The following is the full text of a letter of advice from the Independent Financial Adviser setting out
the advice to the Independent Board Committee and the Independent Shareholders in respect of the Debt
Capitalisation Agreements, the Rights Issue, the Underwriting Agreement and the transactions
contemplated thereunder including the Share Consolidation, the Debt Capitalisation, the Specific Mandate
and the Whitewash Waiver, which has been prepared for the purpose of inclusion in this Circular.

M a% Room 1108-1110, 11/F.

E RDEKA é_,’, Wing On Centre
111 Connaught Road Central
Hong Kong

19 June 2025

To: The Independent Board Committee and the Independent Shareholders of
Zhongzheng International Company Limited

Dear Sirs or Madams,

(1) PROPOSED SHARE CONSOLIDATION, SHARE PREMIUM REDUCTION
AND CHANGE IN BOARD LOT SIZE;
(2) CONNECTED TRANSACTION IN RELATION TO ISSUE OF NEW SHARES
UNDER SPECIFIC MANDATE FOR DEBT CAPITALISATION;
(3) APPLICATION FOR WHITEWASH WAIVER;

(4) PROPOSED RIGHTS ISSUE ON THE BASIS OF ONE (1) RIGHTS SHARE
FOR EVERY TWO (2) CONSOLIDATED SHARES HELD ON THE
RECORD DATE; AND
(5) CONNECTED TRANSACTION IN RELATION
TO THE UNDERWRITING AGREEMENT

INTRODUCTION

We refer to our appointment as the Independent Financial Adviser to the Independent Board
Committee and the Independent Shareholders in relation to the Debt Capitalisation Agreements, the
Rights Issue, the Underwriting Agreement and the respective transactions contemplated thereunder
including the Share Consolidation, the Debt Capitalisation, the Specific Mandate and the Whitewash
Waiver (collectively, the “Transactions”), details of which are set out in the letter from the Board (the
“Board Letter”) contained in the circular dated 19 June 2025 (the “Circular”) issued by Zhongzheng
International Company Limited (the “Company”), of which this letter forms part. Capitalised terms used
in this letter shall have the same meanings as defined in the Circular unless the context requires
otherwise.

Completion of the Debt Capitalisation Agreements is conditional upon, amongst other things, the
Share Consolidation having taken effect, the approval of the Debt Capitalisation Agreements, the Specific
Mandate, the Underwriting Agreement and the Whitewash Waiver.

The Rights Issue on the other hand will be conditional upon completion of the Debt Capitalisation
Agreements and obtaining the Independent Shareholders’ approval of the Underwriting Agreement and
the Underwriting Agreement becoming unconditional.
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Reference is made to the Announcement in relation to, among other things, the Share
Consolidation, the Share Premium Reduction, the Change in Board Lot Size, the Debt Capitalisation, the
Whitewash Waiver and the Rights Issue. The Board proposed the Proposals which aim to improve the
financial position of the Group, enhance the attractiveness of investing in the Shares and raise capital for
the future business development of the Group. Upon completion of the Proposals, it is expected that the
liabilities of the Group will be reduced through the Debt Capitalisation while new capital will be raised
through the Rights Issue, the overall effect is that the financial position of the Group will be enhanced. It
is also expected that following the Share Consolidation and the Change in Board Lot Size, the trading
price of the Shares and value of the board lot will be increased, which will enable the Company to
comply with the trading requirements under the Listing Rules.

After trading hours of the Stock Exchange on 15 May 2025, (i) the Company and Subscriber I
entered into the Debt Capitalisation Agreement I, pursuant to which, the Company has agreed to allot and
issue, and Subscriber I has agreed to subscribe for, 289,574,140 Capitalisation Shares at the
Capitalisation Issue Price of HK$0.20 per Capitalisation Share; and (ii) the Company and Subscriber II
entered into the Debt Capitalisation Agreement II, pursuant to which, the Company has agreed to allot
and issue, and Subscriber II has agreed to subscribe for, 215,000,000 Capitalisation Shares at the
Capitalisation Issue Price of HK$0.20 per Capitalisation Share, upon the Share Consolidation becoming
effective. The amount of the total Capitalisation Issue Price will be set off against all of the shareholder’s
loans owing by the Company to Subscriber I and part of the shareholder’s loans owing by the Company
to Subscriber II, on a dollar-to-dollar basis.

