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Dear Sirs and Madams,

INTRODUCTION

CONNECTED TRANSACTION IN RELATION To

PROPOSED ISSUE OF NEW CONVERTIBLE BONDS

UNDER SPECIFIC MANDATE

We refer to our appointment as the independent financial adviser 10 advise the Independent Board
Committee and the Independent Shareholders in respect of the Subscription Agreement (as amended by
the Supplemental Agreements) and the transactions conicmplaied the TCUnder (including the grant of the
New Convertible Bonds Specific Mandate), particulars o1' which are set out in the Letter from Ihe Board
(the "Letter from the Board") contained in the circular of the Company to the Shareholders dated 25
August 2025 (the "Circular"), of which this letter forms part. Terms used in this letter shall have the
same meanings as those defined in the Circular unless the context requires otherwise.

Reference is made to the Announcement and the supplemental announcements of the Company
dated 15 May 2025 and 20 August 2025 in relation to the First Supplemental Agreement and Second
Supplemcntal Agreement for' the cxtcnsion of the Long Slop Datc. on 14 April2025 (after trading
houi's). the Company entered into Ihe Subscripiion Agreement with Existing Bondholder I, Mr. Lain
Ching Kui (a connected person of the Company), PUTSuant 10 which Existing Bondholder I
conditionally agreed 10 subscribe for and the Company conditionally agreed to issue Ihe New
Convertible Bonds in the principal amount of HK$15,000,000 under the New Convertible Bonds
Specific Mandate. On 15 May 2025 (after trading hours), the Company and Existing Bondholder I
entered into the First Supplemental Agreement PUTSuant 10 which the parties agreed to extend the Long
Stop Date to 29 August 2025 (or such other dale as may he agreed by the Company and Existing
Bondholdcr I). On 20 August 2025 (after trading hours), the Company and Existing Bondholder I
entered in 10 Ihe Second Supplemental Agreement PUTSuant 10 which the parties agreed to I'uriher extend
the Long Stop Dale 10 30 September 2025 (or such other date as may be agreed by the Company and
Existing Bondholder I). Save for the above changes, all other terms and the conditions of the
Subscription Agreement remain unchanged.
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As at Ihc Laicsi Piaciicahlc Daic. Mr. Lain Chin,, Kui. bcin *, Exist in*, Bondholdci' l . Is thc

ultimate controlling shareliolder of the Company. \\, ho is interested in 72,400 Existing Ordinal'y Shares

personally. representing approximately 0.04% of the 101al number of Existing Oldinary Shares. and
through his indirect interests in Existing Bondholder 2. Chinese Success. was laken 10 be interested in

total 91,622,643 Existing Ordinary Shares represeniing approximately 51.34% of the total number of
Existing Ordinary Shares. Therefore, Existing Bondholder I and its associates (including Existing
Bondholder 2) are connected persons of the Company. and the Subscription consiiiuies a connected
transaction of' thc Company and is subjcct to thc TCPoriing. annoiinccmcni and Indepcndcni
Shareliolders ' approval req uii'cinents undei' Chapicr 14A o1' the Lisiing Rules

To the best of the Dii'ectors' knowledge, information and belief. having made all reasonable
enquiries, Existing Bondholder I and its associates (including Existing Bondholder 2) are required 10
abstain from voting on the resolutions in respect o1' the Subscription at the ECM. To the best of the
information, belief and knowledge of the Directors, save for Existintr Bondholder I and its associates
(including Existing Bondholdcr 2), n0 o1hcr Sharcholder has any matcrial in ICrcsi in the Suhscription
Save Ihat Mr. Lain Ka Chun. who is an executive dii'ccior o1' Ihc Company and the son o1' Existing

Bondholder I, is deemed 10 be interested ill the Subscription and the transactions contemplated
thereunder (including the grant of the New Convertible Bonds Specific Mandate), who 11ad abstained
from voting, none of the Dii'ectors had a material interest in the Subscription and was required to
abstain from voting on the resolutions passed by the Board 10 approve the Subscription and the
transactions contemplated thereunder (including the grant of the New Convertible Bonds Specific
Mandate)

INDEPENDENT BOARD COMMITTEE

The Independent Board Committee comprising all the independent non-executive Directors,
namely Ms. XU Hulling, Mr. Warig Ziniu and Mr. Wong PO KGung, has been established to advise the
Independent Shareholders in respect of the terms of the Subscription Agi'eemeni (as amended by the
Supplemental Agreements) and the transactions contemplated thereunder (including the grant of the
Ncw Convertiblc Bonds SPCcific Mandaic) ai'c fair and rcasonablc so far as Ihc Indepcndcni

Shareholders as concerned. and in Ihc interest o1' Ihe Company and the Shareholders as a whole, Iaking
Into account our I'ecommendation

We, INCU Corporate Finance Limited, have been appointed as the IFA 10 advise the Independent

Board Committee and the Independent Shareholders in this regard
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Exccpi 1'01' bcing uppoinicd as Indcpcndcni I'inaricial adviscr 10 Ihc Company rcgarding Ihc
alteration 10 the ternis of the Existino Convertible Bonds. whicli the circular has been despatched on 28

March 2025. we nave not acted as an independent financial advisel' and have not provided any oilier
ser\, ices to the Company during the past two years. As at the Latest Practicable Dale, we were not aware

o1' any relationships or interests between us and the Company or any other parties that could be
reasonably be regarded as hindrance to our independence as defined under Rule 13.84 of Lisiing Rules
10 act as the in dependeni financial adviser 10 the Independent Board Commitiee and the Independent
S hai'choldcrs in respect of the Subscription. We arc not associated with Ihc Company, its subsidiai'ics.
its associaies or Iheir I'espcciivc subsianiial shareholdci's or associates o1' any oilier pariies 10 Ihe
Subscription, and accordingly, are eligible to give independent advice and I'ecommendations on the
terms of the Subscription Agreement (as amended by the Supplemental Agreements) and the
transactions contemplated thereunder (including the grant of the New Convertible Bonds Specific
Mandate). Apart from normal professional fees payable 10 us in connection with this appointment as the
independent financial adviser to the Independent Board Committee and the Independent Shareholders,
no arrangcmcnt cxists whcrehy we will reccive any fccs from Ihc Company, its subsidiaries, its
associates o1' Iheir respcciive subsianiial shareholders or associaies or any o1hei' pariics Ihai could
reasonably be I'egarded as relevant to our independence

BASIS OF OUR OPINION

In formulating OUT opinion and recommendations, we have relied on the statements, information,
opinions and representations contained or referred to in the Circular and/or provided to us by the
Company and the management of the Group. We have assumed that all slalomcnis, information,
opinions and reprcseniaiions coniained or Telerred 10 in the Circular and/or provided 10 us were Irue,
accurate and complete at the time they were made and continued to be so as at the Latest Practicable
Date. The Dii'eciors jointly and severally accept full I'esponsibiliiy for the accuracy of the information
contained in the Circular and confirm, havino made all reasonable enquiries, that 10 the best of their
knowledge and belief, opinions expressed by the In in the Circular have been arrived at after due and
careful consideration and there are no other material facts not contained in the Circular, the omission of

which would in akc any such statcmcnt madc by them that containcd in Ihc Circular mislcading in all
malerial respecis. We have no reason 10 doubi Ihe Iruih or accuracy o11hc in 1'0rinaiion provided 10 us, or
to believe that any material information 11as been omitted or withheld. We will notify the Shareholders
of any material change of information in the Circular up 10 the dale of ECM

Our review and analyses were based upon, among others, (i) the information provided by the
Group including the Circular. the Subscription Agreement, the Supplemental Agreements and certain
published information from the public domain, including but not limited 10, the annual report of the
Company for Ihc year cndcd 30 Junc 2024 (the "Annual Report 2023/24") and in ICriin TCPort of the
Company lot Ihe six months ended 31 December 2024 (Ihe "Interim Report 2024/25"): and (11) our
discussion with the Directors and the management of the Group willI respect 10 the terms of and the
reasons for entering into of the Subscription Agreement (as amended by the Supplemental Agreements).
The businesses and future outlook of the Group. We have noi, however. for the purpose of this exercise,
conducted any in-depth independent investigation into the businesses or affairs and future prospects of
the Group and the subscriber nor have we carried out any independent verification of the information
supplicd.
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PRINCIPAL FACTORS AND REASONS CONSIDERED

In to I'mulaiing our opinions and recommendations in respect of the Subscription, we nave taken
into consideration of Ihe 10/10wing PI'incipall'aciors and reasons:

(1) Background of the Subscription

011 14 April2025 (after trading 110urs), thc Company cntci'cd into thc Subscription Agi'ccmcni with
Existing Bondholder I (a connected person o1' Ihe Company) purrsuant 10 whicli Exisiing Bondholder I
conditionally agreed 10 subscribe for and The Company conditionally agreed 10 issue the New
Convertible Bonds in the principal amount of HK$15,000,000 under the New Convertible Bonds
Specific Mandate

On 15 May 2025 (after trading hours). the Company and Existing Bondholder I entered into the
First Supplemental Agrccmcnt PUTSuanl to which thc parties agrecd to cxtcnd the Long Slop Daic to 29
Augusi 2025 (o1' such other dale as may be agreed by Ihe Company and Exisiing Bondholder I). On 20
August 2025 (after trading hours), the Company and Existing Bondholder I entered into the Second
Supplemental Agreement PUTSuani to which the parties agreed 10 further extend the Long Slop Dale 10
30 September 2025 (or such other dale as niay be agreed by the Company and Existing Bondholder I)
Save for the above changes, all other tel'ms and the conditions of the Subscription Agreement remain
unchanged

As at thc Latest Practicable Daic. Mr. Lain Ching Kui, being Existing Bondholdcr I, is thc
ultimate controlling Shareholder, who is interesied in 72,400 Exisiing Ordinary Shares personally,
representing approximately 0.04% of the total number of Existing Ordinary Shares. and through his
indirect interests in Chinese Success, being Exist intr Bondholder 2, was taken 10 be interested in total
91,622,643 Existing Ordinary Shares representing approximately 51.34% of the total number o1
Existing Ordinary Shares. Existing Bondholders are also the holders of the Existing Convertible Bonds
Assuming the Alteration of Terms being elfeciive, the Existing Convertible Bonds with the total
outstanding amount of HK$99.40 million could of convcrtcd at Ihc Existing Convcrtiblc Bonds
Conversion Price o1' HK$0.06 per Conversion Share 10 a maximum o11,656,666.666 Conversion Shares,
but subject 10 the restriction of public float I'equirement under the Listing Rules and no mandatory
general offer being triggered under the Takeovers Code

Existing Bondholder I is an investor who 11as made investments in listed securities and has been
engaged in industrial and residential property development in Ihe PRC and commercial property
investment ill Hong Kong for over 30 years

(11) Background and financial performance of the Group

(i) Backgro",, d o1 the Gro,, p

The Company is an invest meni holding company incorporated in the Cayman Islands with
limited liability, the issued shares o1' which are listed on the Main Board of the Stock EXchange.

