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This summary aims to give you an overview of the information contained in this circular. As
this is a summary, it does not contain all the information that may be important to you. You should
read the whole circular before making a decision as to how you would cast your votes at the SGM
in relation to the transactions and the appropriate course of action for yourself.

There are risks associated with any business. Some of the particular risks are set out in the
section headed “Risk factors” in this circular. You should read the section carefully before you
decide on the transactions.

BACKGROUND

The purpose of this circular is to provide the Shareholders with further information in respect

of, among others, (i) the Acquisition; (ii) the Subscription; (iii) the [REDACTED]; (iv) the Whitewash

Waiver; (v) the Special Deal; (vi) the proposed appointment of a proposed Director who is currently

not a Director as at the date of this circular; (vii) the adoption of the Bye-laws; (viii) a letter of advice

from the Independent Financial Adviser to the Independent Board Committee and the Independent

Shareholders; and (ix) a notice of the SGM.

Trading in the Shares on the Stock Exchange has been suspended since 23 January 2018. The

Acquisition forms part of the Resumption Proposal seeking the resumption of trading in the new

Shares. Upon completion of the Acquisition, the Enlarged Group will have a sufficient level of

operation while the proceeds from the [REDACTED] will improve the financial and liquidity position

of the Enlarged Group based on the financial effect of the Proposed Restructuring, details of which

are set out in the paragraph headed “Letter from the Board — Financial effects of the Proposed

Restructuring” in this circular. The Directors and the proposed Director believe that the terms of the

Acquisition Agreement are fair and reasonable and in the best interests of the Company and its

Shareholders as a whole. The Company entered into the Acquisition Agreement on 7 August 2019 with

the Vendor (as supplemented by five supplemental agreements dated 16 August 2019, 5 December

2019, 5 March 2020, 25 May 2020 and 4 September 2020, respectively, and as may further be

amended, supplemented or otherwise modified from time to time), pursuant to which the Company

conditionally agreed to acquire the Sale Share and the Sale Loan. Under the Acquisition Agreement,

the Company shall purchase from the Vendor the Sale Share, being the entire equity interest in the

Target Company. The entire issued share capital of the Target Company is owned as to 100% by the

Vendor. Upon completion of the Acquisition, the Target Company will become a direct wholly-owned

subsidiary of the Company. The Vendor will become a substantial shareholder holding 17.6% of the

enlarged issued share capital of the Company.

CHANGE OF PRINCIPAL BUSINESS ACTIVITIES OF THE ENLARGED GROUP AFTER
RESUMPTION

The Company does not intend to continue the existing businesses of the Group after Resumption.

After Acquisition Completion, the Target Company will become a direct wholly-owned subsidiary of

the Company and the Enlarged Group will principally carry out civil engineering works. Other than

the transactions contemplated under the Proposed Restructuring and the introduction of the business

of the Target Group, the Company does not intend to introduce any major change to the Enlarged

Group’s business.
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BUSINESS OF THE TARGET GROUP

PCL, a wholly owned subsidiary of the Target Company, is a Hong Kong-based subcontractor
established in April 2013 whose principal business is the carrying out of civil engineering works
including (i) foundation works; (ii) reinforced concrete structure works; (iii) site formation works;
and (iv) other civil works in both public and private sectors in Hong Kong. The following tables set
out the revenue breakdown of the Target Group by (i) business sector and (ii) type of construction
works:

Revenue by business sector

For the year ended 30 September For the nine months ended 30 June

2017 2018 2019 2019 2020

HK$’000 % of total

revenue

HK$’000 % of total

revenue

HK$’000 % of total

revenue

HK$’000

(unaudited)

% of total

revenue

HK$’000 % of total

revenue

Public sector 189,020 86.7 194,763 65.3 127,360 38.0 96,881 41.3 132,992 54.2

Private sector 29,046 13.3 103,386 34.7 207,833 62.0 137,734 58.7 112,393 45.8

Total 218,066 100.0 298,149 100.0 335,193 100.0 234,615 100.0 245,385 100.0

Revenue by type of construction works

For the year ended 30 September For the nine months ended 30 June

2017 2018 2019 2019 2020

HK$’000 % of total
revenue

HK$’000 % of total
revenue

HK$’000 % of total
revenue

HK$’000
(unaudited)

% of total
revenue

HK$’000 % of total
revenue

Foundation
works 18,524 8.5 97,763 32.8 146,277 43.7 120,145 51.3 68,397 27.9

Reinforced
concrete
structure
works 176,575 81.0 128,478 43.1 92,234 27.5 41,402 17.6 81,647 33.3

Site formation
works 13,627 6.2 43,059 14.4 90,928 27.1 68,109 29.0 94,370 38.4

Other civil
works 9,340 4.3 28,849 9.7 5,754 1.7 4,959 2.1 971 0.4

Total 218,066 100.0 298,149 100.0 335,193 100.0 234,615 100.0 245,385 100.0

COMPETITIVE STRENGTHS OF THE TARGET GROUP

The directors of the Target Company believe that the success and future prospects of the Target
Group are underpinned by a combination of the following key competitive strengths:

• The Target Group possesses an experienced and qualified management team

• The Target Group imposes stringent quality control and commits to maintain safety
standard

• The Target Group’s capacity to carry out a variety of civil engineering works for its
customers
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• The Target Group has experienced and professional staff in carrying out construction works

• Stable relationship with the Target Group’s major customers and suppliers

BUSINESS STRATEGIES OF THE TARGET GROUP

The Target Group is adopting the following strategies to build on the competitive strengths

described above:

• Strengthen the Target Group’s team to maintain high quality of civil engineering works

provided to its customers

• Strengthen the Target Group’s Hong Kong market position to secure stable revenue growth

Please refer to the paragraph headed “Business of the Target Group — Business strategies” in

this circular for details.

RISK FACTORS

There are certain risks involved in the business and operations of the Enlarged Group and in

connection with the Acquisition. The risks can be categorised into: (i) risks relating to the Acquisition,

the [REDACTED] and the Subscription; (ii) risks relating to the Target Group; (iii) risks relating to

the industry in which the Target Group operates; (iv) risks relating to Hong Kong in general; and (v)

risk relating to this circular. These risk factors are further described in the section headed “Risk

Factors” in this circular.

CUSTOMERS AND SUPPLIERS

During the Track Record Period, the customers of the Target Group are contractors and

subcontractors of various types of civil engineering works of construction projects in public and

private sectors in Hong Kong. For the years ended 30 September 2017, 2018 and 2019 and the nine
months ended 30 June 2020, the total revenue attributable to the top five customers of the Target
Group amounted to approximately HK$216.2 million, HK$223.8 million, HK$264.5 million and
HK$209.8 million, representing approximately 99.1%, 75.1%, 78.9% and 85.5% of the total revenue
of the Target Group respectively.