Following the completion of the Debt Capitalisation, the Company proposed to implement the
Rights Issue on the basis of one (1) Rights Share for every two (2) Consolidated Shares (including the
Capitalisation Shares to be allotted and issued pursuant to the Debt Capitalisation) held on the Record
Date at the Rights Issue Price of HK$0.20 per Rights Share, to raise gross proceeds of up to
approximately HK$114.6 million by issuing 572,899,170 Rights Shares (assuming there will be no issue
of other new Shares from the Latest Practicable Date up to the Record Date save for the allotment and
issue of the Capitalisation Shares) to the Qualifying Shareholders. The net proceeds from the Rights Issue
after deducting the expenses are estimated to be approximately HK$112.0 million. The Rights Issue will
not be extended to the Non-Qualifying Shareholders.

TAKEOVERS CODE IMPLICATIONS

As at the Latest Practicable Date, the Subscribers and parties acting in concert with any of them
were interested in 3,776,171,315 Existing Shares, representing approximately 29.4% of the issued share
capital of the Company. As illustrated in the table under the section headed “Effect on the shareholding
structure of the Company” in the Circular, immediately upon the allotment and issue of the Capitalisation
Shares, the aggregate shareholding of the Subscribers and parties acting in concert with any of them in
the Company will be increased from approximately 29.4% to approximately 60.5%.

Under Rule 26.1 of the Takeovers Code, the allotment and issue of the Capitalisation Shares to the
Subscribers will give rise to an obligation on Subscriber I and Subscriber II to make a mandatory general
offer for all the issued shares and other securities of the Company (other than those already owned or
agreed to be acquired by the Subscribers and their respective concert parties), unless the Whitewash
Waiver is granted by the Executive.



If the Whitewash Waiver is granted by the Executive and is approved by the Independent
Shareholders and completion of the Debt Capitalisation Agreements having taken place, the aggregate
shareholding of the Subscribers and parties acting in concert with any of them in the Company will
exceed 50% of the issued share capital of the Company as enlarged by the Capitalisation Shares. The
Subscribers and parties acting in concert with any of them as a concert group may further increase its
shareholding in the Company without incurring any further obligation to make a general offer under Rule
26 of the Takeovers Code.

An application has been made by the Subscribers to the Executive for the Whitewash Waiver
pursuant to Note 1 on dispensations from Rule 26 of the Takeovers Code. The Whitewash Waiver, if
granted by the Executive, would be subject to, among other things, (i) the approval by at least 75% of the
votes cast by the Independent Shareholders either in person or by proxy at the SGM by way of poll in
respect of the Whitewash Waiver; and (ii) the approval by more than 50% of the votes cast by the
Independent Shareholders either in person or by proxy at the SGM by way of poll in respect of the Debt
Capitalisation Agreements and the transactions contemplated thereunder (including the Share
Consolidation, the Debt Capitalisation and the Specific Mandate) and the Underwriting Agreement, in
which the Subscribers and their respective concert parties will abstain from voting on the relevant
resolution(s).

The Executive may or may not grant the Whitewash Waiver. If the Whitewash Waiver is not
granted by the Executive or not approved by the Independent Shareholders, the Debt Capitalisation will
not proceed.

LISTING RULES IMPLICATIONS

As at the Latest Practicable Date, (i) Subscriber I is a Substantial Shareholder interested in
approximately 17.2% of the issued share capital of the Company; and (ii) Subscriber II is a non-executive
Director and a Substantial Shareholder interested in approximately 12.2% of the issued share capital of
the Company. As such, both of the Subscribers are connected persons of the Company. Accordingly, the
Debt Capitalisation constitutes a connected transaction of the Company under Chapter 14A of the Listing
Rules and is subject to announcement, reporting and the Independent Shareholders’ approval
requirements under Chapter 14A of the Listing Rules.

The granting of the Specific Mandate for the allotment and issue of the Capitalisation Shares is
also subject to the approval by more than 50% of the votes cast by the Independent Shareholders at the
SGM.