The Group is principally engaged in Ihc manul'acturing and sales o1' inodil'led slurch and
other co- Iel ated bio-chemical products

-3-



(ii) Fi,,""ci"IPe, forma"ce of ihe Growp

Set out below is the financial information of the Group for each of the financial years ended
30 June 2023 and 30 June 2024 ("FY2023" and "FY2024". respectively) as exii. acted Ironi the
Annual Repori 2023/24 and the six 1110nihs ended 31 December 2023 and 31 December 2024
("HY2023/24" and "HY2024/25", respectively) as extracted from the InIerim Report 2024/25

Coilso/jilti!ecl foldiici(11 penoi'111u, Ice o11he GJ'o11p

Reven ue from manufacturing
and salc of modified SIai'ch

and other biochemical

products

Loss for the year I period

Loss for the year I period
all ribuiable 10 the owners

of the Company

FY2023

HK$ '000

(AMthted)

Table ISMi!Init!F1' of Ihe to,, 30/11nied 1111", it Iai perlt,,',,, un, e by Ihe Gin"p

FY2023 vs FY2024

FY2024

HK$ '000

(AMdi!ed)

As set out in above Table I, all revenue of the Group was derived from nianufaciuring
and sale of modified starch and other biochemical products. The revenue of the Group for
FY2024 was approximately HK$370.07 million, representing a decrease of approximately
HK$403.58 In illioii or 52.17% as compared with that of approximately HKS773.65 million
for FY2023. According to Ihc Annual Rcport 2023/24. the decrcasc in revenuc was Inainly
due 10 the reduced consumpiioii Iru' Ihe mudil'ied SIarch and ()Iher biochemical producis
resulted from economic slowdown in the PRC. Therefoie, the Group 11as ceased certain
low-performing product lines of one of its subsidiaries as part of its strategic restructuring 10
enhance overall operational efficiency, leading 10 the decrease in revenue

773,654

( 10,062)

HY2023/24

HK$'000

(Und"dried)

(15,433)

370,069

(65,707)

HY2024/25

HK$ '000

( 0110Mdrted)

Due to the deci'ease in revenue of the Group and the impaii'merit loss on propel'Iy, plant
and cquipmcnt of appi'oximalely HK$58.15 million for FY2024, Ihc Group recorded loss
alllibuiable 10 the owners tillhe Conipany o1' approximately HK$44.21 million 1'01 FY2024.
representing all increase in loss of appi'oximaiely HK$28.78 million or 186.52% as compared
with that of approximately HK$15.43 nTillion for FY2023

(44,212)

190,330

(4,030)

(6,734)

161,056

(13,054)

(13,661)
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DCspiic Ihc nci loss It)r FY2023 and FY2024, Ihc Group ICcoi'dud 11ci CUSIi in 1'10\\. ITom
opei'all rig activities of approximately HK$48.89 million and HK$52.09 million for FY2023
and FY2024 respectively. after the adjustments in respeci of (1) the non-casli items. sucli as
the imputed in telesi expenses of the Exisiing Convertible Bonds, the depreciation of the
properly. plant and equipment and Tight-of-use asseis. the net impairment loss o11 !rade and
other receivable and the impairment losses on properly, plant and equipment: and (ii) change
in working capital. However, the Group has used (i) approximately HK$28.18 million and
HK$40.04 In illion foi' thc purchasc of properly, plant and equipmcni 10 TCPlacc and upgradc
Ihe old machinei'y 1'0r FY2023 and FY2024I'espcciivcly; and (11) approximately HKS19.46
million and HK$15.19 million foi' tile repayment of borrowings for FY2023 and FY2024
respectively. Therefore, the Group had an overall net cash outflow of approximately
HK$2.43 million and HK$4.07 niillion for FY2023 and FY2024 respectively

We also noted Ihai the Group recorded finance costs of approximately HKS17.11
million and HK$17.91 million for FY2023 and FY2024 respcciively, which had CTCated
continuous financial pressure 10 Ihe Group's prol'it and loss

HY2023/24 vs HY2024/25

The revenue of the Group for HY2024/25 was approximately HK$161.06 niillion,
representing a decrease of approximately HK$29.27 million or 15.389f as compared with
that of approximately HKS190.33 million for HY2023/24. According 10 the Interim Report
2024/25, the decrcasc in rcvcnue was mainly duc to the continued reduction in consumption
1'0r the in odined SIaTcli and other biochemical producis resulted ITom economic slowdown in
the PRC

The loss attributable 10 the owners of the Company was approximately HK$13.66
million for HY2024/25, representing an increase in loss of approximately HK$6.93 In illion
or 102.97% as compared with Ihai of approximately HK$6.73 million for HY2023/24. Such
increasc was mainly duc 10 co Ihc dccrcase in revcnuc as discussed ahovc; (ii) the nci
impaii'meni loss on ITade and other receivable o1' approximately HK$4.27 million made in
HY2024/25 ; and (iii) the increase in finance costs from approximately HK$8.83 million for
HY2023/24 10 approximately HK$10.37 million for HY2024/25 as a result of the increase in
imputed interest expenses of the Existing Convertible Bonds and Other Loan

After the adjustments of non-cash items and change in working capital, the Group
recorded net cash inflow from operating activities of approximately HK$24.67 million and
HKS0.05 In 11/10n for HY2023/24 and HY2024/25. Thc dccreasc in cash inflow from

operaiing activities 1'0r HY2024/25 as compared with that 1'0r HY2023/24 was ntainly due 10
the decrease in revenue as discussed above. Due 10 decrease of cash innow front operating

aciiviiies, the replacement and upgrade of the old machinery has been suspended in
HY2024/25
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Coll., o111/01ed. 1/1/'11cinl POSiiio!I (!f IhC G, '011p

Non-current assets

Property, plant and equipment

Right-of-use assets
Deferred lax assets

Current assets

Inventories

Trade receivables

Deposits, prepayment and other receivables
Bank balances and cash

As at

30 June

2024

HK$ '000

(And^^ecl)

Total assets

Current liabilities

Trade payables

ACcruals and other payables
Contract liabilities

BOTi'owings

Tax payable
Lease liabilities

Convertible bonds

Loans froni ultimate holding company

As at

31 December

2024

HK$ '000

(Ui!undried)

54,272

26,425

14,403

95,100

48,106

25,101

14261

33,711

29,160

49,366

2,161

Non. current liabilities

Convertible bonds

87,468

Total liabilities

114,398

Net current liabilities

29,865

23,111

38,110

1,784

209,498

Net liabilities

Tttb/, 2 5111/11/1,11'\' ,,/ Ihe , ", 1,011d"led 1/1/'11i, !"I po Till"11,,/ Iht Gro!, p

99,054

26,413

2,323

47,379

1,046

1,134

73,985

2,513

92,870

180,338

67,987

30,484

2,747

48,453

1,045

279

81,977

4,438

253,847

10,891
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264,738

237,410

(139,449)

(55,240)

I 1,732

249,142

(144,540)

(68,804)



(tit) Non-curre"i assets and curre"i assets

As set out in the above Table 2, the non-current assets of the Group decreased fi'om

approximately HK$95.10 million as at 30 June 2024 to approximately HK$87.47 million as at 31
December 2024, representing a slight decrease of approximately HK$7.63 million or 8.02%. Such
decrease was mainly due 10 the depreciation o1' the properly, plant and equipment

Thc curient asscts of thc CIOup dcci'cascd from approximatcly HKS 114.40 million as at 30
June 2024 10 appi'oximatcly HK$92.87 million as at 31 December 2024. TCPi'CSeniing a decrease o1
approximately HK$21.53 million or 18.82%. The decrease in current assets of the Group was
mainly due to the decrease in trade receivables and the decrease in deposiis. prepayment and other
receivables, includino the impairmeni loss on trade and o1her receivable. Such decrease was in line
with the decrease in revenue as discussed above

As sct out in thc abovc Tablc 2, as at 31 DCccmbcr 2024, Ihc Group only had bank halanccs

and cash tit' appi'oximatcly HK$ l .78 million. According 10 the LetieT IToin Ihe Boai'd. as at Ihe
Latest Practicable Dale, the bank balances and casli of the Gi'oup is approximately HK$3.30
million and there is no loan and advances due to the Group

tip) Nom-c"rre"t liabilities und errrre"t liabilities

As set out in the above Table 2, the non-current liabilities of the Group remained stable. The

currcnt liabilities of the Group decrcascd from approximatcly HKS253.85 million as at 30 Junc
2024 10 approximaiely HK$237.41 million as at 31 Deccmbei' 2024. representing a slight decrease
of approximately HK$16.44 niillion or 6.48%. Sucli decrease was mainly due 10 the combined
effect of (a) decrease in the trade payable of appi'oximately HK$31.06 In illion. which was in line
with the decrease in revenue; (b) the increase ill accruals and other payables of approximately

HK$4.07 million; and (c) the increase in convertible bonds and loans from ultimate holding

company of approximately HK$9.92 million due to the provision of loan by Wai Chun In Yesimeni
Fund and the accumulation of Ihc imputcd interest expenscs

The loans from 11/11mate holding company and loan from the controlling shareholder (as
included in the borrowings) with the aggregate amount of HK$7.87 nilllion as at 31 December
2024 represent the Shareholder's Loan and Other Loan. According 10 the Letter from the Board, as
at the Laiesi Practicable Date, the aggregate amount of the Shareholder's Loan and Other Loan are
approximately HK$15.00 million and expected 10 exceed HK$15.00 In illion as all he Coinpleiion
Date

(v) Debt postlio,, and going colicer,, issue

The Group had total debts of approximately HK$ l 35.90 million and approximately
HK$146.88 million (including loans fronT uliimate holding company, borrowings. convertible
bonds and lease liabilities) as at 30 June 2024 and 31 December 2024 respectively. The net debts
(net of cash and cash equivalents) 10 total assets ratio of the Group is approximately 80.46% as at
31 DCccmber 2024, represcniing an incrcasc of approximately 16.62%, as coin pai'cd with
approximaicly 63.84Q, as at 30 June 2024
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Thc Existing Convci'liblc Bonds includc Existing Convci'liblc Bonds I ill Ihc riggi'cgaic
PI'inclpal amount of HK$67,000,000. Existing Convertible Bonds 2 in the aggi'egaie outstanding
allIOUnt o1' HK$20.150,000 and Exisiing Cornerlible Bonds 31n the aggregate outstanding amount
o1' HK$12,250,000. All o1' the Existing Converiible Bonds are nil in telest rate. According 10 Ihe
announcement of Ihe Company dated 27 Decembei' 2024 and the circular of the Company dated 28
March 2025 in respeci of the Alteration of' Terms. on 27 Decembei' 2024 (after trading hours), the
Company and Existing Bondholders entered into the alteration consent letters and conditionally
an ICcd 10 amend the tel'ms of thc Existing Convcriiblc Bonds as follows :

(1) tile Existing Convei'lible Bonds Conversion Price of the Existing Convertible Bonds be
changed from HK$0.25 per Conversion Share to HK$0.06 per Conversion Share;

(ii) the maturity date of Existing Convertible Bonds I and Existing Convertible Bonds 2 be
extended froin 18 January 2025 10 31 December 2027 and The maturity dale of Existing
Convertihlc Bonds 3 he cxicndcd from 14 March 2026 10 31 Decemhcr 2027; and

(iii) Existing Convertible Bonds 3 be redeemed at 95% of principal amount at maturity

The above alteration 10 Ihe terms of the Existing Convertible Bonds is conditional upon the
Independent Shareholder's approval in the extraordinary general meeting of the Company held on
30 June 2025 and the Capital Reorganisation having become effective. On 30 June 2025, the
resolutions in respect of the Alteration of Terms and the Capital Reorganisation have been
approvcd in Ihc cxiraordinary gcncral inccting of Ihc Company. Thc Capital Reoi'ganisatioii is
expecied 10 become clieciivc on 12 September 2025

According 10 the Annual Report 2023/24. as the Group incurred a loss all ributable 10 owners
of' Ihe Company of approximately HK$44.21 million for FY2024 and, as at 30 June 2024, the
Group had net current liabilities and net liabilities of approximately HK$139.45 million and
HK$55.24 million respectively. the auditors of the Company have expressed Inaierial uncertainty
rclaiing 10 Ihc going conccrn issue of Ihc Company, which may cast significant doubt on the
Group' s ability 10 coniinuc as a going concern. According 10 Ihe In lei'jin Repori 2024/25, the
Group incuri'ed a loss all ributable 10 owners of the Company of approximately HK$13.66 million
for HY2024/25 and as at 31 December 2024. tile Group had net current liabilities of approximately
HK$144.54 million and net liabilities of approximately HK$68.80 million respectively. Therefore.
Ihe Directors have prepared the consolidated financial statements on a going concern basis based
on the assumptions and measures that