During the Track Record Period, the Target Group’s suppliers principally included the suppliers
of construction materials and subcontractors. In general, the Target Group is provided with
construction materials by its customers under contra-charge arrangements. Depending on the Target
Group’s capacity, types of civil engineering works and cost effectiveness, the Target Group may
subcontract certain works in a project to other subcontractors in Hong Kong. For the three years ended
30 September 2019 and the nine months ended 30 June 2020, the costs of purchase from the Target
Group’s top five suppliers were approximately HK$118.5 million, HK$129.3 million, HK$136.4
million, and HK$84.6 million, representing approximately 62.4%, 51.6%, 47.8% and 40.1% of the
total cost of services respectively.
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SUMMARY OF FINANCIAL INFORMATION OF THE TARGET GROUP

The following is a summary of the Target Group’s financial information during the Track Record
Period as derived from the accountants’ report of the Target Group. This summary should be read in
conjunction with the aforesaid accountants’ report of the Target Group in Appendix I and the section
headed “Financial information of the Target Group” in this circular.

Highlights of consolidated statement of profit or loss and other comprehensive income

Year ended 30 September
Nine months ended

30 June

2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Revenue 218,066 298,149 335,193 234,615 245,385

Cost of services (189,587) (250,887) (285,563) (199,499) (211,353)

Gross profit 28,479 47,262 49,630 35,116 34,032

Other income — 4 74 72 653

ECL (allowances)/reversal of
trade receivables and contract
assets, net (380) (576) 122 216 (218)

Administrative and other
operating expenses (3,019) (5,675) (5,895) (4,259) (4,237)

Finance costs (67) (218) (722) (530) (697)

Profit before income tax 25,013 40,797 43,209 30,615 29,533

Income tax expense (4,160) (6,648) (6,989) (4,978) (4,629)

Profit and total comprehensive
income for the year/period 20,853 34,149 36,220 25,637 24,904

Highlights of consolidated statement of financial position

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Total assets 63,199 115,460 140,594 155,269

Total liabilities 27,536 45,648 104,572 94,343

Net current assets 33,892 60,998 29,952 54,849

Net assets 35,663 69,812 36,022 60,926
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Highlights of consolidated statement of cash flows

For the year ended 30 September
For the nine months

ended 30 June

2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Operating cash flow before
working capital changes 26,208 44,707 46,861 33,303 32,515

Net cash generated from/(used
in) operating activities 11,518 20,430 13,038 (13) 25,331

Net cash used in investing
activities (11,932) (12,084) (23,316) (9,040) (161)

Net cash generated from/(used
in) financing activities (498) 1,386 8,444 9,432 (16,606)

Net increase/(decrease) in cash
and cash equivalents (912) 9,732 (1,834) 379 8,564

Cash and cash equivalents at the
end of year/period 1,529 11,261 9,427 11,640 17,991

KEY FINANCIAL RATIOS OF THE TARGET GROUP

The following table sets forth the key financial ratios of the Target Group as at/for the periods

indicated. For more details, please see the paragraph headed “Financial information of the Target

Group — Summary of key financial ratios” in this circular.

As at or for the year ended
30 September

As at or for
the nine

months ended
30 June

20202017 2018 2019

Profitability ratios

Return on total assets 33.0% 29.6% 25.8% 16.0%

Return on equity 58.5% 48.9% 100.5% 40.9%

Liquidity ratios

Current ratio and quick ratio 2.4 2.5 1.3 1.6

Capital adequacy ratios

Gearing ratio 8.0% 14.3% 54.5% 46.1%

Net debt to equity ratio 3.7% N/A 22.0% 12.8%

Interest coverage 374.3 188.1 60.8 43.4
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RECENT DEVELOPMENT AND NO MATERIAL ADVERSE CHANGE

Subsequent to the Track Record Period and up to the Latest Practicable Date, the Target Group
continued to focus on its principal business of carrying out civil engineering works.

As at the Latest Practicable Date, the Target Group had a total of 19 projects on hand with total
contract sum of approximately HK$772.9 million which were in progress or not yet commenced.
Approximately HK$88.0 million is expected to be recognised as revenue for the period from 1 July
2020 to 30 September 2020 and approximately HK$328.3 million is expected to be recognised as
revenue after the year ending 30 September 2020 from the aforesaid on-going projects. The Target
Group anticipates that its financial results for the year ending 30 September 2020 will be adversely
affected by the [REDACTED] incurred in 2020.

Subsequent to the Track Record Period and up to the Latest Practicable Date, the Target Group
entered into a contract to purchase nine excavators in the amount of HK$21.6 million to cater demand
of a project in Hong Kong International Airport awarded to the Target Group in August 2020. The
Target Group purchased the nine excavators through finance lease arrangement with financial
institution with a term of two years. Pursuant to the finance lease agreement, the Target Group is
required to pay monthly rent to the financial institution and is given the option to purchase these
machinery at a nominal amount at the end of the term. The finance lease agreement carries a flat rate
of 2.65% per annum. The directors of the Target Company are of the view that such addition in
machinery is necessary in order to cope with its business development, increase its overall operational
efficiency and capacity in performing its civil engineering works.

The directors of the Target Company confirm that, since 30 June 2020 (being the date to which
the last audited financial statements of the Target Group were prepared) and up to the date of this
circular, (i) there has been no material adverse change in the market conditions or the industry and
environment in which the Target Group operates that materially and adversely affect its financial or
operating position; (ii) there has been no material adverse change in the trading, operating and
financial position or prospects of the Target Group; and (iii) no event had occurred in all material
respects since 30 June 2020 (being the date to which the last audited financial statements of the Target
Group were prepared) and up to the date of this circular that would adversely affect the information
shown in the Accountants’ Report of the Target Group as set out in Appendix I to this circular.

Based on current situation of the outbreak of COVID-19, the directors of the Target Company
confirm that the outbreak of COVID-19 had no material adverse impact on the Target Group up to the
Latest Practicable Date and currently do not expect material adverse impact on the Target Group,
barring unforeseen circumstances. For details, please refer to the paragraph headed “Business of the
Target Group — Outbreak of COVID-19” in this circular.

LITIGATION

During the Track Record Period, the Target Group was involved in certain litigations. Mr. Chang
has given the Enlarged Group an indemnity covering the liabilities arising from any work injuries (if
any), outstanding litigations (including criminal litigations) (if any), claims, and non-compliances of
the Target Group on or before the Acquisition Completion. For details, please refer to the paragraph
headed “Business of the Target Group — Litigation and regulatory compliance” in this circular.
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CONTROLLING SHAREHOLDER

Immediately after the completion of the Subscription, the [REDACTED] and upon allotment and

issue of the Consideration Shares assuming full acceptance of the [REDACTED] by the Qualifying

Shareholders under the [REDACTED] and the public take up all the [REDACTED] under the

[REDACTED], Mr. Chan will be directly and indirectly interested in approximately [REDACTED]%

of the issued share capital of the Company. Accordingly, Mr. Chan will be the Controlling Shareholder

of the Enlarged Group. For details, please refer to the paragraph headed “History, Reorganisation and

corporate structure of the Target Group” in this circular.

