
I i ''CU Corporate Finance Li ited

To Tile Independent BoaJ d Coin, Jiltiee and

the 111depeiide, If Shaleholders of

Woi Ch"11 Bio-Tech, 10/08y Li, jilted

Dear Sirs and Madams,

INTRODUCTION

We refer to our appointment as thc independent financial adviser to advise the Independent Board
Coinmiilee and the Independent Shareholders in respect of the Alteration or Terms and the transaciions

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 10
the Shareholders dated 28 March 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

CONNECTED TRANSACTION FOR

PROPOSED ALTERATION To THE TERMS OF

THE EXISTING CONVERTIBLE BONDS

Reference is made to the Announccmcni, the Supplemental Announcement, the Second

Supplemental Announcemeni and the Third Supplemental Announcement, on 27 December 2024 (alter

trading hours), the Company and Existing Bondholders have entered into the Alteration Consent Letters

and conditionally agreed to amend the terms of the Existing Convertible Bonds

In addition to the Alteration of Terms, the Company proposed 10 implement the following Capital

Reorganisation involving the Capital Reduction and the Share Sub-division as follows:

28 March 2025

(1) the issued share capital of the Company will be reduced by cancelling Ihe paid-up capital 10

the extent of HK$0.25 on each of the then issued Existing Ordinary Shares such that the par
value of each issued Existing Ordinary Share will be reduced from HK$0.25 10 HK$0.01 ; and

Unit 1402,141F., Winsome House, 73 Wyndham Street, Central, Hong Kong

;^';j^,.};:I^I^^173^;:^LICEg14j^1402:^

Tel : 3107 0223 Fax : 3107 0226



(ii) jinmcdiaicly 10/10wing Ihc Capital Rcduciion. (a) cach o1' Ihc auihoriscd bui unissucd
Existing Ordinal'y Shares of par value of HK$0.25 each (including the authorized but
unissued ordinary shares of the Company arising from the Capital Reduction) be sub-divided
into twenty-five (25) New Ordinary Shares of par value of HK$0.01 each; and (b) each of the
authorised but unissued preference shares of the Company of par value of HK$0.25 each be
sub-divided into twenty-five (25) New Preference Shares of par value of HK$0.01 each

Thc Altcrnation of Terms is conditional upon thc Capital Reorganisation having be coinc effcctive

As at the Latest Practicable Date, Existing Bondholder 2 is a controlling Shareholder interested in
an aggregate of 91,550,243 Existing Ordinary Shares. representing in aggregate approximately 51.309?
of' the total number of issued Existing Ordinary Shares. Exist ino Bondholder 2 is indirectly

wholly-owned by Existing Bondholder I, who is interested in 72,400 Existing Ordinary Shares
personally, representing in aggregate approximately 0.04% of the total number of issued Existing
Ordinary Shares. Therefore, Existing Bondholder 2 and its associates (including Existing Bondholder I )
are connected persons o1' Ihe Company and were taken 10 be interested in 101a191.622,643 Shares
representing approximately 51.34% of the issued share capital of the Company as at the Latest
Practicable Dale. The Alteration of Terms constitutes connected transactions of the Company and are

subject 10 the reporiing, announcement and Independent Shareholders' approval requirements under
Chapter 14A of the Listing Rules. The executive Director of the Company, Mr. Lain Ka Chun, is the son
of Existing Bondholder I

To the best of the Dircctors' knowledge, information and belief, having made all reasonable
enquiries: (i) Existing Bondholder 2 and its associates (including Exisiing Bondholder I) are required to
abstain from 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 EGM; (11) save for
Existing Bondholder 2 and its associates (including Existing Bondholder I), no other Shareholder has a

material interest in the Alteration of Terms and the transactions contemplated thereunder (including the

grant of the Specific Mandate) and is required 10 abstain from voting on the relevant resolutions at the
EGM; and (iii) no Sharcholder has a material interest in the Capital Reorganisation and the transactions

coniempl aled thereunder, and accordingly, no Shareholder is required 10 abstain I'rom voiing on the
relevant resolutions at the EGM.

INDEPENDENT BOARD COMMITTEE

The Independent Board Committee comprising all the independent non-executive Directors,

namely Mr. Wari Bo and Mr. He Tao, has been established to advise the Independent Shareholders in
respect of the ICrms of the Alteration Conscnt Lctters and the transactions contemplated thereundcr
(including the grant o1' the Speciiic Mandate) are Iair and reasonable so jar as the Independent
Shareholders as concerned, and in the interest of the Company and the Shareholders as a whole, taking
into account our recommendation

We, INCU Corporate Finance Limited, have been appointed as the Independent Financial Adviser
10 advise the Independent Board Committee and the Independent Shareholders in this regard
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Exccpi Iru' being appointcd as Indcpcndcni financial adviscr 10 Ihc Company rugarding Ihc issuc o1
the Existing Convertible Bonds 3 and the all elation of terms of the Existing Convertible Bonds I and
Existing Convertible Bonds 2, whicli The circular 11as been despatched on 23 February 2023. we nave not
acted as an independent financial adviser and have not provided any oilier services 10 the Company
during the past Two years, As at the Latest Practicable Dale. 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 OUT independence as defined under Rule 13.84 of Listing Rules 10 act as the independent
financial adviser to the In dependcnt Board Committce and Ihc Indcpendcni Sharcholdcrs in rcspcci of
Ihe Alter aiion o1' Terms. We arc not associaied with the Company, IIS subsidiaries, its associaies or Iheir

respective substantial shareholders or associates or any other parties to the Alteration of Tel'ms. and
accordingly, are eligible to give independent advice and recommendations on the Alteration Consent
Letters and the transactions contemplated thereunder (including the grant of the Specific Mandaie)
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 whercby we will rcceivc any fees from the Company, its subsidiaries, its
associates or their respective subsianiial shareholders or associates or any other parties Ihai could
reasonably be regarded as relevant to our independence.

BASIS OF OUR OPINION

In formulating our opinion and recommendations, we have relied on the statements, information,
opinions and representations contained or referred to in the Circular and/or provided 10 us by the
Company and thc management of the Group. Wc have assumed that all statements, information,
opinions and representations coniained or referred to in the Circular and/or provided 10 us were true,
accurate and complete at the time they were made 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, having made all reasonable enquiries, that 10 the best of their
knowledge and belief, opinions expressed by them in the Circular have been arrived at after due and
careful consideration and there are ITo other material facts not contained in the Circular, the omission of

which would make any such state incnt Inadc by the In that containcd in the Circular misleading in all
malerial respects. We have no reason 10 doubt the Iruih or accuracy of the informalion provided 10 us, or
to believe that any material information has been omitted or withheld

Our review and analyses were based upon, among others, (i) the information provided by the
Group including the Circular, the Alteration Consent Letters and certain published information from the
public domain, including but not limited to, the annual report of the Company for the year ended 30
June 2024 (the "Annual Report 2023/24") and interim results announcement of the Company for the
six months ended 31 December 2024 (Ihc "Interim Results 2024/25"); and (ii) our discussion with thc

Directors and Ihe managemeni o1' the Group wiih respeci 10 the tel'ms o1 and the reasons 1'0r entering
into of the Alteration Consent Letters, the businesses and future outlook of the Group. 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
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PRINCIPAL FACTORS AND REASONS CONSIDERED

In formulating our opinions and recommendations in respect of the Alteration of Terms, we nave
taken into consideration o1' the following principal factors and reasons

(1) Background of the Alteration of Terms

On 27 DCccmbcr 2024 (at'ICr 11'adjng hours), the Company and Existing Bondholdcrs have
entered into the Alteration Consent Letiers and condiiionalIy agreed 10 amend the ICrins o1' the