As (i) the Company has not conducted any rights issue or open offer within the twelve month
period immediately prior to the Latest Practicable Date; and (ii) the Rights Issue will not increase the
number of issued Shares or the market capitalisation of the Company by more than 50%, the Rights Issue
is not subject to the Shareholders’ approval requirement under Chapter 7 of the Listing Rules. As the
Rights Issue will be underwritten by Subscriber I who is a Substantial Shareholder, the Underwriting
Agreement and the transactions contemplated thereunder constitutes a connected transaction of the
Company and is subject to the Independent Shareholders’ approval under Chapter 14A of the Listing
Rules.

As the Capitalisation Issue Price and the Rights Issue Price are the same as the benchmarked price
(as defined under Rule 7.27B of the Listing Rules), there will not be any theoretical dilution effect (as

defined under Rule 7.27B of the Listing Rules).
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As Subscriber II, a non-executive Director, has a material interest in the Debt Capitalisation
Agreements, he has abstained from voting at the meeting of the Board convened to consider the
Proposals. Other than Subscriber II, no other Directors were involved in and/or interested in the Share
Consolidation, the Debt Capitalisation and the transactions contemplated thereunder (including the
granting of the Special Mandate), the Whitewash Waiver, the Rights Issue, the Underwriting Agreement
and the transactions contemplated thereunder.

THE INDEPENDENT BOARD COMMITTEE

The Independent Board Committee comprising all the independent non-executive Directors,
namely Mr. Hau Chi Kit, Mr. Leung Chi Hung, Mr. Li Hon Kuen and Ms. Yang Yan Tung Doris, who
have no direct or indirect interest in the transactions contemplated under the Proposals, the Debt
Capitalisation and the Specific Mandate, the Underwriting Agreement and the Whitewash Waiver, has
been established to advise and give a recommendation to the Independent Shareholders as to whether the
Debt Capitalisation Agreements, the Rights Issue, the Underwriting Agreement and the respective
transactions contemplated thereunder including the Share Consolidation, the Debt Capitalisation, the
Specific Mandate and the Whitewash Waiver are fair and reasonable and to advise the Independent
Shareholders on how to vote at the SGM. Subscriber II, being a non-executive Director, has a material
interest in the Debt Capitalisation Agreements and therefore has not been included as a member of the
Independent Board Committee. We, Merdeka Corporate Finance, have been appointed as the Independent
Financial Adviser to advise the Independent Board Committee in the same regard and such appointment
has been approved by the Independent Board Committee in accordance with Rule 2.1 of the Takeovers
Code.

We are not associated or connected financially or otherwise with the Company, the Subscribers,
the Company’s substantial Shareholders, their respective financial or professional advisers (including a
stockbroker), or any party acting, or presumed to be acting, in concert with any of them. In the last two
years before the publication of the Announcement, there was no engagement or connection between the
Group or Mr. Yang or the Subscribers on the one hand and us on the other hand. Apart from normal
professional fees payable to us in connection with this appointment as the Independent Financial Adviser,
no other arrangement exists whereby we will receive any fees or benefits from the Company, the
Subscribers, the Company’s substantial Shareholders, their respective financial or other professional
advisers, or any party acting, or presumed to be acting, in concert with any of them. As such, we are
qualified to give independent advice to the Independent Board Committee in respect of the Debt
Capitalisation Agreements, the Rights Issue, the Underwriting Agreement and the respective transactions
contemplated thereunder including the Share Consolidation, the Debt Capitalisation, the Specific Mandate
and the Whitewash Waiver.

BASIS OF OUR ADVICE

In formulating our advice and recommendation to the Independent Board Committee, we have
relied on the statements, information, opinions, and representations contained in or referred to the
Circular and the information and representations as provided to us by the Directors and the management
of the Group (the “Management”). Our review procedures include, among other things, review of the
annual report of the Group for the year ended 30 June 2024 (the “Annual Report 2023/24”), the interim
report of the Group for the six months ended 31 December 2024 (the “Interim Report 2024/25), the
information and opinions provided by the Directors and the Management; and the relevant public
information.



We have assumed that all the information provided and representations and opinions expressed to
us or contained or referred to in this Circular were true, accurate and complete in all material respects as
at the Latest Practicable Date. We have also assumed that all statements contained and representations
made or referred to in this Circular are true in all material respects at the time they were made and
continue to be true in all material respects as at the Latest Practicable Date and all such statements of
belief, opinions and intentions of the Directors and the Management and those as set out or referred to in
this Circular were reasonably made after due and careful enquiry. We have no reason to doubt the truth,
accuracy and completeness of such information and representations provided to us by the Directors and
the Management. We have also sought and received confirmation from the Directors that no material
facts have been withheld or omitted from the information provided and referred to in this Circular and
that all information or representations provided to us by the Directors and the Management are true,
accurate, complete and not misleading in all material respects at the time they were made and continued
to be so until the Latest Practicable Date.

