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To: The In dependen! Board Coinmiiiee und

ihe 111dependen! Shaleholders of

Wai Chwn Growp Holdings Limited

Dear Sirs and Madams,

INTRODUCTION

CONNECTED TRANSACTION IN RELATION To

PROPOSED ALTERATION To THE TERMS OF

THE EXISTING CONVERTIBLE BONDS

We refer to our appointment as the independent financial adviser to advise the Independent Board
Committee and the Independent Shareholders in respect of the Alteration Consent Letters (as amended
by Supplementary Letters) and the transactions contemplated thereunder (including the grant of the
Specific Mandate), particulars of which are set out in the Letter from the Board (the "Letter from the
Board") contained in the circular of the Company to the Shareholders dated 200ctober 2023 (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 announcements of the Company dated 29 August 2023 and 130ciober
2023. On 29 August 2023 (after trading hours), the Company and the Existing Bondholder A have
agreed to amend the terms of the Existing First Convertible Bonds and the Existing Second Convertible
Bonds. On 130ctobeT 2023, the Company and the Existing Bondholder A entered into the
Supplementary Letters PUTSuant to which the parties agreed to extend the long stop dale to 30 November
2023 (or such other date as may be agreed by the Company and the Existing Bondholder A). Save for the
above chanoes, all other terms and the conditions of the Alteration Consent Letters shall remain

unchanged and in full force and effect
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Furthermore, on 100ctober 2023, the Board proposed to implement the Share Consolidation on
the basis that (i) every eight (8) issued and unissued Existing Ordinary Shares of HK$0. I each in the
share capital of the Company be consolidated into one (1) Consolidated Ordinary Share of HK$08 ; and
(ii) every eight (8) unissued Existing Preference Shares of HK$0. I eacli in the share capital of the
Company be consolidated into one (1) Consolidated Preference Share of HK$08. The Board also
proposed 10 change the board lot size for trading froni 20,000 Existing Ordinary Shares to 10,000
Consolidated Ordinary Shares upon Share Consolidation becoming effective. Therefore, the Conversion
Price of the ExistIna Convertible Bonds and the number of Conversion Shares to be issued upon

exercise of the Conversion Rights will be adjusted from HK$0,048 per Conversion Share to HK$0,384
per Conversion Share and from 4,545,416,665 Conversion Shares to 568,177,082 Conversion Shares
respectively upon Share Consolidation becoming effective

As at the Latest Practicable Date, Ka Chun is a controlling Shareholder interested in an aggregate

of 1,554,338,600 Shares, representing in aggregate approximately 72.66% of the total number of issued
Shares. Ka Chun is indirectly wholly-owned by Mr. Lain Ching Kui. being the Existing Bondholder A,
who is interested in 38,481,000 Shares personally, representing in aggregate approximately 1.80% of
the total number of issued Shares. Therefore, the Existing Bondholder A and its associates, including Ka

Chun, are connected persons of the Company, and the Alteration of Terms constitutes connected
transactions of the Company and is subject to the reporting, announcement and Independent
Shareholders' approval requirements under Chapter 14A of the Listing Rules

PUTSuant to Rule 28.05 of the Listing Rules, any alteration in the terms of convertible debt
securities after issue must be approved by the Stock EXchange, except where the alteration takes effect
automatically under the existing terms of such convertible debt securities. Accordingly, the Company
will apply to the Stock EXchange for approval of the Alteration of Terms

The Existing Bondholder A and its associates (including the Existing Bondholder B) are required
to abstain froni voting on the resolutions in respect of the Alteration of Terms and the transactions
contemplated thereunder (including the grant of the Specific Mandate) at the SGM. To the best of the
information, belief and knowledge of the Directors, save for Existing Bondholder A and its associates
(including the Existing Bondholder B), no other Shareholder has any nTaterial interest in the Alteration
of Terms and the transactions contemplated thereunder (including the grant of the Specific Mandate)
Save for the Existing Bondholder A, who is the executive director and also sole shareholder of Existing
Bondholder B and had abstained from voting, none of the Directors had a material interest in the
Alteration of Terms and was required 10 abstain from voting on the resolutions passed by the Board to
approve the Alteration of Terms and the transactions contemplated thereunder (including the grant of
the Specific Mandate) respectively
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Except for being appointed as independent financial adviser by the Company in relation to
Issuance of The Existing Third Convertible Bonds, which the circular was issued to the Shareholders on
9 December 2021, we have not acted as an independent financial adviser and has not provided any other
services to the Company during the past two years. As at the Latest Practicable Date, we were not aware

of 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 Listing Rules
to act as the independent financial adviser to the Independent Board Committee and the Independent

Shareholders in respect of the Alteration of Terms. We are not associated with the Company. its
subsidiaries, its associates or their respective substantial shareholders or associates or any othei' parties
to the Alteration of Terms, and accordingly, are eligible to give independent advice and
recommendations on the terms of Alteration Consent Letters (as amended by Supplementary Letters)

and the transactions contemplated thereunder (including the grant of the Specific Mandate). Apart from
normal professional fees payable to us in connection with this appointment as the independent financial
adviser to the Independent Board Committee and the Independent Shareholders, no arrangement exists
whereby we will receive any fees from the Company, its subsidiaries, its associates or their respective
substantial shareholders or associates or any other parties to the Alteration Consent Letters (as amended
by Supplementary Letters) and the transactions contemplated thereunder (including the grant of the
Specific Mandate)

INDEPENDENT BOARD COMMITTEE

The Independent Board Committee coinprisino all the independent non-executive Directors,
namely Dr. Warig Wei and Mr. Wari B o, has been formed to advise the Independent Shareholders on the
reasonableness and fairness in respect of the entering into of the Alteration Consent Letters (as amended
by Supplementary Letters) and the transactions contemplated thereunder (including the grant of the
Specific Mandate).