[REDACTED]

To finance the Acquisition and the future operation of the Enlarged Group, the Company

proposes to raise a gross amount of approximately HK$[REDACTED] by way of the [REDACTED]

of [REDACTED] at the [REDACTED] of HK$[REDACTED] per [REDACTED]. Out of the

[REDACTED] are available for subscription by the public (excluding the Qualifying Shareholders)

under the [REDACTED] and the remaining [REDACTED] are available for subscription by the

Qualifying Shareholders as [REDACTED] under the [REDACTED]. The [REDACTED] will be

[REDACTED] by the [REDACTED] for the aggregate [REDACTED]. The [REDACTED] and its

ultimate beneficial owner(s) will be Independent Third Parties. For details, please refer to the

paragraph headed “Letter from the Board — The [REDACTED]” in this circular.

PROFIT ESTIMATE OF THE TARGET GROUP FOR THE YEAR ENDING 30 SEPTEMBER
2020

On the bases set out in Appendix IV to this circular, the directors of the Target Company estimate

that the unaudited consolidated profit attributable to equity holder of the Target Company is as

follows:

Estimated consolidated profit attributable to the

equity holder of the Target Company for the year

ending 30 September 2020(Note) . . . . . . . . . . . . . . . . . . . . . . not less than HK$35.0 million

Note: The bases on which the above consolidated profit estimate has been prepared are summarized in Part A of

Appendix IV to this circular. The directors of the Target Company have prepared the estimated consolidated

profit attributable to the equity holder of the Target Company for the year ending 30 September 2020 based on

(i) the audited consolidated results of the Target Group for the nine months ended 30 June 2020; (ii) the unaudited

management accounts of the Target Group for the one month ended 31 July 2020; and (iii) an estimate of the

consolidated results of the Target Group for the two months ending 30 September 2020.
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SELECTED UNAUDITED PRO FORMA FINANCIAL INFORMATION OF THE ENLARGED
GROUP

The table below sets out selected unaudited pro forma financial information of the Enlarged
Group as at 30 June 2020. For more details, please refer to the section headed “Unaudited pro forma
financial information of the Enlarged Group” set out in Appendix III to this circular.

Unaudited
consolidated net

tangible liabilities of
the Group

attributable to the
owners of the

Company as at 30
June 2020 before
completion of the

Proposed Acquisition

Unaudited
consolidated net

tangible liabilities
per share

attributable to the
owners of the

Company as at 30
June 2020 before
completion of the

Proposed Acquisition

Unaudited pro forma
adjusted

consolidated net
tangible assets of the

Enlarged Group
attributable to the

owners of the
Company

immediately after
the completion of the
Proposed Acquisition

Unaudited pro forma
adjusted

consolidated net
tangible assets per

share attributable to
the owners of the

Company
immediately after

the completion of the
Proposed Acquisition

HK$’000 HK$ HK$’000 HK$

Proposed Acquisition [REDACTED] [REDACTED] [REDACTED] [REDACTED]

TOTAL EXPENSES

The aggregate fees, together with the Stock Exchange [REDACTED], the [REDACTED], SFC
transaction levy, legal and other professional fees, printing and other expenses relating to, among
other things, the Acquisition, the Subscription, the [REDACTED] are estimated to be approximately
HK$[REDACTED] in aggregate, of which approximately HK$[REDACTED] are payable by the
Company and approximately HK$[REDACTED] are payable by the Target Group.

DIVIDEND

During the three years ended 30 September 2019 and the nine months ended 30 June 2020, the
Target Group declared approximately nil, nil, HK$70.0 million and nil, respectively, as dividends to
its shareholders. The dividend of HK$70.0 million for the year ended 30 September 2019 represents
(i) an interim dividend declared by PCL of HK$20.0 million for the nine months ended 30 June 2019;
and (ii) a final dividend declared by the Target Company of HK$50.0 million for the year ended 30
September 2019.

The Target Group’s dividend distribution record in the past may not be used as a reference or
basis to determine the level of dividends that may be declared or paid by the Company in the future.
The recommendation of the payment of dividend is subject to the absolute discretion of the Board, and
any declaration of final dividend for the year will be subject to the approval of the Shareholders. The
Target Group does not have any predetermined dividend payout ratio. The Directors and the proposed
Director will re-evaluate the Company’s dividend policy annually and may recommend a payment of
dividend in the future after taking into account the operations, earnings, financial condition, cash
requirements and availability, capital expenditure and future development requirements of the Group
and other factors as they may deem relevant at such time. Any declaration and payment as well as the
amount of the dividend will be subject to the constitutional documents of the Company and the
Bermuda Companies Act, including, where required, the approval of the Shareholders. Any
distributable profits that are not distributed in any given year will be retained and available for
distribution in subsequent years. To the extent profits are distributed as dividends, such portion of
profits will not be available to be reinvested in the operations of the Group.
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RECOMMENDATIONS AND THE SGM

The Board has appointed the Independent Financial Adviser to advise the Independent
Shareholders in relation to the Acquisition, the Subscription, the [REDACTED], the Whitewash
Waiver, Special Deal and the transactions contemplated thereunder. The Independent Financial
Adviser is of the view that the terms and conditions of the Proposed Restructuring including but not
limited to the Acquisition, the Subscription, the [REDACTED], the Whitewash Waiver, the Special
Deal, and the transactions contemplated thereunder are fair and reasonable so far as the Independent
Shareholders are concerned and are in the interests of the Company and the Independent Shareholders
as a whole. Accordingly, the Independent Financial Adviser recommends the Independent
Shareholders to vote in favour of the resolutions in relation to the Acquisition, the Subscription, the
[REDACTED], the Whitewash Waiver to be proposed at the SGM.

A notice of the SGM to be held at [REDACTED] on [REDACTED], [REDACTED] at
[REDACTED] is set out on pages SGM-1 to SGM-6 of this circular for the purpose of considering
and, if thought fit, approving, among others, the Acquisition, the Subscription, the [REDACTED], the
Whitewash Waiver, Special Deal and the proposed appointment of the proposed Director. Voting on
the resolutions at the SGM will be taken by poll.

IMPLICATIONS UNDER THE LISTING RULES

As one or more of the applicable percentage ratios under Rule 14.07 of the Listing Rules in
respect of the Acquisition exceed(s) 100%, the Acquisition constitutes a very substantial acquisition
and a reverse takeover for the Company under Chapter 14 of the Listing Rules and is therefore subject
to the reporting, announcement and Shareholders’ approval requirement under Chapter 14 of the
Listing Rules.

Under Rule 14.54 of the Listing Rules, the Company proposing a reverse takeover will be treated
as if it were a new listing applicant and the Acquisition is therefore subject to the approval by the
[REDACTED] of a [REDACTED] to be made by the Company. Such new listing application is
required to comply with all the requirements under the Listing Rules, in particular the requirements
under Chapters 8 and 9 of the Listing Rules.

The Subscription Shares, the [REDACTED] and the Consideration Shares will be allotted and
issued pursuant to the specific mandate to be sought from the Independent Shareholders at the SGM.