Existing Convertible Bonds as follows

(1) the Conversion Price be changed from HK$0.25 per Conversion Share 10 HK$0.06 per
Conversion Share;

(ii) the maturity daic of the Existing Convcrtihle Bonds I and the Existing Convertible
Bonds 2 be extended from 18 January 2025 10 31 December 2027 and the maturiiy dale
of the Existing Convertible Bonds 3 be extended from 14 Marcli 2026 10 31 December
2027 ; and

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

Save for the above Alteration of Terms, all the other terms and conditions of the Existing

Convertiblc Bonds shall remain urichangcd and in full force and elfcct. For details of the terms of
the Alleration Consent Letters, please rel'er 10 Ihe section headed "PROPOSED ALTERATION To
THE TERMS OF THE EXISTING CONVERTIBLE BONDS" in the Letter from the Board and the

section headed "(IV) Major terms of the Alteration Consent Letters" in this letter below

(11) Background and financial performance of the Group

(i) Background o1the Group

The Company was incorporated ill the Cayman Islands with limited liability. the issued
shares of which are listed on the Main Board of the Stock EXchange

The Group is principally engaged in the manufacturing and sales of modified starch and
other co- related bio-chemical products and general trading of electronic parts and
components and electrical appliances
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(ii) Financial performance o1 the Cronp

Set out below is the financial information of the Group for each of 111e t'inaricial years

ended 30 June 2023 and 30 June 2024 ("FY2023" and "FY2024", respectively) as extracted

froni the Annual Report 2023/24 and the six In onths ended 31 December 2023 and 31

December 2024 ("HY2023/24" and "HY2024/25", respectively) as extracied from the
Interim Results 2024/25

Con $011tla!ed. 11/10/1ci"/ petrol'Inaiice of 1/1e Glowp

Rcvenue from

manufacturing and
sale of modified

starch and other

biochemical products

Loss for the year/period

Loss for the year/period
attributahle to the

owners of thc

Company

FY2023

HK$ '000

(Audited)

FY2024

HK$ '000

(Audited)

Inhle I. SII"IIJi"rv of Ihe consn/id,, led fill", ICJal perl'o,111"rice of' fh, G, o11p

FY2023 vs FY2024

773,654

(10,062)

As set out in above Table I, all revenue of the Group was derived from

manufacturing and sale of modified starch and other biochemical products. Thc revenuc

o1' Ihe Group for FY2024 was approximately HK$370.07 million, represeniing a
decrease of approximately HK$403.58 million or 52.17% as compared with that of
approximately HK$773.65 million for FY2023. According to the Annual Report

2023/24, the decrease in revenue was mainly due 10 the reduced consumption for Ihe

modified starch and other biochemical products resulted from economic slowdown in
the PRC. Therefore, the Group has ceased certain low-performing product lines as part

of its strategic restructuring to enhance overall opcrational efficicncy, leading 10 the
decrease In revenue

HY2023/24

HK$ '000

(Uriaudiied)

370,069

(65,707)

( l 5,433)

HY2024/25

HK$ '000

(Uriaudited)

190,330

(4,030)

(44,212)

Due 10 the decrease in revenue of the Group and the impairment loss on property,

plant and equipment for FY2024, the Group recorded loss allribuiable to the owners of

the Company of approximately HK$44.21 million for FY2024, representing an increase

of approximately HK$28.78 million or 186.52% as compared with that of

approximately HK$15.43 million for FY2023

161,056

(13,054)

(6,734) (13,661)
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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 15.38% as compared
wiih that of approximaiely HK$190.33 million for HY2023/24. According to the

Interim Results 2024/25, Ihe decrease in revenue was mainly due to the continued

reduction ill consumption for the modified starch and other blochemical products
rcsulicd from cconomic slowdown in the PRC

The loss all ribuiable 10 the owners of the Company was approximately HK$13.66
million for HY2024/25. represeniing an increase of approximately HK$6.93 million or
102.97% as compared with Ihat of approximately HKS6.73 million for HY2023/24

Such increase was mainly due 10 (i) the decrease in revenue as discussed above; (ii) the

impairment loss on trade and other receivable made in HY2024/25; and (iii) the
increase in 11nance costs

Conso/idaied financial POW'!1011 of Ihe Gionp

Non-current assets

Properly, 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

(Audited)

Total assets

As at

31 December

2024

HK$ '000

(Uriaudited)

54,272

26,425

14,403

95,100

48,106

25,101

14,261

33,711

29,160

49,366

2,161

87,468

114,398

29,865

23,111

38,110

1,784

209,498
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Current liabilities

Tradc payablCS

ACcruals and other payables
Contract liabilities

Borrowings

Tax payable
Lease Iiabiliiies

Convertible bonds

Loans from ultimate holding company

As at

30 June

2024

HK$ '000

(Audiied)

Non-current liabilities

Convertible bonds

Total liabilities

As at

31 December

2024

HK$ '000

(Unaudiied)

Net current liabilities

99,054

26,413

2,323

47,379

1,046

1,134

73,985

2,513

Net liabilities

lab/e 2. S"inni"rv o11he ,o,1501iduied find, trial po sill0" o11he Gro"p

(tit) Nom-curre"i assets and curre,, i assets

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

approximately HK$95.10 million as at 30 June 2024 10 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 to the depreciation of the property, plant and
equipment

The current assets of the Group decreased from approximately HK$114.40 niillion as at
30 June 2024 10 approximately HK$92.87 In illion as at 31 December 2024, representing a
decrease of approximately HK$21.53 rillllion or 18.82%. The decrease in current assets of
the Group was mainly due to the decrease in ITade receivables and the decrease in deposits.
prepayment and other receivables. Such decrease was in line with Ihe decrease in revenue as
discusscd abovc

67,987

30,484

2,747

48,453

1,045

279

81,977

4,438

253,847

10,891

264,738

237,410

(139,449)

11,732

(55,240)

249,142

(144,540)

(68,804)
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(tv) No,,-CMrre,, I liabilities dind c",. re,, limb^fines

As set out in the above Table 2.111e curreni liabilities of the Gi'oup decreased nom

approximately HK$253.85 million as at 30 June 2024 10 approximately HK$237.41 In illion
as at 31 December 2024, representing a slight decrease of approximately HK$16.44 million

or 6.48%. The convertible bonds in The current liabilities of the Group represents Existing

Convertible Bonds I and Existing Convertible Bonds 2, which have been matured on 18

January 2025. Thc non-CUI'rcnt Iiabilitics of the Group. which represents 1110 Convcrtiblc
Bonds 310 be matured o11 14 MarclI 2026, remained stable

(v) Debiposiiio" and going concern iss"e

The Group had total debts of approximately HKS135.901nillion and approximately

HK$146.88 million (including loans from ultimate holding company, borrowings, convertible

bonds and lease Iiabilitics) as at 30 June 2024 and 31 DCccmhcr 2024 rcspectively. The net

debis (net o1' cash and cash equivalents) 10 total assets ratio o1' the Group is approximaiely

80.46% as at 31 December 2024, representino an increase of approximately 16.62% as

compared with approximately 63.84% as at 30 June 2024

According to the existing terms of the Existing Convertible Bonds, as at the Latest

Practicable Date. Existing Convertible Bonds I in the aggreoate principal amount of

HK$67,000,000 and Existing Convertible Bonds 2 in the aggregate outstanding amouni of
HK$20,150,000 have been due on 18 January 2025 and Existing Convcrtible Bonds 3 in the

aggregate outstanding amount of HK$12,250,000 will mature o11 14 March 2026

According to the Annual Report 2023/24, as the Group incurred a loss all ribuiable 10

owners of the 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

matcrial uriccriainty rclating to the going conccrn issue of the Company, which may cast

signil'icani doubt on the Group's ability 10 continue as a going concern. According 10 the

