SOMERLEY CAPITAL LIMITED

20/F., China Building, 29 Queen’s Road Central, Hong Kong
Telephone: 2869 9090 Fax: 2526 2032 E-Mail: somerley@somerley.com.hk

21 October 2021

To: the Independent Board Committee

Dear Sirs,

PROPOSAL FOR THE PRIVATISATION OF GOOD FRIEND INTERNATIONAL
HOLDINGS INC.
BY GOOD FRIEND (H.K.) CORPORATION LIMITED
BY WAY OF A SCHEME OF ARRANGEMENT
(UNDER SECTION 86 OF THE COMPANIES ACT)

INTRODUCTION

We refer to our appointment to advise the Independent Board Committee in connection with
the proposed privatisation of the Company by way of a scheme of arrangement under section 86
of the Companies Act involving the cancellation of the Scheme Shares and, in consideration
thereof, the payment of the Cancellation Price to the Scheme Shareholders, and the withdrawal of
the listing of the Shares and the TDRs on the Stock Exchange and the Taiwan Stock Exchange,
respectively, Details of the Proposal and the Scheme are contained in the Scheme Document, of
which this letter forms part. Unless the context otherwise requires, capitalised terms used in this

letter shall have the same meanings as defined in the Scheme Pocument.

The board of directors of the Company has established the Independent Board Committee,
comprtsing the independent non-executive Directors, namely Mr. Koo Fook Sun, Louis, Mr. Yu
Yu-Tang and Mr. Kao Wen-Cheng to make a recommendation to the Independent Shareholders as
to the Proposal and the Scheme. We have been appointed as the Independent Financial Adviser to

advise the Independent Board Committee in connection with the Proposal and the Scheme.




We are not associated with the Company, the Offeror or any party acting, or presumed to be
acting, in concert with any of them and, accordingly, are considered eligible to give independent
advice on the Offer, Apart from normal professional fees paid or payable to us in connection with
this appointment, no arrangement exists whereby we will receive any payment or benefits from
the Company, the Offeror or any party acting, or presumed to be acting, in concert with any of

them,

In formulating our advice and recommendation, we have relied on the information and facts
supplied, and the opinions expressed, by the Directors and management of the Group, which we
have assumed to be true, accurate and complete in all material respects. We have reviewed,
among other things, the Company’s audited financial statements for the years ended 31 December
2019 and 2020 and the unaudited financial statements for the six-month periods ended 30 June
2020 and 2021, We have discussed with the Directors their statement set out in the section headed
“Material Change” in Appendix I to the Scheme Document that, save as disclosed in that section,
there has been no material change in the financial or trading position or outlook of the Group
since 31 December 2020, being the date to which the latest published audited consolidated
financial statements of the Group were made up, and up to and including the Latest Practicable
Date. We have also reviewed the trading performance of the Shares and the TDRs, and conducted
site visits to selected properties of the Group. We have sought and received confirination from the
Directors that no material facts have been omitted from the information supplied and opinions
expressed to us. We consider that the information which we have received is sufficient for us to
reach our opinion and recomumendation as set out in this letter. We have no reason to doubt the
truth and accuracy of the information provided to us or to believe that any material facts have
been omitted or withheld, We have, however, not conducted any independent investigation into
the business and affairs of the Group, the Offeror or any party acting, or presumed to be acting,
in concert with any of them, nor have we carried out any independent verification of the
information supplied. We have also assumed that all representations contained or referred to in
the Scheme Document were true as at the publication date of the Scheme Document and will
continue to be true up to the time the Scheme becomes effective or the Proposal lapses, and that
Shareholders will be notified of any material changes to such representations as soon as
reasonably practicable pursuant to Rule 9.1 of the Takeovers Code until the Scheme becomes

effective or the Proposal lapses.

We have not considered the tax and regulatory implications on the Scheme Shareholders of
acceptance or non-acceptance of the Scheme, since these depend on their individual

circumstances.




TERMS OF THE PROPOSAL

The Proposal will be implemented by way of the Scheme. This involves the following

principal steps:

(1

(if)

all the Scheme Shares held by the Scheme Shareholders on the Effective Date will be
cancelled in exchange for the payment to each Scheme Shareholder the Cancellation
Price of HK$1.50 in cash for every Scheme Share by the Offeror. Shareholders should
note that the Cancellation Price will not be increased, and the Offeror does not reserve

the right to do so; and

the issued share capital of the Company will, on the Effective Date, be reduced by
cancelling and extinguishing the Scheme Shares and, upon such reduction, the share
capital of the Company will be increased to its former amount by the issuance at par (o
the Offeror, credited as fully paid, of the aggregate number of Shares as is equal to the
number of Scheme Shares cancelled. The Offeror, together with the Offeror Concert
Parties, will then hold 100.0% of the issued share capital in the Company. The reserve
created in the Company’s books of account as a resuit of the capital reduction will be
applied in paying up in full at par the new Shares so issued, credited as fully paid, to
the Offeror. An application will be made to the Stock Exchange for the withdrawal of
the listing of the Shares on the Stock Exchange immediately following the Effective
Date and a notice will be given to the Taiwan Stock Exchange for the withdrawal of
the listing of the TDRs on the Taiwan Stock Exchange in accordance with the
Operating Rules accordingly.

The implementation of the Proposal is, and the Scheme will become effective and binding

on the Company and all Shareholders, subject to the fulfilment or waiver (as applicable) of the

following prineipal Conditions;

(®

(i)

the approval of the Scheme (by way of poll) by a majority in number of the Scheme
Shareholders representing not less than 75% in value of the Scheme Shares held by the
Scheme Shareholders present and voting either in person or by proxy at the Court
Meeting;

(a) the Scheme is approved (by way of poll) by the Independent Shareholders holding
at least 75% of the votes attaching to the Scheme Shares held by Independent
Shareholders that are voted either in person or by proxy at the Court Meeting; and (b)
the number of votes cast (by way of poll} by Independent Shareholders present and
voting either in person or by proxy at the Court Meeting against the resolution to
approve the Scheme at the Court Meeting is not more than 10% of the votes attaching
to all Scheme Shares held by all Independent Shareholders;




(iii) (a) the passing of a special resolution by a majority of not less than three-fourths of
the votes cast by Shareholders present and voting in person or by proxy at the EGM to
approve and give effect to the reduction of the number of issued Shares in the share
capital of the Company by cancelling and extinguishing the Scheme Shares; (b} the
passing of a special resolution by a majority of not less than three-fourths of the votes
cast by the Shareholders present and voting in person or by proxy at the EGM to
approve the withdrawal of listing of the Shares and the TDRs on the Stock Exchange
and the Taiwan Stock Exchange, respectively upon the Scheme becoming effective;
and (c¢) the passing of an ordinary resolution by a simple majority of the votes cast by
the Sharcholders present and voting in person or by proxy at the EGM to immediately
thereafter restore the number of issued Shares in the share capital of the Company to
the number prior to the cancellation and extinguishment of the Scheme Shares by an
application of the reserve created as a result of the aforesaid cancellation and
extinguishment of the Scheme Shares to pay up in full at par such number of new
Shares as is equal to the number of Scheme Shares cancelled and extinguished as a
result of the Scheme, credited as fully paid, to be allotted and issued to the Offeror;

(iv) the sanction of the Scheme (with or without modifications) by the Grand Court and, to
the extent necessary, its confirmation of the reduction of the number of issued Shares
in the share capital of the Company, and the delivery to the Registrar of Companies in
the Cayman Islands of a copy of the order of the Grand Court for registration; and

(v) compliance, to the extent necessary, with the procedural requirements and conditions,
if any, under Sections 15 and 16 of the Companies Act in relation to the reduction of
the issued share capital of the Company involved in the Scheme.

The Company is incorporated in the Cayman Islands, and the operations of the Group are
mainly in the PRC. As set out in the Explanatory Statement in the Scheme Document, in general,
Taiwan companies and Taiwan nationals who directly or indirectly make investment in the PRC
need to obtain a prior approval from the MOEAIC for each investment. Such prior approval can
be replaced by a post report to the MOEAIC within 6 months after the investment is made if the
accumulated investment amount in the PRC entity by the Taiwan investor does not exceed USD]
million. Fair Friend, a company incorporated under Taiwan laws, is the major shareholder of the
Offeror holding more than 10% in the Company. The Offeror’s increased shareholding in the
Company pursuant to the Scheme would cause Fair Friend to increase its investment amount in
the PRC and thus a prior approval from the MOEAIC is required. As set out in the Explanatory
Statement in the Scheme Document, an application has been made to MOEAIC by Fair Friend on
24 August 2021, which is currently expected to be granted before the daie of the EGM and the
Court Meeting. Further announcement(s} will be made by the Company in relation to the status of
the approval from MOEAIC.,

Further details of the Conditions are set out in the section headed “Conditions of the
Proposal” in the Explanatory Statement in the Scheme Document.




All the Conditions will have to be fulfilled or waived, as applicable, on or before the Long
Stop Date (or such later date as the Offeror, the Company and UOBKH may agree or, to the
extent applicable, as the Grand Court may direct and in all cases, as permitted by the Executive),
failing which the Proposal and the Scheme will lapse. The Company has no right to waive any of
the Conditions.

The listing of the Shares and the TDRs on the Stock Exchange and the Taiwan Stock
Exchange, respectively, will not be withdrawn if the Scheme does not become effective or the
Proposal otherwise lapses.

If approved, the Scheme will be binding on all Scheme Shareholders, irrespective of whether
or not they attended or voted at the Court Meeting and the EGM.

PRINCIPAL FACTORS AND REASONS CONSIDERED

Tn arriving at our opinion and recommendation with regard to the Proposal and the Scheme,
we have taken into account the following principal factors and reasons:

1.  Background

The Company is a company incorporated in the Cayman Islands with limited liability whose
Shares have been listed on the Main Board of the Stock Exchange since 11 January 2006 with a
market capitalisation of approximately HK$403.l million as at the Last Trading Day. On 18
March 2010 the Company issued and listed 67,200,000 units of Taiwan depository receipts on the
Taiwan Stock Exchange. The TDRs listed represented new Shares which were issued under
general mandate granted to the Directors to allot and issue Shares, As at the Latest Practicable
Date, 59,281,000 units of TDRs are in issue (all of which are held by Independent TDR Holders),
each representing one Share in issue and approximately 14.7% and 40.0% of the total issued
Shares and the Scheme Shares, respectively, as at the Latest Practicable Date, The underlying
Shares of the TDRs have the same rights (including voting right) as the other Shares and thus the
TDR Holders (through giving instructions to the Depository Agent under the terms of the
Depository Agreement) may exercise the voting rights attached to the underlying Shares if the
TDRs are not converted.

