this Form 10-KSB,
any failure to comply therewith during the fiscal year ended December 2006. The Company believes that all of these filing requirements are satisfied by our executive officers, directors
and by the beneficial owners of more than 10% of our common stock. In making this statement, the Company has relied solely on copies of any reporting forms received by it, and upon
any written representations received from reporting persons that no Form 5 (Annual Statement of Changes in Beneficial Ownership) was required to be filed under applicable rules of
the Commission.

Changesin Nomination Procedures

There have been no material changes to the procedures by which security holders may recommend nominees for the Company’s Board since the Company’s filing in which we
discussed such procedures.
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ITEM 10. Executive Compensation

During the fiscal years ended 2006, we did not have any employees that earned greater than $100,000 in salary and bonus. The following table sets forth information regarding the
annual compensation for our Chief Executive Officer.

Summary Compensation Table

Salary Bonus All Other Compensation Total
Name and Principal Position Year %) $) 6] %)
Ng Chi Shing (ak.a. Daniel Ng)
Chairman of the Board, Chief Executive Officer and President 2006 38,473 (1) 38,473

(1) Includes $38,461 (based on a conversion rate of Hong Kong dollars to U.S. dollars of 7.8 to 1) payable to Mr. Ng pursuant to his agreement with our subsidiary China Digimedie
Holdings Limited, and $12 payable by the Company.

Stock Option Grants
No options, warrants, or stock appreciation rights were issued during fiscal year 2006 to any employees.
Discussion of Employment Agreementsand Termination or Change of Control Arrangements

Effective January 1, 2006, Mr. Daniel Ng and our subsidiary, China Digimedia Holdings Limited (or CDHL), entered into an employment agreement pursuant to which Mr. Ng agreed
to serve as Chief Executive Director of CDHL. The employment agreement provides for a base salary of HK $25,000 per month (or approximately US $3,205) and a discretionary
year-end bonus. The employment agreement may be terminated by CDHL on three months’ written notice, provided that CDHL reserves the right to terminate the agreement at any
time without prior notice with cause. The employment agreement also provides that during the term of the employment and for one year thereafter, the Mr. Ng shall not compete in any
other business or services similar to that of CDHL.

Effective January 1, 2006, we entered into an employment agreement with Mr. Ng pursuant to which Mr. Ng agreed to serve as our Chief Executive Officer for an initial term ending
December 31, 2008, which may be renewed for additional one-year periods. The agreement provides for an annual salary of $12 in 2006, $14.40 in 2007, and $17.28 in 2008, provided
that if our revenues increase by 50% or more in 2006 as compared to 2005, commencing in 2007, Mr. Ng's salary shall increase to the “Market Rate,” which is defined as the
comparable rate of pay for a CEO employed by a company in a similar industry with similar capacity, as determined and approved by our Board of Directors. As of the date of this
report, this determination has not been made. Commencing in 2007, Mr. Ng is entitled to receive an annua bonus as determined by the Board of Directors. Upon termination of the
agreement by us for a reason other than for “cause” (as defined in the agreement) or upon the death or disability of Mr. Ng, Mr. Ng is entitled to a severance payment of his then
salary and bonus for the remaining term of the employment agreement. Upon termination of the agreement upon the disability of Mr. Ng, Mr. Ng is entitled to 75% of his then base
salary and bonus for a period of one year. Upon termination of the agreement by us for “cause,” Mr. Ng is entitled to al amounts due to him for any portion of the payroll period
worked but for which payment had not yet been made up to the date of termination. The employment agreement provides that during the term of the employment and for three months
thereafter, the Mr. Ng shall not compete in any other business or services similar to that of our business or services.
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Director Compensation
Directors who are also employees do not receive compensation for their services as directors.
Director Compensation Table - 2006

Fees Earned or Paid in Cash

Name (%)
Chen Lu 28,650
Zhou Wei Yu -
Chen Juan -

(1) Mr. Ng's total compensation is reflected in the Summary Compensation Table.

ITEM 11. Security Owner ship of Certain Beneficial Owners and Management and Related Stockholder Matters

(a) Security Ownership of Certain Beneficial Owners

Total
(%)

28,650

All persons known by the Registrant to own beneficially more than 5% of any class of the Company's outstanding stock on December 31, 2006, are listed below:

Title of Class Name and Address # Shares Nature of Ownership Current % Owned
Common Stock, $.001 Par Value [Modern Delta Holdings Ltd.