In our capacity as the independent financial adviser to the Independent Board Committee and the
Independent Shareholders for the purpose of the Listings Rules, our role is to give an independent
opinion as to whether the terms of the Alteration Consent Letters (as amended by Supplementary
Letters) and the transactions contemplated thereunder (including the grant of the Specific Mandate) are
in the interests of the Company and the Shareholders as a whole, being fair and reasonable so far as the
Shareholders are concerned

BASIS OF OUR OPINION

In formulating our opinion and recommendations, we have relied on the statements, information,
opinions and representations contained or referred 10 in the Circular and/or provided to us by the
Company and the management of the Group. We have assumed that all statements, information,
opinions and representations contained or referred to in the Circular and/or provided to us were true,
accurate and complete at the time they were n}ade and continued to be so as at the Latest Practicable
Date. The Directors jointly and severally accept full responsibility for the accuracy of the information
contained in the Circular and confirm, hayino made all reasonable enquiries, that to the best of their

knowledge and belief, opinions expressed by thenI 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 make any such statement made by them that contained in the Circular misleading in all
material respects. We have no reason 10 doubt the truth or accuracy of the information provided to us, or
10 believe that any material information has been omitted or withheld
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Oui' review and analyses were based upon, among others, (i) the information provided by the
Group includlrig the Circular. the Alteration Consent Lettei's (as amended by Supplementary Letters)
and certain published information from the public domain, includino but 1101 limited to, the annual
report of the Company for the year ended 31 March 2023 (the "Annual Report 2023") ; and (ii) our
discussion with the Directors and the nianaoement of the Gioup with respect to the terms of and the
reasons for entering into of the Alteration Consent Letters (as amended by Supplementary Letters). We
have not, 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 supplied

PRINCIPAL FACTORS AND REASONS CONSIDERED

In formulating our opinions and recommendations in respect of the Alteration of Terms, we have
taken into consideration of the following principal factors and reasons

(1) Background of the Alteration of Terms

Tile Allerali0,, o1 rer, i's

On 29 August 2023 (after trading hours), the Company and the Existing Bondholder A have
agreed to amend the terms of the Existing First Convertible Bonds and the Existing Second
Convertible Bonds as follows

(1) the Interest Rates be amended froni 2% per annum to I% per annum; and

(11) the nTaturity date of the Existing First Convertible Bonds be extended from 31 August

2023 to 31 Auoust 2025 and the maturity date of the Existing Second Convertible
Bonds be extended from 30 November 2023 to 31 Auoust 2025

(11) Background and financial performance of the Group

Backgro""d of the Group

The Company was incorporated in Bermuda with limited liability. the issued Shares of which
are listed on the Main Board of the Stock Exchanoe

The Group is principally engaged in (1) sales and services provision of integration services of
computer and communication systems. and design, consultation and production of information
systenT software and management training services (the "Sales and Integration Services
Business"); and (11) general trading of chemicals and agricultural products (the "General Trading
Business")
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Set out below is the financial information of Ihe Group for each of the financial years ended

31 March 2022 and 31 March 2023 ("FY2022" and "FY2023". respectively) as extracted froni the

Annual Report 2023

Consolitioied filloncidl peno^nionce of Ihe Gionp

Revenue

- Sales and Integration Services Business

- General Trading Business

Total revenue

Loss for the year

rob!e l. Summary of the con30/IdoledfinQnciol penoi'monce offhe Group

As set out in Table I above, the revenue of the Group for FY2023 decreased by

approximately HKS57. I million or 24.4% to approximately HKS176.8 million, as compared with
approximately HKS233.9 million for FY2022. Accordino to the Annual Report 2023, such
decrease in revenue was mainly atITibutable to the substantial decrease in revenue of the Sales and
Trite oralion Services Business due to the lockdown in Shanghai in the first quarter of FY2023 and

the customers in such seument was located in Shanghai and needed time and resources to resume

the operation gradually after the lockdown. After the unblock in Shanghai. the local government

continued to implement the Zero-CoVID policy till December 2022 which severely impacted the
economic activities in Shanghai. As discussed with the management of the Company and the
Company confirmed that following the relaxation of the anti-pandemic nieasures of CoVID-19 in
the PRC from the fourth quarter of 2022, the Group has been building up its project pipelines of
the Sales and Integration Services Business

FY2022

HK$ '000

(AMdried)

72193

161,733

As set out in Table I above, the Group recorded a consolidated net loss of approximately

HK$51.8 million for FY2023, representing a decrease of approximately HK$75.6 million or 59.3%
as compared with approximately HK$127.4 million for FY2022. With reference to the Annual
Report 2023. the decrease in net loss was mainly due to the combined effects of (a) the decrease in
revenue as mentioned above; (b) absence of loss on modification of convertible bonds terms of

approximately HK$503 million; (c) absence of loss on issuance of convertible bonds of
approximately HK$126 million; and (d) the decrease in administrative expenses of approximately
HK$ l 2.6 million

FY2023

HK$'000

(Audited)

233,926

(127,427)

6,384

170,419

176,803

(51,752)
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Non-current assets

Property, plant and equipment
Right-of-use assets

Current assets

Inventories

Trade and other receivables, prepayments and deposits
Pledged bank deposit
Bank balances and cash

Total assets

As at 31 March

2022

HK$ '000

(AMch!ed)