Shareholders will be informed by the Group and us as soon as possible if there is any material
change to the information disclosed in this Circular during the period from the Latest Practicable Date up
to the date of the SGM, in which case we will consider whether it is necessary to revise our opinion and
inform the Independent Board Committee and the Shareholders accordingly.

We consider that we have reviewed sufficient information currently available to reach an informed
view and to justify our reliance on the accuracy of the information contained in this Circular so as to
provide a reasonable basis for our recommendation. We have not, however, carried out any independent
verification of the information provided, representations made or opinion expressed by the Directors and
the Management, nor have we conducted any form of in-depth investigation into the business, affairs,
operations, financial position or future prospects of the Company, the Underwriter or any of their
respective subsidiaries and associates.

This letter is issued for the information of the Independent Board Committee and the Independent
Shareholders solely in connection with their consideration of the Debt Capitalisation Agreements, the
Rights Issue, the Underwriting Agreement and the respective transactions contemplated thereunder
including the Share Consolidation, the Debt Capitalisation, the Specific Mandate and the Whitewash
Waiver, and except for its inclusion in the Circular, is not to be quoted or referred to, in whole or in part,
nor shall this letter be used for any other purposes, without our prior written consent.

PRINCIPAL FACTORS AND REASONS CONSIDERED

In arriving at our opinion and recommendation to the Independent Board Committee and the
Independent Shareholders in relation to the Debt Capitalisation Agreements, the Rights Issue, the
Underwriting Agreement and the respective transactions contemplated thereunder including the Share
Consolidation, the Debt Capitalisation, the Specific Mandate and the Whitewash Waiver, we have
considered the principal factors and reasons as set out below:



1. The Group
1.1  Background information of the Group

The Group is principally engaged in the business of manufacturing and sale of healthcare and
household products, coal mining business and money lending business. The Group also has a 35% interest
in an associate, Pacific Memory Sdn Bhd (“Pacific Memory”), which is principally engaged in a property
development project in Malaysia (the “Malaysia Project”). As noted from the Interim Report 2024/25,
the development plan for the Malaysia Project has been submitted for approval to the relevant
government agencies and part of the plan relating to the construction of berths has already been approved
and completed. Currently, the management of the associate company of the Group is in the process of
finalizing the sales and marketing plans in collaboration with a business consultant specifically for the
berths facilities area. As a result, no revenue has been recorded for the Malaysia Project. As further
advised by the Management, the Group commenced the manufacturing and sale of healthcare and
household products business in July 1976, the coal production in April 2024 with the first coal sales in
May 2024, and the money lending business in September 2014. In relation to coal production business, as
understood from the Annual Report 2024/25, PT Bara Utama Persada Raya (“PT Bara”), a
99.98%-owned subsidiary of the Company, holds the mining license in respect of the coal mine (“PT
Bara Mine”) in the Indonesia. On 7 September 2023, PT Bara entered into an exclusive cooperation
agreement with PT Nusantara Energi Thermal (“PT NET”), pursuant to which PT Bara has given PT
NET exclusive responsibility for all pre-production, production, sales and post-production work at the PT
Bara Mine and PT NET pays PT Bara a royalty fee under the agreement.

The Group started its PRC real estate business in January 2019 and discontinued this segment in
July 2024. As referred to the Interim Report 2024/25, on 6 May 2024, the Group and Mr. Lim Kim Chai
(being the Subscriber II), a substantial shareholder of the Company, entered into a disposal agreement
(the “Disposal Agreement”) for the disposal of the entire equity interest in Hong Kong Zhongzheng City
Investment Limited, which held the Group’s entire properties development and primary land development
projects in the PRC, and the shareholder’s loans due from Shenzhen Zhongzheng Ruifeng Management
Co., Ltd. The disposal consideration shall be satisfied by offsetting against the outstanding interest
accrued on the shareholder’s loans owed by the Company to Mr. Lim Kim Chai up to the date of the
Disposal Agreement. On 22 July 2024, the Group completed the disposal and the Group discontinued its
property development and primary land development businesses in the PRC (the “Discontinued
Operations”).