Interim Results 2024/25. the Group incurred a loss all ribuiable 10 owners of the Company of

approximately HK$13.66 million for HY2024/25 and as at 31 December 2024, the Group had

net current liabilities of approximately HK$144.54 million and net liabilities of

approximately HK$68.80 million respectively. Therefore, the Group may be unable 10 realise

its assets and discharge its liabilities in the normal course of business. The Directors have

prepared the consolidated financial statements on a going concern basis based on the

assumptions and me asu rcs that

(a) as at 31 December 2024, the Company has drawn down loan of approximately

HKS4.44 nilllion and undrawn loan facilities of approximately HK$65.56 million

granted by Wai Chun Investment Fund ("Wai Chun IF"). its ultimate holding

company;
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(h) in addiiion 10 Ihc loan It Gilliics gi'an ICd by Wai Chun IF as SIaicd above. Mi'. Lain

Ching Kui. being Existing Bondholdel' 1.11as also undei'taken 10 provide adequate

funds to enable the CIOup 10 meet its liabilities and 10 settle financial obll oations

to Ihii'd parties as and when they fall due so thai the Group can continue as a

going concern and carry on its business without a significant curtailment of

operations for the twelve months from the date of approving consolidated
financial statements for HY2024/25;

(c) the Company has planned and is in negotiation wiih poleniial in VCsiors 10 raise

sufficient funds througli fund-raising arrangement; and

(d) the Directors will continue 10 implement measures aiming at improving the

working capital and cash flows of the Group including closely monitoring general

administrative expenses and operating costs

We noie Ihat (1) Ihc Group reporied a decrease in revenue and a nei loss all ributablc 10

owners of the Company for both FY2024 and HY2024/25 ; (ii) the Group had a low cash level

of only approximately HK$1.78 million as at 31 December 2024, which is insufficient 10

repay the Existing Convertible Bonds; (iii) the Group had high net current Iiabiliiies of

approximately HK$144.54 million as at 31 December 2024; (iv) the Group was in a net

liabilities position as at 31 December 2024; (v) the Group had high net debts (net of cash and

cash equivalents) 10 total assets ratio of approximately 80.46% as at 31 December 2024; (vi)

thc auditors of Ihc Company have expressed material uncertainty Tclating to the going

concern issue o1' the Company in Ihe Annual Report 2023/24; and (vii) Existing Convertible

Bonds I and Existing Convertible Bonds 2 have been due on 18 January 2025. Having

considered Inat (a) the Group may not be able 10 generale sufficient funding from operating

activities to repay the Existing Convertible Bonds under the financial performance and Ihe

financial position of the Group as discussed above; and (b) Existing Convertible Bonds I and

Existing Convertible Bonds 2 have been overdue, we consider that the Alteration of Terms

can providc more timc foi' Ihc Group 10 implcmcnt incasurcs to improve the working capital

and cash nows o1 the Group and 10 seek 1'0r and arrange jinancial resources to repay the

Existing Convertible Bonds
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(111) Reasons for and benefits of the Alteration of Terms

(i) Reasons for @,, d henefiis of e"reri,, g into ihe Alleraiio,, Consent Leiie,. s

As slated in the Letter from the Board, accoi'dino to the exist ino Terms of the Existing
Convertible Bonds, Existing Convertible Bonds I in the aogregaie principal amouni of
HK$67,000,000 and Existing Convertible Bonds 2 in the aggl'e"ate outstanding amount of
HK$20,150,000 have been due on 18 January 2025 and Existing Convertible Bonds 3 in the
aggregate outstanding amount of HK$12,250,000 will mature on 14 March 2026. There is
around one year left until the Existing Convertible Bonds 3 matured and the Board
considered that debt financing may not be available given the Group's net current liabilities
and net liabilities position as at 30 Junc 2024 and 31 DCccmhcr 2024, with thc cxtcnsion of
the Inaiuriiy dates of the Existing Convertible Bonds to 31 December 2027, the financial
prcssure on the Company tor redemption of thc Existing Convcrtible Bonds at the maturity
dates would be lessened. Since the existing conversion price of the Existing Convertible
Bonds is much higher Ihan the prevailing mai'kei PI'ice or Ihe Exisiing 01'dinary Shares, the
amended Conversion Price will serve as an incentive for Existing Bondholders to exercise the
Conversion Rights 10 convert Ihe Exist Ina Convertible Bonds into the Existing Ordinary
Shares, thereby alleviating the financial pressure on the Company to repay the Existing
Convertible Bonds on maturity and could facilitate the Company in obtaining alternative
source of finance 10 improve The financial POSiiioii of Company

We have reviewed the Alteration Consent Letters, the Annual Report 2023/24 and the
InterinI Results 2024/25. As the Existing Convertible Bonds I and Existing Convertible
Bonds 2 were due on 18 January 2025, based on OUT analysis of the Group's financial
statement as discussed in section headed "(11) Background and financial performance of the
Group" above in this letter, thc Group has financial difficultics to TCPay the Existing
Convertible Bonds I and Existing Convertible Bonds 2 given that the bank balances and cash
of the Group as at 31 Deccmber 2024 was approximately HK$1.78 In illion only and Existing
Bondholders can demand the Company for repayment at any time if such convertible bonds
are noi extended. As discussed wiih the management o1' Ihe Company, Exisiing Bondholders
only agreed 10 extend the maturity dates of the Existing Convertible Bonds unless the
Company accepied their proposal in respeci or Ihe Alter all on o1 Terms 1'0r all Ihc Existing
Convertible Bonds as a whole. By entering into The Alteration Conseni Letters, all the
Existing Convertible Bonds would be extended to 31 December 2027, which will improve the
net current liabilities of the Group, relief the financial pressure of the Group and provide
more time for the Group to source the necessary funds for the repayment. In addition to the
extension of the Existing Convertible Bonds, the Alteration of Terms would reduce the
amount to be redeemed of the Existing Convertible Bonds 3 at 95 % of its principal amount at
maturity, which will lessen the financial piessure of the Group if the Group decides to
redeem the Existing Convertible Bonds 3 upon the Inaiuriiy. Furthermore, as the existing
convcrsion PI'ice of the Existing Convcrtiblc Bonds is much hidhcr than Ihc PI'cvailing market
price of the Existing Ordinary Shares, which will be further discussed in the section headed
"(V) Oui' asscssmcni on the Alteration of Tcrms and the Convei'SIon Price" below in this

letter. the Alteration of Terms will reduce the conversion price of the Exisiing Convertible
Bonds that will serve as an inccniivc 1'0r Exisiing Bondholders 10 convert Ihe Existing
Convertible Bonds and provide the opportunity 10 improve the Group's financial position
Alter considering the reasons I'Dr and heneliis o1' Ihc All eraiion o1' Terms as discussed above.
we consider that enterIno Into the All eraiion Consent Letters is in the interests of the

Company and The Shareholdei' as a whole



(ii) Fund ratsi,, g @cii"ines of the Coin, pany in ihe past 12 months

As slated in the Letter from the Board. the Company has noi raised tnnd on any issue of
equity securiiies in the past 12 months immediately before the Laiesi Practicable Dale

(jin 01herft"""cmg one'""lives

We havc discusscd with Ihc manaocmcni of Ihc Company in ICspcci of thc
consider aiion o1' other ways o1'1'und-raising s ucli as dubi I'inaricing and o1hcr eq uiiy I'und

raising method to settle The Existing Convertible Bonds. The following set out the summary
of oui. discussion