Current liabilities

Trade and other payables
Contract liabilities

Lease liabilities

Convertible bonds

As at 31 March

2023

HK$ '000

(AMdiied)

Non-current liabilities

Trade and other payables
Loans from ultimate holding company
Amount due to a director

Lease liabilities

Convertible bonds

1,027
2625

3,652

804

119,847

300

13,890

141

3380

Totalliabilities

3,521

134,841

Net current assets/(liabilities)

138,493

68,365
300

9,156

Net liabilities

116,959

14,595

2,447

77,821

Table 2. Swmmo ry o11he consotidnied findnciol POSi'lion of Ihe Group

81,342

134,001

74,322

3,699

1,695

166,558

3,730
1,313

1,029
217

182303

246,274

188,592

4,989

12,900

10,735

1,668
35,572

322,593
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(i) Non-current assets and current assets

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

of the Group decreased fi'Qin approximately HK$134.8 million as at 31 Marcli 2022 to

appi'oximately HK$778 nilllion as at 31 March 2023, representing a decrease of approximately

HKS57.0 niillion or 42.3 %. According to the Annual Report 2023. the deci'ease in current assets of

the Group was mainly due to (a) the decrease of trade and othei' receivables, prepayments and

deposits of approximately HK$514 million ; and (b) decrease of bank balances and cash of

approximately HK$47 million mainly due To the decrease in revenue of the Group for FY2023

(ii) Non-current liabilities and current liabilities

As set out in Table 2, the non-CUI'rent liabilities of Group decreased from approximately

HK$188.6 niillion as at 31 March 2022 to approximately HK$65.9 niillion as at 31 March 2023,

representing a decrease of approximately HK$122.7 million or 65.1%. The current liabilities of

the Group increased from approximately HK$134.0 million as at 31 March 2022 10 approximately

HK$246.3 million as at 31 March 2023, representing an increase of approximately HK$112.3
million or 83.8%. The decrease in non-current liabilities of the Group and increase in current

liabilities of the Group was mainly due to part of the Existing First Convertible Bonds and the

Existing Second Convertible Bonds being reclassified as current liabilities during FY2023

(iii) Debt position

The Group had ioial debts of approximately HKS187.3 million and approximately HK$229. I

million (including loans fronT ultimate holding company, amount due to a director, convertible

bonds and lease liabilities) as at 31 March 2022 and 31 March 2023 respectively. All of these debts

are interest bearing or carried an interest rate implicit in the lease liabilities. The increase in total

debts was mainly due to the Increase in loans from ultimate holding company and amount due 10 a

director to support the daily operation and the payment of the expenses of the Group for FY2023
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We note that 88.2% of the total debts of the Group as at 31 March 2023 was the convertible

bonds of the Company, which consists of the Exist ino First Convertible Bonds. the Existing

Second Convertible Bonds and the Existing Third Convertible Bonds. Accordino to the Annual

Report 2023, the Existing First Convertible Bonds were issued on 31 Auoust 2020 with an

aggregate principal amount of HK$152,000,000, which are convertible at HK$0.048 per

Conversion Share to a maximuni of 3,166,666,666 Shares. The coupon rate and maturity date of

the Existin o First Convertible Bonds are 2% per annum and 31 August 2023 respectively before
the Alteration of Terms. The Exist ino Second Convertible Bonds were issued on 30 November

2020 with an aggregate principal amount of HK$23,480,000, winch are convertible at HK$0,048

per Conversion Share 10 a maximuni of 489,166,666 Shares. The coupon rate and maturity date of

the Exist Ina Second Convertible Bonds are 2% per an nuni and 30 November 2023 respectively

before the Alteration of Terms. Both the Exist ino First Convertible Bonds and the Existing Second

Convertible Bonds will be redeemed at 98% of its principal amount at maturity. The Exist Ina Third

Convertible Bonds were issued on 18 January 2022 with an aooreoate principal amount of

HKS42,700,000, which are convertible at HK$0.048 per Conversion Share to a niaximum of

889,583,333 Shares. The coupon rate and maturity date of the Existino Third Convertible Bonds

are 2% per annum and 18 January 2025 respectively. The Exist intr Third Convertible Bonds will be

redeemed at 100% of its principal amount at Inaturity

Accordino to the Annual Report 2023. for FY2023, the Group recorded net cash outflow

from operating activities and investment activities of approximately HKS8.8 million and HK$61

million respectively. As informed by the Company, as at 30 September 2023, the Group has bank

balances and cash of approximately HK$325 million, which is considered not sufficient to repay

the Existino First Convertible Bonds and the Existintr Second Convertible Bonds upon their

maturity dates. After considering (1) the net liabilities position of the Group as at 31 March 2023 ;

(ii) the niaturiiy dates of the Existing First Convertible Bonds and the Existing Second Convertible

Bonds; (iii) the net cash outflow from the operating activities and investing activities of the Group

for FY2023 ; and (iv) the latest bank balances and cash of the Group, we consider the Alteration of

Terms can prevent the Company from default of repayment of the Existing First Convertible Bonds

and the Exist ino Second Convertible Bonds and provide more time for the Group to seek for and

arrange the resources to repay the Existing First Convertible Bonds and the Existing Second

Convertible Bonds. Therefore, the Alteration of Terms is in the interests of the Company and the
Shareholders as a whole
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(111) Reasons for and benefits of the Alteration of Terms

As stated in the Letter from the Board. accordino to the existing terms of the Existing First

Convertible Bonds and the Existing Second Convertible Bonds, the Existing First Convertible Bonds in
the aggregate principal amount of HKS152,000,000 have matured on 31 August 2023 and the Existing