The following table sets out (i) the audited financial information of the Group for the years ended
30 June 2024 (“FY2023/24”) and 30 June 2023 (“FY2022/23”) as extracted from the Annual Report
2023/24; and (ii) the unaudited financial information of the Group for the six months ended 31 December
2024 (“HY2024/25”) and 31 December 2023 (“HY2023/24”) as extracted from the Interim Report
2024/25. Please refer to the sections headed “Appendix I-Financial Information of the Group” to the
Circular for the details of the qualified opinions (the “Qualified Opinions™) issued by the Group’s
independent auditor for the eighteen months ended 30 June 2022, for the years ended 30 June 2023 and
30 June 2024.



@) Consolidated statement of profit or loss

For the six months ended

For the year ended

31 December 30 June
2024 2023 2024 2023
HK$’000 HK$’000 HK$°000 HKS$’000
(unaudited) (unaudited) (audited) (audited)
Revenue
— Property development - 36,495 46,664 697,216
— Manufacture and sales
of healthcare and
household products 62,575 47,291 100,278 172,421
— Royalty income on coal
mining 1,447 — 300 —
64,022 47,291 147,242 869,637
Interest income from money
lending business 510 284 1,257 3,273
Total revenue 64,532 47,575 148,499 872,910
Cost of sales (48,232) (33,415) (125,510) (619,223)
Gross profit 16,300 14,160 22,989 253,687
Gross profit margin 25.3% 29.8% 15.5% 29.1%
(Loss)/profit from operations (10,466) (12,831) (38,719) 405,192
(Loss)/profit for the period/year
attributable to owners of the
Company (89,153) (694,210) (699,345) 69,131



HY2024/25 and HY2023/24

Revenue of the Group for HY2024/25 amounted to approximately HK$64.53 million, which
increased by approximately 35.6% as compared to approximately HK$47.6 million for HY2023/24. The
increase mainly represented a recovery of sales orders of the Group’s healthcare and household business
segment in late 2024.

The consolidated loss for HY2024/25 attributable to owners of the Company was approximately
HK$89.2 million, as compared with the consolidated loss attributable to the owners of the Company of
approximately HK$694.2 million for HY2023/24. The loss comprised loss attributable to owners of the
Company from continuing operations of approximately HK$37.0 million in comparison to loss of
approximately HK$20.5 million for HY2023/24, and loss attributable to owners of the Company from the
Discontinued Operations of approximately HK$52.2 million in comparison to approximately HK$673.7
million for HY2023/24.

The loss attributable to owners of the Company from continuing operations for HY2024/25 has
increased mainly due to the recognition of an impairment loss on other receivables and an impairment of
loan and interest receivables, amounting to approximately HK$16.1 million (HY2023/24: nil) and HK$2.6
million (HY2023/24: nil), respectively. These impairments were non-cash items and were determined
based on the assessment of expected credit loss conducted by an independent valuer engaged by the
Company. Save for the aforesaid impairments, improvement was seen in the Group’s continuing
operations for HY2024/25, with an increased revenue as mentioned above and a higher gross profit of
approximately HK$16.3 million (HY2023/24: HK$14.2 million).

For FY2023/24 and FY2022/23

Total revenue of the Group for FY2023/24 amounted to approximately HK$148.5 million, which
represented a decrease of approximately 83.0% as compared to HK$872.9 million for FY2022/23 as there
was a decline in revenue from the property development and healthcare and household products
businesses. During FY2022/23, the majority of the residential units of the property development project
in Dongguan city had been delivered to buyers in July 2022, which had contributed approximately
HK$697.2 million to the revenue for FY2022/23. In the meantime, there was also a decline in revenue
from the healthcare and household products business to approximately HK$100.3 million (FY2022/23:
approximately HK$172.4 million). The decrease was primarily due to a destocking process of certain
customers.

The gross profit margin decreased to approximately 15.5% for FY2023/24 from approximately
29.1% for FY2022/23, which was mainly due to promotion campaign of the Group’s property
development project located in Dongguan city during the first half of FY2023/24 and the continuous
decline of the housing sales prices under the current stagnant Chinese real estate market.