The Group is principally engaged in (i) the design and production of CNC machine tools,
which can be broadly classified into vertical machining centres, where the workpiece manipulated
by the cutting tool remains stationary, and lathes, where the workpiece is rotaied or moved around
the cutting tool, which generates the largest part of its revenue, (ii) the design and construction of
three-dimensional car parking garage structures, which allow a car to be moved horizontally and/
or vertically on platforms within a car parking system and as a minor activity, and (iii} the design
and assembling of forktift trucks in various configurations.

On 29 July 2021 (after trading hours), the Offeror requested the Board to put forward the
Proposal to the Scheme Shareholders for the proposed privatisation of the Company by way of a
scheme of arrangement.




2.  Reasons for the Proposal and the Scheme

As set out in the Explanatory Statement in the Scheme Document, the Proposal will allow
the Company more flexibility in implementing its long-term growth strategy, as it will permit the
Offeror and the Company to make strategic decisions focused on long-term growth and benefits.
The Explanatory Statement in the Scheme Document goes on to say that the Proposal represents
an opportunity for Scheme Shareholders to realise their investment at an attractive exit premium
in return for cash, and to redeploy it into other investment opportunities that may be considered
more attractive, As set out in the section headed “Analysis of price performance and trading
liquidity™, the Cancellation Price under the Proposal and the Scheme represents premia over the
closing prices of the Shares for different periods up to and including the Last Trading Day.

As set out in the Explanatory Statement in the Scheme Document, there is little benefit to
the Company in maintaining the listing status of the Company. It has not been successful in
utilising its listing status in Hong Kong for any equity fund raising activities in recent years, nor
has it been able to attract any prospective strategic or financial investors to further commit any
resources. The Proposal entails the privatisation and delisting of the Company and is expected to
substantially reduce the administrative costs and managemen: resources {o be committed in
maintaining its listing status in Hong Kong and Taiwan and compliance with regulatory
requirements in the near tern.

In addition, as explained in the Explanatory Statement in the Scheme Document, the trading
liquidity of the Shares has been at a relatively low level over a prolonged period in recent years,
with an average daily trading volume of approximately 9,143 Shares for the two months up to and
including the Last Trading Day, representing less than approximately 0.01% of the total issued
Shares as at the Last Trading Day. The low trading liquidity of the Shares has rendered it difficult
for Shareholders to execute substantial on-market disposals timely without adversely affecting the
price of the Shares. Additionally, the low trading liquidity of Shares hinders the Company’s
ability to raise further funds from the equity market for the Group’s business developments. As
set out in the section headed “Trading liquidity”, the Shares are generally not actively traded on
the Stock Exchange. The TDRs, which are traded on the Taiwan Stock Exchange, have been
relatively more actively traded since the second half of 2020,

Upon the Scheme becoming effective, all Scheme Shares will be cancelled and extinguished
and the share certificates in respect of the Scheme Shares will thereafter cease to have effect as
documents or evidence of title. The Company will apply to the Stock Exchange for the
withdrawal of the listing of the Shares on the Stock Exchange in accordance with Rule 6.15 of
the Listing Rules immediately following the Scheme becoming effective. Listing of the TDRs will
2lso be withdrawn from the Taiwan Stock Exchange upon or after all the Shares are delisted from
the Stock Exchange.

Further background to, and reasons for, the Proposal and the Scheme are set out in the

Explanatory Statement in the Scheme Document.




Financial information and prospects of the Group

Financial results

Set out below is 2 summary of the consolidated financial results of the Group for the

six-month period ended 30 June 2020 and 2021, and for the two years ended 31 December

2019 and 2020. Details of the financial information of the Group are set out in Appendix 1

to the Scheme Document:

For the six months ended

For the year ended

30 June 31 December
2021 2020 2020 2019
RMB million ~ RMB million ~ RMB million RMB million
(Unaudited) (Unaudited) (Audited) {Audizted)
Revenue

~ Machine lcols 410.7 293.7 696.1 7304
~ Parking garage struciures 62.1 4.9 {57.2 107.3
- Rorklift trucks - 14.0 2.0 64.3
Total revenue 472.8 382.6 875.3 910.7
Cost of revenue (365.1) (294.3} (678.8) {701.6)
Gross profil 107.5 88.3 196.5 209.1
Gross profit margin 22.7% 23.1% 224% 23.0%
Other income 267 26.7 56.9 157.0
Distributios and selling expenses (49.6) (44.1) (94.9) {121.9)
Adsministrative expenses (28.5) {29.1) (57.5) {71.6)
Other gains and losses 2.h 38 365 7.5
Finance costs (7.6 (9.6) (18.6) (24.7)
Share of profit of joint ventures (0.4} 0.7 0.6 1.1
Share of loss of associates (6L.2) (111.9) £287.0) (51.1)
Other costs and expenuses (17.00 {12.6) (64.8) (50.2)
(Loss)/profit hefore tax (32.8) {89.1) (232.4) 34.2
[ncome tax expense .0y {6.2) (15.8) {28}

(Loss)/profit attributalle to owners
of the Cempany (39.8) {95.3) (248.2) 121
Net profit margin NM NiM NM 1.3%
(Loss)earnings per Share (RMB) (0.10) {0.24) (0.62) 0.03

Dividend per Share (RMB) - -




(i) Revenue

Revenue of the Group comprises the sales of CNC machine tools, parking garage
structures and forklift trucks. In 2020, the Group recorded revenue from machine tools of
approximately RMB696.1 million on a sales volume of 1,601 units, accounting for
approximately 79.5% of total revenue of the Group, which represented a decrease of
approximately 5.8% as compared to 2019, primarily due to a temporary shutdown of the
manufacturing plants in China as a result of lockdown measures due to the Covid-19
pandemic. Revenue from parking garage structures amounted to approximately RMB157.2
million in 2020, an increase of approximately 46.5% as compared to approximately
RMB107.3 million in 2019 principally as a result of an increase in acceptance certificates
issued by parking garage structure customers during 2020. Revenue from the sale of forklift
trucks decreased by approximately 65.8% in 2020, from approximately RMB64.3 million in
2019 to approximately RMB22.0 million, due to an overall rebalancing of the Group’s sales
mix with management of the Group taking the decision to de-emphasise the forklift truck
business for the time being given gross margin pressures and the intention to focus more
management time on CNC machine tools and parking garage structures, In 2020, the Group
recorded revenue of approximately RMB875.3 million as a whole, representing a decrease of
approximately 3.9% as compared to approximately RMB910.7 million in 2019, due to the
reasons set out above. In 2020 the Group’s revenue was primarily derived from customers
based in the PRC.

For the six months ended 30 June 2021, the Group recorded revenue of approximately
RMBA472.8 million, representing an increase of approximately 23.6% as compared to the
same period in 2020. This was principally driven by an increase in revenue from machine
tools from approximately RMB293,7 million in the six months ended 30 June 2020 to
approximately RMB410.7 million, representing an increase of approximately 39.8%,
primarily as a result of an increase in sales orders from customers in the PRC, The Group
recorded revenue from parking garage structures of approximately RMB62.1 million, a
decrease of approximately 17.1% as compared to the same period in 2020, due to a
reduction in acceptance certificates issued by parking garage structures customers during the
period. The Group recorded no revenue for its forklift trucks business for the six menths
ended 30 June 2021, as compared to approximately RMB14.0 million for the same period in
2020, for the reasons as set out above,

The Company publishes an announcement on a monthly basis setting out the Group’s
revenue for the year-to-date, broken down by its principal business segments (the “Sales
Announcement(s)”). As set out in the most recent Sales Announcement published on [0
September 2021, for the eight months ended 31 August 2021, the Group recorded revenue
of approximately RMB640.8 million, representing an increase of approximately 21.6% as
compared to the same period in 2020. Revenue from machine tools and parking garage
structures amounted to approximately RMB566.6 million and RMB74.2 million respectively,
representing an approximately 33.7% increase and 11.9% decrease as compared to the same
period in 2020. No revenue was recorded from the Group’s forklift trucks business for the
eight months ended 31 August 2021.




(if) Gross profit

The Group’s gross profit margin decreased from approximately 23.0% in 2019 to
approximately 22.4% in 2020, mainly attributable to a reduction in revenue derived from the
relatively higher margin CNC machine tool business, Together with the decrease in revenue,
the decrease in the gross profit margin meant an overall reduction in gross profit by

approximately 6.0%, to approximately RMB 196.5 million in 2020.

The gross profit margin for the six months ended 30 June 202! declined by
approximately 0.4 percentage points to approximately 22.7%, as compared to the same
period in 2020, mainly due to the increase in cost of materials during the period, Due to an
increase in revenue as set out above, the gross profit increased by approximately 21.7% to
approximately RMB107.5 million in the first half of 2021 as compared to the same period in
2020.

(iii) Other income

Other income mainly represented sales of scrap materials, repair income and

government grants and subsidies, interest income and consultancy income.

In 2020 the Group recorded other income of approximately RMB56.9 million, an
approximately 63.8% decrease as compared to 2019, which was primarily attributable to: (i)
a one-off compensation income of RMB72.7 niillion from an associate, FFG Werke GmbH,
recorded in 2019, in respect of a litigation claim raised by a customer to the Group’s
subsidiaries involving machine tools supplied by FFG Werke GmbH, which was not
repeated in 2020, (ii) a decrease of approximately RMB10.8 million in government grants
and subsidies, and (iii) a decrease in income from the sales of scrap materials of

approximately RMB7.6 million.

The Group recorded other income of approximately RMB26.7 million for the six
months ended 30 June 2021, broadly comparable to the same period in 20620.

(iv) Distribution, selling and administrative expenses

The Group recorded approximately RMB94.9 million of distribution and selling
expenses and approximately RMB57.5 million of administrative expenses, representing an
approximately 22.1% and 19.7% decrease respectively as compared to 2019, mainty due to
cost control measures deployed by management of the Group.

Distribution and selling expenses increased by approximately 12.5% to approximately
RMB49.6 million for the six months ended 30 June 2021, mainly due to an increase in
revenue, while administrative expenses decreased by approximately 2.1% to approximately
RMB28.5 million.




(v)  Other gains and losses and finance costs

The Group's other gains in 2020 of approximately RMB36.5 million principally
comprised a reversal of a provision for a litigation claim of approximately RMB23.8 million
and net foreign exchange gains of approximately RMB13.3 million, and represented an
approximately RMB44.0 million increase as compared to other losses of approximately
RMB7.5 million recorded in 2019, principally due to the reversal of a provision as set out
above and a net foreign exchange gain as opposed to a loss, In 2020 the Group recorded
finance costs principally relating to bank borrowings of approximately RMB18.6 miilion, an
approximately 24.7% decrease as compared to 2019 due to the decrease in interest rates of
the Group’s banking borrowings.