2505-06, 25F, 698 Prince Edward Road E., Hong Kong 23,250,000 (x) Direct 76.9%
Common Stock, $.001 Par Value |Vision Opportunity Master Fund, Ltd. 3,472,402 (y) Direct 9.9% (y)
Preferred Stock, $.001 Par Value [Modern Delta Holdings Ltd.
(2) 2505-06, 25F, 698 Prince Edward Road E., Hong Kong 1,875,000 Direct 100%

(x) On March 21, 2007, Modern Delta transferred 23,250,000 shares of common stock and 1,875,000 shares of Series A Convertible Preferred Stock of the Company
owned by Modern Delta Limited to Daniel Ng and Chen Lu. After completion of the restructuring, Daniel Ng will own 17,398,440 shares of common stock and 1,403,100
shares of Series A Convertible Preferred Stock of the Company, and Chen Lu will own 5,851,560 shares of common stock and 471,900 shares of Series A Convertible

Preferred Stock of the Company

(y) Vision is €ligible to purchase an aggregate of 16,722,211 shares of our common stock pursuant to the exercise of warrants and the conversion of debentures.
However, Pursuant to the terms of the transaction documents relating to the purchase of the foregoing securities, Vision may not acquire shares of common stock upon
exercise of any such warrants or conversion of the debenture to the extent that, upon exercise or conversion, respectively, the number of shares of common stock beneficialy
owned by Vision and its affiliates would exceed 9.9% of the issued and outstanding shares of our common stock. The amount listed assumes the conversion or exercise of the
debenture or warrants, as applicable, in an amount up to 9.9% of our outstanding common stock after such conversion or exercise. Adam Benowitz, in his capacity as managing

member of Vision, has ultimate dispositive power over the shares held by the Vision. Mr. Benowitz disclaims beneficia ownership of the shares disclosed herein.

(z) Each share of preferred stock is convertible into five shares of common stock.

55




Table of Contents
(b) Security Ownership of Management

The following table sets forth the number of shares owned beneficially on December 31, 2006, by each Director and by all Officers and Directors as a group. Information as to the
beneficial ownership is based upon statements furnished to the Company by such persons. No shares listed below have been pledged by the holder of such shares.

Title of Class Name and Address # Shares Nature of Ownership Current % Owned (w)
Common Stock, $.001 Par Value  [Ng Chi Shing

2505-06, 25F, 698 Prince Edward Road E., Hong Kong 17,398,440 In-direct (y) 57.55%
Common Stock, $.001 Par Value [Chen Lu

2505-06, 25F, 698 Prince Edward Road E., Hong Kong 5,851,560 In-direct (y) 19.35%
Common Stock, $.001 Par Value |Chen Juan

2505-06, 25F, 698 Prince Edward Road E., Hong Kong None Direct -0-%
Common Stock, $.001 Par Value [Zhou Wei Yu

2505-06, 25F, 698 Prince Edward Road E., Hong Kong None Direct -0-%
Common Stock, $.001 Par Value |All Officers and Directors as a Group 23,250,000 Direct 76.9%
Preferred Stock, $.001 Par Value [Ng Chi Shing
(2) 2505-06, 25F, 698 Prince Edward Road E., Hong Kong 1,403,100 In-direct (y) 74.83%
Preferred Stock, $.001 Par Value |Chen Lu
(2) 2505-06, 25F, 698 Prince Edward Road E., Hong Kong 471,900 In-direct (y) 25.17%

(y) On March 21, 2007, Modern Delta transferred 23,250,000 shares of common stock and 1,875,000 shares of Series A Convertible Preferred Stock of the Company
owned by Modern Delta Limited to Daniel Ng and Chen Lu. After completion of the restructuring, Daniel Ng will directly own 17,398,440 shares of common stock and
1,403,100 shares of Series A Convertible Preferred Stock of the Company, and Chen Lu will directly own 5,851,560 shares of common stock and 471,900 shares of Series A
Convertible Preferred Stock of the Company

(z) Each share of preferred stock is convertible into five shares of common stock, and votes together with the common stock on all matters on an “as converted” basis.