Second Convertible Bonds in the aggregate principal amount of HK$23,480,000 will Inature on 30
November 2023. With the extension of the niaiurity dates of the Exist ino First Convertible Bonds and

the Existinn Second Convertible Bonds. the financial pressure on the Company for redemption of the
Exist Ina First Convertible Bonds and the Existing Second Convertible Bonds at the Inaiurity dates
would be lessened as it can provide ntore time for the Group to seek for and arrange the resources for
repayment since there was not sufficient cash and bank balances 10 repay the Existing First Convertible
Bonds and the Existino Second Convertible Bonds. The net current liabilities of the Group also will be

improved as the Existino First Convertible Bonds and the Existing Second Convertible Bonds will be
reclassified froln current liabilities to non-current liabilities after the Alteration of Terms becomes

effective. Furthermore, the reduction of Interest Rates would alleviaie the interest burden of the

Company by providing interest savings of approximately HK$1,754,800 per year (without taking into
the account any tax adjustment). Therefore, the Board (excluding the Existing Bondholder A who had

abstained from voting) considers that the Alteration of Terms is fair and reasonable and the Alteration of
Terms is in the interests of the Company and the Shareholders as a whole

We have reviewed the Alteration Consent Letters (as amended by Supplementary Letters) and the

Annual Report 2023. Based on our analysis of the financial position of the Group as discussed under the
section headed "(11) Background and financial performance of the Group" above, we consider that the

Group would not have sufficient bank balances and cash to repay the Existing First Convertible Bonds
and the Existing Second Convertible Bonds upon their maturity on 31 Auoust 2023 and 30 November
2023 respectively. By entering into the Alteration Consent Letters (as amended by Supplementary

Letters), it will provide more time for the Group to source the necessary funds for the repayment of the
ExistIna First Convertible Bonds and Existing Second Convertible Bonds. Furthermore, by extending
the maturity dates of the Exist trio First Convertible Bonds and the Existing Second Convertible Bonds to
31 August 2025, subject to the nTarket condition and the public float requirement, if the Existing First

Convertible Bonds and the Existino Second Convertible Bonds are converted, the gearing of the Group

will be improved

We also note that the Alteration of Terms will reduce the Interest Rates from 2% per annum to I %.

per annum. The estimated interest savinu from the Alteration of Terms will be approximately
HK$1,754,800 per year. As a result, the Alteration of Terms will improve the Group's profitability by
reducing its Interest expenses

After considerino the reasons for and benefits of the Alteration of Terms as discussed above, we

consider that eniering into the Alteration Consent Letters (as amended by Supplementary Letters) is fair
and reasonable and in the interests of the Company and the Shareholders as a whole

(i) F1,"of raising "cityiiies o1 the Co,"pn, u, ill file pasi 12 ", on Ihs

As stated in the Letter from the Board, the Company did not conduct any equity fund-raising
in the past 12 months immediately before the Latest Practicable Date
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We have discussed willI the nianagement of the Company in respect of the consideration of
other ways of fund-raising sucli as debt financing and other equity fund raising method to settle

the Exist ino First Convertible Bonds and the Existing Second Convertible Bonds. The following

set out the summary of our discussion

(0) Debt filmiici'Jig

The Directors have considered that (1) further debt financing niay not be available

given that the Group's net liabilities position; and (2) the cost of debt financing may increase

together willI additional requirements willT asset pledging or guarantees to be provided by the

Group as compared willT the Interest Rates. Therefore. the Directors are of the view that the

debt financino from financial institutions are of limited accessibility and undesirable effects

and such fundino nTethod is not ill the interests of the Company and the Shareholders as a
whole

(b) Placing o1new Shoies

The Directors nave considered that given that the Group's net liabilities position, the

placing agent in^, face difficulties and take time to seek for potential investor(s) and the
potential investor(s) may require a substantial placing discount to the trading price of the
Shares, and such discount may be niore than 20%. The Directors also consider it is higher

cost to arrange a placing of new Shares, as the placing agent would charge commission with

reference to certain percentages of the amount of the fund raising, as compared with no

additional cost froni the Alteration of Terms, and the PIacino of new Shares will cause

immediately dilution to the shareholdino of existing Shareholders. Therefore, rather than

conducting placing of new shares to repay the Existing First Convertible Bonds and the

Exist ino Second Convertible Bonds, the Directors consider entering into the Alteration

Consent Letters (as amended by Supplementary Letters) are in the interests of the Company
and the Shareholders as a whole

(c) Ri'ghis issue or open offer

With reaard to the via billty of a rights issue or an open offer. the Directors have

considered that Diven that the Group's net liabilities position, fund raising from a rights issue

or an open offer Inay not be desirable. Furthermore, a Tights issue or open offer will require

(1) more documentation is typically required for the Tights issue or all open offer; (2) it
generally lakes longer lime 10 arrange rights issue or open offer than the Alteration of Terms;

and (3) it is niore costly 10 arrange a rights issue or open offer than the Alteration of Terms as

it is expected that the Company would Incur higher cost to arrange a Tights issue or an open

offer as more professional parties would need 10 be engaged in an open offer or a rights
Issue



Conclusion

Given the net liabilities position of the Group as at 31 Marcli 2023. we consider that it is
difficult for the Company 10 obtain external financing 10 settle the Existing First Convertible
Bonds and the ExistIna Second Convertible Bonds Linder the current mai'ket condition