(a) Debifiii"11ci'rig

The Directors have considered that (i) further debt financing may not he available
givcn thc Group's net currcnt Iiabilitics and 11ct Iiabilitics position: (ii) the cost of dcbt
I'inaricing may Increase together wiih additional requiremcnis with asset pledging or
guarantees to be provided by the Group; and (iii) further debt financing will increase
the financial costs of the Group and using debt financing 10 replace the Existing
Convertible Bonds may further weaken the cashHow and financial position of the
Group as the interest rate of the Existing Convertible Bonds is nil under the existing
terms. Based on OUT analysis on the financial position of the Group as discussed in the
section headed "(11) Background and financial performance of the Group" above, after
considering that Ihe Group's was at net current liabilities and net liabilities position as
at 31 December 2024 and the in Ierest Tale o1' Ihe Existing Convertible Bonds was nil,

we concur with the Directors' view that the debt financing from financial institutions is
of limited accessibility and will create the financial burden 10 the Group. Theret'ore.
such funding nieihod is not in the interests of the Company and its Shareholders as a
whole

(b) PIucing Qineiv shui. es

The Directors have considered that o1ven the Group's net current liabilities and
net liabilities position and the number of Conversion Shares of the Existing Convertible

Bonds, the placing agent niay face difficulties and take lime to seek for poleniial
investor(s) and the potential investor(s) may require a substantial placing discount 10
the trading price of the Existing Ordinary Shares, and such discouni may be more than
20%, to fulfill the capital requirement for the Exist intr Converiihle Bonds. The

Directors also considei' that it Is higher cost 10 arrange a placing of new shai'es, as the
placing ageni would charge commission wiih Tel'crence 10 ceriain percentages o1' Ihc
amount of the fund raising as compared with 110 additional cost from the Alteration of
Terms, and the placing of new shares will cause an immediate dilution 10 the

shareholding of existing Shareholders as compared with that the conversion of the
Existing Convertible Bonds is restricted as further discussed in section headed "(Vl)

Shareholding structure and the possible dilution effect of the Existinn Convertible
Bonds" below in this letter. Therefore, rather than conducting placing of new shares to
TCPay the Existing Convertiblc Bonds, wc agrcc with Ihc Dircctors ' vicw that cntcring
into Ihe Alter all on Consent Leiiers is in the in ICresis o1 Ihe Company and the
Shareholdei's as a whole



IC) Righr., if. \!IC o1' 0peii offe,

Wiih regard to 111e viability of a rights issue or an open offer. the Directors 11a\e
considered thai given the Gi'oup's net current liabilities and net liabilities position. Ihe
resuli of fund raising from a Tights issue or an open offer may not be desirable. We

agree with the Directors' view that, as compared wiih the Alteration of Terms, (i) niore
documentation is typically required 101' the Tights issue or an open offer. such as the
PI'OSpcctus ; (ii) it is in o1'e costly to at rangc a I'ights issuc or open offcr than Ihc
All erail on o1' Tel'ms as it Is expccied that Ihe Company would incur higher cost 10
allange a rights issue o1' an open offer as niore professional parties would need 10 be
engaged in an open offer or a rights issue; and (iii) it generally lakes longer lime 10
arrange Tights issue or open offer while the Exisiing Convertible Bonds I and Existing
Convertible Bonds 2 have been due on 18 Januai'y 2025 and Existing Bondholders can

demand the Company for repayment at any lime if such convertible bonds are not

cxtcnded. Fullhcrmorc, the Altcraiion of Terms providcs a highcr degrcc of ccrtainty as

Ihc outcome or a rights issue or open o1'1br would be subject 10 Ihc uriceriainty or Ihc
subsci'IPIion level

Given that (1) the Existing Convertible Bonds I and Existing Convertible Bonds 2 have been

overdue and Existing Bondholders can demand the Company for repayment at any lime if such
convertible bonds are not extended; and (ii) the Group was in net current liabilities and net

liabilities position as discussed in the section headed "(11) Background and financial performance
of the Group" above in this ICitcr, we considcr that it is difficult for thc Company 10 obtain
external jinancing without lengthy negotiations with banks and potential investors. Even il' such
financing and borrowings are available, the outcome of such financing methods are highly
uncertain as compared with the Alteration of Terins. The Alteration of Terms will provide niore
lime for the Group 10 seek for financial resources and 10 conduct suitable fund raising when the
Group's financial performance and market condition improves in the future. Therefore, we concur
with the Direciors' view that the Alteration of Terms is more preferable than the above financing
alter nativcs

(IV) Major ternis of the Alteration Consent Letters

Reference are made to the announcements of the Company dated 22 December 2022 and 10

January 2023; and the circular of the Company dated 23 February 2023 in relation 10, among other
things, (i) the alteration 10 the terms of Existing Convertible Bonds I in the aggregate principal
amount of HK$67,000,000 and Existing Convertible Bonds 2 in the aggregate principal amount of
HK$21,000,000: and (11) Ihc Issuc of Existing Convertible Bonds 3 in aggregate principal amount
o1' HK$14,000,000.
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ACcoi'ding 10 Ihc Lci!CT lioni Ihc Board. Exisiing Bondholdcr 2 had lull'illcd Ihc First
UnderIakin0 10 convert Existing Convertible Bonds 2 in PI'incipal amount of HK$850,000. and the
Company 11ad issued 3,400,000 Existing Ordinal'y Shares 10 Existing Bondholder 2 o11 31 March
2023. Existing Bondholders did noi execute the Second Undertaking after one year when the Fil'SI
Undertaking was completed due 10 the condition of the conversion restriction as Ihe conversion
under Ihe Second Undertaking will trigger a InaridatoTy general offer obligation nuder Rule 26 of
the Takeovers Code. The Company and Existing Bondholders have been discussing the solution
and amendmcni to thc Sccond Undertakino. As Existing Convci'liblc Bonds I and Existing
Converiible Bonds 211ave been due on 18 January 2025. Ihe conversion period o1' Exisiing
Convertible Bonds I and Existing Convei'lible Bonds 211as been lapsed on 18 January 2025. As a
result, on 13 March 2025 (after trading hours). the Company entered into the amendmeni
agreement with Existing Bondholders to amend the Second Undertaking ("Amendment
Agreement"). PUTSuant 10 the Amendment Agreement, Existing Bondholder 2 would provide an
undertaking 10 convert Existing Convertible Bonds 3 ill principal amouni of HK$1,750,000 into
7,000,000 Conversion Shares 10 he allotted and issucd upon convcrsion TCPrcscnting 1.99% of Ihc
101al numbci' o1' issued Exisiing Ordinary Shares as enlarged by Ihe allotmeni and issue o1 Ihe
7,000,000 Convei'SIoii Shares. Such conversion has been completed o11 20 March 2025 and the
outstanding principal amount of the Existing Convertible Bonds 3 was reduced from
HK$14,000,000 10 HK$12,250,000. As The conversion restriction under the Second Undertaking

will trigger a mandatory general offer obligation under Rule 26 of the Takeovers Code and the
management of the Company has used its best endeavors 10 negotiate with Existing Bondholders
and seek for alternative solution, we consider that conversion of Existing Convertible Bonds 3

based on the existing conversion price of HK$0.25 per Conversion Share undcr the Amendmcnt
Agreement, which represents a premium o1' approximately 138.10% 10 Ihe closing price o1
HK$0,105 per Existing Ordinary Share as quoted on the Stock EXchange as at the Latest
Practicable Dale, would reduce the liabilities of the Company and is in the interest of the
Company

As at the Latest Practicable Date, save for aforesaid, none of the conversion righis attached

to thc Existing Convertible Bonds has becn exerciscd by Existing Bondholdcrs and no Conversion
Shares were issued by Ihe Company 10 Existing Bondholdei's. According 10 Ihe exisiing terms o1
the Existing Convertible Bonds, Existing Convertible Bonds I in the aggregate principal amount of
HK$67,000,000 and Existing Convertible Bonds 2 in the aggregate outstanding amount of
HK$20.150,000 have been due on 18 January 2025 and the Existing Convertible Bonds 3 in the
aggregate outstanding amount of HK$12,250,000 will mature on 14 March 2026. Existing
Bondholders shall have the right 10 convert the Existing Convertible Bonds into Conversion Shares
provided that the public float of the shares shall not he less than 25% (or any given percentage as
rcquired by the Listing Rulcs) of thc issucd sharcs at any one time in compliance with Listing
Rules.