Pursuant to Rule 10.04 of the Listing Rules, an existing Shareholder may only subscribe for or
purchase any securities for which [REDACTED] is sought which are being marketed by or on behalf
of a new applicant either in his or its own name or through nominees if two conditions are fulfilled.
One of the conditions set out in Rule 10.03(1) of the Listing Rules is that no securities are offered
to the existing Shareholders on a preferential basis and no preferential treatment is given to them in
the allocation of the securities. Since [REDACTED] that are available for subscription by the
Qualifying Shareholders as [REDACTED] under the [REDACTED] will contravene Rule 10.03(1) of
the Listing Rules, the Company will make an application to the Stock Exchange for a waiver pursuant
to HKEX-GL85-16.

Under Chapter 14A of the Listing Rules, Mr. Chan is a controlling Shareholder and chairman of
the Company and thus is regarded as connected person of the Company. In addition, as Mr. Chang,
being the ultimate beneficial owner of the Target Group, is proposed to be a Director upon the
Acquisition Completion, the Acquisition constitutes a connected transaction for the Company
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pursuant to Rule 14A.28 of the Listing Rules. Accordingly, the transactions contemplated under the
Subscription Agreement and the Acquisition Agreement constitute connected transactions of the
Company under the Listing Rules and the Subscription and the Acquisition are subject to the
reporting, announcement and independent shareholders’ approval requirements under Chapter 14A of
the Listing Rules.

The Company will apply to the Stock Exchange for the listing of and permission to deal in the
Subscription Shares, the [REDACTED] and the Consideration Shares.

IMPLICATIONS UNDER THE TAKEOVERS CODE AND APPLICATION FOR WHITEWASH
WAIVER AND CONSENT FOR SPECIAL DEAL

As at the date of this announcement, Mr. Chan and parties acting in concert with him in
aggregate hold approximately 38.5% of the issued share capital of the Company. Upon the completion
of the Subscription, the [REDACTED] and the allotment and issue of the Consideration Shares in full,
Mr. Chan and parties acting in concert with him will in aggregate hold approximately [REDACTED]%
of the issued share capital of the Company as enlarged by the allotment and issue of the Subscription
Shares, [REDACTED] and Consideration Shares in full.

Under Rule 26.1 of the Takeovers Code, Mr. Chan and parties acting in concert with him would
be required to make a mandatory general offer for all the securities of the Company other than those
already owned or agreed to be acquired by Mr. Chan and parties acting in concert with him, unless
the Whitewash Waiver is granted by the [REDACTED] and approved by the Independent Shareholders
at the SGM by way of poll.

Mr. Chan will make an application to the [REDACTED] for the Whitewash Waiver pursuant to
Note 1 on dispensations from Rule 26 of the Takeovers Code. The Whitewash Waiver, if granted by
the [REDACTED], will be subject to, among other things, approval by 75% of the voting rights of the
Independent Shareholders at the SGM by way of poll, in which Mr. Chan and parties acting in concert
with him and those who are involved in or interested in the Proposed Restructuring, the Subscription
and/or the Whitewash Waiver will abstain from voting on the relevant resolution(s). If the Whitewash
Waiver is not granted by the [REDACTED] or not approved by the Independent Shareholders, the
Subscription and [REDACTED] will not proceed.

The proposed settlement of the indebtedness due to the Concert Group (who is interested in
approximately 38.5% of the total issued share capital of the Company as at the Latest Practicable
Date), which is not extended to all the other Shareholders, constitutes a special deal under Rule 25
of the Takeovers Code and therefore requires (i) consent by the [REDACTED]; (ii) the Independent
Financial Adviser to publicly state that in its opinion the repayment and the terms thereunder are fair
and reasonable; and (iii) approval by the Independent Shareholders at the SGM.

Mr. Chan and its associates and parties acting in concert with any of them, and those who are
interested in and involved in the Proposed Restructuring, the Whitewash Waiver and/or the Special
Deal will be required to abstain from voting on the relevant resolution(s).

The Special Deal and the transactions contemplated thereunder as described above will require
the consent of the [REDACTED] to proceed.
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In this circular, unless the context otherwise requires, capitalised terms used herein shall have

the following meanings:

“AC Cars” AC Cars World Limited, an indirect wholly-owned subsidiary

of the Company before the completion of the AC Cars

Disposal

“AC Cars Disposal” the disposal of AC Cars Equity by Victory BVI to the

Disposal Purchaser pursuant to the AC Cars SPA

“AC Cars Equity” the entire issued share capital of AC Cars

“AC Cars SPA” the equity transfer agreement dated 3 September 2020 and

entered into between Victory BVI and the Disposal Purchaser

in relation to, among other matters, the AC Cars Disposal

“Acquisition” the proposed acquisition of the entire issued share capital of

the Target Company pursuant to the terms and conditions

under the Acquisition Agreement

“Acquisition Agreement” the conditional sale and purchase agreement dated 7 August

2019 entered into between the Company and the Vendor in

relation to the Acquisition (as supplemented by five

supplemental agreements dated 16 August 2019, 5 December

2019, 5 March 2020, 25 May 2020 and 4 September 2020,

respectively, and as may further be amended, supplemented

or otherwise modified from time to time)

“Acquisition Completion” completion of the Acquisition

“acting in concert” has the meaning ascribed thereto under the Takeovers Code

[REDACTED]

“associate(s)” has the meaning ascribed thereto under the Listing Rules

[REDACTED]
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“Bermuda Companies Act” or the

“Companies Act”

the Companies Act 1981 of Bermuda (as amended)

[REDACTED]

“Board” the board of Directors

“Business Day(s)” day(s) on which licensed banks in Hong Kong are generally

open for business to the public and which is not a Saturday,

Sunday or public holiday in Hong Kong

“BVI” the British Virgin Islands

“Bye-laws” the new bye-laws to be adopted by the Company at the SGM

“CAGR” compound annual growth rate

“CCASS” the Central Clearing and Settlement System established and

operated by HKSCC

“CIC” the Construction Industry Council

“Companies Ordinance” the Companies Ordinance (Chapter 622 of the Laws of Hong

Kong), as amended, modified and supplemented from time to

time

“Company” or “Purchaser” Victory Group Limited (華多利集團有限公司), a company

incorporated in Bermuda with limited liability and the issued

Shares of which are listed on the Main Board of the Stock

Exchange (stock code: 1139)

“Concert Group” Mr. Chan and parties acting in concert with him

“connected person(s)” has the meaning ascribed thereto under the Listing Rules

“Consideration Shares” [REDACTED] new Shares to be allotted and issued by the

Company to the Vendor (or his designated person or entity he

may direct in writing) at the [REDACTED] pursuant to the

Acquisition Agreement

“Controlling Shareholder” has the meaning ascribed thereto under the Listing Rules and

in the context of this circular, refers to Mr. Chan

“COVID-19” coronavirus disease 2019

“CWUMPO” the Companies (Winding Up and Miscellaneous Provisions)