Furthermore, the Alteration of Terms will provide niore time for the Group to seek for financial

resources and to conduct suitable fund raising when the Group 's financial performance and niarket

condition improves in the future. Therefore, we concur witli the Directors' view that the Alteration

of Terms is more preferable than the above financing alternatives

(IV) Major terms of the Alteration Consent Letters (as amended by Supplementary Letters)

On 29 August 2023 (after trading hours), the Company and the Existing Bondholder A have

entered into the Alteration Consent Letters and conditionally aoreed to amend the terms of the Existing

First Convertible Bonds and the Existing Second Convertible Bonds as follows

(1) the Interest Rates be amended from 2% per annum to I% per annum; and

(11) the maturity date of Existing First Convertible Bonds be extended from 31 August 2023 10 31

August 2025 and the nTaturity date of the Existing Second Convertible Bonds be extended
from 30 November 2023 10 31 Auoust 2025

Apart from the Alteration of Terms above, all other terms and conditions of the Existing First

Convertible Bonds and the Exist ino Second Convertible Bonds shall remain unchanged and in full force

and effect. For details of the salient terms of the Existino First Convertible Bonds and the Existing

Second Convertible Bonds after Alteration of Terms, please refer to the section headed "PROPOSED
ALTERATION To THE TERMS OF THE EXISTING FIRST CONVERTIBLE BONDS AND THE

EXISTING SECOND CONVERTIBLE BONDS" in the Letter from the Board. The financial effect of

the Alteration of the Terms will be further discussed under the section headed "(Vl) Financial effects as
a result of the Alteration of Terms" below in this letter

The Alteration of Terms are conditional upon the fulfilment of the followino conditions

(a) the Stock EXchange granting its approval for the Alter ajion of Terms;

(b) the passing by the Independent Shareholders of relevant resolutions at the SGM approving

the Alteration of Terms and the transactions contemplated thereunder (including the grant of

the Specific Mandate) ; and

(c) the Listing Committee of the Stock EXchange having granted the listing of, and permission to
deal in. the Conversion Shares to be Issued upon exercise of the Conversion Rights

None of the above conditions can be waived. If any of the condiiions above are 1101 fulfilled by the

Long Stop Date, the parties to the Alteration Consent Letters (as amended by Supplementary Letters)

will not proceed with the Alteration of Terms

As at the Latest Practicable Date, none of the conditions have been fulfilled
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On 130ciober 2023, the Company and the Existing Bondholder A entered into the Supplementary

Letters pursuant to which the parties agreed to extend the long stop date to 30 November 2023 (or such
other date as ntay be agreed by the Company, and the Existing Bondholder A). Save for the above
changes. all other terms and the conditions of the Alteration Consent Letters shall remain unchanged
and in full force and effect

Pursuani 10 the 2021 Specific Mandate, the Company is entitled to allot and issue 3,166,666.666
Shares or 395,833,333 Consolidated Ordinary Shares (subject 10 the Share Consolidation becoming
effective) and 489,166,666 Shares or 61,145,833 Consolidated Ordinary Shares (subject to the Share

Consolidation becoming effective) whicli may be issued by the Company upon full exercise of the
conversion riohis attached to the Existing First Convertible Bonds and the Existing Second Convertible
Bonds respectively. As at the Latest Practicable Dale, none of the 2021 Specific Mandate has been
utilised

The Conversion Shares 10 be allotted and issued by the Company upon the exercise of the
Conversion Rights will be issued under the Specific Mandate 10 be so uuht at the SGM

To assess the fairness and reasonable of the key terms of the Alteration Consent Letters (as

amended by Supplementary Letters), we have identified a list of issue, placing and subscription of
convertible bonds/notes exercises as announced by companies listed on the Stock EXchange during last

three-month immediately preceding 29 August 2023, the date of the Alteration Consent Letters (the

"Coinparable Period"). We consider that the Coinparable Period is appropriate (i) to reflect the

prevailing nTarket conditions and sentiments in the Hong Kong stock market; (11) to provide a general
reference of the recent convertible securities transactions being conducted Linder similar nTaTket

conditions; and (11i) to generate a reasonable and nleaningful number of samples for the purpose of OUT
analysis. In our assessment, we have searched for companies which (i) are listed on the Stock EXchange;
(11) the transaction involved an issue of convertible securities to raise funds; and (111) the duration of the

convertible bonds/notes is not perpetual. We have excluded perpetual convertible bonds/notes in OUT
analysis as they are considered not coinparable to the Alteration of Terms in terms of the credit risk and
interest rate risk incurred from the niaturity of the convertible bonds/notes. Based on these criteria and
the public information available on the Stock Exchanoe 's website, to the best of our endeavours, we
have identified an exhaustive list of a total of 19 convertible securities (the "Coinparable

Transactions"). Set out below is the Coinparable Transactions analysis

Subscriber(s)

are connected

person

Date of

announcement

16 Augus! 2023

Stock code

8 August 2023

28 July 2023

511

Name of company

8103

Television Broadcasts

Limited

138

hmvod Limited

CCT Fortis Holdings
Limited

No

Duration

nears)