The Group recorded other losses in the six months ended 30 June 2021 of
approximately RMB2.7 million which represented a net foreign exchange loss during the
period, as compared to other gains of approximately RMB3.8 million in the same period in
2020, Finance costs dropped by approximately 20.8% to approximately RMB7.6 million as a

result of a decrease in interest rates of the Group’s banking borrowings.
(vi) Share of results of joint ventures and associates

In 2020 the Group recorded a share of profit of joint ventures of approximately
RMBO0.6 million, an approximately 45.5% decrease as compared to 2019 mainly due to a
temporary shatdown of the manufacturing plants of the joint ventures during 2020,

The Group recorded a share of loss of associates of approximately RMB287.1 million
in 2020, as compared to a share of loss of associates of approximately RMB57.1 million in
2019, which represented the Group’s share of results of FFG European and American
Holdings GmbH (“FFG EA™), whose principal investment is a 55.3% equity interest in a
company which wholly-owns a Germany-based maker of machine tools and production
systems in Germany and the US, MAG Global Holding GmbH. In 2020 FFG EA recorded a
loss for the year of approximately RMBS551.6 million, an approximately 646.4% increase on
the loss of approximately RMB73.9 million in 2019. As advised by the management of the
Group, the above increase in loss was principally due to a prolonged shutdown of business
operations in Germany during 2020, which led to an approximately 38.3% decrease in
revenue for the year, and a decrease of cost of revenue and other expenses of approximately
23.8% during the same period. Further information on FFG EA is set out in the section

headed “Financial position”.

The Group recorded a share of loss of joint ventures of approximately RMBO.4 million
in the six months ended 30 June 202[, representing an approximately 42,9% decrease in loss
as compared to the same period in 2020, and a share of loss of associates of approximately
RMB61.2 million, an approximately 45.3% decrease in loss as compared to the same period
in 2020, primarily as a result of cost control measures implemented by the management of
FFG EA.
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{(vi) Other costs and expenses

The Group's other costs and expenses compiise research and development cosis
relating to CNC machine tools, impairment loss/reversal of impairment loss on trade
receivables and contract assets, other expenses (primarily costs for scrap materials sold) and
other operating expenses. In 2020 the Group recorded other costs and expenses of
approximately RMB64.8 million, an approximately 29.1% increase as compared to 2019,
mainly as a result of an impairment loss on trade receivables and contract assets of
approximately RMB13.0 million as opposed to a reversal of impairment loss on trade
receivables and contract assets of approximately RMB3.0 million in 2019,

In the six months ended 30 June 2021 the Group recorded other costs and expenses of
approximately RMB17.0 million, an approximately 34.9% increase as compared to the same
period in 2020, mainly as a result of an increase in research and development costs of
approximately 85.8% to approximately RMB19.7 million, parily offset by a reversal of
impairment loss on trade receivables and contract assets of approximately RMB2.6 million.

(viii) (Loss)/profit attributable to owners of the Company

The Group recorded a loss attributable to owners of the Company of approximately
RMB248.2 million in 2020, as compared to a profit of approximately RMB12.1 million in
2019, mainly due to an increase in the share of loss of associates by approximately
RMB230.0 million and the absence of a one-off compensation income of approximately
RMB72,7 million recorded in 2019 as set out above, partly offset by a reduction in
distribution, selling and administrative expenses,

For the six months ended 30 June 2021, the Group recorded a loss atiributable to
owners of the Company of approximately RMB39.8 million, an approximately 58.2%
decrease in loss as compared to the same period in 2020, mainly due to a higher gross profit
as set out above and a reduced share of loss of associates, partly offset by an increase in

research and development costs,
(ix) Dividend

The Company did not declare a dividend for 2019, 2020 or the six months ended 30
June 2021.
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Financial position

Set out below is a summary of the consolidated financial position of the Group as at

Property, plant and equipment
Right-of-use assets
Investments in joint venfures and associates

Other non-current assets

Total non-current assets

Inventories

Trade and other receivables and prepayments

Contract assets

Loan receivables

Receivables at fair value through other
comprehensive income (“FYTOCI)

Amounts due from associates and subsidiaries
of an associate

Amounts due from other related parties

Restricted bank balances

Bank and cash balances

Total current assets

Total assets

— 12 —

30 June 2021 and 31 December 2020, details of which are set out in Appendix I to the
Scheme Document:

As at As at
30 June 31 December
2021 2020
RMB million RMB miilion
(Unaudited) (Audited)
195.5 204.1
121.2 1223
36.9 110.6
30.8 29.5
384.4 466.5
3990.8 431.2
207.7 [66.7
69.1 52.7
47.6 497
108.3 120.1
397.5 370.8
34.7 29.7
68.1 139.4
40.0 104.0
1,372.8 1,464.3
1,757.2 1,930.8




As at As at

30 June 31 December

2021 2020

RMB million RMB million

(Unaudited) (Audited)

Trade and other payables and accrued expenses 439.6 471.1

Contract liabilities 343.7 260.7

Deferred income 73.0 73.7

Amount due to related parties 41.1 43.8

Provision for litigation claim - 36.3

Refund liabilities - 106.2

Bank and other borrowings 4360.8 462.3

Other liabilities 31.9 33.9

Total liabilities 1,366.1 1,488.0

Net assets (*“NAY™) 391.1 442.8
Equity attributable to owners of the

Company 3911 442.8

NAY per Share (RMB) 0.97 1.10

(i} Property, plant and equipment and right-of-use assets

Property, plant and equipment of the Group principally comprises of buildings
(including industrial properties where the Group’s manufacturing facilities are primarily
located and offices in Hangzhou, PRC) and construction in progress relating to a new
factory in Henan Province, PRC,

The Group’s right-of-use assets comprise of leasehold lands and leased properties
related to (i) self-owned properties in the PRC where the Group owns the underlying
leasehold lands and (ii) leases of various sales offices and warehouses for the Group's

operations under fixed terms of | to 5 years.

Jones Lang LaSalle Corporate Appraisal and Advisory Limited (“JLL”), a
professional independent valuer of the Company, has been engaged by the Company to
carry out a valuation of the market value of the properties held by the Group. The aggregate
market value of the Group’s properties was approximately RMB526.1 million as at 31
August 2021, as valued by JLL. Please refer to the section headed “Property valuation and
Re-assessed NAV™ for our further analyses on the net asset value of the Group as adjusted
by the above valuation of the Group’s property interests.
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(ii) Investments in joint ventures and associates

As at 30 June 2021 the Group recorded investments in four joint ventures incorporated
in the PRC of approximately RMB21.9 million, with principal activities of manufacturing
and sale of air compressors and parts, machine tools and related products, and wholesale and

export of parking garage structures.

The Group held three associates as at 30 June 2021 with a carrying amount of
approximately RMB15.0 million, comprising wholly of the Group’s share of net assets of
FFG EA, in which the Group holds an approximately 81.4% ownership interest and
approximately 33.3% of FFG EA’s voting power due to the control over FEG HA being
governed by a sharcholder committee in which the Group holds one in three member votes,

As at 31 December 2020, as set out in the 2020 annual report of the Group, FFG EA
recorded net current liabilities of approximately RMB285.7 million and net assets of
approximately RMB337.9 million, as compared to net current assets of approximately
RMB387.2 million and net assets of approximately RMB946.2 million as at 31 December
2019, As advised by management of the Group, the approximaiely 64.3% decrease in net
assets from 2019 to 2020 was principally driven by the net loss recorded by FFG EA in
2020 of approximately RMB551.6 million, as set out above,

The Group’s two other associates as at 30 June 2021, FFG Europe S.p.A. and FFG
Werke GmbH, which are held by the Group as to approximately 30.2% and 39.0%
respectively, are incorporated in Italy and Germany respectively. Their principal activities
include the manufacture, sale and distribution of machine tools, spare parts and accessories,
and training and maintenance service for machine tools and products. As at 30 June 2021
the Group did not record investments in associates related to the above two companies as
each of their aggregate accumulated losses exceeded their respective carrying amount of

investments in associates.
(ili) Amounts due from associates and subsidiaries of an associate

The Group recorded amounts due from associates and subsidiaries of an associate of
approximately RMB397.5 million as at 30 June 2021, which were unsecured, interest free
and repayable on demand and which were comprised of sharcholder loans and other
receivables, As at 31 December 2020, the Group recorded amounts due from associates and
subsidiaries of an associate of approximately RMB370.8 million.
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(iv) Other assets

The Group recorded other assets of approximately RMB1,006.1 million as at 30 June
2021, which comprised (i) inventorics, consisting primarily of machine tools, raw materials
and finished goods, of approximately RMB399.8 million, (ii) trade and other receivables and
prepayments of approximately RMB207.7 million, (iii) bills receivables at FVTOCI of
approximately RMB108.3 million which comprised primarily of customer payments in the
form of letters of credit, (iv) contract assets of approximately RMB 69.1 million, relating to
the Group’s right to bill for work completed and not yet billed because specified payment
milestones had not yet been met, (v) restricted bank balances of approximately RMBG68.1
million which represent the amounts placed in banks as guarantees issued for trade finance
facilities granted to the Group, (vi) a loan receivable due from a non-controlling shareholder
of an associate of approximately RMB47.6 million, (vii) bank and cash balances of
approximately RMB40.0 million, (viii} amounts due from related parties, other than
associates and subsidiaries of an associate as set out in sub-section (iii) above, of
approximately RMB34,7 million, and (ix} other non-current assets of approximately
RMB30.8 million.

(v) Liabilities

As at 30 June 2021, the Group recorded approximately RMB436.8 million of bank and
other borrowings, of which approximately RMB397.4 million are unsecured bank
borrowings due within the next twelve months. The Group recorded net current assets of
approximately RMB120.7 million as at 30 June 2021. The gearing ratio of the Group as at
30 June 2021, measured by dividing total interest bearing liabilities by total assets as at 30
June 2021, was approximately 22.6%. As set out in Appendix I to the Scheme Document, as
at 31 August 2021, the Group recorded total outstanding indebtedness of approximately
RMB445.4 million.