Ordinance (Chapter 32 of the Laws of Hong Kong), as

amended, modified and supplemented from time to time
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“Deed of Indemnity” the deed of indemnity to be entered into by the Vendor in

favour of the Enlarged Group upon Acquisition Completion

pursuant to the terms of the Acquisition Agreement

“Deed of Non-Competition” the deed of non-competition to be entered into by the Vendor

in favour of the Enlarged Group upon Acquisition Completion

“Director(s)” the director(s) of the Company

“Disposal Purchaser” Libra Holding Limited, an Independent Third Party

“Disposals” collectively, the Victory Realty Disposal, the Victory H-Tech

Disposal, the AC Cars Disposal, the Express Luck Disposal,

the Victory Credit Disposal and the Victory Shenzhen

Disposal

“Disposed Entities” collectively, Victory Realty, Victory H-Tech, AC Cars,

Express Luck, Victory Credit and Victory Shenzhen

“Enlarged Group” the Group as enlarged by the Target Group upon Acquisition

Completion

[REDACTED]

“Express Luck” Express Luck Limited, an indirect wholly-owned subsidiary

of the Company before the completion of the Express Luck

Disposal

“Express Luck Disposal” the disposal of Express Luck Equity by Sky Dragon to the

Disposal Purchaser pursuant to the Express Luck SPA

“Express Luck Equity” the entire issued share capital of Express Luck

“Express Luck SPA” the equity transfer agreement dated 3 September 2020 and

entered into between Sky Dragon and the Disposal Purchaser

in relation to, among other matters, the Express Luck

Disposal

“Group” the Company and its subsidiaries which excludes the Target

Group

“HK$” or “HKD” Hong Kong dollars, the lawful currency of Hong Kong

“HKFRSs” Hong Kong Financial Reporting Standards

“HKSCC” Hong Kong Securities Clearing Company Limited
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“HK Waho” Hong Kong Waho Development Limited, an indirect

wholly-owned subsidiary of the Company

“Hong Kong” the Hong Kong Special Administrative Region of the PRC

“Independent Board Committee” a committee of the Board to be established with all the

independent non-executive Directors, namely Mr. Ip Ka

Keung Patrick, Dr. Lam King Hang and Mr. Cheung Man Fu,

as members

“Independent Financial Adviser” Red Sun Capital Limited, a corporation licensed to carry out

type 1 (dealing in securities) and type 6 (advising on

corporate finance) regulated activities as defined under the

SFO, being the independent financial adviser appointed to

advise the Independent Board Committee and the

Independent Shareholders in respect of the Acquisition, the

Subscription, the [REDACTED], the Whitewash Waiver, the

Special Deal and the transactions contemplated thereunder

“Independent Shareholder(s)” Shareholder(s) other than Mr. Chan and his associates and

parties acting in concert with him and those who are

interested or involved in (other than solely as a Shareholder)

the Acquisition, the Subscription, the [REDACTED]

(including the [REDACTED]), the Special Deal and/or the

Whitewash Waiver, and therefore permitted to vote on the

relevant resolution(s) in the SGM

“Independent Third Party(ies)” individual(s) or company(ies) who or which to the best of the

knowledge of the Directors or the directors of the Target

Company, information and belief, having made all reasonable

enquires, is/are not connected person(s) of the Company or

the Target Group within the meaning of the Listing Rules

“Industry Consultant” China Insights Industry Consultancy Limited

“Industry Consultant’s Report” the industry research report prepared by the Industry

Consultant and commissioned by the Company, the content of

which is quoted in this circular

[REDACTED]

“Jumbo Chance” Jumbo Chance Holdings Limited, an indirect wholly-owned

subsidiary of the Company

“Last Trading Day” 22 January 2018, being the last trading date before

suspension of trading in the Shares on the Stock Exchange
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“Latest Practicable Date” 4 September 2020

[REDACTED]

“Listing Rules” the Rules Governing the Listing of Securities on the Stock

Exchange, as amended, supplemented or otherwise modified

from time to time

“Long Stop Date” 31 March 2021 or such other date as the parties to the

Restructuring Framework Agreement and/or the Acquisition

Agreement may agree

“Main Board” the stock market (excluding the option market) operated by

the Stock Exchange, which is independent from and operated

in parallel with GEM of the Stock Exchange

“MPF scheme”’ mandatory provident fund scheme

“Mr. Chan” Mr. Chan Chun Choi, the chairman of the Board of the

Company, an executive Director and the controlling

Shareholder

“Mr. Kingsley Chan” Mr. Chan Kingsley Chiu Yin, an executive Director and son

of Mr. Chan

“Mr. Mak” Mr. Mak Chi Tong Tommy, a permanent resident of Hong

Kong

“Ms. Lucy Lo” Ms. Lo So Wa Lucy, an executive Director and the spouse of

Mr. Chan

“New Public Shareholders” the members of the public (for the avoidance of doubt,

excluding the Qualifying Shareholders, Non-Qualifying

Shareholders, the [REDACTED], its [REDACTED] and/or

the subscribers procured by them)

“Non-Qualifying Shareholder(s) (i) Overseas Shareholder(s) in respect of whom the Directors,

based on legal advice provided by legal advisers in the

relevant jurisdictions, consider it necessary or expedient to

exclude from the [REDACTED], on account either of the

legal restrictions under the laws of the relevant place or the

requirements of the relevant regulatory body or stock

exchange in that place and (ii) the Shareholder(s) who is a

Director, chief executive or substantial shareholder of the

Company or close associate of any of them

“NRMM” Non-road mobile machinery
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“NRMM Regulation” Air Pollution Control (Non-Road Mobile Machinery)

(Emission) Regulation (Chapter 311Z of the Laws of Hong

Kong)

[REDACTED]

“Overseas Shareholder(s)” Shareholder(s) whose name(s) appears on the register of

members of the Company as at the close of business on the

[REDACTED] and whose address(es) as shown on such

register is/are outside Hong Kong

“PCL” Partneer Construction Limited, a company incorporated in

Hong Kong with limited liability on 25 April 2013 and a

direct wholly-owned subsidiary of the Target Company

“PRC” the People’s Republic of China, but for the purpose of this

circular only and except where the context requires

otherwise, references in this circular to “PRC” do not include

Hong Kong, the Macau Special Administrative Region and

Taiwan

“Predecessor Companies

Ordinance”

the Companies Ordinance (Chapter 32 of the Laws of Hong

Kong) prior to its repeal and replacement on 3 March 2014 by

the Companies Ordinance and the CWUMPO

[REDACTED]

“Proposed Restructuring” the proposed restructuring of the Group, involving, among

other things, the Acquisition, the Subscription and the

[REDACTED]

[REDACTED]

“QS Manager” quantity surveying manager of the Target Group
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“Qualifying Shareholder(s)” Shareholder(s), other than the Non-Qualifying

Shareholder(s), whose name(s) appears on the register of

members of the Company as at the close of business on such

date as may be agreed between the Company and the

[REDACTED] in writing by reference to which entitlements

to the [REDACTED] shall be determined

“[REDACTED]” the date by reference to which [REDACTED] under the

[REDACTED] is to be determined

“Reorganisation” the reorganisation of the Target Group in preparation for the

Acquisition, details of which are set out in the paragraph

headed “History, Reorganisation and Corporate Structure of

the Target Group — Reorganisation” in this circular

[REDACTED]