No

No

Interest rate

per annum
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Dale of

announcenieiil

27 July 2023

Stock code

251uly 2023

399

Name of company

18 July 2023

126

Innovaiive

Pharmaceutical

Blotech Limited

Subscriber(SI

are connected

person

14 July 2023

11 July 2023

274

Canjailna Group

Holdings Company
Limited

8163

Yes

3 July 2023

Renaissance Asia Silk

Road Group Limited

Noiz Group Limited

iDTeamSky Technology

Holdings Limited

Ta Yang Group

Holdings Limited

Luye Phaima Group
Limiied

Duration

i)'err!'si

1119

28 June 2023

No

10

1991

23 June 2023

Interest rate

per an nuni

2186

No

23 June 2023

8003

Yes

19 June 2023

No

0.0%

508

13 111ne 2023

Great World Company

Holdings Limiied

Dingyi Group
Investment Limited

No

8368

6%

12 June 2023

No

1918

11 June 2023

Creative China

Holdings Limited

Sunac China Holdings
Limiied

2.5%

No

343

91une 2023

0.0%

Yes

1873

50%

Culturecoin Holdings
Limiied

1539

Yes

100%

Viva Biolech Holdings

Uniiy Group Holdings
International Limited

Yes

6.3%

NG

0.0%

No

5.5%

No

05

2.0%

-13-
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8.0%

2.0%

8.0%



Date of

announcenient

6lulle 2023

Stock code

2 June 2023

63

Name of company

8445

China Asia Valley

Group Limited

Noble Engineering

Group Holdings
Limiied

Subscriber(SI

are connected

person

29 August 2023

Yes

Duration

hen!,)

1013

No

As shown in the table above, we note that the duration of the Coinparable Transactions ranged

from 11alf year to 10 years with an average duration of 3.4 years, which the proposed extension of the

Existino First Convertible Bonds and the Existing Second Convertible Bonds under the Alteration
Consent Letters (as amended by Supplementary Letters) is within the range and less than the average.

We also note that the interest rates of the Coinparable Transactions ranged froni nil to 10.00% per
annum, with an average of approximately 4.2% per annum, which the proposed interest rates of the
Existing First Convertible Bonds and the Existino Second Convertible Bonds 11nder the Alteration

Consent Letters (as amended by Supplementary Letters) are within the range and less than the average
Therefore, the Alteration of Terms is conducted on a normal commercial term

Shareholders should note that the financial position, business, operations, and prospects of listed
companies of the Coinparable Transactions may not be identical to those of the Group and we have not

conducted any in-depth investigation into the respective businesses and operations of the companies of
each Coinparable Transactions. In particular, as discussed above, the Group does not nave sufficient
cash and cash equivalents to repay the Existing First Convertible Bonds and the Existing Second

Convertible Bonds upon their niaturity dates, w^ich niay result in potential default in repayment

However, we consider that the Coinparable Transactions could still provide a general reference as to the

common market practice in respect of the terms of convertible bonds/notes issued by companies listed
in Hong Kong as compared with the Alteration of Terms

The Company

Maximum:

Interest rate

per annum

Minimum:

Average:

10

Yes

0.5

3.6%

3.4

8.0%

Extension of

approximately

2 yeai's for Existing
First Convertible

Bonds and

approximately

1.75 years for the

Existing Second
Convertible Bonds

10.0 %,

0.0%

To be reduced

from 2.0%

10 1.0%

4.2%

-14-



(V) Shareholding structure and the possible dilution effect of the Existing Convertible Bonds

A. Ass"ini"g Ihere is ,, o change in the iss"ed shnre capitn1 o1 file Company and Share

Co"solidnii0,, "o1 bccomi"g effective

For illustration purposes only. assuming that the Shai'e Consolidation 1101 becoming effective,

the below table sets out the shareholding structure of the Company (i) as at the Latest Practicable

Date; (ii) immediately after the full conversion of the outstanding Existing First Convertible

Bonds and the Existing Second Convertible Bonds at the Conversion Price (assumino there being

no other issue or repurchase of Shares); and (iii) immediately after full exercise of all the
outstanding Existing Convertible Bonds at the Conversion Price (assuming there being no other

issue or repurchase of Shares)

Name of Shareholder

Existing Bondholder B
ith!e I)

Existing Bondholder A
INote 21

(i) As at the Latest

Practicable Dale

Nil!!!bel of

Slidi'ei Appi'oxii"die %

!ii) Immediately after

full exercise of the Existing
First Convertible Bonds

and the Existing
Second Convertible Bonds

ith!e 3)

NIIiiiber o1

Snare$ Approxi"Iaie %

01her Public Shareholders

(Noie 41

1,554,338.600

38,481,000

Total

1,592,819,600

Nores

72.66 1,554,338,600

1.80 3,694,314,332

(1)

546,296,648

jin) Immediately after full

exercise of all the Existing
Convertible Bonds ithie 31

NIImber o1

Shares Approximnie %

The Exisiinu Bondholder B. Ka Chun. a company owned as 10 100% by Wai Chun Invesimeni Fund. which is
wholly-owned by Ihe Exisiing Bondholder A, Mr. Lain Ching Kui. and holds 1,554,338.600 Shares

The Existing Bondholder A Is the ultimate controllin o shareholdei' of the Company and directly holds
38,481,000 Shares

(2)

2,139,116.248

74.46 5,248,652,932

13)

25.54

26.82 2,443,921,933

6375 3,694,314,332

Certain percentage figures Included in Ihe above tables have been subJeci 10 IOUndin g adjustments
Accordingly. figures shown as 101als may not be an arithmetic aggi'egaiion of the figures preceding them

Fursuani 10 the terms and condiiions of the Existing Con\eriible Bonds. the bondholders shall not exercise
the Conversion Righis If. as a result of such exercise. 11 will cause Ihe public float of the Company 10 fall
below the perceniage presciibed under the Listing Rules

(4)

100.00 5,794,949,580

546,296,648

90.57 6,138,236,265

36.56

9.43

55.27

10000 6,684,532,913

546,296,648

91.83

8.17

100.00



B. Ass",,, ing Share Consolidutio,, becoming effeciive

For illustration purposes only, assuming that the Share Consolidation becoming effective, the

below table sets out the shareholding structure of the Company (i) as at the Latest Practicable