(a) as at 31 Deccmbcr 2024. thc Company has drawn down loan of approximatcly HK$4.44
million and undrawii loan I'acilities o1' approximately HK$65.56 million gi'an led by Wai
Chun Investment Fund ("Wai Chun IF"). its ultimate holding company:

(b) in addition 10 Ihe loan t'aciliiies granted by Wai Chun IF as slated abo\e. Mr. Lain
Chino Kui. being Existing Bondholder I. has also undertaken 10 provide adequate funds
10 enable the Group 10 meet its liabilities and 10 settle financial obligations 10 third
pariics as and whcii Ihcy fall duc so thai Ihc 01'0u p can continue as a going conccrn and
carry on IIS business without a signil'icant curlailmeni o1' operations 1'01' the twelve
months from the dale of approving consolidated financial statements foi' HY2024/25 ;
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(c ) Ihc Company has planncd and is in 11c:!o1iaiioii with potcniial in VCsioi's 10 Taisc
sufficient fLinds thi'ougli tnnd-raising airangemenl; and

(d) the Dii'eciors will continue 10 implement measures aiming at improving the working
capital and cash flows of the Group including closely monitoring general adminisiraiive
expenses and operating cosls

As confirmed by Ihc managcmcnt of thc Company, as at thc Latcst Praciicablc Date. (I) no
invesior 11as expi'CSSed any in telesi in debt or equity luridraising o1' Ihc Company given Ihai Inc
Group was in net cull'ent liabilities and net liabilities position as at 31 December 2024: and (ii)
other than the Subscription, the Company is not in any negotiation and/or any discussion wiih any
potential investor for fundraising activities or financing arrangemeni of the Company

According to the Letter from the Board, Existing Bondholder I had heelt financing the
opcrations of' the Group through thc provision of the Sharcholdcr's Loan and Other Loan to the
Group as there was rill other o1'1'shore 1'1nancing available 10 the Group. The Ierms o1' Ihe
Shareholder's Loan and Other Loan weie determined after arm's Iengtli negotiations between the

Company and Existing Bondholder I. The outstanding principal amount and accrued interest under
the Shareholder's Loan and Other Loan payable by the Company to Existing Bondholder I and/or
its associates are expected 10 exceed HK$15,000,000 as all he Completion Date. The Shareholder's
Loan and Other Loan bear all interest rate of 6.25% per annum. As at the Latest Practicable Date,
both Shareholder's Loan and Other Loan are I'epayahle on demand

We note Ihai (i) the revenue o11he Group decreased in FY2024 and HY2024/25 as compared
wiih that in the previous year/period; (ii) the Group recorded net loss all ribuiable to owners of the
Company for both FY2024 and HY2024/25 ; (iii) the Group had a low cash level of only
approximately HK$3.30 million as at the Latest Practicable Dale; (iv) the Group had high net
curreni liabilities of approximately HK$144.54 million as at 31 December 2024; (v) Ihe Group
was in a net liabilities position as at 31 December 2024; (vi) the Group had high net debts (nei of
cash and cash cquivalents) 10 total assets ratio o1' approximatcly 80.46% as at 31 Deccmbcr 2024:
(vii) Ihe auditors o1' Ihe Company have expressed material 11ncertainty relaiing 10 the going
concern issue of the Company in The Annual Report 2023/24; and (viii) the Shareholder's Loan and
Other Loan nave a higli interest rate of 6.25 % per annum and are repayable on demand. Having
considered that (a) Ihe Group may not be able to generale sufficient funding froni operating
activities 10 repay Ihe Shareholder's Loan and Other Loan under the financial performance and the
financial position of the Group as disclosed above; (b) the outstanding principal amount and
accrued interest under the Shareholder's Loan and Other Loan will he fully settled by the issue of
thc Ncw Convcrtiblc Bonds: and (c) Ihc intciest Talc of the New Convcriiblc Bonds is Inuch ICss
Ihaii Ihai o1' the Shareholder' s Loan and 01her Loan, we consider Inat Ihe Subscription can reduce

The finance costs of the Group and provide more lime for the Group 10 Implement measures to
improve the working capital and cash flows o1' the Group and 10 seek and arrange for external
funding from potential investors
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(111) Reasons for and benefits of the Subscription

(i) Reuso,, s for and benefits of enteri,, g i,, io Ihe S"bscrjpiio,, Ag,. eeme"I ("s amend?d by the
SMPpleme"tar Agreeme"!s)

As slated in the Letter t'To In Ihe Board. the subscription amount payable by Existing
Bondholder I under the Subscription Agreement (as amended by the Supplemental Agreements)
shall bc sailsticd by way of offsctting thc outstanding principal amount and accrucd In ICrcst undcr
the Shaleholdci"s Loan and 01hcr Loan. payable by Ihe Company 10 Existing Bondholdel' I and/o1
its associates as at the Completion Date. Existing Bondholder I had been financing Ihe operations
of the Company and its subsidiaries in Hong Kong through Ihe provision of the Shareholder's Loan
and 01hei' Loan to the Group. The aggregate amount of the Shareholder's Loan and Other Loan
and accrued interest is approximately HKS15,000,000 as at the Latest Practicable Dale and is
expected to exceed HK$15,000,000 as at Completion Dale due 10 the additional financial support
by Existing Bondholder I and Wai Chun Invest incnt Fund, which is wholly owncd by Existing
Bondholder I. The Shareholder's Loan and Other Loan are unsecured. carried an in Ieresi Tale at

6.25% per annum as calculated by Hong Kong Prime Rate of 5.25% per annum plus 192 per
annum, and repayable on demand as at the Latest Piacticable Dale. The Board considers that the
Shareholder's Loan which bear interest at 6.25% per annum together willI the Other Loan which is
also owed to the controlling shareholder, represents a heavy financial burden to the Group as the
Company has net current liabilities of approximately HK$144.5 million as at 31 December 2024
In view of the above. the Board has reviewed and explored different approaches 10 settle the
Sharcholdei"s Loan and 01hcr Loan (to gelhcr with the accrucd in ICi'OSI). The Company has
reached out willI banks and jinancial insiiiuiions 1'0r external jinancing. but it was 1101 I'easible due

10 the weak financial performance and the net current liabilities and net liabilities position of the
Group as at 30 June 2024 and 31 December 2024. As at the Latest Practicable Date, no investor.
bank or jinancial Institution has shown any Interest in providing financing 10 the Company. After
the negotiation between the Company and Existing Bondholder I, Existing Bondholder I did not
accept the nil interest rate as proposed by the Company and only agreed to subscribe for Ihe New
Convertiblc Bonds unlcss thc Company acccptcd his proposal in rcspcct of thc Subscription. The
Board considei'ed Ihc issue o1' Ihe New Converiiblc Bonds 10 be Ihe in OSI 61'1'eciive and SUIiable

financing method and is in the interests of the Shareholdei's as a whole even though the proposed
interest rate of the New Convertible Bonds is higher than that of the Existing Convertible Bonds
after considering that (i) the New Convertible Bonds bear a lower interest Tale of 2% per annum
and will be able to minimize the short-terin financial burden 10 the Group as total interest in three
years amounting to approximately HK$1.91 million will be saved: (ii) the financial pressure on the
Company for redemption of the New Convertible Bonds at the maturity dale would also be
ICsscned bccausc of thc I'cdempiion discount of 2% at Ihc Inaturiiy of thc New Convcriiblc Bonds:
(11i) the nei current 11abiliiies o1' the Group also will be improved as 111e Shareholder's Loan and
Other Loan (together willI the accrued interest) will be reclassified from current liabilities to
non-current liabilities after Ihe Subscription becomes effective; (iv) Ihe principal amount of the
Shareholder's Loan and Other Loan (together with the accrued in Ierest) will be fully sellled upon
the exercise in full of the conversion Tights of the New Convertible Bonds without requiring any
cash outflow on the Company; (v) the conversion of the New Convertible Bonds would he
ICsti'ictcd by Ihc minimum public float ICQuircmcnt under Ihc Listing Rulcs: and (vi) as at Ihc
Lutes I Practicable Dale. no in VCsior. bank or jinancial instiiuiioit has shown ally Interest in

providing financing 10 the Company



Wc havc rcvicwcd the Subsci'IPIion Aurccmcni. the Supplcmcntal Agrccmcnis. Ihc Annual
Report 2023/24 and the Inter jin Repoi'I 2024/25. Based o11 0ui' analysis of the Groups financial
statement as discussed in section headed "(11) Background and financial performance of the
Group" above in this letter. Ihe Group l ecoi'ded loss all ributable 10 the owners of the Company of
approximately HK$15.43 In illion, HK$44.21 niillion and HK$13.66 niillion for FY2023, FY2024
and HY2024/25 respectively. As the Shareholder's Loan and Other Loan heal' a higher interest Tale
of 6.25 % per ann um as coinpai'ed with tile interest late of the New Con\ei'lible Bonds of 2009;- per
annum, Ihc Subscription will rcducc the t'inaricc costs of thc Group, which will in turn improvc thc
jinancial perl'or mance o1' Ihe Gi'uup subjcci 10 jinal audit. As disclosed in Ihc Letter Ironi Ihe
Board, the Group, through a subsidiary of the Company in the PRC. 11as provided a loan 10 a third
party in the PRC with the balance of approximately HK$21,224,000 as at 30 June 2024. whicli has
been fully repaid as at the Latest Practicable Dale and the proceeds 11'0m the repayment of the loan
have been used 10 settle the trade payables 10 suppliers and general working capital in the PRC. In
this regard. we have reviewed The payment records and value-added tax invoices of the relevant
trade payahlcs and ripcraiing cxpcnscs of the subsidiary of Ihc Company in thc PRC. Further in orc,
as discussed wiih Ihc nianagcment o1' Ihc Company. Iherc is no operating subsidiary ill Hong Kong
10 generale cash inflow for the Group and the transfer of the funds from 111e PRC 10 Hong Kong is
subject 10 regulatory constraints, including scrutiny of inter-company transactions by PRC
authorities and strict cross border control policies, and thus offshore financing is needed for the
repayment of the Shareholder's Loan and Other Loan. On the other hand, given that the bank
balances and cash of the Group as at the Latest Practicable Date is approximately HK$3.30 million
only, the Group has financial difficulties 10 repay the Shareholder's Loan and Other Loan. which
arc I'GPayablc on demand. As the Ncw Convcrtiblc Bonds will be rcdcemcd at 98% of thc principal
amouni at maturiiy, which will tall on the third anniversary 111' Ihe dale o1' issue o1' Ihe New
Convertible Bonds, the Subscription will lessen the financial pressure of the Group if the New
Convertible Bonds are redeemed upon niaturity. After considering the reasons for and benefits of
the Subscription as discussed above, we consider that entering into the Subscription is in the
interests of the Company and the Shareholder as a whole

(it) Fundraising den"ities of the COMp",, y in the past 12,110,, ths

As slated in the Leiier from the Board, other than the alteration consent letters dated 27

December 2024 entered into by the Company and Existing Bondholders to amend the terms of all
the outstanding Existing Convertible Bonds. the Company has not raised fund on any issue of
equity securities in the past 12 months immediately before the Latest Practicable Dale
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(in) Other/mallet,, g alter""lines

We have discussed with Ihe manaoemeni of the Company ill respect of the consideration of
other ways of fund-raising such as debt financing and o1hei' equity fundraising nieihod to sellle the
Shareholder's Loan and Other Loan. The following set out Ihe summary of oui' discussion