(c) Changesin Control

The Company knows of no arrangements that may at a subsequent date result in a change of control in the Company.
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Securities Authorized for Issuance Under Equity Compensation Plans
As of December 31, 2006, the Company’s equity compensation plan information was as follows:

Equity Compensation Plan Information

Number of securities remaining
available for future issuance
under equity compensation

Number of Securitiesto beissued upon W eighted-aver age exer cise price of plans (excluding securities

exer cise of outstanding options outstanding options reflected in column (a))
Plan Category (a) (b) ()
Equity compensation plans approved by security
holders = - -
Equity compensation plans not approved by security
holders 200,000 $1.50 n/a
Total 200,000 (1) $1.50 [

(1) Represents warrants issued to a consultant for services. Does not include 30,000 shares issuable to an executive officer in August 2007 for services rendered, and 90,000 shares
issuable to the same consultant for services rendered.

ITEM 12. Certain Relationships and Related Transactions; and Director Independence
The Company has 1,875,000 shares of Series“A” preferred stock outstanding at December 31, 2006. These shares are owned by our majority shareholder.

On August 23, 2006, CDHL acquired a 20% interest in Arable from one of the Company's shareholders, Manta Finance Limited, for $2,568, and has provided a loan to Arable for
$356,991 during the year of 2006.

Director Independence.

Since we trade our securities on the OTC Bulletin Board, our Board of Directors is not subject to any independence requirements. Assuming we were subject to the Nasdag Stock
Market independence requirements, our Board considered transactions and relationships between each director or any member of his or her immediate family and our company,
subsidiaries and affiliates. The purpose of this review was to determine which of our directors were independent, and whether any such relationships or transactions existed that were
inconsistent with a determination that the director is independent. As a result of this review, the Board affirmatively determined that during 2006 Ms. Chen and Mr. Zhou were
independent of us under the standards of the independent director requirements of the Nasdag Stock Market. Messrs. Ng and Chen are not independent directors under the standards
of the independent director requirements of the Nasdaq Stock Market.

Our Board of Directors does not have an audit committee, compensation committee, or nominating committee, and as such the actions normally taken by these committees is taken by
the Board as awhole.
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ITEM 13. Exhibits

Exhibits

10.2
103
104
10.5
311
31.2
321

Form of Debenture in Private Placement (incorporated by reference from our Form 8-K filed November 20, 2006)

Form of Class A Warrant in Private Placement (incorporated by reference from our Form 8-K filed November 20, 2006)
Form of Class B Warrant in Private Placement (incorporated by reference from our Form 8-K filed November 20, 2006)

Form of Class C Warrant in Private Placement (incorporated by reference from our Form 8-K filed November 20, 2006)
Rule 13a-14(a)/15d-14(a) Certifications of Chief Executive Officer

Rule 13a-14(a)/15d-14(a) Certifications of Chief Financial Officer

Section 1350 Certifications of Chief Executive Officer
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Item 14. Principal Accountant Fees and Services
Fees Billed For Audit and Non-Audit Services

The following table represents the aggregate fees billed for professional audit services rendered to the independent auditor, Jmmy C.H. Cheung and Co., Certified Public
Accountants (“Jmmy”), for our audit of the annual financial statements for the years ended December 31, 2006 and 2005. Audit fees and other fees of auditors are listed as follows:

Y ear Ended December 31 2006 2005
Audit Fees® $ 53100 (2 $ 4350 (3
Audit-Related Fees (2 - -

Tax Fees® - B
All Other Fees ¥ - -

Total Accounting Fees and Services $ 53,100 $ 43,500

(1) Audit Fees. These are fees for professional services for our audit of the annual financial statements, and for the review of the financial statements included in our filings on
Form 10-QSB, and for services that are normally provided in connection with statutory and regulatory filings or engagements.

(2) Audit-Related Fees. These are fees for the assurance and related services reasonably related to the performance of the audit or the review of our financial statements.
(3 Tax Fees. These are fees for professional services with respect to tax compliance, tax advice, and tax planning.
(4 All Other Fees. These are fees for permissible work that does not fall within any of the other fee categories, i.e., Audit Fees, Audit-Related Fees, or Tax Fees.