Date; (11) immediately after the Share Consolidation becoming effective; (iii) immediately after

the Share Consolidation be coinino effective and the full conversion of the Existing First

Convertible Bonds and the Existing Second Convei'lible Bonds at the Con\, ersion Price (assuming

there being 110 other issue or repurchase of Shares); and (iv) immediately after the Share
Consolidation be coinino effective and full exercise of all the outstandino Exist ino Convertible

Bonds at the Con\, ersion Price (assuming there being no other issue or repurchase of Shares ):

11ii) Immedialtly after lit Share

Consolidation becoming Einin and

full anim of the Existing First

Convertiblt Bonds and lit Existing
Sunni Continue BunchjN, !, 11

NIMj, ! ,I

MMI AM, 111""if %

Kami o1 thatch, Met

Existing hmm B nun 11

hung hilum A Wolf 11

!iiAs at tie Latest

Frontale Dale

Ninthr, I

thin '11/1. !!""!t %

thermit ;minim:

Wolf 41

15,311,600

1/4/1111

1111 Initdiatel! anti lie Shaft

Criminalon becoming limit

NIMit! 4

Jinki Awl,. 11n"It %

Total

1511/1/611

11 fr6

111

;41.11j. 141

194,131i

!.; Nib

114b

Noies

11/11/1241

(1)

11/11/4;I

Xi4

nib

111

The Exisiin u Bondholder B. Ka Chun. a company owned as 10 100Qt by Wai Chun lnvesimeni Fund. which is
wholly-owned by the E\ISIing Bondholder A. Mr. Lani Ching Kui, and holds 1,554,338,600 Shares or
194,292.325 Consolidated Ordinaly Shares ( subject to Ihe Share Consolidaiion becoming effeciive)

The Exist in" Bondholder A is the ultimate conirollin " shareholder of Ihe Company and directly holds
38.481.000 Shales or 4,810,125 Consolidated Ordinary Shares isubjeci 10 the Share Consolidaiioii becoming
effeciive)

Certain percentane floures included in the above tables ha\ e been subject to rounding adjusimenis
Accordingly. figures shown as Iotals may not be an arithmetic aggregaiion of the figures preceding them

Pursuitni to the Ierms and condiiions of the Exisiine Convertible Bonds. Ihe bondholders shall noi exercise

the Conversion RIDhis if. as a resuli of such exercise. 11 will cause the public float of the Company 10 fall
below the percentage prescribed under Ihe Listing Rules

tv I Irumtdialtl! after lit Share

Consolidation hat' mmg emit and

full midst of all lit Existing
Cuminilt Bonds Wolf 11

NIMjtr, I

MMI Amylo!Mali %

(2)

11/11

612,111

19:11:31i

thinly

1441

(3)

111,195;!

Muslin

nil

1111

tits

141

mon

flintll

MMUl

1/17/1191

coil

114,111 ill

ill 1115/1

16"

is !i

941

111 11

i! !;; 111

1111

1,511, in

111

11100



As stated in the Letter frolti the Board. if the Existing First Convertible Bonds and 111e Existing

Second Convertible Bonds are fully converted at the Con\, ersion Price of HK$0.048 per Conversion

Share or HK$0.384 per Conversion Share upon Share Consolidation be coinino effective, a niaximuni of
3,655,833.332 Convei'SIon Shales or 456,979,166 Conversion Share upon Share Consolidation

becoming effective, will be allotted and issued upon exei'CISe of the Conversion Rights in full, which

represents

(i) approximately 170.9% of the issued share capiial of the Company as at the Latest Practicable
Date: and

(11) approximately 63.1% of the issued share capital of the Company as to be enlarged by the
issue of the 3,655,833,332 Conversion Shares or 456,979,166 Conversion Shares upon Share

Consolidation becoming effective (assuming Ihere being no other issue or repurchase of
Shares)

If all the outstanding Existing Convertible Bonds are fully converted at the Conversion Price of
Conversion Share or HK$0,384 Share ConsolidationHK$0.048 Conversion Share uponper per

becoming effective, a niaximum of 4,545,416,665 Conversion Shares or 568,177,082 Conversion Shares

upon Share Consolidation be coinino effective will be allotted and issued upon exercise of the
Conversion Rights attached to all the outstanding Existing Convertible Bonds in full, which represents

(iii) approximately 212.5% of the issued share capital of the Company as at the Latest Practicable
Date; and

(iv) approximately 68.0% of the issued share capital of the Company as to be enlarged by the
issue of the 4,545,416,665 Conversion Shares or 568,177,082 Conversion Shares upon Share

Consolidation becoming effective (assuming there being no other issue or repurchase of
Shares)

According to the existing terms of the Existinu Convertible Bonds, a bondholder shall nave the
right to convert the Existing Convertible Bonds into Shares provided that the public float of the Shares
shall not be less than 25% (or any given percentage as required by the Listing Rules) of the issued
Shares at any one time in compliance with Listing Rules. Accordin0 10 the exist Ina terms of the Existing
Convertible Bonds, any conversion shall also be subject to no mandatory general offer being triggered
under Rule 26 of the Takeovers Code o11 the bondholder and not resultino in the Existing Bondholder A

and any, parties acting in concert with him (including the Existing Bondholder B ) ceasing to be the
controlling shareholder of the Company within the meaning of the Listing Rules