The Group recorded other liabilities of approximately RMB929.3 million as at 30 June
2021. This mainly related to (i} approximately RMB439.6 million of trade and other
payables and accrued expenses, and (ii) approximately RMB343.7 million of contract
liabilities, which arose from billing revenue in advance of the Group’s performance

obligation of sales contracts.
(vi) Equity attrributable to owners of the Company

The Group recorded equity attributable to owners of the Company of appreximately
RMB391.1 million as at 30 June 2021 (approximately RMB0.97 or HK$1.14 equivalent per
Share) and approximately RMB442.9 million as at 31 December 2020 (approximately
RMB1.10 or HK$1.30 equivalent per Share). The Cancellation Price of HK$1.50 represents
a premium of approximately 31.6% and 15.4% to the equity attributable to owners per Share
as at 30 June 2021 and 31 December 2020 respectively,
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(vii) Commitments and contingencies

The Group contracted for capital expenditure commitments for property, plant and
equipment of approximately RMB24.3 million as at 30 June 2021 which are not provided
for in the consolidated financial statements for the six month period ended 30 June 2021,
The Group had no material contingent liabilities as at 30 June 2021.

Prospects of the Group

As set out in the 2020 annual report of the Company, at the beginning of 2020 the
Covid-19 pandemic brought about unprecedented challenges for the production and
operation of the Group, but the overall business performance recovered notably from the
second quarter of 2020. As set out in the 2021 interim results anncuncement of the
Company, in the first half of 2021 the Group’s machine tools business sustained high order
intake momentum, with revenue from this business segment recording notable growth as
compared to the first half of 2020. As set out in the section headed *Financial results”,
revenue from machine tools, parking garage structures and forklift trucks accounted for
approximately 86.9%, 13.1% and 0.0% respectively of the Group’s total revenue in the first
half of 2021, The Group primarily sells its products in the PRC.

As a machinery manufacturer with a primary customer base in the PRC, we consider
that the Group’s prospects could generally be analysed by reference to national economic
statistics and relevant industry data. According to the National Bureau of Statistics of the
PRC (the “NBS”), the gross domestic product (“GDP”) of the PRC grew by approximately
6.6%, 6.1% and 2.3% in 2018, 2019 and 2020 respectively, and the GDP contribution from
the manufacturing industry grew by approximately 6.2%, 5.7% and 2.3% in 2018, 2019 and
2020 respectively, In the first half of 2021, the GDP of the PRC increased by approximately
12, 7% vear-on-year, and the GDP contribution {rom the manufacturing industry grew by
approximately 17.0% year-on-year. According to a market report published by the German
Machine Tool Builders Association in June 2021 (the “VPW Report”), China was the
world’s largest machine tool consumption and production market with an approximately
32% and 29% market share respectively in 2020. However, pursuant to the YDW Report,
machine tool consumption in China dropped by approximately 6.5% to EUR18.6 billion and
production dropped by approximately 2.5% to EUR16.9 billion in 2020, primarily due to the

adverse impact of the Covid-19 pandemic.
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More broadly, the promotion of independence in the production of key technovlogies in
the PRC has been supported by the government of the PRC. We note that in May 2015 the
PRC State Council published a strategic plan, “Made in China 20257, which set out a
number of aims for promoting and supporting innovation add technological advancement. In
particular, high-end numerical control machinery and robotics was one of the ten key
industries covered in the document. Among others, the goal is for 80% of the market for
high-end machine tools in the PRC to be served by domestic players by 2025. We consider
this strategic plan includes policies broadly favourable to the Group but should be viewed in
the context of the challenges in production and operation recently faced by the Group given

the business environment, as set out above.

We consider parking garage structures as produced by the Group are primarily used by
private motor vehicles. An overall increase in sales andfor ownership of private motor
vehicles may be a factor in increasing demand for car parking spaces, including high-
capacity and space-saving options afforded by parking parape structures. According to the
NBS, the total number of registered private passenger vehicles in the PRC increased from
approximately [27.4 million to approximately 207.! million, representing a compound
annual growth rate of approximately 12.9%, from 2015 to 20[9. Porklift trucks are
frequently used to lift and transport heavy objects over short distances for onward transport,
and often onto lorries. As a reasonable proxy for the growth of the forklift truck sector in
the PRC, we have reviewed statistics by the NBS on lorries, which indicate that from 2013
to 2019 the total number of registered civil lorries increased from approximately 20.7
million to approximately 27.8 million, a compound annual growth rate of approximately
7.7%.

As set out above and in the section headed “Financial results”, the profitability of the
Group has been influenced by the financial performance of FFG EA, the Group’s associate
cotnpany with a focus on the German and the US markets. According to the VDW Report,
in 2020 machine tool production in Germany dropped by approximately 30.1% to
approximately EURS.8 billion and consumption dropped by approximately 35.0% to
approximately EUR4.6 billion, while the US experienced declines in production by
approximately 12.0% to approximately BEUR4.0 billion and consumption by approximately
17.3% to approximately EUR6.7 billion in 2020,
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Going forward, as set out in the 2021 interim results announcement of the Company,
the PRC’s economy continued to recover from the impact of the Covid-19 pandemic, and
management of the Group will keep track of global economic trends and the market
situation in order to capture business opportunities and reduce operational risks. It will also
continue to improve its operational efficiency through efficient management and continue to
control operating costs. While the overall recent business environment for the Group’s
business in the PRC and globally appears to have been broadly positive, as set out above,
uncertainties remain about the future performance of the Group’s associates, and the impact
of the Covid-19 pandemic in the short to medium term. As set out in the Explanatory
Statement in the Scheme Document, the Company has not been successful in utilising its
listing status in Hong Kong for any equity fund raising activities in recent years, nor has it
been able to atiract any prospective strategic or financial investors to further commit any
resources. This may continue to adversely impact the Group’s financing capabilities, and
may no longer justify the administrative, compliance and other costs and expenses
associated with maintaining the Company’s listing. Based on the above, we consider the
future prospects of the Group to be mixed.

4.,  Information on the Offeror and its intention regarding the Group

As set out in the section headed “Information about the Offeror and the Offeror Concert
Parties” in the Explanatory Statement in the Scheme Document, the Offeror is a company
incorporated in Hong Kong with limited liability and is principally engaged in the business of

trading of machine tools and components.

As at the Latesi Practicable Date, the Offeror was owned as to 99.99% by Fair Friend and
0.01% by Mr. Lin. Mr. Chu is the single largest ultimate beneficial owner, holding directly or
indirectly (through companies controlled by him) approximately 24.5% of the entire issued share
capital of Fair Friend. Together with the Offeror Concert Parties, they hold in aggregate
approximately 44.1% of the issued share capital of Fair Friend, and are therefore the controlling
shareholders of Fair Friend.

Fair Friend is a company incorporated in Taiwan with limited liability. Fair Friend and its
subsidiaries principally engage in three major divisions of businesses including (1) machine tools
division, (2) industry equipment division and (3} green energy division.
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As set out in the section headed “Intention of the Offeror with regard to the Company™ in
the Explanatory Statement in the Scheme Document, following the implementation of the
Proposal, the Offeror intends that the Group will continue to carry on its business of design and
production of CNC machine tools, design and construction of three-dimensional car parking
garage structures and design and assembling of forklift trucks, The Offeror has no intention fo
initiate any major redeployment of fixed assets or any material change to the continued

employment of employees of the Group.

The Offeror Concert Parties (including Mr. Chu) are considering appropriate plans to
optimise their overall private business portfolio, which may consist of combining selected
businesses of theirs with the business of the Company with a view to achieving a listing of the
restructured business on a stock exchange outside Hong Kong, if the Scheme and the withdrawal
of the listing of the Shares and the TDRs on the Stock Exchange and the Taiwan Stock Exchange,
respectively, have become effective, and subject to further feasibility studies.

For further information on the Offeror and its intention regarding the Group please see the
sections headed *Information about the Offeror and the Offeror Concert Parties” and “Intention
of the Offeror with regard to the Company” respectively in the Explanatory Statement in the

Scheme Document,
5. Property valuation and Re-assessed NAV

JLL has valued 5 property interests held by the Company and its subsidiaries (the
“Properties”). The property valuation of JLL is set out in Appendix II to the Scheme Document
{the “Valuation Report”). According to the Valuation Report, the market value in existing state
of the Properties attributable to the Group as at 31 Avgust 2021 is RMB526.1 million (the
“Valuation™). The Properties comprise (i) four properties held and occupied by the Group in
Hangzhou, Zhejiang Province, the PRC, with associated land use rights granted for terms expiring
between 2044 and 2056 and (i) one property held under development by the Group in
Zhengzhou, Henan Province, the PRC, with an associated land use right granted for a term
expiring on 16 December 2066, As set out in the Valoation Report, the Properties held and
occupied by the Group are used for production and ancillary purposes and comprised workshops,
office buildings, dormitory buildings, guardhouses and ancillary rooms; while the property held
under development by the Group comprised two parcels of land and two industrial buildings

under construction,
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We have reviewed the Valuation Report and have discussed with JLL (i) the bases and
assumptions used, (ii) the valuation methodology adopted and (iii) the due diligence work
performed by them. In arriving at the Valuation, we note that JLL has adopted the cost approach
with reference to the depreciated replacement cost, pursuant to which the properties were valued
based on an estimate of the market value for the existing use of the land, with reference to sales
evidence as available in the locality, and, in the case of properties held and occupied by the
Group, the current cost of replacement of improvements made, less any deductions for physical
deterioration, obsolescence and optimisation. We note that JLL valued the property held under
development with reference to land comparable sales evidence and attributed no commercial value
to the construction in progress of the property in respect of which the Group has not obtained the
relevant construction permits as at the valuation date. JLL confirmed to us that the valuation of
this type of property follows usual market practice. JLL also confirmed to us that it has performed
site visits to all of the properties covered by the Valuation Report save for the property held
under development due to the Covid-19 pandemic situation in Henan Province. We have
performed work as required under note (1){d) to Rule 13.80 of the Listing Rules in relation to
JLL and its work as regards the Valuation. We concur with the valuation approaches JLL has

taken in valuing the Properties.