Pre-Approval Policies and Procedures

The Company’s Board of Directors acts as its audit committee and on an annual basis reviews audit and non-audit services performed by the independent auditors. All audit and non-
audit services are pre-approved by the Board of Directors, which considers, among other things, the possible effect of the performance of such services on the auditors' independence.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

CHINA DIGITAL MEDIA CORPORATION
(Registrant)

Date: March 23, 2007 By: /s/ Ng Chi Shing

Ng Chi Shing
President, CEO and Director

By: /s/ ChenLu

ChenLu
Director

By: /9 Chen Juan

Chen Juan
Director

By: /s/ Zhou Wel Yu

ZhouWe Yu
Director

By: /g Li WaTat Benedict

Li WaTat Benedict
Chief Financia Officer

60



EXHIBIT 31.1
Certifications

I, Ng Chi Shing, Chief Executive Officer certify that:
1. | have reviewed this annua report on Form 10-KSB of China Digital Media Corporation.

2. Based on my knowledge, the report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the
circumstances under which such statements are made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly present in all material respects the financial condition, results of
operations and cash flows of the registrant as of, and for, the periods presented in this annual report;

4. The registrant's other certifying officers and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and
15d-(e)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that materia information
relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this annual report is being
prepared,

b) evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this annual report are our conclusions about the effectiveness of the disclosure
controls and procedures, as of the end of the period covered by this report based on such evaluation;

¢) disclosed in this report any change in the registrant’s interna control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth
fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’ s internal control over financial reporting; and

5. The registrant's other certifying officer(s) and | have disclosed, based on our most recent evaluation of internal control over financia, to the registrant's auditors and the audit

committee of registrant's board of directors (or persons performing the equivalent functions):

a) al significant deficiencies and material weaknesses in the design or operation of internal control over financia reporting which are reasonably likely to adversely affect the
registrant's ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financia reporting.

Date: March 23, 2007
/s/ Ng Chi Shing

Ng Chi Shing
Chief Executive Officer



EXHIBIT 31.2
I, Li WaTat Benedict, Chief Financial Officer certify that:
1. | have reviewed this annua report on Form 10-KSB of China Digital Media Corporation.

2. Based on my knowledge, the report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the
circumstances under which such statements are made, not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly present in all material respects the financial condition, results of
operations and cash flows of the registrant as of, and for, the periods presented in this annual report;

4. The registrant's other certifying officer(s) and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(€) and
15d-(e)) for the registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information
relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this annual report is being
prepared;

b) evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this annual report our conclusions about the effectiveness of the disclosure
controls and procedures, as of the end of the period covered by this report based on such evaluation;

c¢) disclosed in this report any change in the registrant’s interna control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth
fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materialy affect, the registrant’s internal control over financial reporting; and

5. The registrant's other certifying officer(s) and | have disclosed, based on our most recent evaluation of interna control over financial, to the registrant's auditors and the audit

committee of registrant's board of directors (or persons performing the equivalent functions):

a) al significant deficiencies and material weaknesses in the design or operation of internal control over financia reporting which are reasonably likely to adversely affect the
registrant's ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal control over financia reporting.

Date: March 23, 2007
/s/ Li WaTat Benedict

Li Wa Tat Benedict
Chief Financial Officer



EXHIBIT 32.1

STATEMENT REQUIRED BY 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT
TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-KSB of China Digital Media Corporation (the "Company") for the year ended December 31, 2006, as filed with the Securities and
Exchange Commission on the date hereof (the "Report"), I, Ng Chi Shing, Chief Executive Officer, and Li Wa Tat, Chief Financial Officer of the Company, certify that:

* the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

* information contained in the Report fairly presents, in all material respects, the financia condition and results of operations of the Company.
/s/ Ng Chi Shing

Ng Chi Shing

Director, President and Chief Executive Officer

March 23, 2007

/s Li WaTat Benedict

Li WaTat Benedict

Chief Financia Officer

March 23, 2007

This certification accompanies this Report pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 and shall not, except to the extent required by the Sarbanes-Oxley Act of 2002,
be deemed filed by the Company for purposes of Section 18 of the Securities Exchange Act of 1934, as amended.