-17-



We nave discussed with the Company and the Company has confirmed that the Existing
Bondholder A niay not be able to convert the Existing First Convertible Bonds and the Existing Second
Convertible Bonds in full in \, iew of the restriction o11 convei'5101i if the Company encounters

insufficient public float. For indicative purposes only, due to the public float requirement under the

Listing Rules. the Existing Bondholder A niay convert up to approximately 46,070.344 Conversion

Shares or 5,758,793 Conversion Shares upon Share Consolidation becoming effective (equivalent to the

principal amount of the Existing First Convei'lible Bonds and the Exist Ina Second Convertible Bonds of
approximately HK$22 nTill ion) as at the Latest Practicable Dale. Therefore, the dilution 10 the

shareholdino of the Independent Shareholders is limited assumino the Existing First Convertible Bonds
and/or the Exist inn Second Convertible Bonds are converted as at the Latest Practicable Date. However.

it also limits the availability of convei'SIon of the Exist ino First Convertible Bonds and the Existing
Second Convertible Bonds to reduce the repayment amount upon Iheir maturity dates. Furthermore,

given that the existing Conversion Price of HK$0,048 per Conversion Share is higher than the closing

price of HKS0.034 and HK$0,027 per Existing Ordinary Share as at the dale of the Alteration Consent
Letters, i.e. 29 August 2023, and the Latest Practicable Date. respectively, which both are out-of-money

situation, it is unlikely that the Exist ino Bondholder A will an Tee 10 convert the Existing First

Convertible Bonds and/or the Exist trio Second Convertible Bonds before the maturity dates. Even

though the closing price of the Existing Ordinary Shares has reached above the existing Conversion

Price of HK$0,048 per Conversion Share for 11 trading days over the period of 161 trading days from 3

January 2023 to the dale of the Alteration Consent Letters (both dates inclusive), there is no trading day

that the closing price has reached above the existing Conversion Price in August 2023 and the

conversion of the Existino First Convertible Bonds and the Existing Second Convertible Bonds is at the

sole discretion of the Exist ino Bondholder A and is also restricted by the public float as discussed

above. Given the original maturity dates of the Existing First Convertible Bonds and the Existing

Second Convertible Bonds. the Alteration of Terms would allow the Group to have niore time to seek for

and arrange the resources to repay the Existing First Convertible Bonds and the Existing Second
Convertible Bonds

In view of the reasons for and benefits of entering into the Alteration Consent Letters (as amended

by Supplementary Letters) as set out above, the restriction of the nilnimuni public float requirement

under the terms of the Existing First Convertible Bonds and the Existino Second Convertible Bonds and

the out-of-money situation, we consider the Alteration of Terms is fair and reasonable

(Vl) Financial effects as a result of the Alteration of Terms

The financial effects of the Alteration of Terms set out below are purely for Illustrative purposes

only and do not reflect the future financial position of the Company or the Group

co Nerdsseis value and gearing

It is expected that the Alteration of Terms w^11 not have an immediate material impact on the

nei asset value and gearing of the Group. However, after extension of the Existing First
Convertible Bonds and the Existinn Second Convertible Bonds, The entire amount of the

convertible bonds in the current liabilities will be reclassified as non-current liabilities. The net

current liabilities will be reduced froni approximately HK$168.5 million as at 31 March 2023 10

approximately HK$ l .9 nTillion



(ii) Ear,, i,, gs

As the Interest Rates are reduced fioni 2% per an nuni to I % per an nuni under the Alteration

Consent Letters (as amended by Supplementary Letters), the earnings of the Group will be

improved by the interest saving of approximately HK$1,754,800 per yeai' (without taking into the

account of any tax adjustment resulted froni the interest saving)

After considering the benefits of interest saving and extension of the Existing First Convertible

Bonds and the Existing Second Convertible Bonds as illustrated above. we consider the Alteration of

Terms is on normal commercial terms, fail' and reasonable and in the interests of the Company and the
Shareholders as a whole

RECOMMENDATION

Having taken into account the principal factors and reasons as discussed above, in particular, (i)

the financial position of the Group; (11) the reasons foi and benefits of the Alteration of Terms; and (ill)

terms of the Alteration Consent Letters (as amended by Supplementary Letters) and the financial effects
of the Alteration of Terms, we are of the view that although the Alteration Consent Letters (as amended

by Supplementary Letters) and the transactions contemplated thereunder (including the grant of the

Specific Mandate) are not ill the ordinary and usual course of business of the Group, the terms are on

normal commercial terms, fair and reasonable and in the interests of the Company and the Shareholders
as a whole.

Accordingly, we would recommend the Independent Shareholders and the Independent Board

Committee to advise the Independent Shareholders 10 \, o1e in favour of the ordinary resolution 10 be

proposed at the SGM for approving the terms of the Alteration Consent Letters (as amended by

Supplementary Letters) and the transactions contemplated thereunder

Ms. Gino LeMng is o licensed pel'soil legis/ei'ed 11,111i Ihe SFC and n responsible officer o11NCU

Co, 'polare finance Li'miled 10 coll'y ONi Type 6 ( ddvisi}Ig on coipoi'die fillonce) ,'egulo!ed nciii, 11y undei'

ihe SFO. She has over 201, ears o1 experience ill Ihe coi'porale .finance indus!J'y rind has punici'pu!ed ill

file provision of in depende, 11 findnciol odvi'sory sei'\, ices for I'd 1'1'ONs 11n"suctions in 1,011, ing coinpunies

lisied in Hong Kong

Yours faithfully,
For and on behalf of

INC. Corporate Finance Limited

Monugi'rig Dii'ecio J'

Gina Leung