“Resumption” the resumption of trading in the Shares on the Stock

Exchange

“Resumption Proposal” the resumption proposal in relation to the Proposed

Restructuring submitted by the Company to the Stock

Exchange on 16 August 2019

“RMB” Renminbi, the lawful currency of the PRC

“RSTCS” Registered Specialist Trade Contractors Scheme managed by

the CIC of Hong Kong

“Sale Loan” all obligations, liabilities and debts owing or incurred by the

Target Group to the Vendor on or at any time prior to the

Acquisition Completion whether actual, contingent or

deferred and irrespective of whether or not the same is due

and payable on the Acquisition Completion

“Sale Share” one share of US$1.00 in the issued share capital of the Target

Company, representing the entire issued share thereof as at

the date of the Acquisition Agreement and on Acquisition

Completion

“SFC” the Securities and Futures Commission of Hong Kong

“SFO” the Securities and Futures Ordinance (Chapter 571 of the

Laws of Hong Kong)
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“SGM” the special general meeting of the Company to be convened

and held to consider and, if thought fit, to approve the

Acquisition, the Subscription, the [REDACTED], the

[REDACTED], the Whitewash Waiver, the Special Deal, the

appointment of the proposed Director and the adoption of the

Bye-laws and the transactions contemplated hereunder

“Share(s)” ordinary share(s) with nominal value of HK$0.001 each in the

share capital of the Company

“Shareholders” holders of the Shares

“[REDACTED]” the [REDACTED] and the [REDACTED]

“[REDACTED]” the [REDACTED] to be issued by the Company in connection

with the [REDACTED]

“Sky Dragon” Sky Dragon (China) Trading Limited, an indirect

wholly-owned subsidiary of the Company

“Sole Sponsor” Grand Moore Capital Limited, a corporation licensed by the

SFC to conduct Type 1 (dealing in securities) and Type 6

(advising on corporate finance) regulated activities under the

SFO, being the sole sponsor to the [REDACTED] of the

Company

“Special Deal” the proposed settlement of the indebtedness due by the Group

to the Concert Group, which constitutes a special deal under

Note 4 to Rule 25 of the Takeovers Code

“Stock Exchange” The Stock Exchange of Hong Kong Limited

“Subscription” the subscription of [REDACTED] new Shares by Mr. Chan at

the Subscription Price

“Subscription Agreement” the conditional subscription agreement dated 16 August 2019

entered into between the Company and Mr. Chan in relation

to the Subscription (as amended and supplemented by the

Supplemental Agreements)

“Subscription Price” the subscription price of HK$[REDACTED] per Subscription

Share

“Subscription Shares” [REDACTED] new Shares to be subscribed by Mr. Chan

under the Subscription Agreement
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“Supplemental Agreements” the supplemental agreements dated 5 December 2019, 5

March 2020 and 4 September 2020, respectively and entered

into between the Company and Mr. Chan in relation to the

Subscription

“Takeovers Code” The Hong Kong Code on Takeovers and Mergers

“Target Company” Million Celebration Limited, a company incorporated in the

BVI with limited liability on 8 July 2019

“Target Group” Target Company and PCL

“Technical Circular” Technical Circular (Works) No. 1/2015 issued by the Works

Branch of the Development Bureau of Hong Kong on 8

February 2015

“Track Record Period” the period comprising the three years ended 30 September

2019 and the nine months ended 30 June 2020

[REDACTED]

“Vendor” or “Mr. Chang” Mr. Chang Man Weng, a permanent resident of Hong Kong

and a proposed executive Director

“Victory BVI” Victory Group (BVI) Limited, a wholly-owned subsidiary of

the Company

“Victory Capital” Victory Capital Holdings Limited, an indirect wholly-owned

subsidiary of the Company

“Victory Credit” Victory Credit Service Limited, a direct non wholly-owned

subsidiary of the Company before the completion of the

Victory Credit Disposal

“Victory Credit Disposal” the disposal of Victory Credit Equity by the Company to the

Disposal Purchaser pursuant to the Victory Credit SPA

“Victory Credit Equity” 66.99% of the issued share capital of Victory Credit owned by

the Company

“Victory Credit SPA” the equity transfer agreement dated 3 September 2020 and

entered into between the Company and the Disposal

Purchaser in relation to, among other matters, the Victory

Credit Disposal
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“Victory H-Tech” Victory H-Tech Company Limited, an indirect wholly-owned

subsidiary of the Company before the completion of the

Victory H-Tech Disposal

“Victory H-Tech Disposal” the disposal of Victory H-Tech Equity by Victory BVI to the

Disposal Purchaser pursuant to the Victory H-Tech SPA

“Victory H-Tech Equity” the entire issued share capital of Victory H-Tech

“Victory H-Tech SPA” the equity transfer agreement dated 3 September 2020 and

entered into between Victory BVI and the Disposal Purchaser

in relation to, among other matters, the Victory H-Tech

Disposal

“Victory Investment” Victory Investment Holdings Limited, a joint venture in

which the Company indirectly holds a 51% interest

“Victory Motors” Victory Motors Centre Limited, an indirect wholly-owned

subsidiary of the Company

“Victory Realty” Victory Realty Limited, an indirect wholly-owned subsidiary

of the Company before the completion of the Victory Realty

Disposal

“Victory Realty Disposal” the disposal of Victory Realty Equity by Victory BVI to the

Disposal Purchaser pursuant to the Victory Realty SPA

“Victory Realty Equity” the entire issued share capital of Victory Realty

“Victory Realty SPA” the equity transfer agreement dated 3 September 2020 and

entered into between Victory BVI and the Disposal Purchaser

in relation to, among other matters, the Victory Realty

Disposal

“Victory Shenzhen” 華利亞科技（深圳）有限公司, an indirect wholly-owned

subsidiary of the Company before the completion of the

Victory Shenzhen Disposal

“Victory Shenzhen Disposal” the disposal of Victory Shenzhen Equity by HK Waho to the

Disposal Purchaser pursuant to the Victory Shenzhen SPA

“Victory Shenzhen Equity” the entire issued share capital of Victory Shenzhen

“Victory Shenzhen SPA” the equity transfer agreement dated 4 September 2020 and

entered into between HK Waho and the Disposal Purchaser in

relation to, among other matters, the Victory Shenzhen

Disposal
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“Wakit Motors” Wakit Motors Limited, an indirect non wholly-owned

subsidiary of the Company

[REDACTED]

“Whitewash Waiver” the waiver to be granted by the [REDACTED] pursuant to

Note 1 on dispensations from Rule 26 of the Takeovers Code

to waive the obligation of Mr. Chan to make a mandatory

general offer to the Shareholders in respect of the Shares not

already owned or agreed to be acquired by them as a result of

the Subscription by Mr. Chan and parties acting in concert

with him

[REDACTED]

“%” per cent

Certain amounts and percentage figures set out in this circular have been subject to rounding

adjustments. Accordingly, figures shown as totals in certain tables and the currency conversion or

percentage equivalents may not be an arithmetic sum of such figures.