The consolidated loss attributable to the owners of the Company for FY2023/24 amounted to
approximately HK$699.4 million as compared to the consolidated profit attributable to the owners of the
Company of approximately HK$69.1 million for FY2022/23. The loss recorded for FY2023/24 was
mainly attributable to (i) the decline in gross profit to approximately HK$23.0 million (FY2022/23:
approximately HK$253.7 million) due to the decline in revenue from the property development and
healthcare and household products businesses; (ii) an impairment loss on interest in an associate, namely
Chengde CITIC Securities Jinyu Investment Development Co., Ltd (“Chengde Jinyu”) with a principal
business in primary land development in the PRC, of approximately HK$288.8 million (FY2022/23:
approximately HK$75.9 million); (iii) an impairment loss on the amount due from Chengde Jinyu of
approximately HK$68.2 million (FY2022/23: Nil); (iv) a written down of the properties under
development for sales of a development project located in Nanjing City of approximately HK$196.4
million (FY2022/23: Nil); (v) finance costs of approximately HK$191.7 million (FY2022/23:
approximately HK$84.6 million) mainly due to the overdue bank loan for the Nanjing project; (vi) an
impairment of consideration receivables for the Group’s disposal of 100% equity interest in its subsidiary
of approximately HK$65.9 million raised by the purchaser’s default in settlement for consideration after
taking into account the expected credit loss measured by an independent valuer, in comparison to nil
impairment for consideration receivables for FY2022/23; and (vii) share of losses of associates related to
the property development in PRC of approximately HK$67.5 million in comparison to approximately
HK$38.2 million for FY2022/23. The effects of the above were partially offset by the reversal of
impairment loss on exploration and evaluation assets of approximately HK$31.8 million due to
reinstatement of the coal mining license and a reduction in administrative expenses of approximately
HK$9.1 million due to decrease in staff costs during the year.

(ii) Consolidated statement of financial position

31 December 30 June

2024 2024

HK$’000 HK$’000

(unaudited) (audited)

TOTAL ASSETS 733,796 2,293,705
Non-current assets 649,085 628,002
Current assets 84,711 1,665,703
— Bank and cash balances 2,339 20,135
TOTAL LIABILITIES (451,916) (2,178,656)
Current liabilities (187,861) (2,139,421)
— Borrowings (28,963) (1,037,595)
— Shareholders loans (48,100) (285,600)
Non-current liabilities (264,055) (39,235)
— Shareholders loans (250,000) -
NET CURRENT LIABILITIES (103,150) (473,718)
NET ASSETS 281,880 115,049
Gearing ratio 116.0% 1,168.5%



Total assets of the Group decreased from approximately HK$2,293.7 million as at 30 June 2024 to
approximately HK$733.8 million as at 31 December 2024, which was mainly due to the decrease in
properties under development for sales of approximately HK$1,049.6 million and property held for sales
of approximately HK$154.8 million, as the Group completed the disposal of the entire equity interest in
Hong Kong Zhongzheng City Investment Limited (together with its subsidiaries) including but not limited
to all the properties under development for sales for the property development project in Nanjing City
and the properties held for sales in Dongguan on 22 July 2024. As at 31 December 2024, the bank and
cash balances of the Group amounted to approximately HK$2.3 million only.

The total liabilities of the Group decreased from approximately HK$2,178.7 million as at 30 June
2024 to approximately RMB451.9 million as at 31 December 2024, which was mainly due to the decrease
in borrowings of approximately HK$1,008.6 million under current liabilities. As noted from the Interim
Report 2024/25, the borrowings as at 31 December 2024 mainly consist of the secured bank loans of
approximately HK$26.6 million and the unsecured other loans of approximately HK$2.4 million.

The Group incurred net current liabilities of approximately HK$103.2 million as at 31 December
2024. As at 31 December 2024, the Group’s current portion of bank and other borrowings amounted to
approximately HK$29.0 million, while its cash and bank balances and cash equivalents amounted to
approximately HK$2.3 million. The gearing ratio of the Group, which is calculated by total debt
(consisting of shareholder’s loan from Subscriber I of approximately HK$48.1 million and shareholder’s
loan from Subscriber II of approximately HK$250.0 million) and borrowings of approximately HK$28.9
million over total equity of approximately HK$281.9 million, amounted to approximately 116.0% as at 31
December 2024 (30 June 2024: 1,168.5%).