As stated in section headed “Financial information and prospects of the Group”, as at 30
June 2021, the net assets attributable to owners of the Company were approximately RMB391.1
million (or approximately RMB0.97 per Share). Management of the Group has taken into account
the Valuation to arrive at the re-assessed NAV per Share attributable to owners of the Company
(the “Re-assessed NAV™), calculated by management of the Group as follows:

Total
RMB
NAV attributable to owners of the Company as at 30 June 2021 391.1 mitlion
Revaluation surplus arising from the Valuation attributable to owners of
the Company (Note 1} 313.1 million
Net deferred tax on attributable revaluation surplus (Note 2) (70.9) mitlion
Re-assessed NAVY 633.3 million
Re-assessed NAV per Share (RMB) (Note 3) 1.57
Equivalent to HK$ 1.85
Cancellation Price (HKS$) 1.50
Discount to the Re-assessed NAYV per Share 18.9%
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Nates:

(1)  This represents the revaluation surplus arising from the excess of the market value of the property interests
held by the Group as valued by JLL as at 31 August 2021 over their corresponding book values as at 30
Jupe 2021

(2} This represents the potential PRC corporate income tax attributable to the revalvation swiplos on ali the

property interests of the Group

3) Based on 403,074,000 Shares in issue as at the Latest Practicable Date

As set out in the above table, the Cancellation Price of HK$1.50 per Share represents a
discount of approximately 18.9% to the Re-assessed NAV per Share of approximately HK$1.85,
i.e. the Cancellation Price is lower than the Re-assessed NAV per Share but higher than the NAV
per Share attributable to owners of the Company as at 30 June 2021 of approximately RMBO0.97
or HK$1.14 equivalent per Share, We set out our analyses with reference to the NAV and the Re-
assessed NAV, where applicable, in the sections headed “Privatisation precedents” and “Potential

comparable company”.
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Analysis of price performance and trading liquidity

(i) Historical price performance of the Shares

Set out below is the movement of each of the closing prices of the Shares traded on
the Stock Exchange and the TDRs traded on the Taiwan Stock Exchange during the period
from 2 January 2020 to the Latest Practicable Date to illustrate the general trend of
movement of the closing prices of the Shares and the TDRs, which we consider strikes a
balance between reviewing near term share price movements and taking into account share

price trends over a longer period of time (the “Review Period™):

Share prics TOR price
(HKS {Tws)
The Speceh by Mr, Cha
5.00 1800
Bublication of the Group's 2020 Publicatian of e Anneuncenient 1600
intedan fesulls anastazemant
400
Cancellation Price = HX$1.50 1400
Tanplicd TWS Canceilulion Price = FW3$5.20
Publicarian of the Group’s unadited 200
a 1260
0 atiiyadl results announsement ™
34 . _—
ubliction af the Groug's Vrollt Warging 1a.00
2014 upmalited results Amnouacement
8.00
200
£.00
L0 400
700
0.60 T . : v " v X
Jan-2e Apr30 20 Q120 Jan-2t Apr-2 ful2s Bl

Closiug Price — — = Curacellation Price (HEKS) wweweme Clozing Price (TWS)  ovee- Implied TWS Cancellation Price

Source: Bloomberg
Notes:

(1) The Cancellation Price as expressed in TWS$ is 5.40, based on the Cancellation Price of HK$1.50
multiplied by the TW3 to HK$ exchange rate on the Lasf Trading Day as quoted by Oanda
Corporation (the “Implied TW$ Cancellation Price”)

(2)  The Company delayed the publication of its 2019 annual report to 14 May 2020 due 1o the outbreak
of the Covid-19 pandemic in Germany and Jtaly. The Company published a supplemental
announcement on 12 May 2020 setting oul the 2019 audited financial statements of the Group

(3)  The Company also delayed the publication of its 2020 annual report to 14 May 2021 due to the

Covid-19 pundemic. The Company published a supplemental ansouncement on 14 May 2021 setting

out the 2020 andited financial statements of the Group
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As illustrated in the above share price chart, the Shares and the TDRs have been
trading below the Cancellation Price during most of the Review Period. The Shares
generally trended downward in the first half of 2020, with the lowest share price during the
Review Period of HK$0.44 on 4 June 2020, The TDRs closed at TW$2.15 on each of 22
May and 4 June 2020, their lowest during the Review Period. The Shares and the TDRs
subsequently trended upward and closed at HK$1.14 (TW$5.90) on 24 August 2020
following the publication of a profit warning announcement on the previous day stating that
the Company expected to record a loss attributable to owners of the Company of
approximately RMB96.0 million for the six months ended 30 June 2020 (the *Profit
Warning Announcement”). The publication of the Company’s interim results for the six
mornths ended 30 June 2020 was followed by a period of relatively volatile prices of the
Shares and the TDRs, with the Shares and the TDRs closing at a period high of HK$3.75 on
23 September 2020 and TW$15.90 on 24 September 2020 respectively. We note that on 13
September 2020 the Commercial Times, a Taiwanese newspaper, published an article
quoting a speech by Mr. Chu, an executive Director, Chairman and Chief Executive Officer
of the Company and also the single largest ultimate beneficial owner of Fair Friend, staling
that, among other matters, the Fair Friend Group may seek to consolidate its Taiwan and
overseas businesses and list in Taiwan or overseas in 2024 (the “Speech by Mr. Chn™). We
also note that the unit prices of the majority of depository receipts listed on the Taiwan
Stock Exchange during this period experienced a period of relatively volatile prices between
approximately August and October 2020, with the Taiwan Stock Exchange having issued 8
press releases during this period pursuant to which, among other matters, it reminded
investors to exercise caution when dealing in depository receipts given the relatively high
premia of their unit prices over the respective prices of their underlying shares trading on
other stock exchanges. Market speculation around the Speech by Mr. Chu as well as the
overall trading performance of depository receipts listed on the Taiwan Stock Exchange
during the above period may have influenced the subsequent price of the TDRs and the
Shares. The price of the Shares declined to HK$1.30 on 29 September 2020 and increased to
HK$2.19 on 9 October 2020, whereas the TDRs declined to a lesser degree, with
intermittent price increases, before closing at TW$11.6 on 5 October 2020. Thereafter the
price of the Shares and the TDRs broadly trended downward further and closed at HK$1.38
(TW$4.53) on the last trading day of 2020,

From the beginning of 2021 to 14 April 2021 the Shares traded in a range of between
HK$1.08 and HK$1.38 and closed at HK$1.17 on 14 April 2021, before the Shares and the
TDRs reached a high of HK$1.51 on 19 April 2021 and TW$5.95 on 20 April 2021
respectively. The price of the Shares and the TDRs declined thereafter, closing at HK$0.83
on each trading day from 20 July 2021 to 28 July 2021 while the TDRs increased in price to
TW$5.41 on 7 July 2021 before generzlly decreasing to close at TW34.11 on 29 July 2021,
the tast day of trading prior to suspension of trading in the Shares and the TDRs and before
publication of the Joint Announcement on 12 August 2021. The Shares and the TDRs closed
at HK$1.00 and TW$4.11 respectively on such last trading day.
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On the trading day following the Joint Announcement Date the Share price increased
by approximately 41.0% to close at HK$1.41 and the price of the TDRs increased by
approximately 10.0% to close at TW3$4,52, Thereafter the Shares and the TDRs continued to
trade below, but close to, the Canceliation Price, and closed at HK$1.42 and TW$4.82
respectively on 18 October 2021, being the Latest Practicable Date.

(ii} Trading liquidity

Set out below are the monthly total trading volumes of each of the Shares and the

TDRs and the respective percentages of the monthly total trading volume to the total issued

Shares and public float of the Company during the Review Period:

2029
January
February
March
April

May

June

July
August
September
Oclober
November

December

2021

January

February

March

April

May

June

July

August

September

Frem | Qctober 2021 to the
Latest Practicable Date

Monthly
total trading
volume of
the Shaves
{Note 1)

778,000
1,214,008
178,000
1,416,000
4,936,000
4,124,000
5.042,000
5,606,000
13,481,200
2,012,080
712,480
216,000

284,000
430,000
218,400
1,106,000
4,000
276,000
108,000
6,683,200
3,196,600

1,758,000

Percentage
of the
monthly
total trading
volume of
the Shares to
the total
fssued
Shares

(Note 2)

0.2%
0.3%
0.0%
0.4%
1.2%
1.0%
1.3%
1.4%
3.3%
0.5%
0.2%
0.1%

0.1%
0.1%
0.i%
0.3%
0.0%
0.1%
0.0%
1.7%
0.8%

0.4%
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Pereentuge
of the
moathly
total trading
volume of
the Shares to
public float
of the
Company
{Note 3)

0.5%
0.8%
0.1%
0.9%
3.3%
2.8%
J4%
3.8%
9.0%
L3
0.5%
0.1%

0.2%
0.3%
0.1%
0.7%
0.0%
0.2%
0.i%
4.5%
1%

L2%

Mouthiy
total (rading
valume of
the TDRs
{Note 1)

31,003
772,008
493,003
1,087,677
1,153,675
2,854,282
16,130,277
37,448,961
75,889,013
228,431,504
71,324,057
17,859,328

19,826,005
1,401,331
5,228,248

33,411,880
1.43¢,994
2,886,335

16,861,873
9,528,799
3,926,464

2,324,253

Percenlage
of the
nionthly
fotal trading
volume of
thie TDRs to
the tefal
issued
Shares
{Note 4)

0.1%
0.2%
0.1%
0.3%
0.8%
0.7%
4.7%
5.3%
18.8%
56.7%
17.7%
6.9%

2.5%
1.8%
1.3%
8.3%
1.8%
0.7%
4.2%
24%
1.0%

0.6%

Percentage
of the
monthly
total trading
vilume of
TDRs to
public ftoat
of the
Company
{Note 5}

O.4%
G.5%
3%
G.7%
2.1%
1.9%
12.83%
25.1%
50.9%
153.3%
41.86
18.8%

6.1%
4.8%
3.5%
12.4%
5.0%
1.9%
[1.3%
6.4%
1.6%




Notes:
{1} Souwice: Stock Exchange, Taiwan Stock Exchange and the Company

(2)  The calculation is based on the monthly total trading volumes of the Shares divided by all the issued

Shares at the end of cach month or at the Latest Practicable Date, as applicable

{3) The calenlation is based on the monthly total trading volumes of the Shares divided hy the total
number of Shares held by the public ai the end of each month or at the Latest Practicable Date, as

applicable

(4)  The calculation is based on the monthly total trading volumes of the TDRs divided by all the issued

Shares af the end of each month or at the Latest Practicable Daie, as applicable

(5)  The calculation is based on the monthly total trading volumes of the TDRs divided by the total
number of Shares held by the public at the end of each month or at the Latest Practicable Date, as

applicable

As shown in the above table, in 2020 the monthly trading volumes of the Shares
represented approximately 0.0% to 1.4% of the total issued Shares, equivalent to
approximately 0.1% to 3.8% of the Shares constituting the public float of the Company,
save for the month of September 2020, where the monthly trading volumes of the Shares
represented approximately 3.3% of the total issued Shares, equivalent to approximately 9.0%
of the Shares constituting the public float of the Company.