On 27 December 2024 (after trading hours), the Company and Existing Bondholders have
entered into the Alteration Conseni Letters and conditionally agreed to amend the terms of the
Existing Convertible Bonds as follows

(i) Ihc Convcrsion Price be changed from HK$0.25 PCr Convci'sion Sharc 10 HK$0.06 PCr
Conversion Share ;
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(ii) Ihc niaturity datc o1' Ihc Existing Convcriiblc Bonds l and Ihc Exisiing Convci'liblc

Bonds 2 be extended from 18 January 2025 10 31 Deceinber 2027 and the matui'ity dale
of Ihe Exisiing Converiible Bonds 3 be extended froiii 14 Marcli 2026 10 31 December

2027; and

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

Apai'I from the Allci'ajion of Tcl'ms abovc. all o1hcr tcrms and conditions of Ihc Existing
Convertible Bonds shall remain urichanucd and in lulll'orce and elfeci. For delails o1' Ihe salleni

terms of the Existing Convertible Bonds afiei' Alteration of Terms. please refer to the section
headed "PROPOSED ALTERATION To THE TERMS OF THE EXISTING CONVERTIBLE

BONDS" in the Letier from the Board

Existing Bondholder I is an investor who has made investments 111 listed securiiies and has

bccn cngagcd in industrial and rcsidcntial properly dovelopmcnt in thc PRC and coinmcrcial

properly investment ill Hong Kong for over 30 years. Existing Bondholder 21s a company

incorporated in the Briiisli Virgin Islands willI limited liability, which is principally engaged in
investment holding and indirectly wholly-owned by Existing Bondliolder I.

Existing Bondholder I is also the sole director of Existing Bondholder 2 and is the
controlling shareholder of the Company. To the best information, knowledge and belief of the
Directors, Existing Bondholder 2 and its associates, including Existing Bondholder I, are

connected persons of the Company

The Alteration of Terms is conditional upon the followino conditions

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

(b) the passing by the Independent Shareholders of relevant resolutions at the EGM
approving Ihc Alter all on of Tcrms and thc transactions conicmplaicd the TCUnder

(including Ihe grani o1' Ihe SPCcilic Mandaie);

(c) the Capital Reorganisation having become effective; and

(d) the Lisiing Commitiee of the SIock EXchange having granted the listing of, and

permission 10 deal in, the Conversion Shares to be issued upon exercise of the

Conversion Rights

None o1' Inc above conditions can be waived. 11' any o1' the condiiions above are not lullilled

by Ihe Long Slop Dale. the parties 10 the Alteration Consent Letters will not proceed with the
Alteration of Terms

As at the Latest Practicable Dale, none of the conditions have been fulfilled

-14-



(V) Our assessment on the Alteration of Terms and the Conversion Price

In assessing the fail'ness and reasonableness of 111e Alteration of Terms and 111e Conversion
Price. we have primarily taken into accouni (i) the financial position of Ihe Group. which has been
discussed in the section headed "(11) Background and financial performance of the Group" above
in this letter: (ii) the historical Existing Ordinary Shares price performance; and (iii) the market
coin parahles in I'especi of recent issuance of convertible bonds/notes

(i) Review on ihe his 10nc"IPrice o1'111e Existing Oldi""ry Shares

We have reviewed the chart illustrates the historical daily closing price of the Existing

Ordinary Shares as quoted on the SIock EXchange during the period commencing from 28
December 2023 (being the approximaiely one year prior 10 the dale of Alteration Consent
Letters) up 10 and including the Latest Practicable Dale (the "Review Period"). We consider
that thc Rcview PCriod is adcquate as it reprcsenis a rcasonahle period 10 rcflcct a general
overview o1' Ihe recen! price movemcni o1' Ihe Exisiing Ordinary Shares. The Ibllowing chari
sets out the daily closing prices of the Existing Ordinary Shares o11 the Stock EXchange
during the Review Period:
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As SIaicd in the Lcttci' Irum Ihc Boai'd. Ihc Convci'SIoii PI'ICU was dcicrmincd allci' alms

Iengili negotiations between the Company and the Bondliolders willI I'eference 10 co the
prevailing market price of the Existing Ordinal'y Shares in 111e past one year before eniei'ing
into the Alteration Consent Letters; (ii) the prevailing market conditions and weak market

sentiment of Ihe capital market in Hong Kong; (ill) the financial position of the Group, in
particular, the loss allribuiable to owners of the Company for FY2024 of approximately

HK$44.21 million: (iv) the net curreni liabilities of the Group as at 31 December 2024 of

approximatcly HK$144.54 million; (v) the cash and bank balances of the Group as at 31

December 2024 o1' only approximately HK$1.78 million ; and (vi) the reasons 1'0r and
benefits of the Altei'all on of Terms. Existing Convertible Bonds I and Existing Convei'lible
Bonds 2 which are amounting 10 HK$87,150,000 aggregately have been due on 18 January

2025 and Existing Bondholders have the right to request the Company for repayment if such
convertible bonds are not extended. After the negotiaiion between the Company and Existing

Bondholders, Exist ino Bondholders did not agree to extend the Inaturity dales 10 31

DCccmhcr 2027 unless thc Company acccpied Ihcir proposal to amcnd the cxisiing

conversion price 10 HK$0.06. The existing conversion price o1 Ihe Existing Converiiblc

Bonds is much higher than the prevailing market price of the Existing Ordinary Shares, the

amended Conversion Price will serve as an incentive for the Existing Bondholders 10 extend

the maturity dales of the Existino Convertible Bonds since there was not sufficient cash and

bank balances to repay Existing Convertible Bonds I and Existing Convertible Bonds 2. The

Directors have also considered that further debt financing may not be available given the

Group's net current liabilities and net liabilities position as at 30 June 2024 and 31 December
2024

The Conversion Price represents

(1) a discount of approximately 42.86% 10 the closing price of HK$0.105 per
Existing Ordinary Share as quoted on the Stock EXchange as at the Latest
Practicable Date;

(ii) a discouni o1' approximaiely 6.25% 10 the closing price of HK$0.064 per Existing
Ordinary Share as quoted o11 the Stock EXchange on 27 December 2024, being the
dale of the Alteration Consent Letters;

(iii) a discount of approximately 21.05% over the average closing price of HK$0.076
per Existing Ordinary Share as quoted on the Stock EXchange for the last five
consecutive trading days immediately preceding the date of the Alteration
Consent Letters : and



(iv) a Ihcoi'ctical dilution cl'ICci (as dcl'incd 11ndci' Rulc 7.27B t)I' Ihc Lisiing Rulcs) o1

approximately 19.11 %. represented by the theoretical diluted price (as defined

undei' Rule 7.27B of the Listing Rules) of approximately HK$0.061 per Existing
Ordinary Share. 10 Ihe benchmarked price of HK$0.076 per Existing Ordinary

Share (as defined under Rule 7.27B of the Listing Rules. taking into account the

higher of' (a) the closing price of HKS0.064 per Existing Ordinary Share on the

dale of the Alteration Consent Leiters and (h) the average closing price of

HK$0.076 PCr Existing Ordinal'y Sharc as quoted on thc Stock EXchange for Ihc

five consecutive trading days immediately preceding 111e dale o1' Ihc Alter ajion
Consent Letters)