2. Background information of the Subscribers

Subscriber I was a Substantial Shareholder as at the Latest Practicable Date and will be a
Controlling Shareholder upon the allotment and issue of the Capitalisation Shares. Subscriber II was a
Substantial Shareholder as at the Latest Practicable Date and will continue to be a Substantial
Shareholder upon the allotment and issue of the Capitalisation Shares. As at the Latest Practicable Date,
it is the intention of the Subscribers to continue the existing businesses of the Group, and they have no
intention to introduce any major changes to the businesses of the Group (including any redeployment of
the fixed assets of the Group) or terminate the continued employment of the employees of the Group.

Subscriber I, aged 64, is a businessman and has over 20 years of experience in investment and
property development business. He is the co-founder and vice-chairman of Yuk Tung Group, which
focuses on property development in Malaysia. Since the founding of Yuk Tung Group in 2005, Subscriber
I has been the director of each of Yuk Tung Properties Sdn. Bhd., Yuk Tung Development Sdn. Bhd.,
Yuk Tung Land Sdn. Bhd., Yuk Tung Construction Sdn. Bhd., Home Marketing Sdn. Bhd. and Pacific
Memory Sdn. Bhd., respectively, primarily responsible for the overall management and strategic
development of Yuk Tung Group.
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Subscriber 11, aged 57, was appointed as a non-executive Director on 20 December 2019. He is a
businessman and has over 19 years of experience in investment and property development business. He is
the co-founder and chairman of Yuk Tung Group. Since 2005, Subscriber II has been the director of each
of Yuk Tung Properties Sdn. Bhd., Yuk Tung Development Sdn. Bhd., Yuk Tung Land Sdn. Bhd., Yuk
Tung Construction Sdn. Bhd., Home Marketing Sdn. Bhd. and Pacific Memory Sdn. Bhd., respectively,
primarily responsible for the overall management and strategic development of Yuk Tung Group.
Subscriber II was also appointed as Justice of the Peace (JP) in Malaysia in 2007.

3. Reasons and benefits for the Proposals and use of proceeds
Debt Capitalisation

As set out in the sub-section headed “1.1 Background information of the Group”, the Group
recorded borrowings of approximately HK$29.0 million and the shareholder’s loans in the aggregate
amount of approximately HK$298.1 million. We noted from the Board Letter that the shareholder’s loans
owing to the Subscribers comprise loans’ principal of approximately HK$298.1 million in aggregate and
accrued interest of approximately HK$20.8 million in aggregate. On the other hand, the Group only had
bank and cash balances of approximately HK$2.3 million as at 31 December 2024, which is insufficient
to cover the shareholders’ loans. Additionally, as understood from the Qualified Opinions for FY2023/24,
the circumstances, including but not limited to net current liabilities, the net operating cash outflow and
the level of the Group’s bank and other borrowings, indicate material uncertainty related to going concern
of the Group. Therefore, we concur with the Group’s view that the Group is in substantial financial
leverage.

Subscriber I acquired the loan in the amount of approximately HK$32.6 million together with the
17.2% shareholding interest in the Company from a former shareholder of the Company in December
2023. This loan is unsecured and interest-bearing at 2.2% per annum. He granted four further unsecured
loans to the Company in May 2024, July 2024, September 2024 and November 2024, respectively, which
are interest-bearing at 5% per annum. As at 30 April 2025, shareholder’s loans from Subscriber I
amounted to approximately HK$57.9 million in aggregate, comprising loan principal of HK$48.1 million
and accrued interest of approximately HK$9.8 million, and are repayable by 31 December 2025.

Subscriber II granted two unsecured loans to the Company in August 2019 and November 2019,
which are interest-bearing at the rate of 2.2% per annum and 5% per annum, respectively. As at 30 April
2025, shareholder’s loans from Subscriber II amounted to approximately HK$261.7 million in aggregate,
comprising loan principal of HK$250.0 million and accrued interest of approximately HK$11.7 million,
and are repayable by 31 December 2027.

As noted in the Interim Report 2024/25, as at 31 December 2024, the Group’s floating interest
rates for secured bank loans range from 4.65% to 6.90% per annum, and unsecured