From January 2020 to June 2020, the monthly trading volumes of the TDRs
represented approximately 0.1% to 0.8% of the total issued Shares (equivalent to
approximately 0.4% to 2.1% of the TDRs constituting the public float of the Company).
Trading subsequently increased for the rest of the year, with monthly trading volumes of the
TDRs for the period from July to December 2020 representing approximately 4.7% to 56.7%
of the total issued Shares (equivalent to approximately 12.8% to 153.3% of the TDRs
constituting the public float of the Company). Trading was particularty high in the month of
October 2020, with a monthly trading volume of approximately 56.7% of the total issued
Shares (equivalent to approximately 153.3% of the TDRs constituting the public float of the
Company).

Monthly trading volumes of the Shares in the period from January 2021 to September
2021 represented approximately 0.0% to 1.7% of the total issued Shares (equivalent to
approximately 0.0% to 4.5% of the Shares constituting the public float of the Company),
while monthly trading volumes of the TDRs during the same period represented
approximately 0.7% to 8.3% of the total issued Shares, equivalent to approximately 1.9% to
22.4% of the Shares constituting the public float of the Company, respectively.
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On the basis of the above, we consider that the Shares have not been actively traded,
except during the month of September 2020 and September 2021. The TDRs were not
actively traded in the first half of 2020, before an increase in trading activity in the second
half of 2020, in particular during the month of October 2020, and subsequently a decrease in
trading activity for the rest of the period, albeit at a generally higher level than observed for
the first half of 2020.

Scheme Shareholders who wish to sell a significant number of Shares in the market
may cause downward pressure on the market price of the Shares. While the TDRs have been
relatively more actively traded since the second half of 2020, should TDR Helders choose to
sell a significant number of their units in the market, a certain degree of downward pressure
could be expected. The Proposal and the Scheme represents an opportunity for the
Independent Shareholders to exit at a fixed cash price (i.e. Cancellation Price of HK$1.50),
which also represents premia over the historical average closing price of the Shares before
the Joint Announcement, as further discussed in the section below.

(iii} Cancellation Price comparisons
The Cancellation Price of HK$1.50 per Scheme Share represents:

(i) a premium of approximately 50.0% over the closing price of HK$1.00 per Share
as quoted on the Stock Exchange on the Last Trading Day;

(ii) a premium of approximately 73.8% over the average closing price of
approximately HK30.86 per Share for the 10 trading days up to and including
the Last Trading Day;

(iii) a premium of approximately 61.6% over the average closing price of
approximately HK$0.93 per Share for the 30 trading days up to and including
the Last Trading Day;

{iv) a premium of approximately 49.0% over the average closing price of
approximately HK$1.01 per Share for the 60 trading days up to and including
the Last Trading Day;

{v) a premium of approximately 38.9% over the average closing price of
approximately HKS$1.08 per Share for the 90 trading days up to and including
the Last Trading Day;

(vi) a premium of approximately 33.5% over the average closing price of
approximately HK$1.12 per Share for the 120 trading days up to and including
the Last Trading Day;

(vii) a premium of approximately 28.4% over the average closing price of
approximately HK$.17 per Share for the 180 trading days up to and including
the Last Trading Day,
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(viii) a premium of approximately 5.6% over the closing price of HK$1.42 per Share
on the Latest Practicable Date;

(ix) a premium of approximately 15.4% over the NAV per Share of approximately
RMB1.10 {or approximately HK$1.30) as at 31 December 2020;

(x) a premium of approximately 31.6% over the NAV per Share of approximately
RMB0.97 {or approximately HK$1.14) as at 30 June 2021; and

(xi} a discount of approximately 18.9% to the Re-assessed NAV per Share of
approximately RMB1.57 (or approximately HK$1.85).

The Implied TW$ Cancellation Price of TW$5.40 per TDR represents a premium of
approximately 31.4% over the closing price of TW$4.11 per TDR on the Taiwan Stock
Exchange on the Last Trading Day, premia of approximately 23.6%, 19.6%, 20,7%, 17.2%,
19.2% and 18.2% respectively over the average closing prices for the 10, 30, 60, 90, 120
and 180 days up to and incleding the Last Trading Day, and a premium of approximately
12.0% over the closing price of TW$4.82 per TDR on the Latest Practicable Date.

In summary, each of the Cancellation Price and the Implied TW$ Cancellation Price
represents premia of between 28.4% and 73.8% and between 17.2% and 23.6% respectively
over the closing prices of the Shares and the TDRs for different periods up to and including
the Last Trading Day, and the Cancellation Price represents a premium of approximately
31.6% over the NAV per Share as at 30 June 2021 and a discount of approximately 18,9%
to the Re-assessed NAYV per Share.

Peer comparison
(i) Privatisafion precedenits

We have compared the Proposal to privatisation proposals of companies listed on the
Main Board of the Stock Exchange announced since 1 January 2020 and up to the Latest
Practicable Date, which have been approved by disinterested shareholders or declared
unconditional and involve a cash consideration only (the “Privatisation Precedents”). The
Privatisation Precedents represent an exhaustive, fair and representative list that we were
able to identify from the website of the Stock Exchange, based on the above selection
criteria, Although the companies listed below may have different principal activities, market
capitalisations and financial fundamentals as compared to those of the Company, the reasons
behind the privatisation proposals may vary, and some aspects of pricing may be industry-
specific, we consider that the Privatisation Precedents, involving companies listed on the
Main Board of the Stock Exchange, provide a meaningful analysis of the overall market
trend of the pricing of this type of transaction in the Hong Kong equity capital market as
well as a meaningful benchmark for the Scheme Shareholders to evaluate the premium

provided in the Proposal.
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The table below illustrates the premia or discounts of the cancellation/offer price over

or to the respective last trading day price and respective last 10, 30, 60, 90 and 180 trading

days average share prices as well as the respective NAV and re-assessed NAV per share,

where available, in respect of the Privatisation Precedents:

Premiai{déscount) of the cancellationfoffer price averfto)
the closing pricefaverage closing price per share

Tate of {he first for the fast far the last for the last for the Jast
Rule 3.57.7 on the lasl 10 trading 30 trading 60 {rading 90 trading
announcentent Contpany name (stock code) trading day days days days days

27-hb-2

09-jul-2t
15-Jan-21
18-May-21
2-Apr-2l

28-Feb-21
25-Feb-11
03-Feb-21

a2l
21-Jan-21
20-Jan-21

17-Jan-21
13-Jan-21

32-Deg-20
13-Dac-20
17-Dec-20
14-Dec-20
fi6-Dec-20
{3-Nov-20
30-0c1-20
13-001-20

04-00t-20
21-5ep-20

24-5¢p-20
87-Sep-20
1-Aug-20
29-Jul-20
88-Jul-20
f12-Jul-20

{Notes | (Notes ! (Notes | {Notes | (Notes !
and ) and ) amd 3} and 2) and 2)

Mature Home Holding Company Limited 9.3% 809 31.5% 09% 38.4%
(2083)

Beijing Capital Laad Lad, (2868) §2.3% 76.9% 14% 149.9% 141.5%

Bestway Global Holding Inc (335§) 0% 128% 1.1% 62.8% A%

Chong Hing Bank Limited {1111} 312G 95.9% 104.7% 188.3% 111.5%

Tnner Mongofia Energy Englneering Co Lud 5% 4.6% 41.0% W0.1% 85%
1649)

Xiezhong Intemational Holings Lid (3603) 17.6% W8% 15.9% 8I% 11.3%

Sichoan Languang Justbon Services Groop 39.4% 16.6% 16.8% 4.6% 4%
Co., Ltd (2606}

Zhejiang Cangnan Instrument Group 13.2% 151% 18.0% 25.2% $4%
Campany Ld {IH3

Ziwhai Holdiags lnvestment Geoup Lid ($08) 31845 17.5% 524% 56.1% 37.4%

Polytec Asset Holdings Lid {208) 6L3% 63.2% TL.5% 94.2% 104.1%

Zhejiang New Century Hotel Management M.7% jaR v 8% 9.7 0.3%
Ca Lid (L58)

HKC (Holdings) Limited (190) 1045 123.0% 119.5% 109.3% 160.3%

China Machinery Enginezring Corporalion 4$5.1% 93.7% 118.3% 126.9% 126.3%
{1829)

Huilu Payment Ltd {1304) 16.5% 41.8% 41.0% 554% 3496

SHX Hoag Kong Indusiries Lid {666) 30.0% 323% $11% 6.0% 89.4%

Rivera (Holdings) Ltd 1281) 62,5¢% 63.7% 63.6% T.1% 71.3%

Creative Entezprise Holdings Ltd {3992 (13.4%) 0.5% 14.5% 0% pIRis

LT Limited {939) 3.6% %.6% 135.5% 162.4% 173.0%

CAR Ine (A99) 18.0% M 50.2% 558% hYAL]

Tonly Electroniv Holdings Lig {1249 15.0% L% 2R0% 55% 1585

Shanghai Priee Machivery Company Lid 68.4% 108.6% (10.9% 112.6% 120.8%
(2345

CIMC-TianDa Holdings Company Lid {3} 0.4% 2A4.2% 18.5% 20.8% 1689

China Zhongdi Dairy Holdings Company Lid 110% 20.0% 18% 14.3% 71.6%
(1482

AMVIG Holdings Led (200 SL4% 33.5% 36.3% S 36.1%

Changshouhua Faod Company Lid {1006) 16.4% 4.7% 329 6.1% £38%

Leyou Technologies Holdings Lid {1U89) 4.5% 51% 3.3% 17.1% 6T

Kinghua Port Holdings Lud (1990) pAN L 1.4% 53.2% 92.¥b 124.8%

0-Net Technologies (Group) Lid (877} 216% B .46% 28.0% 14.1%

Vanlage ternationat {Holdings} Limited 30.0% 103.6% [19.5% H5.0% 105.1%
(15)

28 —

for the last
180 Irading
days
{Notes |
and 2}

3.1%

122.6%
1917%
118.8%

12

13.6%

6.5%

(35.9%)

0%
99.1%
%

9,15
103.1%

15.1%
5%
63.9%
41.2%
156.7%
45.7%
59.4%
138.4%

49.3%
147%

40.5%
5904
D1%
142.0%
43.2%
1.6%

Premia/discount) of
the cancellation/
offer price everfto)
Ihe Latest period

re-assessed

NaV NAV
atfributable  afirlbutable
te awners of lo owners of
the contpany lhe company
per share  per share
{Notes 2

{Note 3) amd 3)

{19.0%) (241%)

43119 #49.0°%)