(d) Debi/illuiiciiig

The Dii'ecioi's nave considered that (i) lullher o1'1'shore debi 11nancing ntay 1101 be
available given the Groups net current liabilities and net liabilities position as at 31
December 2024: (11) the cost of' the offshore debt financing may increase together with
additional requirements with asset pledging or guarantees to be provided by the Group; and
(iii) further offshore debt financing will increase the finance costs of the Group and using
offshore debt financing 10 replace the Shareholder's Loan and Other Loan may further
wcakcn Ihc cashflow and financial position of the Group as the in ICrcst Talc of Ihc new dchts
Inay be higher than Ihai o1' Ihe New Convertible Bonds. Based o11 our analysis o11 Ihc
financial position of the Group as discussed ill the section headed "(11) Backgi'ound and
financial perfoi'mance of the Group" above and after considering that the Group's was at net
current liabilities and net liabilities position as at 31 December 2024, the proposed interest
Tale of 2% per an nunT of the New Convertible Bonds is considered acceptable as (i) other
than the Subscriber, no in\, esior, bank or tinancial instituiion has shown any interest in

providing offshore debt financing to the Company ; (ii) Existing Convertible Bonds I and
Existing Convcrtiblc Bonds 2 were onoinally issued under the intcrcst Talc of 4% PCr annum
and 2% per an nuni at Iheir issue dale respeciivcly. which the inter CSi rate was subsequenily
reduced 10 nil together with Ihe reduction in conversion price and redemption amount and
extension of maturity date Ihai collectively constitute the alteration of terms as set out in the
announcement of the Company dated 22 December 2022 ; (iii) the Subscription provides an
OPPoriuniiy 10 the Group 10 reduce its interest costs, extend the repayment o1' the
Shareholder's Loan and Other Loan and improve the financial position of the Group; and (iv)
the 12-month Hong Kong Dollar In ICrcst Sciilcmcnt Ratcs (i. c., HIBOR) is approximaicly

as exii'acted I'Tom Ihe websiie o1' Hong Kong Association o1' Banks3.18%

(hitps://WWW. hkab. org. hk/en/rates/hibor) as at the Latest Practicable Date and any new
borrowings from banks and financial institutions in Hong Kong will usually carry an interest
Tale of the HIBOR plus a percentage 10 be commercially agreed. Therefore, we concur with
the Directors' \, iew that the offshore debt financing may not be feasible due 10 the financial
POSiiioii of the Group and. even if such offshore debt financing is available, the higher
interest Tales from external new debts as compared with that of the New Convertible Bonds
will imposc Ihc additional financial burdcn on Ihc Group
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( h) PIdciJig q111cii' .$/!n, VC

The Dii'ecioi's have considei'ed that gi\en the Group' s net CUI'rent liabilities and net
liabilities position as at 31 December 2024. the placing ageni niay lace difficulties and lake
lime to seek for potential in\'esior(s) and the potential in\, esior(s) niay require a higher
placing discount 10 the trading price of the Existing Ordinary Shares 10 rumll the capital
requirement 1'0r the Shareholders Loan and Other Loan. The Directors also consider that it is
highci' cost to arrange a placing of new sharcs, as thc placing agcni would changc commission
with Tcl'ei'ence 10 cei'lain PCI'centagcs o1' Ihe amouni o1' the I'll ridraising as compared with no
commission froiiT 111e Subscription. and the placing of new shales will cause an immediate
dilution 10 the shareholding of existing Shareholders as compared with that the convei'sion of
the New Convertible Bonds will be subject 10 the conversion resiriciion in respect of the
mandatory general offer obligation under the Takeovers Code and The minimum public float
requirement of the Listing Rules as further discussed in section headed "(Vl) Shareholding
siructurc and possiblc dilution cffcct of the Ncw Convertihlc Bonds" hclow in this ICticr
There1'o1'e. rather than conduciing placing o1' new shares 10 repay Ihe Shareholder's Loan and
Other Loan, we agree willI the Directors' view that the Subsci'IPIioii is in 111e interests of the
Company and the Shareholders as a whole

(c) Righis Issue or ope, I offer

With regard to the viahility of a rights issue or an open offer, the Directors have
considered that given the Group's nct current liabilities and net liabilities position as at 31
December 2024, the Inndraising ITom a righis issue or an open oner may be costly and more
lime consuming. We agree with the Directors' view that. as compared with the Subscription,
(1) more documentation is typically required for the rights issue or an open offer. such as the
prospectus; (ii) it is 1110re costly 10 arrange a rights issue or open offer than the Subscripiion
as it is expected that the Company would incur higher cost 10 arrange a rights issue or an
open offer as more professional parties would need 10 be engaged in all open offer or a rights
issuc; and (iii) it gcncrally takes longci' Iimc 10 arrangc rights issuc or opcn offer
Further in o1'c, the Subscription provides a highei' degree o1 certainly while Ihe outcome o1 a
rights issue or open offer as 10 the fundraising amount would be subject to the uricei'tainty of
the subscription level given the net current liabilities and net liabilities position of the
Group



As conl'it incd by the managciiicni o1' Ihc Company. as all Ihc Laicsi Piaciicablc Datc. rill 111vcsioi
has expi'essed any interest in debt o1' equity fi!ridi'aising of the Company Litliei' than Ihe Subsci'ipiion
Given that Ihe Group was in net current liabilities and net liabilities position as at 31 Decembei' 2024 as
discussed in the section headed "(11) Background and financial pel'foi'mance of Ihe Group" above in Ihis
letter. even it such equity financing or borrowings are available, we consider that it is difficult for the
Company 10 obtain external financing without lengthy negoiiations with banks and potential investors
and the ouicome of such financing Inethods are highly uricei'lain as compared willI the Subscription. As
incntioncd abovc. with ICfercncc to Ihc 12-month HIB OR of appi'oximaicly 3.18% as at thc Laicst
Piaciicablc Dale. the jinancc CUSIs o1' new debts. which are usually all inter CSi o1' Ihe HIB OR plus a

pel'centage 10 be commercially agi'eed. will be higher than the New Convertible Bonds and additional
assei pledging or guarantees may be required. As such. the Subscription will provide niore lime for Ihe
Group 10 seek for financial resources and 10 conduct suitable fundraising when the Group's financial
performance and market condition improves in the future. Therefore, after considering Ihe constrainis o1
the debt and equity fundraising alternatives and the financial position of the Group, we consider that the
Company has limitcd fundraising alternatives and wc concur with Ihc Dircctors' vicw that Ihc
S ubscripiion is Inure prel'erablc than Ihe above financing alleriiaiives

(IV) Major terms of the New Convertible Bonds (as amended by tlie Supplemental Agreements)

On 14 April2025 (after trading hours), the Company entered into the Subscription Agreement with
Existing Bondholder I (a connected person of the Company) PUTSuant to which Existing Bondholder I
conditionally agreed to subscribe for and the Company conditionally agreed 10 issue the New
Convertiblc Bonds in thc principal amount of HKS15.000,000 11ndci' thc Ncw Convcrtible Bonds
Specilic Mandate

On 15 May 2025 (aller trading hours), the Company and Exisiing Bondholder I entered into the
First Supplemental Agreement PUTSuant 10 which the parties agreed 10 extend the Long Stop Date 10 29
August 2025 (or such other date as Inay be agreed by the Company and Existing Bondholder I). On 20
August 2025 (after trading hours), the Company and Existing Bondholder I entered into the Second
Supplcmental Agreemcnt PUTSuant 10 which thc parties agrccd 10 Iurihcr cxtcnd Ihc Long Slop Daic 10
30 September 2025 (or such o1hci' dale as niay be agreed by the Company and Exisiing Bondholder I).
Save for' the above changes, all other Ierins and Ihe conditions of the Subsci'iption Agreement remain
unchanged

The principal Ierms of the New Convertible Bonds are SGI out below

Iss uer

Subsci'iber

Issue PI'Ice

Principal amount

ConvCi'biolT PI'iCC

The Company

Mr. Lain Ching Kui

100% o1' the principal amount

HK$ l 5,000,000

HK$0.070 PCI' ConvcrsioiT Shai'c. sub ICci 10 adjust mcnts



In ICrcsi Talc

Redemption at Inaturiiy

Form and denomination

Adjusimeni evenis

27 PCI' annu m acci'ucd till a daily basis til' a 365-day ycar and
payable q uai'telly 111 all'ears

98% of the principal amount of the New Con\ eriible Bonds

The New Convertible Bonds will be issued ill I'egisiered form in
the denomination of HK$1,000,000 each

iai Coll., o11tlaiioi? o1' $11b-chi'it ion of /he shales

If and whenever the shares by reason of any consolidation or
sub-division become of a different nominal amount, the

convei'510n price ill force immediately prior Ihereto shall be
adjusted by multiplying it by the revised nominal amount
and dividing the rcsult by Ihc formci' nominal amount

Each sucli adjustment shall be effective from the close of
business in Hong Kong on the day immediately preceding
the dale on which the consolidation or subdivision becomes

effective

(b) Cupiiulisu/1011 ulpi'unit o1 reJerves

11 and whenever the Company shall issue (o1her Ihail in lieu
of the whole or part of a cash dividend and other than issue
that would amount 10 a capital disti'ibution) any shares
credited as fully paid 10 the shareholders by way of
capitalisation of profits or reserves (including any share
premium account or capital redemption reserve lurid).
sharcs paid up out of disiributablc profits or ICscrvcs and/or
shale premiuiii acco uni or capiial redempiion resci've lurid
issued ill lieu of the whole or any part of a relevant cash

dividend, being a scrip dividend (but only to the extent that
the niarkei value of such Shares exceeds 110% of The

amount of such relevant cash dividend or Ihe relevant part

thereof), Ihe conversion price in force immediately prior 10
such issue shall be adjusted by multiplying it by the

aggrcgatc nominal amount of thc Issucd shales jinmcdiaicly
bel'orc such issue and dividing tile resuli by the sum o1' sucli
aggregate nominal amount and the aggregate nominal
amouni of the shares Issued in such capitalisation

Each such adjustment shall be effective (if appropriate
retroactively) froin the commencement of the day 1'0110wing
Ihe rccord daic 101' such issue



(c) Cdpi!fir diffiibii!If111

If and whenevei' the Company SIIall make any capiial
distribuiion to the Shaleholders (in their capacity as such)

(whethei' on a reduction of capital or o1herwise) or shall
grant 10 such holders rights to acquire for cash assets of the
Company or any of' its subsidiaries. the conversion price In
foi'cc jinmcdiaicly PI'ioi' to such distribution or grant shall bc
reduced by inuliiplying it by Ihe 1'0110wing I'raciion

where

A = Ihe market price o11 the dale on which Ihe capiial
distribution or, as the case Inay be. the grant is publicly
announced or (failing any sucli announcement) the next
preceding day of the capital distribution or. as the case may
be, of the grant; and

A-B

A

B = the fair market value on the day of such announcement

or' (as the casc may req uirc) the 11cxt prcceding day, as
determined in good laitli by 111e in dependeni alldiiors, of Ihe
portion of the capital distribution or of sucli riglit which is
antibutable to one Share. For avoidance of doubi, if the

capital distribution is distributions ill cash the fair market
value shall be the cash value and determination by the

independent auditors is not required

Provided Ihai (1) it' in Ihe opinion o1' Ihe in dependeni
auditors. the use of the fair nTarket value as aforesaid

PIOduces a result which is significantly in equitable, such
independent auditors may instead determine (and in such
event Ihe above formula shall be construed as if B nieani)

the amount of the said Inarkei price which should properly
be attributed to the value of the capital distribution or Tights ;
and (ii) Ihc provisions of this pal'agraph (c) shall not apply
in Telaiion to the issue o1' Shares paid out o1' prol'iis or
reserves and issued in lieu of a cash dividend

Each such adJusiment shall be effective (if appropriate
retroactively) from the commencement of Ihe day following
the record date for the capital distribution or grant



(d) ITSiie of Slidi'e, foi $11b., clipi!'o11 h\11 in' of , igh/.,

If and whenever The Company shall offer 10 Shaleholders
new shares for subscription by way of rights, or shall grant