The percentage shareholding of the Shareholders in the Company upon Acquisition Completion

represent the number of Shares held by them as a percentage of the total number of issued Shares

immediately upon Acquisition Completion.
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The following sets out a list of glossary which contains certain terms and definition used in this

circular in connection to the Target Group’s business and operations. The terms and their meanings

may not correspond to the standard industry meanings or usage of those terms.

“ELS” excavation and lateral support

“ISO” an acronym for a series of quality management and quality

assurance standards published by International Organisation

for Standardisation, a non-government organisation based in

Geneva, Switzerland, for assessing the quality systems of

business organisations

“ISO 9001:2015” a quality management system standard that is based on a

number of quality management principles including a strong

client focus, the motivation and implication of top

management, the process approach and continual

improvement

“ISO 14001:2015” an environmental management system standard that maps out

a framework that a company or organisation can follow to set

up an effective environmental management system, to

provide assurance to company management and employees as

well as external stakeholders that environmental impact is

being measured and improved

“ISO 45001:2018” an occupational health and safety management system to

provide a framework for managing occupational health and

safety risks and opportunities, to prevent work-related injury

and ill health to workers and to provide safe and healthy

workplaces, as well as by proactively improving occupational

health and safety performance

“OHSAS” Occupational Health and Safety Advisory Services is an

organisation based in the United Kingdom which provides

occupational health and safety services

“OHSAS 18001:2007” the requirements for occupational health and safety

management system developed for managing the occupational

health and safety risks associated with a business

GLOSSARY OF TECHNICAL TERMS

− 22 −

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.



The following are the Directors and the proposed Director of the Company upon Resumption:

Name Address Nationality

Executive Directors

Mr. Chan Chun Choi

(陳進財)

Flat B, 9/F, The Homestead

260-262 Prince Edward Road West

Kowloon City, Kowloon

Hong Kong

Chinese

Mr. Chang Man Weng

(曾萬榮)

Flat E, 28/F, Tower 2B

19 Tong Yin Street, The Wings IIIA

Tseung Kwan O, New Territories

Hong Kong

Chinese

Mr. Chan Kingsley Chiu Yin

(陳釗然)

Flat B, 9/F, The Homestead

260-262 Prince Edward Road West

Kowloon City, Kowloon

Hong Kong

Chinese

Ms. Lo So Wa Lucy

(盧素華)

Flat B, 9/F, The Homestead

260-262 Prince Edward Road West

Kowloon City, Kowloon

Hong Kong

Chinese

Independent non-executive Directors

Mr. Ip Ka Keung Patrick

(葉家強)

Flat A, 34/F, Block 1

Pacific View

38 Tai Tam Road

Hong Kong

Chinese

Dr. Lam King Hang

(林勁恒)

Flat D, 8/F, Block 20

9 Wah King Hill Road

Wonderland Villas

Kwai Chung, New Territories

Hong Kong

British National

(Overseas)

Mr. Cheung Man Fu

(張文富)

Flat F, 5/F, Block 3

Yucchie Square

38 On Ning Road

Yuen Long, New Territories

Hong Kong

Chinese
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PARTIES INVOLVED

Sole Sponsor Grand Moore Capital Limited
Unit 1607, 16/F, Silvercord Tower 1

30 Canton Road, Tsim Sha Tsui

Kowloon

Hong Kong

Financial adviser to the Company Messis Capital Limited
Room 1606, 16/F, Tower 2

Admiralty Centre

18 Harcourt Road

Hong Kong

Independent financial adviser to the
Independent Shareholders

Red Sun Capital Limited
Room 3303, 33/F, West Tower

Shun Tak Centre

168-200 Connaught Road Central

Hong Kong

Legal advisers to the Company As to Hong Kong law:

Michael Li & Co.
19/F, Prosperity Tower

39 Queen’s Road Central

Central

Hong Kong

As to Bermuda law:

Conyers Dill & Pearman
Clarendon House

2 Church Street

Hamilton HM 11

Bermuda

Legal advisers to the Sole Sponsor As to Hong Kong law:

[REDACTED]

Reporting accountants and auditors
of the Company

Asian Alliance (HK) CPA Limited
8/F, Catic Plaza

8 Causeway Road

Causeway Bay

Hong Kong
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Reporting accountants and auditors
of the Target Group

Grant Thornton Hong Kong Limited
Level 12

28 Hennessy Road

Wan Chai

Hong Kong

Internal control consultant Sam K. M. Ng CPA Limited
Room 501, 5/F

Tai Tung Building

8 Fleming Road

Wan Chai

Hong Kong

Industry consultant China Insights Industry Consultancy Limited
10/F, Block B

Jing’an International Center

88 Puji Road, Jing’an District

Shanghai, PRC

Property valuer Roma Appraisals Limited
22/F, China Overseas Building

139 Hennessy Road, Wan Chai

Hong Kong
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The following sets out the corporate information relating to the Enlarged Group on Resumption.

Registered office Clarendon House

2 Church Street

Hamilton HM 11

Bermuda

Headquarters and principal place of
business in Hong Kong

Suite 1609 New East Ocean Centre

9 Science Museum Road

Tsim Sha Tsui East

Kowloon

Hong Kong

Company’s website https://victoryg.com/

(information on the website does not form part of the

circular)

Company secretary Ms. Leung Wai Kei (CPA)

Suite 1609 New East Ocean Centre

9 Science Museum Road

Tsim Sha Tsui East

Kowloon

Hong Kong

Authorised representatives
(for the purpose of the Listing
Rules)

Mr. Chan Chun Choi

Flat B, 9/F, The Homestead

260-262 Prince Edward Road West

Kowloon City, Kowloon

Hong Kong

Ms. Lo So Wa Lucy

Flat B, 9/F, The Homestead

260-262 Prince Edward Road West

Kowloon City, Kowloon

Hong Kong

Audit committee Mr. Ip Ka Keung Patrick (Chairman)

Dr. Lam King Hang

Mr. Cheung Man Fu

Remuneration committee Dr. Lam King Hang (Chairman)

Mr. Ip Ka Keung Patrick

Mr. Cheung Man Fu

Nomination and corporate
governance committee

Mr. Cheung Man Fu (Chairman)

Dr. Lam King Hang

Mr. Ip Ka Keung Patrick
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Principal share registrar and
transfer office in Bermuda

[REDACTED]

Hong Kong branch share registrar
and transfer office

[REDACTED]

Compliance adviser Grand Moore Capital Limited

Unit 1607, 16/F, Silvercord Tower 1

30 Canton Road, Tsim Sha Tsui

Kowloon

Hong Kong

Principal bankers of the Group DBS Bank (Hong Kong) Limited

11th Floor, The Center

99 Queen’s Road Central

Central

Hong Kong

Industrial and Commercial Bank of China (Asia)