13.3% 0.0%
(9.2%) NIA
61.6% NiA

16.2% 4000%

(Nose 4
UBI% NIA
W0.2% NiA

T6.4% 121.5%)
(33.0%) (54.6%)
1836.0% A

X (6839

125.4%) NIA
81.5% NIA
(216%) Md
GLIE (5759
124.0% NiA

n% N4
103.9% NiA
8139 NiA
{10 NI

WG NI

16.6% 1%
{#5.9%) WA
(38.5%) NiA
4358% NiA
11219 A
126.5% NiA
OLI% 6209




Premiaf{discount) of
the cancellation/

Preveiaf{discount) of the cancellatian/oller price overf{to} offer price over/ita)
the tlosing pricefaverage closing price ger share the fatest period

' re-assessed
HAY NAY
aléributable attributable
Date of the first for fhe last  Tor the last  for the last dor the st for the lzst tu owners of ta owners of
Rule 3.53.7 oo the last 10 frading 30 teading 60 trading 90 trading 180 trading {he company the company
announcement Company nane {stock code) trading day days days days days days  per share  per share
Notes | (Notes | {Notes | Nows 1 {Notes 1 {Notes ! {Notes 2

H-Jun-20
13-Jun-20
12-Jun-20

03-Jug-20
0i-Jun-20
20-Agr-20

03-Apr-20

20-Mar-20
20-Jan-2)

and 1y and 2) wnd 2} and 2) and 3) and 3 tNote 2} and J)

China Baofeag (International) Limited (1966} 3% 6[.9% 503% 105% 38.9% 10.7% {35%) NiA
Golden Medilech Holdings Ltd (801) 41.9% 33.6% 61.3% 55.8% ¥.1% 1.6% 133.2%) (40.7%)
fenmao Hotel and Jinmao (China) Hetel 4% N38% §2.6% §6.8% 64.6% B.0% 31.i% {21.4%)
lnvestments and Management Lid {6139)
Capxon [neernutional Elecironic Company 1% 04.2% $8.4% 1844 76.1% $16% 0.4 (54.9%)
Lt 469}
Huadion Fusia Energy Corporation L (816) 65.0% 35.9% §7.9% 80.3% LA 15.8% (14.0%) NA
Allisd Properties {HK) LId (36 kN 1.6% 39.3% B¥ 1% 2L7% 166.3%) 163.8%)
Elec & Eliek Inteenational Company Limited 10.5% 16.8% 41.5% 10.5% 4% 5359 3% 1%
(130
Li & Funy Led (494 150.0% 135.6% 05.2% % 62.1% 43.1% $.1% NiA
BBI Life Sciedces Corperalion {1013) 16,)% A% 42.5% 46.1% 41.9% 36.7% 98.9% 85.7%
Maximum (Note 4) 150.0% 135.6% 135.5% 1624% 173.0% 136.7% 435.8% 35.0%
Mininm (Note 4) (13.4%) 0.6% 3% 17.0% 44% (33.9%) {10.2%) (68.3%)
Average (Note 4) 42.5% 337% 89% 65.2% 66.3% 63.4% 4045 (23.9%)
Medizn (Noie 4} 3B.6% 46.7% 3L3% 36.9% 31.4% L% 1% 7%
The Proposal and the Scheme 30.0% 13.8% 61.6% 19.0% 1BI% 184% 4% (18.9%)

Sourcer Bloomberg end the website of the Stock Exchange

Nates:

(1)

2)

(3)

)

Up to and including the last trading day of the shares prior to the publication of the Rule 3.5 announcement or the

initial Rule 3.7 announcement (where applicable)
Subjeet to rounding difterences

The re-assessed NAY per share for each of the Privatisation Precedents has been arrived at after making adjustments
on net asset value, principally covering (i) revaluation swiplus arising trom the valuation of respective property

interests and (ii) relevant fax effects

Xiezhong International Holdings Lid shows a premivm of the Cancellation Frice over the re-assessed NAV per
Share attributable to owners of the Company of approximately 400.0% due te a revaluation deficit arising from the
propesty valuation report included in the relevant scheme document. Given the significant deviation from other
Privarisation Precedents as evidenced by its being some four times the second highest premium of approximately
85.7%, we consider it an outlier and have not included it in seiting out the mean, median, maximum and minimum

of the Cancellation Price over the re-assessed NAV per Share attributable to owners of the Company
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As set out above, the average and median premia of the Privatisation Precedents over
the (average) closing price on the last trading day, and for last 10, 30, 60, %0 and 180
trading days range from approximately 41.9% to 63.4% and approximately 34.3% to 57.4%
respectively. The generally higher average premia compared o the median premia is mainly
due to the exceptionally high premia over market prices offered pursuant to certain
Privatisation Precedents, For example, the privatisation case of Li & Fung Ltd involved a
substantial premium of approximately 150.0% over the market price on the last trading day,
much higher than the relevant median premium of approximately 34.3%, while the
privatisation case of Shanghai Prime Machinery Company Ltd invelved substantial premia
ranging from 108.6% to 138.4% over the last 10 to 180 trading days. As such, the median
premia of the Privatisation Precedents may offer a better analysis compared to average

premia which are relatively more prone to distortion by outliers,

Based on the above table, the premia as represented by the Cancellation Price under
the Proposal and the Scheme are above the corresponding median premia of the Privatisation
Precedents for the last trading day and the last 10 to 30 trading days. Although the premia
as represented by the Cancellation Price under the Proposal and the Scheme are below the
corresponding median premia of the Privatisation Precedents for the last 60, 90 and 180
trading days, they are all substantially above the respective low ends (ranging from
approximately (35.9%) to 17.0%) and well within the corresponding ranges. We consider the
premia as represented by the Cancellation Price under the Proposal and the Scheme to be in
line with those offered under the Privatisation Precedents and beneficial to the Independent
Shareholders,

As set out in the above table, the Privatisation Precedents show an average and median
discounts to re-assessed NAV per share of approximately 28.9% and 40.7% respectively,
after excluding an outlier {see Note 4 to the table). The Cancellation Price represents a
discount of approximately 18.9% to the Re-assessed NAV per Share, which is lower than
both the corresponding average and median discounts of the Privatisation Precedents.
However, not all the Privatisation Precedents include a property revaluation. The premium
of the Cancellation Price over the NAV per Share attributable to owners of the Company as
at 30 June 2021 based on book values is, though below the average premium of the
Privatisation Precedents, above the median premium.
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[rate of
detisting

18-Jan-21

13-Jan-21
30-Mov-20

30-0ct-20
30-0c1-20

B1-Fun-20

Source

Notes:

(1

(2)

(3)

As a secondary analysis we have also compared the Proposal and the Scheme to

privatisation proposals of companies which have been delisted from the Taiwan Stock
Exchange in the period from 1 January 2020 to the Latest Practicable Date involving a cash
consideration only (the “Taiwan Privatisation Precedents”). The Taiwan Privatisation

Precedents represent an exhaustive, fair and representative list that we were able to identify

from the website of the Taiwan Stock Exchange, based on the above selection criteria,

The table below illustrates the premia or discounts of the cancellation/offer price over

or to the respective Jast trading day price and respective last 10, 30, 60, 90 and 180 trading

days average share prices as well as the premia or discounts of the cancellation/otfer price

over or to the relevant NAV per share in respect of the privatisation proposals:

Pzemiaf{discount) of the camcellationfoffer price overio)
the closing priefaverage closing price per share

Date of initlal on the fast For the last 0 Far the last 30 for the tast 60 for the last 30

announcensent  Company name (steck code) trading day  wading days

trading days

trading days

lrading days

for Lhe last
(80 trading
days

fNotes | and 2) (Notes J and 2} Notes ! and 2) (Newes §and 2) (Nures 1 and 2} (Notes | and 2)

13-Jul-2 Taiwan Prosperity Chemical BA% n3%
Coep (TT479)

13-Aug-20 Casetek Holdings Ld (TT.5264) 15.3G 1%

09-Aug-19 Lit:-On Semicenductor Corp 4% 33.9%
{TT.5305}

[l-Jun-20 Colond Holdings Led (TT.4144) 1L1% 19.5%

35-Feb-20 Growww Media Co Lid 13.7% 18.3%
(TT.3497)

11-Feb-20 Taiwan Palp & Pager Corp 1% L1
{TT.1502}

Maxinum 44 31.9%

Mintmure 17% L.7%

Average 18.2% 19.7%

Median 18.7% 20.3%

The Propasal aud the Scheme (Note 3) A% 3.6%

: Bloomberg and the website of the Taiwan Stock Exchange

15.6%

25.2%
1%

ILI%
.54

L.6%
Ak
1.6%
LM
N34

19.6%

10.2%

1184
bk

9.8%
B34

H.3%

3.0%
143%
8.1%

w0i%

J.ig%

1%
3%

1%
32.5%

(12.0%)

1545
3545

14%
3524

52
15.4%
(120%)
.65

024

18.2%

Premia/
(discount) of
the
cancellationf
offer price
averite) the
latest peried
NAY
aifributable to
owners of the
<ompany per
share

(Note 2}

160,145

26,1%
0,6

{10.9%)
H32%

it
RIRNS
{H9%)

$5.0%

4135

Jle%

Up to and inclnding the last trading day of the shares prior to the publication of the initial announcement of the

respective privatisation

Subject to rounding differences

Calculated with reference to the Implied TW$ Cancellation Price where relevant
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As sect out above, the premia in Taiwan as represented by the Impled TWS$
Cancellation Price under the Proposal and the Scheme are above both the corresponding
average and median premia of the Taiwan Privatisation Precedents for the last trading day
and the last 10 trading days. They are lower than the cofresponding average and median
premia for the last 30, 60, 90 and 180 trading days but well within the corresponding
ranges, which is favourable to the Independent Shareholders.

We note that none of the Taiwan Privatisation Precedents set out in their public
documents on the respective privatisation a re-assessed NAV figure on a similar basis as the
Privatisation Precedents in Hong Kong. As set out above, the premium of the Cancellation
Price over the NAV per Share attributable to owners of the Company as at 30 Fune 2021 is
below the relevant average and median premia of the Taiwan Privatisation Precedents, but
within the corresponding range.