As shown in the above Chart I, during the Review Period. the daily closing prices of

the Existing Ordinary Shares ranged from the lowest of HK$0.064 per Existing 01'dinary

Share, 10 the highest of HK$0.178 per Existing Ordinary Share with an average closing price
of HK$0.116 PCr Existing Ordinary Share. Although the Conversion Price of HK$0.06 per

Conversion Share is below Ihc CIOsino price o1' Ihe Existing Ordinary Share and represents a

discount 10 the average closing price of the Existing Ordinary Share during the Review

Period, the closing price of 111e Existing Ordinary Shares 11as been experiencing a substantial

downward pressure from HK$0,144 per Existing Ordinary Share on 28 December 2023 to

HK$0,074 per Existing Ordinary Share on 30 September 2024 before the suspension of
trading of the Existing Ordinary Shares. Tradintr of the Existing Ordinary Shares was

suspended on 20ctoheT 2024 due 10 the delay in publication of the annual results

announcemcnt of thc Company for FY2024 and was resumed o11 23 Decembcr 2024. After

Ihe resumpiion o1 111e trading o1' the Existing Ordinary Shares, the closing price o1' Ihe

Existing Ordinary Shares dropped and reached the lowest of HK$0.064 per Existing

Ordinary Share on 27 December 2024 (i.e., the date of the Alteration Consent Letters), which

resulted in a decrease of approximately 55.6% in one year prior to the dale of the Alteration

Consent Letters from the closing price of HKS0.144 per Existing Ordinary Share on 28

December 2023, being the first trading day of the Review Period. Although the closing price

of the Existing Ordinary Sharcs rcbounded aftcrwards to HK$0,159 PCr Existing Ordinary

Share on 19 February 2025, it subsequently decreased 10 HK$0,105 per Existing Ordinary

Share as at the Latest Practicable Date. indicating that there is no guarantee that the recent

rebound of the price level of the Existing Ordinary Shares will sustain. As advised by the

Directors, they are not aware of any specific reason for the aforesaid price fluctuation of the

closing prices of the Shares during the Review Period



DCspitc Ihc Conversion Pricc bcing o ui o1' Ihc rangc 111' Ihc closing PI'icc d ui'ing Ihc

Review Pel'iod and Ihe fluctuation of the closing price of the ExistIna Ordinary Shares after

the date of tile Alteration Consent Letters. after considering that (1) Ihe financial position o1'

the Group as discussed in the section headed "(11) Backgi'ound and financial perl'or mance o1

the Group" above in this leiier; (ii) it would be din'iculi 10 determine the outcome and the

pricing of alternative equity financing methods, such as placing, rights issue or open offer;

(iii) a similar or higher discount to the closing price, as compared with that of the Conversion

Pricc, may bc rcq uircd to attract potcntial in VCstoi's or cxisiing S harcholdci's 10 subscribc 101

the Exisiing Ordinal'y Shales: (lv) allernaiive equity jinanclrig me Ihods may be relaiively

time-consuming as the Existing Convertible Bonds I and Existing Convertible Bonds 211ave

been overdue as at the Latest Practicable Date and the Existing Bondholders can demand the

Company for repayment at any time if such convertible bonds are not extended; and (v) the

Conversion Price is within the range in the coinparable analysis as discussed in the

sub-seciion headed "Comparison with recent issuance of convertible bonds/notes" below, the

Alteration of Terms is Drcfcrred

Furthermore, during the Review Period, the closing price of the Existing Oldinary

Share was below the existing conversion price of HK$0.25 per Conversion Share. Therefore,
the existing conversion price of the Existing Convertible Bonds do not provide any incentive

10 Existing Bondholders 10 convert the Existing Convertible Bonds. As the Group has

financial difficulties to repay the Existing Convertible Bonds oiven its low casli level as

compared with the aggregate outstanding amouni of the Existing Convertible Bonds as
discussed in section hcadcd "(111) Reasons for and hencfiis of the Alteration of Terms" in this

leiier above, the reduction o1' the Conversion Price o1' the Exisiing Convertible Bonds will

provide the opportunity to improve the Group's financial position if Existing Bondholders

exercise the conversion rights attached to the Existing Convertible Bonds

(it) Cornp"riso, z with rece"I issuance o1 convertible bornds/"otes

To further assess the fairncss and rcasonablcncss of thc All CTaiion of Terms and the

Conversion Price. we have all cmpied 10 conduct the research o11 Ihe website o1' Ihe Stock

EXchange in respect of issue, placing and subscription of convellible 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 at the date of the

announcement; (ii) the market capitalisation of the issuers on the respective last trading day

is not more than HK$300 million; (iii) the issuers announced 10 issue or appoint a placing

agent 10 place the convertible bonds/notes or the issuers announced 10 alter the conversion

price and cxtend the maturity daic of thc convcriiblc bonds/notcs during the last Ihrce-In on Ih

immediately preceding the dale o1' the All eraiion Consent Leiiers (the "Coinparable

Period"), excluding those for the acquisition transactions, corporate restructuring and
takeover of the listed company; (iv) the duration of the convertible bonds/notes is not

perpetual; and (v) the proposed issue of the convertible bonds/notes has not been terminated

or lapsed as at the Latest Practicable Dale. We have excluded perpetual convertible

bonds/notes in our analysis as they are considered not coinparable 10 the Alteration of Terms

in terms of Ihc CTCdii risk and inter CSt ratc risk incuri'cd from the marui'ity of the convei'lible
bonds/noies. Based on the above CTiieria, we idcntil'led an exhausiivc lisi o1'8 convertible

securities (the "Cumparable Transactions"). We consider that the Coinparable Transactions
were determined under similar market conditions and sentiment, and hence represent fair and
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ICprcscniaiivc sumplcs and PI'ONidc a gunci'al rclci'cncc 111' this type o1' transaction in Ihc
market. We also consider that Ihe Coinparable Period is appi'opriaie (i) 10 reflect the
prevailing market conditions and sentiments in the Hong Kong stock market: (ii) 10 provide a

general reference of the recent convertible securities transactions being conducted under

similar market condiiions; and (11i) 10 generale a reasonable and meaningful number of
samples for the purpose of our analysis. Set out below is the Coinparable Transactions
analysis
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in ) Coll\, ei'$101i PI'Ice

We note that in the premium/(discount) of the conversion price over/10 Ihe

closing price on the respective dale of relevant agreement of the Coinparable

Transactions (after excluding the Quiller) ranged fronT a discount of approximaiely

27.54% 10 a premiuni of approximately 25.009;, with the average being premiuin of

approximately 0.20%; and (ii) Ihe premium/(discount) of the conversion price over/10

the avcrage closing pricc tm' Ihc last 11vc conscc utive trading days Immcdiaicly

preceding Ihe dale o1' relevant agreemeni o1' Ihc Cumparable Transactions (al'Ier

excluding the outlier) ranged froni a discount of approximately 26.47% to a premium of

approximately 27.97%. with the average being discount of approximately 1.09%. The

discount of the Conversion Price is within Ihe range of the Coinparable Transactions

Among the Coinparable Transactions, E&P Global Holdings Limited ("E&P
Global"), Basic House New Life Group Limited ("Basic House New Life") and Wai
Chun Group Holdings Limiied ("Wai Chun") were in net liabilities POSiiion on the dale
of the relevant announcement of the issue of the convertible notes/bonds.