10 Shareliolders any options or warrants 10 subscribe for new
shares, at a price which is less than 90% of the market PI'ice
on the dale of the announcement of the IeTms of The offei' or

gi'ant, Ihc convcrsion pricc shall bc adjustcd by multiplying
Ihc conversion price 111 lotte jin mediaiely bel'Die the dale o1
the announcement of sucli offei' o1' giant by a fi'action of
which the numerator is the number of Shares in issue

immediately before the date of such announcement plus the
number of Shares which the aggregate of the amount (if any)

payable for the rights. options or warrants and of the amount
payable foi' thc total numbcr of ncw sharcs comprised
therein would purchase at such nTarkci price PCI' share and
the denominator is the number of Shares in issue

Immediately before the dale of such announcement plus the

aggregate number of Shales offered for subscription or
comprised in the options or warrants

Such adjustment shall he effective (if appropi'iaie

retroactivcly) from thc commencement of thc day ncxt
10/10wing the record dale 1'0r the o1'1'CT or grani

Provided however Ihai no such adjustment shall be nTade if
the Company shall make a like offer or grant (as the case
may be) at the same lime to the bondholders (sub ject 10 such
exclusions or other arrangements as the Directors Inay deem

ncccssary or cxpcdicnt in Tclaiion to fractional cntiilcmcnts
or having regal'd 10 any resiriciions o1' 0bligaiions undci' Ihe
laws of. or the requirements of any I'ecognised regulatory

body or any stock eXchange in any Territory outside Hong
Kong) as if it had exercised the conversion rights under the
New Convertible Bonds registered in their names that the
bondholders hold out of the total principal amount of the

Convertible Bonds outstanding at the time of the proposed
rcdcmption



( e) ( nil ) /.,$11c of collve! lib/c o1 CTChniige(11^/e .\ecii! ill'e\

If and whene\, ei' Ihe Company shall issue wholly for
cash any securities which by their tel'ms are

convertible into or eXchangeahle for or carry righis of
subscription for new shares. and the total effective
consideration per share (as defined ill Ihis pal'agraph
(c) bclow) initially ICccivablc for such sccui'ities is
less Ihan 90% o1' 111e markei PI'ice till tile dale o1' the
announcement of the terms of issue of such securities.

the conversion PI'ice shall be adjusted by niultiplying
the conversion price in force immediately prior 10 the
issue by a fraction of which the numerator is the
number of Shares in issue immediately before the dale

of Ihc issue plus thc ITUmhcr ot' Shares which thc total
el'I'eciivc considei'ajion receivable IUT the securities

issued would purchase at such market price per share
and the denominator is the number of Shares in issue

immediately before the date of the issue plus the
number of Shares 10 be issued upon conversion or

eXchange of, or the exercise of the subscription righis
conferred by. such securities at Ihe initial conversion
or exchangc ratc or subscription PIicc

Such adjustment shall become effective (if appropriate
retroactively) from the close of business in Hong Kong
on the Business Day next preceding whichever Is the
earlier of the dale on which the issue is announced and

the date on which the Company determines the

convcrsion or exchangc rate or subscription pricc.

-18-



(fob) MDdjficdii'o11 of Jighi. \ of colii, fillble o1' exc/Id/IFedbl,
.\eCiii'111e$

It and whenever Ihe rights o1' conversion o1' eXchange

or subscripiion attached 10 any such securities as are
mentioned in section (aa) of this sub-paragraph (e) ai'e

modified so that the total effective consider atioii per

sharc (as dcfincd bclow) initially ICccivablc for such

securities shall be less 111an 90% o1' the niarkct PI'Ice on

the date of announcement of the proposal to modify
such rights o1' con\ersion or eXchange or subsci'ipiion.
the conversion price shall be adjusted by multiplying
the conversion price in force immediately prior to such
modification by a fraction of which the numerator is
thc numbcr ot' shares in issue jinmcdiately bcforc Ihc

dale o1' such In Dulll'icaiion plus Ihe number o1' shales
whicli the total effective consideration receivable for

the securities issued at the modified conversion or

eXchange price would purchase at such niarket price
and of which the denominaior is the number of shares

in issue immediately before such date of modification
plus the number of shares to he issued upon conversion
or cxchangc of or the excrcisc of Ihc subscription
righis conl'erred by sucli securiiics at the mudil'icd
conversion or eXchange rate or subscription price

Such adjustment shall become effective as at Ihe date
upon which such modification shall lake effect. A right
of conversion or eXchange or subscription shall not be
treatcd as modified for thc forcgoing pulposcs whei'c 11

is adjusted 10 lake accouni o1' rights or capiialisalion
issues and other events normally giving IISe to

adjustment o1' the conversion price provided that
corresponding adjustment has already been nTade 10
the conversion price in respect o1' such an event



FDi' Ihc pulposus t)I' this paidgraph (c). Ihc "Iotal cl'ICciiVC
considei'ajion" receivable to I' the sec ui'ities iss ued shall be

deemed to be the consideration receivable by the Company

for any such secui'111es plus Ihe additional minimum
consideration (if any) 10 he received by the Company upon

(and assuming) the conversion or eXchange thereof o1' the
exercise of such subscription rights. and the total effective
considcration PCI' share initially ICccivahlc to I' such
securities shall be such aggregaic consideration divided by
the numbei' o1' shares to be issued upon (and assuming) such
convei'SIon or eXchange at the initial conversion or eXchange
Tale or the exercise of such subscription rights at the Initial
subscription price, in each case without any deduction for
any commissions. discounts or expenses paid, allowed or
Incurrcd in conncciion with the Issuc

(1) Isme of Shui'e. s being Inade wholl} .foi' cosli at o I'llce less
!hd, I 90% of the 1110rket price per shale

If and whenever the Company shall issue wholly for cash
any shares at a price per share which is less than 90% o1' the
market price on the date of the announcement of the terms
of sucli issue, thc convei'sion price shall be adjustcd by
multiplying the conversion price in 1'0rce Immediately
before the dale of sucli announcement by a fraction of which
the numerator is the number of' shales in issue immediately

bet'ore the dale of such announcement plus the number o1

shares which the aggregate amount payable for the issue
would purchase at such market price and the denominator Is
thc numbcr of shares in Issuc jinmediatcly bcforc the daic of
such announcemeni plus Ihe number o1' shares so issued

Such adjustmeni shall become effective on the dale of the
Issue

(8) If and whenever the Company shall issue shares for the
acquisition of asset an a total effective consideration per
share (as dcfined in this paragraph (g) below) which is ICss
Ihaii 90% t)I' Ihe markei price at Ihe dale o1' Ihe
announcement of the Ierins of sucli issue. 111e conversion

price shall be adjusted in such manner as may be determined
by Ihe independent audiiors. Sucli adjustment shall become
effective on the dale of issue



New Converiible Bonds

Conversion Shares

Foilhc purposc o1'1his paragraph (g) "101al cl'ICciivc
considei'ajion" shall he the aggi'egaie considei'ajioii ci'edited
as being paid for such Shares by the Company on
acq uisiiion of Ihe I'elevani asset withoui any deduction o1'
any commissions. discounts or expenses paid. allowed or
Incurred in connection willI the Issue thereof. and the "total

Gifeciive consider ajion per share" shall he the Iotal effeciive
considcraiioit divided by thc numbcr of shai'CS issucd as
al'oresaid

Conversion pel'10d

Based on the principal amount o1' the New Convertible Bonds of
HK$15,000,000, the New Convertible Bonds is convertible into

214,285,714 New Convertible Bonds Conversion Shares at the

initial conversion price of HK$0.070 per New Conversion Share
(sub jcci 10 adjustmcnts)

Convei'SIon Tights and
restrictions

The period commencing from the issue date of the New
Convertible Bonds LIP to 4:00 pm. on the day immediately prior
10 and exclusive o1' the maturity date of the New Convertible
Bonds

The holder of the New Convertible Bonds shall. subject to

compliance with the proccdures set out in thc tci'ms and
condiiions thereundcr. 11ave the light at any lime during 111e
conversion period 10 convert the whole or part of the outstanding
principal amount of the New Convertible Bonds registered in its
name in 10 the New Convertible Bonds Conversion Shares

provided further that (1) any conversion shall be made in amounts
ot' not less than a whole multiple of HKS1,000,000 on each
conversion save that if at any Iimc thc aggrcgatc outstanding
principal amount o1' Ihc New Convertible Bonds is less than
HK$1,000,000, the whole (but 1101 part only) of the outstanding
principal amount of the New Convertible Bonds may be
converted: (ii) the exercise of the conversion right attached 10 the

New Convertible Bonds will not cause the Company to be unable

10 meet the public float requirement under the Listing Rules; and
(iii) any conversion of the New Convertible Bonds does not
trigger a Inaridatory gcneral offCT obligation on thc holdcr of the
New Convertible Bonds under Rule 26 o1' Ihc Takeovei's Code



Early ICdcmpiioii an Ihc

option of the

Company

Thc Company shall bc cniiilcd at IIS sole disci'ction. by giving 1101
less than fourteen (14) days' notice 10 the 1101ders of the New
Convertible Bonds. plopose 10 111e 1101ders 10 ledeeni the
outstanding New Convertible Bonds (in niuliiples o1
HK$1,000,000 or such lesser amount as may I'GPreseni the entire

principal amount thereof) an amount equivaleni to 100% of the
principal amount of such outstanding New Convertible Bonds at
any timc ancr thc date of issuc of thc Ncw Convci'lible Boilds up
10 and including the dale I'allIng IOUricelI (14) days jinmcdiaiely
before the niaturity dale of the New Convertible Bonds

Ranking of New
Convertible Bonds

Conversion Shares

Maturity dale

The New Convertible Bonds Conversion Shares. when allotted

and issued, shall rank pari passu in all respects wiih the shares in
issue o11 Ihe relevant conversion dale including the right to all

dividcnds or o1hcr distributions, paid or madc on or aftcr the
relevani conversion dale o1her than any dividend or other

distribution previo LISly declared o1' recommended or resolved 10
be paid or made if the record date thereof shall be o11 or before the
relevant conversion dale

Voting rights

Transfer ability

The dale falling on the third anniversary of the dale of issue of the
New Convertible Bonds

Listing

TITe holder o1' the New Convertible Bonds shall not nave any righi

10 attend or vote in any general nieeting of the Company

Subject 10 compliance wiih the Listing Rules, the New
Convertible Bonds Inay be transferred or assigned in whole or in
part 111 integral multiples of HK$1,000,000 by holder of the New
Convcrtible Bonds to any pariy

S ccuriiy

No application will be made by the Company foi' the listing of 111e
New Convertible Bonds on the Stock EXchange. Application will

be niade to the Listino Committee o1' the Stock EXchange for the

listing of, and permission 10 deal in. the New Convertible Bonds
Convei'sion Shares

The obligations of the Company undcr thc Ncw Convertiblc
Bonds ale unsecui'ed

-,,-



Cumplciiuii o1' Ihc Subscripiion Agrccmcni (as amendcd by Ihc Supplemcnial Agi'ccmcnis) Is
conditional upon

(1) the passing by Ihe Independent Shaleholders of relevant resolutions at the EGM in
compliance willI the requirements o1' the Listing Rules approving (a) the Subscription
Agreement and the transactions contemplated thereunder; and (b) Ihe issue of the New
Convertible Bonds and the grant of the New Convei'lible Bonds Specific Mandate for Ihe
allotmcni and issuc of thc Ncw Convcriiblc Bonds Convci'sioii S harcs ;

(11) all necessai'y consents and appi'ovals requii'ed 10 be obtained on the part of the Company in
respect of the Subscription Agreement and the transactions contemplated thereunder having
been obtained;

(iii) the Listing Commitiee granting listing of and permission 10 deal in the New Convertible
Bonds Convcrsion Sharcs to hc allotted and issued upon cxcrcisc of thc convcrsioii rights
anushin u 10 the New Convcriiblc Bonds;

(iv) the Capital Reorganisation having become effective, which is expected 10 be 12 September
2025 ;