(if) Potential comparable company

As set out in the section headed “Rackground”, the Group is principally engaged in
the design and production of CNC machine tools, the design and construction of three-
dimensional car parking garage structures and the design and assembling of forklift trucks.
For each of the financial year ended 31 December 2020 and the six month period ended 30
June 2021, each of revenue and segment profits derived from the design and production of
CNC machine tools accounted for close to 80% of the Group’s revenue and segment profits
attributable to owners of the Company, respectively. On this basis we have conducted a
search for companies listed on the Stock Exchange that we consider to have a business
similar to the Group, i.e. which derive the majority of their revenue and profits from the
production of CNC machine tools, according to their latest published annual reports. In our
view, based on an exhaustive search conducted on Bloomberg, we identified only one
comparable company, Precision Tsugami (China} Corporation Limited (stock code: 1651),
with a market capitalisation of approximately HK$3.8 billion as at the Latest Practicable
Date {“Precision Tsugami”, together with its subsidiaries, the “Precision Tsugami
Group”). The Precision Tsugami Group manufactures and sells CNC machine tools,
including lathes, machining centres and grinding machines. As set out in its annual report
for the financial year ended 31 March 2021, the Precision Tsugami Group recorded revenue
of approximately RMB3,117.0 million and net income of approximately RMB392.0 million
for the financial year ended 31 March 2021, and equity attributable to owners of
approximately RMB1,758.3 million as at 31 March 2021.
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We consider that an earnings-based or cash-flow-based analysis is preferable for the
purpose of assessing companies comparable to the Company, as it is more relevant to
determining the market valuation of manufacturing businesses with an earnings-based
assessment rather than, for example, a balance sheet-baséd analysis which may be more
usual for an asset-heavy business such as a property developer or a bank. As the Group has
recorded recent net losses and negative earnings before interest, taxes, depreciation and
amortisation, no reasonable earnings- or cash-flow-based ratio can be calculated on this

basis.

Any comparative analysis is constrained by the fact that we have identified only one
comparable company, Precision Tsugami. Precision Tsugami has a market capitalisation of
some six times that of the Company at the Cancellation Price, does not have the loss-making
associates as the Company does and, being strongly profitable, creates a difficult basis of
comparison with the Company. Due to the limited application of the analysis it should be
read in conjunction with our views that are set out in other parts of this letter, including the
analysis of the historical Share price, trading liquidity and privatisation precedents, On these
grounds, we are of the view that a comparison with Precision Tsugami may not be valid or
useful for the Independent Shareholders.

8., Overseas Sharehclders

The Scheme Shareholders who are resident overseas or subject to overseas taxation or Hong
Kong taxation on security dealings should consider their own tax position and, if in any deubt,
should consult their own professional advisers, For the TDR Holders, the Scheme Document will
be delivered to the Depository Agent for the Depository Agent to take necessary actions on behalf
of the TDR Holders, such as relaying messages including notices to the TDR Holders, receiving
applications from the TDR Holders to convert their TDRs into Shares and handling payments to
the Independent TDR Holders on behalf of the Shareholders. The underlying Shares of the TDRs
have the same rights (including voting right) as other Shares and thus the TDR Holders may
through giving instructions to the Depository Agent exercise the voting right attached to the
underlying Shares if the TDRs are not converted.

The voting mechanism at the EGM and the Court Meeting for TDR Holders is explained in
the section headed “Overseas Shareholders” in the Explanatory Statement in the Scheme

Document.

On the basis that the Scheme becomes effective on Thursday, 9 December 2021 (Cayman
Islands time), a cheque for the cash entitlements to the Scheme Sharcholders will be despatched
to the recipients to their registered addresses shown in the register of members of the Company at
the Scheme Record Time on the Scheme Record Date on or before Monday, 20 December 2021
and the Custodian Bank will accordingly pay the relevant amount to the Depository Agent upon
receipt of such payment from HKSCC Nominees. The Depository Agent will further make the
relevant payments to the TDR Holders on or about Wednesday, 5 January 2022,
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The TDR Holders have the right to convert their TDRs into Shares. There is a time
restriction for the TDR MHolders to voluntarily exercise their right to convert the TDRs into
Shares. The TDR Holders may submit conversion applications to convert their TDRs into Shares
until 3:00 p.m. on Monday, | November 2021, 1 November 2021 is the latest date for the TDR
Holders to submit conversion applications for the Depository Agent to then carry out internal
conversion procedures and the conversion from TDRs to Shares will be completed and settled
within 10 Business Days of the conversion application. During the period from 2 November 2021
to 30 November 2021 (both dates inclusive), no application of conversion, transfer or issuance of
the TDRs will be accepted, and the Register of TDR Holders in Taiwan will be closed from 9
November 2021.

The TDR Holders automatically lose their right to exercise their voting rights attached to the
underlying Shares once their TDRs have been converted into Shares, but can stilf exercise their
voting rights of the Shares converted from the TDRs, The Depository Agent will only distribute
the Scheme Document to the TDR Holders listed in the Register of TDR Helders in Taiwan and
collect their voting instructions on or after @ November 2021, Once the conversion applications
are submitted and the TDR Holders’ relevant TDRs are converted, the Depository Agent will not
process their voting instructions given they are no longer listed on the Register of TDR Holders

in Taiwan.

Under Taiwan laws, there are no appraisal rights for the TDR Holders to petition to the
Taiwan court for buying back the cancelled TDRs, the underlying Shares of which have been

cancelled in exchange for the Cancellation Price, based on fair market value.

In view of the Cancellation Price to be paid to the Scheme Sharcholders, including the
underlying Shares of the TDRs held by TDR Holders, the Offeror has sought advice from its
Taiwan legal adviser, Tsar & Tsai Law Firm. Based on such legal advice, the Company confirmed
that it has no obligation to repurchase the TDRs, the underlying Shares of which have been
cancelled in exchange for the Cancellation Price, at a price equal to or no less than the net asset
value of the Company. As advised by Tsar & Tsai Law Firm, the rules of the Taiwan Stock
Exchange do not require a separate Shareholders’ resolution for approving the delisting of TDRs
after the underlying Shares are delisted. If the TDR Holders disagree with the Scheme, they can
exercise their rights pursuant to the Depository Agreement to vote against the Scheme or to sell
the TDRs or the converted Shares.

Please refer to the section headed “Overseas Shareholders” in the Explanatory Statement in
the Scheme Document on pages 96 to 101 in the Scheme Document for further details.

~34 -




DISCUSSION
(i) Group financials and prospects

The Group’s principal business is the manufacture and sale of CNC machine tools, mainly in
the PRC. The Group’s revenues have declined in 2020, with revenue of RMB875.3 million in
2020, around 3.9% lower than in 2019. Revenues increased to RMB472.8 million in the first half
of 2021, around 23.5% higher than in the first half of 2020. The Group recorded a net loss of
RMB248.2 million in 2020, but reduced its net loss from RMB95,3 million in the first half of
2020 to RMB39.8 million in the first half of 2021. As at 30 June 2021 the Group recorded an
NAV of RMB391.1 million, with net current assets of RMB120.7 million and a gearing ratio of
22.6%. The majority of the Group’s borrowings are unsecured bank borrowings due within the
next twelve months., The Re-assessed NAV of the Group is RMB633.3 million, adjusted for the
valuation of the Group’s property interests, mainly manufacturing sites in the PRC, The Company
did not pay dividends in 2019, 2020 or in the first half of 2021.

The Group’s prospects are driven to a large extent by the performance of the machine tool
market in the PRC. The Covid-19 pandemic brought challenges to the Group, but overall business
performance improved in the first half of 2021. Profitability of the Group is also influenced by
the Group’s German associate company, which has been loss-making in 2020 and in the first half
of 2021. Uncertainties remain about the future performance of the Group’s associates, and the
impact globally of the Covid-19 pandemic in the short to medium term,

(ii} Share price and trading liquidity

The Proposal and the Scheme call for the Scheme Shares to be cancelled in return for a cash
payment of HK$1.50 per Scheme Share. It has been stated that this price will not be increased.
The Cancellation Price will be paid to the Scheme Shareholders, inciuding the underlying Shares
of the TDRs held by TDR Holders. We have reviewed the trading of the Shares on the Stock
Exchange and the TDRs on the Taiwan Stock Exchange. Each of the Cancellation Price and the
Implied TW$ Cancellation Price represents premia of between 28.4% and 73.8% and between
17.2% and 23.6% respectively over the closing prices of the Shares and the TDRs for different
periods up to and including the Last Trading Day.

Generally speaking, the Shares have not been actively traded on the Stock Exchange, except
during the month of September 2020. Consequently, if Shareholders tried to sell a significant
number of Shares, this would put downward pressure on the Share price. The TDRs were not
actively traded in the first half of 2020, before an increase in trading activity in the second half of
2020, in particular during the month of October 2020. However, while the TDRs have been more
actively traded since the second kalf of 2020, if TDR Holders choose to sell a significant number
of their units in the market, this could put pressure on the price of the TDRs.

The Cancellation Price represents a premium of 32.7% over the Company’s PO price of
HK$1.13 on 11 January 2006.
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(iii) Privatisation precedents

We have reviewed precedents for privatisation of companies listed on the Main Board of the
Stock Exchange involving a cash consideration. The premia as.represented by the Cancellation
Price under the Proposal and the Scheme are above the corresponding median premia of the
Privatisation Precedents for the last trading day and the last 10 to 30 trading days. Although the
premia under the Proposal and the Scheme are below the corresponding premia of the
Privatisation Precedents for the last 60 to 180 trading days, they are all well within the
corresponding ranges. We have also reviewed recent privatisation precedents in Taiwan, which
return a similar result. On this basis we consider the premium over market price offered under the
Proposal and the Scheme to be in line with the market.

(iv) Re-assessed NAV comparison

The Canceliation Price represents a premium over the NAV per Share as at 30 June 2021 of
31.6% and a discount to the Re-assessed NAV of [8.9%. The premium of the Cancellation Price
over the NAV per Share is below the median premium of the Taiwan Privatisation Precedents but
above the median premium of the Privatisation Precedents. The discount of the Cancellation Price
to the Re-assessed NAV is lower than the relevant average and median discounts of the
Privatisation Precedents of 28.9% and 40.7% respectively, which we consider a favourable aspect
of the Proposal for the Independent Shareholders.

OPINION AND RECOMMENDATION

Based on the above principal factors and reasons, particularly the Cancellation Price
premium over recent Share prices and the premia under the Proposal and the Scheme as compared
to the majority of the Privatisation Precedents and despite the 18.9% discount to the Re-assessed
NAV, we consider the terms of the Proposal and the Scheme are fair and reasonable so far as the
Independent Shareholders are concerned. Accordingly, we advise the Independent Board
Committee to tecommend the Independent Shareholders to vote in favour of the relevant
resolutions to be proposed at the Court Meeting and the EGM to approve the Scheme and
implement the Proposal.

Yours faithfully,
for and on behalf of
SOMERLEY CAPITAL LIMITED

PRI Y

M. N. Sabine
Chairman

Mr, M. N. Sabine is a licensed person registered with the SFC and the Chairman and a responsible officer of
Somerley Capital Limited, which is licensed under the SFO to carry owr Type | (dealing in securities) and Type 6

(advising on corporate finance) regulated activities. Fle has over 40 years' experience of corporate finance transactions.
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