We note that, out of the Coinparable Transactions. the conversion price of the

convertible notes/bonds of E&P Global and Wai Chun represented a discount 10 the

closing price on the dare of the relevant agreemeni and the average closing price for the

last five consecutive trading days immediately preceding the dale of the relevant

agrccmcni. Wc consider that the inclusion of thc convcrtiblc notcs/bonds of E&P

Global and Wai Chun in oui' analysis is Iair and reasonable as E&P Global and Wai

Chun were in a similar situation as the Company after reviewing the announcement of
E&P Global dated 2 December 2024 and Wai Chun dated 6 November 2024, which

included that (i) E&P Global and Wai Chun were in net liabilities and net current

liabilities position as at 30 September 2024; (ii) the auditors of E&P Global and Wai

Chun highlighted the material uncertainty related 10 the going concern of E&P Global

and Wai Chun; (iii) thc cash position of E&P Global and Wai Chun, which were

approximaiely HK$5.76 million and HK$0.14 niillion as at 30 September 2024

respectively, were as low as the Group; and (iv) in terms of the liquidity and financial

resource, E&P Global and Wai Chun had 111gh reliance on shareholders, directors and

related parties and had limited ability 10 procure external funding. Although The interest

rate of the convertible notes/bonds of E&P Global and Wai Chun and Existing

Convertible Bonds are nil, the discount of the conversion price of the convertible

notes/bonds of E&P Global and Wai Chun are much higher than that of the Conversion
Price and thc convcrtible notes/bonds of E&P Global would bc redeemed at 115% of

the principal amount at maturiiy. in contrast 10 957 redempiioii o1' all Existing
Convertible Bonds after the Alteration of Terms
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Fin' Ihc convcriiblc bonds t)I' Basic Housc Ncw Lil'c. which was also in nci

liabilities position. while Ihe conversion price repi'esents a 1111 discount 10 the closing
PI'ice on the respective dale of relevant agreeineni. the interest Tale of such convertible

bonds was 6% per annum. which is higher than the nil interest rate of the Existing
Convertible Bonds. In addition. the convertible bonds of Basic House New Life would

be redeemed at 100% of the principal amount at maturity while all of the Existing

Convertible Bonds could he ledeemed in 95% of principal amount at maturity after the
All CTaiioii of Terms

Although the discount of the 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 sufficient casli and financial resources 10 repay the Existing

Convertible Bonds upon their maturity dales, of which Existing Convertible Bonds I
and Exist ino Convertihlc Bonds 2 have bccii overduc as at Ihc Latest Praciicahlc Date;

(iii) Ihe Group has dil'I'iculty 10 obtain external jinancing 10 sellle Ihe Exisiing

Convertible Bonds and, even if such financing is available, a similar or higher discount

10 the closing price may be required and the outcome is uncertain given that the trading

of the Existing Ordinary Shares has been suspended from 20ciober 2024 10 20

December 2024; (iv) the Existing Convertible Bonds would be extended to 31

December 2027 which could provide extra time for the Group 10 raise funds and

strengthen its financial position; (v) the interest rate of the Existing Convertible Bonds
is nil and 110 additional financial cost would be incurred in the Alteration of Tcrms; (vi)

the reduction o1' Conversion Price will provide Ihe OPPoriuniiy 10 Existing Bondholders

to exercise the conversion rights attached 10 the Existing Convertible Bonds, which will

in turn result in the reduction of the financial burden of the Group given the limited

financial resources of the Group; (vii) the Ierms of The Existing Convertible Bonds,

including the interest rate, the Conversion Price and the redemption, are more

favourable than The major terms of the convertible notes/bonds of E&P Global, Basic

Housc New Life and Wai Chun, which wcre in nci Iiabiliiics position, as discussed

above; and (viii) Ihe conversion of Ihc Existing Convertible Bonds is subject 10 the

public float requirement and 110 mandatory general offer being triggered under Rule 26

of the Takeovers Code on Existing Bondholders, which will be further discussed in the

section headed "(Vl) Shareholding structure and the possible dilution effect of the

Existing Convertible Bonds" below in this letter. we consider that the potential

advantages of the Alteration of Terms outweioh the costs associated with offering the
abovementioned discount of the Conversion Price
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(b) Duiniioii

As shown in the table above. The duration of the Coinparable Transactions ranged

fi'Qin l year to 5 years with an average dui'ajion of 2.4 years. The extension of the

maturity dale of the Exisiing Convertible Bonds in Ihe All elation Consent Letters is

within the range of the Convertible Transactions

(c) 1111eresi Jule

As shown in 111e table above, the interest lates of the Coinparable Transactions

ranged froni nil 10 12.00C; per annum. with an average of approximately 5.50% per

annum. As the Existing Convertible Bonds have no in IeTesi charge. which is more

favourable than the Coinparable Transactions. entering into the All eraiion Consent

Letters to extend the Existing Convertible Bonds is in the interest of the Company and
Shareholdcrs as a whole

Shareholdei's should note that the financial position, business, operations, and

prospects of listed companies of the Coinparable Transactions may 1101 be identical 10

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 would not have sufficient

cash and financial resources 10 settle the Existing Convertible Bonds, of which the

Existing Convertiblc Bonds I and Existing Convertible Bonds 2 have been duc on 18

January 2025. In Ihc event the Alteration o1Terms does 1101 lake place, Ihe ability of the

Company 10 repay the Existing Convertible Bonds and to continue as a going concern

will remain uricel'lain upon their maturiiies. Therefore, we consider that the

Coinparable Transactions provide the Independent Shareholders 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. h would

not be appropriate to concludc Ihc Altcration of Tcrms solcly hascd on thc result of

Coinparable Ti'an sactions analy sis. Therel'orc, we advise Ihe In dependeni Shareholders

taking a holistic approach to consider val'jous factors as discussed in this lettei' 10

justify the fairness and reasonableness of the Alteration of Terms.



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

Set out below is the shareholding structure of the Company (1) as at Ihe Latest Practicable

Dale: (11) immediately after full exercise of the Existing Convertible Bonds I only (assuming Ihei'e

being no other issue or repurchase of Existing Ordinary Shares or New Ordinary Shares); (11i)

immediately after full exercise of the Exisiinu Convertible Bonds 2 only (assuming there being no

o1hcr issuc or repurchasc of Existing Ordinary Shares or NGw Ordinary Shai'CS); (iv) jinmcdiaicly

alter lull exercise o1' Ihc Exisiing Converiible Bonds 3 only (assuming Ihere being n0 o1hcr issue

or repurchase of Existing Ordinary Shares or New Ordinary Shai'es): and (v) immediately after ftilI

exercise of all of the outstanding Exist ino Convertible Bonds (assuming Ihere being no other issue

or repurchase of Existing Ordinary Shares or New Ordinary Shares)
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As SIatcd in thc Lcticr from Ihc Board. assuminu all thc outsiandin o Existing Convcriiblc

Bonds arc lully converted at Ihe Conversion Price o1' HK$0.06 per Conversion Share, a maximum

of' 1,656,666.666 Conversion Shares will be allotted and issued upon exercise of Ihe Conversion
Rights in full, which represents

(1) approximately 928.23% of the issued share capital of the Company as at the Latest
Practicable Date; and

(ii) approximaiely 90.27% o1 the issued share capiia1 o1' Ihe Company as 10 be enlarged by

the issue of the 1,656,666,666 Conversion Shares (assuming there being no other issue

or repurchase of EXISTing Ordinary Shares or New Ordinary Shares)

For indicative purposes only, based on the existing conversion price of HK$0.25 per

Conversion Share before the Alteration of Terms, assuming all the outstanding Existing

Convertible Bonds are fully converted, a maximum of 397,600,000 Conversion Shares can he

converted Into Convcrsion Shares in full. Assumino there is no changc in the number of issued

shares of the Company from the Latest Practicable Dale up 10 the dale when the conversion nohts

attachinu 10 Existing Convertible Bonds are exercised in filll with the existing conversion price,