(v) none of the warranties given by the Company thereundeT having been breached in any
material respect (or, if capable of being remedied, has not been remedied), or is In isleading
or untruc in any niaicrial respect; and

(vi) none of the warranties given by Mr. Lani Ching Kui thereunder naving been breached in any
material respect (or, if capable of being remedied. has not been remedied), or is misleading
or untrue in any material respect

The Company shall use iis best endeavours 10 procure the fulfillment of the conditions precedent
set out ill condiiions (i), (ii), (iii), (iv) and (v) above as soon as practicable and in any cvcnt on or bcfore
the Lono Slop Dale. Mr. Lain Ching Kui shall LISe its best endeavours to procure Ihe 1'1111'illmeni o1'1hc
condition precedent sei out ill condition (vi) above as soon as practicable and in any event o11 or before
the Long Slop Date

The conditions precedent set oui in conditions (1), (ii). (iii) and (iv) above are incapable of being
waived. Mr. Lain Ching Kui may at any time by notice in writing 10 the Company waive the condition
SGI out in condition (v) above. The Company may at any time by notice in writing to Mr. Lain Ching Kui
10 waivc Ihc condition sci out in condition (vi) abovc

In the event that any of Ihe condiiions precedent I'eferred 10 above is not fulfilled or waived (10 the
extent it is capable of being waived) on or before the Long Slop Dale, the Subscription Agreement (as
amended by the Supplemenial Agreements) shall cease and delermine and 00 party shall have any claim
against the other party in respect ot' any matter or thing arising out of or in connection with the
Subscription Agreemeni (as amended by the Supplemental Agreements) save in respect of any
antcccdcnt brcac h o1' any obligation Ihcrcot'

As all he Latest Piaciicable Dale. none of the above conditions have been fulfilled
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(V) Our assessment on the New Convertible Bonds Conversion Price

In assessing the fairness and reasonableness o1' the New Convei'lible Bonds Convei'SIon Price. \\. e
have primarily taken into account (i) the financial position of the Group, whicli 11as been discussed in
Ihe section Ileaded "(11) Background and financial perforiiiance of the Group" above in this letter: (11)
the historical Existing Ordinary Shares price performance; and (11i) the markei coinparables in respect
of I. ecent issuance of convertible bonds/notes

As slated in the Letier 11'0ni the Boai'd. Ihe New Convcriible Bonds Conversion PI'ice o1' HK$0.070

was determined after arm's Iengtli negotiations between the Company and Existing Bondholdel' I with
reference 10 the prevailing market price of the Existing Ordinary Shares on the Stock EXchange before
entering into the Subscripiion Agreement for approximaiely one yeai' prior to the Last Trading Day and
is noi less than the par value of the HK$0.01 per New Ordinary Share of Ihe Company. The New
Convertible Bonds Conversion Price represents

(1) a discoLini o1' approximately 70.46% 10 the closing price o1' HK$0,237 per Exisiing Ordinary
Share as quoted o11 tile Stock EXchange as allhe Latest Practicable Date;

(ii) a discount of approximately 7,899; 10 the closing price of HKS0.076 per Existing Ordinary
Share as quoted on the Stock EXchange on Last Trading Day;

(iii) a discount of approximately 13.37% over Ihe average closing price of HK$0.0808 per
Exist inn Ordinary Share as quoted on the Stock Exchangc foi' thc last fivc consecutivc
11'adjng days immediately preceding the Lasi Trading Day:

(iv) a theoretical diluiion effect (as defined under Rule 7.27B of the Listing Rules) of
approximately 792, represented by the theoretical diluied price (as defined under Rule 7.27B
of the Listing Rules) of approximately HK$0.0749 per Existing Ordinary Share, to the
benchmarked price of HK$0.0808 per Existing Ordinary Share (as defined under Rule 7.27B
of Ihc Listing Rules, taking into account thc highcr of (a) the closing pricc of HK$0.0760 PCI
Exisiing Ordinary Share on Ihe Lasi Trading Day and (b) the average closing price o1
HK$0,0808 per Existing Ordinary Share as quoted o11 the Stock EXchange for the five
consecutive trading days immediately preceding the Last Trading Day); and

(v) a cumulative theoretical dilution effect (as defined under Rule 7.27B of the Listing Rules) in
aggregation willI the Alteration of Terms represented by a discount of approximately 18%,
represented by Ihe cumulative theoretical diluted price of approximately HK$0.0620 per
Exist intr Ordinary Share 10 thc thcorciical bcnchmai'kcd pricc of HK$0.0760 per Existing
Ordinary Share in respeci 111' the All eration o1' Ternis (as dellned 11ndei' Rule 7.27B 111' the
Listing Rules. Iaking into account the benchmarked price of the Alteration of Terms, being
HK$0,076 per Existing Ordinary Share).
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to Re"iew 0,, tile 13istoric"I closing price of the Exisii"g Ordinary Shares

We nave reviewed the chart illustrates the historical daily closing price of the Existing
Ordinary Shares as quoted on The Stock EXchange during the period commencing from 15 April
2024 (being the approximately one year prior 10 the Last Trading Day) up to and including the
Latest Practicable Date (the "Review Period"). We consider that the Review Period is adequate as
it represents a reasonable period to reflect a general overview of the recent price movement of the
Existing Ordinary Sharcs. The following chart sets out the daily closing prices of the Existing
Ordinary Shares on Ihe Stock EXchange during the Review Period
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Suspension of trading

As shown in the above Chart I, during the Review Period, the daily closing prices of the
Existing Ordinary Shares ranged fronT the lowest of HK$0.064 per Existing Ordinary Share, to the
highest of HK$0.305 per Existing Ordinary ShaTe with an average closing price of HK$0.116 per
Existing Ordinary Share. The New Convertible Bonds Conversion Price of HK$0,070 per New
Convertible Bonds Conversion Share is within the said price range of the Existing Ordinary
Shares
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Although Ihc Ncw Convcriiblc Bonds Convulsion Pricc o1' HK$0.070 PCI' Ncw Convci'liblc
Bonds Conversion Shai'e is below the average closing PI'ice of the Exist illg Ordinary Shares dui'ing
Ihe Re\'Iew Period. alter considei'ing that (1) the financial position of the Group as discussed in the
section headed "(11) Background and financial perfoi'mance of the 01'0up" above in this letter; (ii)
it would be dimculi 10 determine the outcome and the pricing of' all emailve equity jinancl rig
methods. such as placing, rights issue or open offer; (iii) a similar or higher discount 10 the closing
price. as compared with Ih ai of Ihe New Convertible Bonds Convei'SIon Price. Inay he required 10
at 11'act potcntial in VCstors or cxisiing Shatcholdei's 10 subscribe for thc Existing Oldinary Shui'CS :
(iv) alternative equiiy 11nancing Inclhods may be relatively lime-consLiming: and (v) the New
Converiible Bonds Conversion Price is within the range in the coinparable analysis as discussed in
Ihe sub-seciion headed "Comparison with recent issuance of convertible bonds/notes" below. the
New Convertible Bonds Conversion Price is fair and reasonable

(in Co,"partso,, will, recent is sun,, ce of co,, ryertible bonds/,, rites

To IUTiher assess Ihc Iairness and reasonableness o1' Ihc New Convcriible Bonds Conversion

PI'ice. we nave attempted 10 conduct the research on the website of the Stock EXchange ill I'especi
of issue, placing and subscription of convertible bonds/notes exercises (excluding A-share
convertible bonds) with the following criteria: (i) the issuers are listed on the Stock EXchange, of
which the shares were not in prolonged suspension all he date of the announcement; (ii) the market
capitalisation of the issuers on the respeciive last trading day is 1101 in o1'e than HK$300 million;
(iii) the issuers announced to issue or appoint a placing agent to place the convertible bonds/notes
during Ihc last six-month jinmcdiatcly PI'eccding thc date of the Subscription Agrccmcni (Ihc
"Coinparable Period"), excluding Ihose Ion' Ihe acquisition Iransaciions. corporale resiruciuring
and takeover of the listed company; (iv) the duration of the convertible bonds/notes is at least one
year and is not perpetual; and (v) the proposed issue of the convertible bonds/notes has not been
terminated or lapsed as at the Latest Praciicable Date. We have excluded perpetual convertible
bonds/notes in our analysis as they are considered not coinparable to the New Convertible Bonds
in terms of the credit risk and interest rate risk incurred ITom the maturity o1' the convertible
bonds/notcs. Bascd on thc abovc critcria, we idcntificd an cxhausiivc list of 11 convcrtiblc

securiiies (Ihe "Coinparable Transactions"). We consider that Ihe Co in parable Ti'an saciions were
determined Linder similar ntarkel conditions and sentiment, and lience repi'esenl fail and

representative samples and provide a general reference of this type of transaction in the market
We also consider that the Coinparable Period is appropriate (i) 10 reflect the prevailing market
conditions and sentiments in the Hong Kong stock market: (ii) to provide a general reference of
the convertible securities transactions being conducted under similar market conditions before
entering into the Subscription Agreement; and (iii) 10 generate a reasonable and meaningful
nuinbcr of samplcs for Ihc pulpose of OUT analysis. Set out bclow Is the Coinparablc Transactions
analysis
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Date 111 announcenient

11 API112025

2 April2025

I\,
~

6 Maich 2025

Stock

cud"

It Januai'y 2025

1013

Name of coinpany

Wai Chuii CIOup

Holdings Limited

Eierniiy In\'BSImeni
Limilcd

Muiigolia Ene!'gy

Corpoi'ajioii Limiied
mildaO Intel'nailonal

(Holdings) Limiicd

China Silver Technology
Holdings Liiniied

Eieriiiiy Invesimeni
Limitcd

Basic HDusc New Lile

Group Limited

Kidziech Holdings
Limited

E&P Global Holdings
Limiied

01'1cnial Payinciii CIOup
Holdings Limiied

27 Deceinbcr 2024

Market

capitalisation Net assets

on the position on the
Connectedrespective last date of the

trading day announcement transaction Duration
(HK$ millionl (YeslNo) lyeslNu) (years)

764

23 Deceinhci' 2024

276

20 Decemhei' 2024

1220

3 Decemhei 2024

515

2 Deccinber 2024

764

25.40 No

ISOCiohci 2024

83611

Premiuml(discount)

of conv"rsiun price

oven(101 the average

Premium/(discount) closing price for 111e
of conversion last five consecutive

trading daysprice oven(to)

immediately Completed as atthe closing price

Interest on the respective preccding the date the Latest
of the relevant Practicable Daterate per date of relevant

agreement (YeslNu)agreementan mum

(1636)% Yes

206.26 Yes

6918

9783 No

1142

178.20 Yes

Yes

8613

No

48.73 Yes

282.65 Yes

Yes

1.0

216.16 No

No

2.0

2.0q

No

9556 Yes

3.0

5.07

No

46.41 No

1.0

3011

(5.26)%

227.77 Ycs

No

3.0

1.33%

No

1111

2.0

8.07

25.00%

2.0

ith!e 2)
2.0

No

5.07

22.20%

No

132.56%

INo!e I)

4.59%

6.07

1111 Yes

5.0

22.20% Yes

12.0%

10

0.40% Yes

rill

rill

140.38% Yes

ith!e 11

3.75% Yes

7.07

4.58%

(21.88)%

4.20% Yes

16.67%

4.58q. Yes

(24.92)% Yes

27.97'/^ Yes



Date of annou"cremeni

20cioher 2024

19
00

Stock

code

The Company14 April2112S

Srii,,, c. 11 c!,*lit ,,/ Ihe SI,, t k E\t 11,111!:e ill'" 11'. hk, A , nili 11k)

274

Name of company

Market

capitalisation Net assets

on the position on the
Connectedrespective last date of the

trading day announceiiieiit transaction Duration
(HK$ niillionI (YeslNo) lyeslNoi (years)

Renaissance Asia Silk

Road Group Limited

N"If. \

As the pieiiiiuiii of Ihe collvei sioii PIice of Ihe convertible bonds/1101es of China Silvei Technology Holdings Liinited is exilemely highei Ih aii ihe o1hcr Collipai a hle Transaciions. we
11n VC excluded Cliinn Silver Technology Holdings Limiied nom GUI' analysis o r tile con\ '15/01t PI ice as ouiliei

Tile Inaiui'11y of the conveiiib!e bonds/notes of Basic House New Life Group Liiniied could be exrended by Ihe pariies in writing. Since su clt convei'lible bonds/noies nave noi been
exiended as all he Lanes I PI'aciic"ble Dale. the duration in the above Inbie Is based on Ihe original maiui'11y dale in oui' analysis

660

2

102.52 Yes

Premiuml(discount)

of conversion price

oven(to) the average

Premiuml(discount) closing price for tile
of conversion last five consecutive

trading daysprice oven(to)

immediately Completed as atthe closing price

Interest on the respective preceding the date the Latest
of the relevant Practicable Daterate per date of relevant

agreementlyes/No)agreementannum

No

13.56 No

Maximuni:

Minimum:

Average:

2.0

Yes

6.07

5.0

1.0

2.4

12.0%

nil

4.9%

25.00%

3.0 2.00%

25.00%

(2188)%

7.42%

3.29% Yes

17.89)%

27.97%

(2492)%

2.51%

(13.37)% No



(n) Coli\'ei'10/1 PI'ice

We note that (1) the premium/(discount) of The convei'sioii PI'Ice over/10 the closing
price on the respective dale of relevant agreement of the Coinparable Transactions (alter
excluding the outlier) ranged from a discount of approxiinately 21.88% 10 a premium o1
approximately 25.00%, with tile average being premium of 7.42%: and (ii) the
premium/(discount) of the conversion PI'ice over/10 the average closing price for the last five
consccutivc 11'adjng days jin mediatcly preccding the daic of rclcvant asrccmcni of Ihc
Cumpal'able Transactions (alter excluding Ihe t)uilici') langed Irum a discouni o1
appi'oximately 24.92% to a premium of approximately 27.97%. willI the average being
premiuni of 2.51 %. The discount of the New Convertible Bonds Conversion Price is within
the range of the Coinparahle Transaciion s

As set OUT in the above table, among the Coinparable Transactions. the conversion price
of the convcrtihlc notes/bonds of E&P Global Holdings Limitcd ("E&P Global") as
announced on 2 December 2024 and Wai Chuii Group Holdings Limiied ("Wai Chu"
Group") as announced o11 11 April2025 I'epresented a discount to the closing price o11 111e
respective dale of relevant agreement and the average closing price for the last five
consecutive trading days jinmediaiely preceding the date of relevant agreemeni. As compared
with the New Convertible Bonds, except for the convertible bonds of Wai Chun Group, which
the terms are similar 10 that of the New Convertible Bonds, the discouni o1' the New

Convertible Bonds Conversion Price is less than the discount of the conversion price o1' the

convertiblc notes of E&P Global 10 Ihc closing price on the rcspcciive daic of rclcvant
agreemeni and Ihe redempiion o1' Ihe New Convertible Bonds at mainriiy is more I'avourable
than the convertible notes of E&P Global. which would be redeemed at 115% of the principal

amount at Inaiui'ity, in contrast 10 98% redemption of the New Convertible Bonds

In terms of financial position, E&P Global, Basic House New Life Group Limiied
("Basic House New Life"), Mongolia Energy Corporation Limited ("Mongolia Energy")
and Wai Chuii Group werc in nci Iiabili!ICs position on Ihc date of Ihc rclcvani announcement
o1' Ihe issue 111 the convcriible noies/bonds

We consider that E&P Global and Wai Chun Group were in a similar situation as 111e
Company after reviewing the announcement of E&P Global dated 2 December 2024 and Wai
Chun Group dated 11 April 2025, whicli included that co E&P Global and Wai Chuii Group
were in net liabilities and net current liabilities position as at 30 September 2024; (11) the
auditors of E&P Global and Wai Chun Group highlighted the Inaterial uncertainty related 10
Ihc going conccrn of E&P Global and Wai Chun Group; (iii) the cash position of E&P Global
and Wai Chun Group. which were appi'oximately HK$5.76 million and HK$0.14 million as at
30 September 2024 respectively. were as low as the Group: and (iv) E&P Global and Wai
Chun Group had high reliance o11 the financial resources from shareholders. dii'ectors and
related parties and had limited ability 10 procure exiernal funding. As discussed above. the
terms of the New Convertible Bonds are similar 10 the convertible bonds of Wai Chun CIOup

hut 1110re favourable than the convertible notes of E&P Global in terms of the discount o1' the

convci'510n pricc and thc ICdcm ption at maturity
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In Ihc casc o1' Basic HDu sc Ncw Lit'c. whiclT was also in nut Iiabiliiics POSiiion. whilc

the conversion PI'ice of 111e convei'lible bonds of Basic House New Lite I'epresents a 11il
discount to Ihe closing PI'ice on the respective dale of I'elevant agi'eemeni. 111e interest rate of
such convel'lible bonds was 6% per annum. \\hich is higher Ihan the interest rate of The New
Convertible Bonds o1'2% per annum. In addition. the converiible bonds of Basic House New
Life would be redeemed at 100% of the PI'inclpal amount at maturity while the New
Convertible Bonds would he redeemed at 98% of principal amount at maturity

Despiic the tact Ihai the convci'sioii price o1' Ihc convei'liblc bonds o1' Mongolia Energy
is premium ovei' boih the closing price on the respective date of relevant agi'ee ment and the
average closing price foi' the last five consecutive trading days immediately preceding the
dale of relevant agreement, the interest rate of the convertible bonds of Mongolia Energy is
higher than that of the New Convertible Bonds and the convertible bonds of Mongolia
Energy would be redeemed at 100% of the principal amount at maturity while the New
Convcriihlc Bonds would he redecmcd at 98%, of principal amount at maturity. 111 rcspeci of
Ihc I'inaricial condiiion o1' Mongolia Enci'gy, Mongoliai Enei'gy was ill nci liabilities POSiiion
as at 30 Septembei' 2024 and recorded loss alllibutable 10 the owners of the company for 111e
six months ended 30 September 2024, but Mongolia Energy recoi'ded profit all ribuiable 10
the owners of the company for the year ended 31 March 2024. The cash level of Mongolia
Energy, which was approximately HK$75.46 niillion as at 30 September 2024, was higher
than the cash level o1' Group of only approximately HK$1.78 In illioii and HK$3.30 million as
at 31 December 2024 and the Latest Practicable Dale respectively

Although Ihe discouni o1' Ihc New Convei'liblc Bonds Conversion Price is below the
average of the Coinparable Transactions. after carefully considering that (1) the Group was at
net current liabilities position and net liabilities position as at 31 December 2024; (ii) the
Group would not have sumcieni cash and financial resources 10 repay the Shareholder's
Loan and Other Loan given the low cash level of the Group; (iii) the Group has difficulty 10
obtain external financing and, even if such financing is available. a similar or higher discount
to the closing pricc Inay of rcq uircd and thc outcomc is uriccriain ; (iv) Ihc in ICresi ratc of thc
New Converiible Bonds is lowci. Ihaii that o1' the Shareholder's Loan and 01her Loan; (v) the

overall Terms of the New Converiible Bonds are similar 10 the terms of the convertible bonds

of Wai Chun Group and are more favourable than the convertible notes/bonds of E&P Global.
Basic House New Life and Mongolia Energy. which were also in net liabilities position. in
terms of the conversion price, interest rate and redemption as discussed above; and (vi) the
conversion of the New Convertible Bonds is subject to the public float requiremeni and no
mandatory general offer being triggered undei' Rule 26 of the Takeovers Code on Existing
Bondholdcrs, which will bc fui'thcr discussed in thc scciion headed "(Vl) Sharcholding
structure and possible dil uiioii GII'cci o1' the New Convei'lible Bonds" below 111 Ihis leticr. we
consider that the Subscription is fair and reasonable and Is in the interest of the Company and
Shareholders as a whole.



(h) Di,, o110/1

As shown in the table above. Ihe duration of Ihe Coinparable Transactions ranged fi'Qin
I year 10 5 years with an average duration of 2.4 yeai's. The dui'ajion o1' the New Convertible
Bonds is within the range and 11igher than the avei'age of Ihe Coinparahle Transaciions

IC')

As snowii ill Ihc table above, Ihe interesi Tales o1' the Cumparablc Ti'an saciions ranged
froni nil 10 12.09;, per annum, willI an average of approximately 4902 per annum. The
interesi rate of the New Convertible Bonds is within the lange and lowei' than the avei'age of
the CoinpaTable Transactions. As such, the New Convertible Bonds are more favourable to
the Company in terms of the interest Tale

S harcholdcrs should notc Thai Ihc financial position, busincss. operations, and prospccts of
lisicd companies o1' Ihc Coinpai'able Transaciions may 1101 be identical 10 Ihose o1' the Group and
we have 1101 conducted any in-depth investigation into the respective businesses and operations of
the companies of eacli Coinparable Transactions. Therefore, we consider that the Coinparable
Transactions provide the Independent Shareholders a general Telerence as 10 the common mai'kei
practice in respect of the terms of convertible bonds/notes issued by companies listed in Hong
Kong as compared with Ihai of Ihe New Convertible Bonds. in would not be appropriate to
conclude the Subscription solely based on the I'esuli of Coinparahle Transactions analysis
Thcreforc, we advise thc Indcpcndcni Sharcholdcrs taking a holisiic approach 10 consider various
I'acioi's as discussed ill Ihis letier 10 justil'y the Iairness and reasonableness o11hc Subscripiion
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(Vll Shareholding structure and possible dilution effect of the New Convertible Bonds

Set oui below is the shareholding structure o1' the Company (1) as at Ihe Latesi Practicable Dale:
(ii) immediately after full conversion of all of Ihe outstanding Existing Convertible Bonds at the
Existing Convertible Bonds Conversion Price only (assuming there being no other Issue or repurchase
of Exist ino Ordinary Shares or New Ordinary Shares and the Alteration of Terms being etl'ective); (iii)
immediately after lull conversion of the New Convertible Bonds at the New Convertible Bonds
Conversion Pricc only (assuming Ihcrc bcing n0 o1hcr is SUG or I'epurchasc of Existing 01'dinary S harcs
or New 01'dinary Shares): and (iv) jinmediaicly alter I'ull conversion o1' all o1' Ihe ouisianding Exisiing
Convei'rible Bonds at the Existing Convertible Bonds Convei'sion PI'ice and the New Convertible Bonds
at the New Convertible Bonds Conversion Price (assuming Ihere being no other issue or repurchase of
Existing Ordinary Shares or New Ordinary Shares and the Alteration o1' Terms being effective)

!ii)immediately after full
con\. ersion o1 all of the

outstanding Existing
Convertible Bonds at the

Existing Convertible Bonds
Conversion Price on Icy
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hiving

Oldi!!"I\ Amylo\!!11ni,
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Mi'. Lain Cliin g Kui. being Exisiin g Bondholder I and the ultimate controlling shareltolder o1/11e Company. direcily
holds 72.400 Existing Or dinarv Shares

Chinese Success. being Exisiing Bondholder 2. Is a company owned as 10 100% by Wai Ch un Invesimeni Fund
which is wholly-owned by Exisiing Huntlhulder I. Mr. Lain Chillg K ui. anti li, Ids 915,0243 Exisiing Ordinary
S hat's

178,476,453

,
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48.66
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214.15^. 114
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'''-111,835,143,119