Ihe existing shareholding of the Independent Shareholders will be diluted Ironl approximately

48.66% before full conversion of the Existing ConveTiible Bonds 10 approximaiely 15.08%

immediately after full conversion of The Existing Convertible Bonds

Bascd on thc ncw Convcrsion Price of HK$0.06 per Convcrsion Sharc bcfore Ihc All CTation

o1' Terms, assuming all the ouisianding Existing Convcriible Bonds are lully converted. a
maximuni of 1,656,666.666 Conversion Shares can be converted into Conversion Shares in ftill

Assuming there is no change in the number of issued shares of the Company from the Latest

Practicable Dale up 10 the date when the conversion righis attaching 10 Existing Convertible Bonds
are exercised in full with the new Conversion Price under the Alteration Consent Letters. the

existing shareholding of the Independent Shareholders will be diluted from approximaiely 48.66%

before full conversion of the Exist intr Convertible Bonds 10 approximately 4.74% immediately
alter lull convcrsion o1' Ihc Exist inn Convertiblc Bonds. B ascd o11 Ihc above illusiraiion. Ihc

increase in dilution effect to the existing shareholding of the Independent Shareholders from

Alteration of Terms would be approximately 10.34%
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According 10 Ihc ICrms t)I' Ihc Existing Convcriiblc Bonds and Ihc All CTaiion Conscni Lcticrs.

Existing Bondholders niay only convert sucli numbei' of Existing Convertible Bonds as would not

cause tile Company noi 10 comply willI the minimuni public float requirement under the Listing
Rules following the conversion of the Existing Collvei'lible Bonds and the conversion riohis

attached 10 Ihe Existing Converiible Bonds shall only be exercised on the condition that any

conversion of Existing Convertible Bonds does noi: (a) trigger a mandatory general offer

obligation on Existing Bondholders under Rule 26 of the Takeovers Code; and (b) result in Mi'

Lain Ching Kui, bcing Existing Bondholdci' I, and any panics acting in conccri with him

(including Chinese Success, being Existing Bondholder 2) ceasing 10 be Ihc conirolling

Shareholder of the Company within the meaning of The Listing Rules

We have discussed with the nianagemeni of the Company and the managemeni of the

Company has confirmed that Existing Bondholders may not be able 10 convert the Existing

Convertible Bonds in full in view of Ihe restriction on conversion if the Company encounters

irisufficicni public float or Existing Bondholdcrs triggering a Inaridaiory gencral offCT obligation
under Ihe Takeovers Code. For indicaiive purposes only, as the shareholdin0 o1' Exisiing
Bondholders is approximately 51.34% of the issued share capital of the Company as at the Latest

Practicable Date and after the completion of the conversion of Existing Convertible Bonds 311nder

the Amendment Agreement on 20 March 2025, either Existing Bondholder I or Existing
Bondholder 2 may theoretically convert up 10 approximately 169,000,000 Conversion Shares
(equivalent 10 the principal amount of Ihe Existing Convertible Bonds of approximately HK$10.14
million based on the Conversion Price of HK$0.06 per Conversion Share) to comply with the
minimum public float requircmcni under Ihc Listing Rules, which will dilute the sharcholding of
the Independent Shareholders Ironi approximately 48.669? 10 approximately 25.00%, only alter

one year from the conversion of the Existing Convertible Bonds 3 under the Amendment

Agreement by not triggering a mandatory general offer obligation under Ihe Takeovers Code. The

above illustration is subject to the assumption that there is no change in the shareholding of the

Existing Bondholders during the 12-month period from the dale of the conversion of the Existing
Convertible Bonds 3. Therefore, the immediate diluiion effect 10 the shareholding of the

In dependcnt Sharcholdcrs is limited and rcsirictcd

In view of (1) the reasons for and benefits of the Alteration of Terms as set out in the section

headed "(111) Reasons for and benefits of the Alteration of Terms" in this letter above; and (ii) the

restriction 10 the conversion of the Existing Convertible Bonds as discussed above. we consider

that the level of dilution (subject 10 the restriction in respect of the mandatory general offer

obligation under the Takeovers Code and the minimum public float requirement of the Listing
Rules) to the shareholding interests of the Independent Shaleholders is acceptahle

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

The financial effects of the AllGrailon of Terms set oui below are purely for illusiraii\e
purposes only and do not reflect the future financial position of Ihe Company or the Group



(i) Net assets ry"I"e ",, d geari,, g

h is expected that the Alteration of Tel'ms will not have an immediate Inaterial impact
on the net asset value and gearing of the Group. After extension of the Existing Convertible
Bonds. Ihe eniire amount of the convertible bonds in the current liabilities will be

reclassified as non-current liabilities. The net current liabilities will be reduced from

approximately HK$144.54 million as at 31 Decemhei' 2024 10 approximately HK$62.56
million

(it) Earnings

As there is no change 10 the interest Tale of Ihe Existing Convertible Bonds, it is

expected that the Alteration of Terms will not have any material impact on earninos of the
Group

Based on Ihc above, we consider Ih ai Ihc exiension o1' Ihe Exisiinu Convertible Bonds

under the Alteration of Terms is in the interests of the Company and the Shareholders as a
whole.

RECOMMENDATION

We note that the Conversion Price is below the CIOsino price of the Exist ino Ordinary Shares

during the Rcvicw Period and below the averagc of the Coinparable Transactions. Ncvcrthelcss, havino

taken in 10 account the principal I'actors and reasons as discussed above, in particular

(1) the financial position of the Group, including the matei'ial uncertainty relaiino to o0ing
concern of the Group raised by the auditors of the Company as stated in the Annual Report
2023/24;

(ii) the Group does not havc sufficicnt cash to rcpay Ihc Existing Convertible Bonds;

(iii) extension of the Existing Convertible Bonds will improve the net current liabilities position
of the Group and provide extra time for the Group to raise ftinds to repay the Existing
Convertible Bonds and strengthen its financial position;

(iv) there are limited debt and equity financing alternatives available 10 the Group and the
outcome is highly uncertain;

(v) Ihc Existing Convcriiblc Bonds have nil in ICresi Tale. which is more I'avourable than Ihe

Coinparable Transactions;

(vi) the Existing Convertible Bonds I and Existing Convertible Bonds 2 have been overdue as at

the Latest Practicable Date and the Existing Bondholders can demand the Company for
repayment at any time if such convertible bonds are not extended:

(vii) Ihe Alteration o1' Terms 1'0r the Exisiing Convertible Bonds are proposed as a whole;

(viii) the Conversion Price is barely wiihin the range of the Coinparable Transactions; and
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(ix) Ihc dilution 10 Ihc Indcpcndcnt Sharcholdci's is Iimiicd duc 10 Ihc ICsiriciion in rcspcci o11hc
mandaioi'y genei'al offer obligation under the Takeovei's Code and the minimum public float
requirement of the Listing Rules,

we are of the view that, allhough the Alter aiion Consent Letters and Ihe transactions contemplated
thereunder are not in Ihe ordinary and usual course of business of the Group. the Alter ajion of Terms
(including the grant of the Specific Mandate) is conducted on normal commercial terms and is fair and

rcasonablc and in the in ICrcsts of the Company and thc Sharcholdcrs as a wholc

Accordingly, we would recommend the Independent Shareholders and The Independent Boai'd
Committee to advise the Independent Shareholders 10 vote in favour of the ordinary resolution to be
proposed at The EGM for approving the terms of the Alteration Consent Letters and the transactions
contemplated thereunder (including the grant of Ihe Specific Mandate)
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