86,853,810
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95.26

Certain Ilei'centage figure< Included In the above Inbies have been subject 10 IOU nding adjusiiiienis Accordingly
rigui'e< silown as 101al s Inay 1101 be an arith nieiic riggregaiioii of 111e lien res preceding Ihem
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4 PUTSu ani 10 Ihc ICrnis and condiiions of the Exisiing Con\ eriihlc Bonds and Ihc New Con\ ci tIhle Bonds. t he
bondholders shall 1.01 exeicise Ihe coll\ ersinii rights allached or allaching 10 the F\ISIiiig Con\. eiiihle Bonds and Ihe
New Converiihle Bonds 11'. as a re<uli of sricli exercise. it will cause 111e public n oai o1'1he Company 10 tall below Ihe
pelceniage prescribed undei' the Listing Rules. and am con\ eision SIIall also be sub jeci 10 no mand aiory general
Direr being 11/29ei'ed under Rule 26 o1'11ie Taken\ ers Code on Ihe bondholder

As slated in the Lettei' from the Board. assuming all the New Convertible Bonds are 11/11y
converted at the New Convertible Bonds Conversion PI. ice of HK$0.070 per New Convertible Bonds
Collvci'sioii Shai'c. a ntaximu m o1'214,285.714 Ncw Collvci'liblc Bonds Convcrsion Sharcs will bc

all oiled and issued upon exercise o1' Ihe Conversion Rights in I'ull. which repi'CSenis

(1) approximately 120.06% of the issued share capital of the Company as at the Latest
Practicable Dale;

(ii) approximately 54.56% of the issued share capital of the Company as enlarged by the
allotment and issue of the 214.285,714 New Convertible Bonds Conversion Shares assuming

Ihai Ihcre is no other change 10 the total numbci' o1' Exisiing Ordinal'y Shares I'Tom Ihe Latest
Practicable Date 10 the date when 111e New Collvei'tible Bonds are converted in ftill; and

(iii) approximately 10.46% of the issued share capital of the Company as enlarged by the issue of
the all o1ment and issue of the 214,285,714 New Convertible Bonds Conversion Shares and

1,656,666,666 Existing Convertible Bonds Conversion Shares assuming that there is no other
chaiioe 10 the total number of Existing Ordinary Shares ITom the Latest Practicable Date 10
thc daic when the Existing Convcrtiblc Bonds and New Convcrtiblc Bonds are convcrted in
Lull and the Alteration o1' Terms being cliective

For indicative purposes only, assuming that (i) there is no change in the numbei' of issued Existing
Ordinary Shares or New Ordinary Shares from the Latest Practicable Dale up to the date when the
conversion rights attaching 10 New Convertible Bonds and Existing Convertible Bonds are exercised in
full; and (ii) the Alteration of Terms has become effective, the shareholding of the Independent
Sharcholdcrs will hc diluicd from approximately 48.66% to approximatcly 22,117 jinmcdiately aficr
I'ull conversion o1' Ihe New Convcriible Bonds only and Irum approximately 48.66% 10 approximaiely
4.23% immediately after full conversion of the New Convei'lible Bonds and the Existing Convertible
Bonds

However. according 10 the terms of the Existing Convertible Bonds and New Convertible Bonds,
Existing Bondholders Inay only convert such number of Existing Convertible Bonds and New
Converiihle Bonds as would 1101 cause the Company not to comply with Ihe minimum public float
requiremcnt undcr thc Listing Rulcs following thc convcrsion of thc Existing Convertible Bonds and
New Convci'liblc Bonds and Ihe conversion 1'1ghts allachcd 10 Ihe Existing Converiible Bonds and New
Convertible Bonds shall only be exercised on the condition that any conversion of Existing Convertible
Bonds and New Convertible Bonds does not ITigger a mandatory genel'al offer obligation on Existing
Bondholders under Rule 26 of the Takeovers Code

We have discussed with the manaoemeni of the Company and the Inariagemeni of !he Company has
confirmcd Ihat Exist ino Bondholdci's may 1101 bc ahlc 10 convert the Existing Convcrtiblc Bonds and
New Convertible Bonds in 11/11 in \, icw *)I' Ihc restriciion o11 conversion lithe Company encounici's

irisufficieni public float or Existing Bondholders 11'1ggering a nTaiidaiory genei'al tit'fei' obligation under
Ihe Takeovers Code
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B ascd on oui' discussion wiih Ihc nianugcmcni til' Company and 1'01' illu sii'all VC purposcs only. In
order 10 fulfill 111e coll\, ersioii I'esii'iciion in respect of the minimum public float req ulI'emeni Linder the
Listing Rules and not triggel'ing Ihe Inaridaiory general offer obligation uiidei' the Takeovers Code,
Exisiing Bondholder I and any pailies aciing in concert with him nTay theoretically convert the New
Convertible Bonds only after 20 March 2026 up to approximately 169,000,000 Conversion Shares
(equivalent 10 the New Converiible Bonds o1' approximaiely HK$11.83 million based on the New
Convertible Bonds Conversioii Price of HK$0.070 per New Convei'lible Bonds Convei'sioii Share).
which will dilutc thc sharcholding of thc In dependcnt Sharcholdci's from appi'oximatcly 48.66% 10
appi'oximaiely 25.00%. TITc above illusii'aiioii is subjeci 10 the assumption Ih ai Ihci'e Is nti change in Ihe
shaleholding of Existing Bondholdei's (including any pal'ties acting in concei'I) during the period from
the Latest Practicable Dale 10 20 March 2026 and the Alteration of Terms has become effective

Therefore. the dilution effect 10 Ihe shareholding of the Independent Shareholders is restricted

in view of (i) the reasons for and benefits of Ihe Subscription as set out in the section headed "(111)
Rcasons for and hcncfiis of the Subscriptioii" in this ICiicr abovc; (ii) limitcd dchi and cquiiy financing
alternailves available 10 Ihc Group as sei oui in Ihc sub-section headed " (iii) Other I'inaricing
alternatives" 111 this letter above; and (11i) the I'esiriction to the conversion of the New Convertible Bonds
as discussed above, we consider thai Ihe level of dilution (subject 10 the jestriciion in respect of the
mandatory general offer obligation under the Takeovers Code and the minimum public float I'equirement
of the Listing Rules) to the shareholding interests of the Independent Shareholders is acceptable

(Vll) Financial effects as a result of the Subscription

The 11nancial ell'ecis o1' Ihc Subscripiioii SGI out below are purely 1'0r illusti'alive pulposes only and
do not reflect the fuiui'e financial position of the Company or the Group.

(i) Nat assets value und fret debts to toml "ssets ratio

It is expected that the Subscription will not have an immediate material impact on the net
assct \, alue and nci dcbis 10 Iotal assets ratio of the Group. Howcvcr. Ihc net cull'cnt Iiabiliiics of
the Group will be improved as Ihe am Duni o1' the Shareholdei"s Loan and 01her Loan (logeihei
with the accrued in Ieresi) ill financial statements of the Group will be reclassified nom current
liabilities 10 non-current liabilities after the Subscription becomes effective

(it) Earnings

On in illal recooniiion, the New Convertible Bonds shall he recognised as a compound
financial insti'urncnt with a convcrsion option. which coinprisc an cquity coinponcnt and a liability
coinponcni. o11 the consolidaied 11nancial slate merits o1' the Company. The carrying am Duni o1' Ihc
liability component is fii'SI delermined by riteasuring the fair value of a SImilai' liability Inat does
noi have an associated equiiy component. The carrying amount of the equity component is then
determined by deducting the fair value of the liability component fronT the jail' value of the New
Convertible Bonds as a whole. The liability component of the New Convertible Bonds is
subsequent measured at am orlised cost, IISing the effective interest method. The related interest
cx pcnsc is ICcognised in profit o1'105s

34



As Ihc in ICi'CSi I'aic o1' Ihc Nc\v Convciiiblc Bonds Is lowcr Ih an Ihai o1' Ihc Shui'choldcr' s

Loan and 01her Loaii. iris expected thai the Subscription \\ill reduce the financial pressure of the
Group by reducing the interest Tale

Based on Ihe above. we consider that the Subscripiion is in the interests of the Company and the
Shareholders as a whole

RECOMMENDATION

We noie that the New Converiible Bonds Convei'sio n PI'ice is below the avei'age closing price of
the Exist ino Ordinary Shares during the Review Period and the discount of the New Convertible Bonds
Conversion Price is below Ihe average of the conversion price of the Coinparable Transactions
Nevertheless, having taken into account the principal factors and reasons as discussed above, in
particular

(i) Ihc I'inaricittl position o1' Ihe Group. including the malei'ial uncertainty I'elaiing 10 going
concern of the Group Iaised by the auditors of the Coinpaiiy as slated in Ihe Annual Report
2023/24;

(ii) the Group does not have sufficient cash 10 repay the Shareholder's Loan and Other Loan;

(111) the Subscription will improve the net current liabilities position of the Group;

(iv) Iherc are 11miied debi and cquiiy jinancing alleinaiivcs available 10 Ihe Group and the
outcome Is highly uncertain

(v) the New Convertible Bonds have a lower interest Tale than that of the Shareholder's Loan and
Other Loan;

(vi) Ihc Ncw Convcriiblc Bonds Convcrsioii Pricc is within Ihc rangc of thc Coinparablc
Transaciions; and

(vii) the dilution effect to the Independent Shareholders will be subject to the conversion
resinciion in respect of the Inaridaiory general offer obligation under the Takeovers Code and
the minimum public float requirement of the Listing Rules,

we ai'e of the view that, although the Subsci'iptioii Agreement (as amended by the Supplemental
Agrcemcnis) and Ihc transactions conicmplated Ihcrcunder arc not in the ordinal'y and usual course of
business o1' Ihe Group. Ihe Subscription (including Ihe grani o1' the New Converiiblc Bonds SPCcil'IC
Mandate) is conducied on normal commercial terms and is fair and reasonable and in the interests of the

Company and the Shareholders as a whole



ACcoi'dingl y. we would ICcommcnd Ihc Indcpcndcni Shui'c holdcrs and Ihc Indcpcndcni Boai'd
Coinmitlee 10 advise the Independent Shareholders to \, ore in favour of the oldinary I'esoluiion to be
ploposed at the EGM for approving tile terms of Ihe Subscription Agi'eement (as amended by 111e
S up PIGmenial Agi'eemenis) and the Iransaciions coniemplated thereundei' (including the grant of the
New Convertible Bonds Specific Mandate)

Ms. Gillti Le"Jig is o liceiised persoii regis!ered wint the SFC and u J'CSponJib/e officer of INCU
Corpo, 'ate Filldiice Liiiiited to carry out Type 6 (ridvisi'Jig o11 coi'porale fill"rice) I'eg"lated qciivi'I), under
Ihe SFO. She lids UVei' 20 \. errrs of e. rperience ill Ihe torporu!e /1110/1c e indi{511'\, and hus poriicipa!ed ill
Ihe PI'ovisioii of' illdepeiideiii1111diicic!I udi, is or\. sei'\, IC es 101' uullous titiiisuc!10/15 illvol\, ing coinpuiiies
I^^led ill HD, 18 KOIig

Ms. P.,). che So i's n lifelined lierso!! i'egis!ei'ed w, ith Ihe SFC und a Jew)oilsib!e qfficei' of INCU
Co!pointe F1huiice Li, 1111ed 10 calfv o141 Type 6 (ad\, ISIiig o11 coi'poi'die filln, ice) !'eg!11died ucii\, 111' 1411dei
Ihe SIO. She 1105 over eighi \, ears of expel'ience ill Ihe corporale filialIce 111dusti'y nild lids pail!'cipnied
111 !he provisioii of 1'11depeiideiit filialICiu! rid\, 1501, ' Jei vices 101' voiious Ironsdciions lilyolvii!g coinpa, lies
I^^led ill Hong KOIig

Yours faithlully.
For and o11 bchalf of

INC. Corporate Finance Limited

Gina Leung

allagiiig Dii'ectoi'

,-

As. {ociate DJ'IEC!o1
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