Limited

33/F, ICBC Tower

3 Garden Road

Central

Hong Kong

Principal bankers of the Target
Group

Bank of China (Hong Kong) Limited

1 Garden Road

Hong Kong

The Hongkong and Shanghai Banking Corporation

Limited

1 Queen’s Road Central

Hong Kong
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(Incorporated in Bermuda with limited liability)

(Stock code: 1139)

Executive Directors:

Mr. Chan Chun Choi (Chairman and

Managing Director)

Mr. Chan Kingsley Chiu Yin (Deputy Chairman)

Ms. Lo So Wa Lucy

Independent non-executive Directors:

Mr. Ip Ka Keung Patrick

Dr. Lam King Hang

Mr. Cheung Man Fu

Registered office in Bermuda:

Clarendon House

2 Church Street

Hamilton HM 11

Bermuda

Headquarters and principal place of business

in Hong Kong:

Suite 1609 New East Ocean Centre

9 Science Museum Road

Tsim Sha Tsui East

Kowloon

Hong Kong

[REDACTED]

To the Shareholders

Dear Sir / Madam,

PROPOSED RESTRUCTURING
INVOLVING, INTER ALIA,

(1) VERY SUBSTANTIAL ACQUISITION;
(2) PROPOSED SUBSCRIPTION OF SHARES BY MR. CHAN CHUN CHOI;

(3) PROPOSED [REDACTED];
(4) REVERSE TAKEOVER INVOLVING A [REDACTED];

(5) APPLICATION FOR WHITEWASH WAIVER;
(6) SPECIAL DEAL;

(7) PROPOSED APPOINTMENT OF DIRECTOR;
(8) ADOPTION OF NEW BYE-LAWS; AND

(9) NOTICE OF SGM

INTRODUCTION

Reference is made to (i) the announcements of the Company dated 4 August 2017, 8 August

2017, 11 October 2017, 12 October 2017, 18 October 2017, 24 October 2017, 23 January 2018, 24
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January 2018, 15 June 2018, 25 July 2018, 10 August 2018, 2 November 2018, 1 February 2019, 4

February 2019 and 2 May 2019 in relation to, among other things, the decision of the Stock Exchange

to proceed with cancellation of the Company’s listing status; and (ii) the announcements of the

Company dated 12 July 2019, 8 August 2019, 14 August 2019, 19 August 2019, 4 November 2019,

4 February 2020, 14 February 2020, 29 April 2020, 29 May 2020, 19 June 2020, 20 July 2020, 4

August 2020 and 20 August 2020 in relation to, among other things, the Resumption Proposal and the

Proposed Restructuring (the “Announcements”).

On 4 August 2017, the Stock Exchange notified the Company that the Stock Exchange considers

that the Company has failed to maintain a sufficient level of operations or assets under Rule 13.24 of

the Listing Rules to warrant the continued listing of its shares. The Stock Exchange has therefore

decided to suspend trading in the Company’s shares under Rule 6.01(3) of the Listing Rules and place

the Company in the first delisting stage under Practice Note 17 of the Listing Rules. On 21 July 2018,

the first delisting stage expired and the Company had not submitted any resumption proposal for their

consideration before the deadline, the Stock Exchange had decided to place the Company into the

second delisting stage on 24 July 2018 under Practice Note 17 to the Listing Rules. Before the expiry

date of the second delisting stage on 23 January 2019, as the Company has not submitted any

resumption proposal to the Stock Exchange, by a letter dated 1 February 2019 issued by the Stock

Exchange to the Company, the Stock Exchange has decided to place the Company in the third delisting

stage commencing on 18 February 2019 and expiring at the end of six months (i.e. 17 August 2019)

pursuant to Practice Note 17 to the Listing Rules. On 16 August 2019, the Company submitted the

Resumption Proposal to the Stock Exchange pursuant to which the Company will carry out, among

others, (i) the Acquisition; (ii) the Subscription; and (iii) the [REDACTED], to demonstrate sufficient

operation and assets of the Group as required under Rule 13.24 of the Listing Rules that warrant the

continued listing of the Shares on the Stock Exchange.

On 7 February 2020, the Company received a letter from the Stock Exchange which stated that

the Stock Exchange agreed to allow the Company to proceed with the transactions contemplated in

the Resumption Proposal (but not any other proposal) on or before 19 June 2020. The Company has

made an application to the Stock Exchange on 11 June 2020 for its consent to extend the Deadline

from 19 June 2020 to 25 September 2020. On 17 July 2020, the Company received a letter from the

Stock Exchange informing the Company that the [REDACTED] has agreed to grant an extension of

time for the Company to submit the [REDACTED] on or before 11 September 2020. The Company

had submitted the [REDACTED] on 9 September 2020.

The purpose of this circular is to provide the Shareholders with further information in respect

of, among others, (i) the Acquisition; (ii) the Subscription; (iii) the [REDACTED]; (iv) the Whitewash

Waiver; (v) the Special Deal; (vi) the proposed appointment of a proposed Director who is currently

not a Director as at the date of this circular; (vii) the adoption of the Bye-laws; (viii) a letter of advice

from the Independent Financial Adviser to the Independent Board Committee and the Independent

Shareholders; and (ix) a notice of the SGM.

Upon completion of the Proposed Restructuring, the Company intends to discontinue all of its

existing business which are the trading of motor vehicles business and money lending business.

Accordingly, the principal business activities of the Group will be changed to carrying out of civil

engineering works including foundation works, reinforced concrete structures, site formation works

and other civil works in both public and private sectors in Hong Kong. According to the unaudited
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pro forma financial information of the Enlarged Group as set out in the Appendix III to this circular,

the unaudited pro forma adjusted consolidated revenue of the Enlarged Group will be approximately

HK$[REDACTED], the unaudited pro forma adjusted consolidated profit before tax of the Enlarged

Group will be approximately HK$[REDACTED] and the unaudited pro forma adjusted consolidated

total assets of the Enlarged Group will be approximately HK$[REDACTED]. The Board considers

upon completion of the Proposed Restructuring, the Enlarged Group will have a sufficient level of

operations and assets for maintaining its listing status on the Stock Exchange. Dealing in the Shares

on the Stock Exchange is expected to resume on [REDACTED].

The resumption of trading of the Shares on the Stock Exchange is on the condition that the
Company is able to demonstrate sufficient level of operations and assets under the Rule 13.24 of
the Listing Rules. The Subscription, the Acquisition and the [REDACTED] which form part and
parcel of the Resumption Proposal, are inter-conditional upon each other.

THE SUBSCRIPTION

On 16 August 2019, the Company and Mr. Chan, the controlling Shareholder and chairman of

the Company entered into the Subscription Agreement (as amended and supplemented by the

Supplemental Agreements) pursuant to which the Company has agreed to allot and issue and Mr. Chan

has agreed to subscribe for a total of [REDACTED] Shares, at the Subscription Price of

HK$[REDACTED] per Share for a total consideration of HK$[REDACTED].

The principal terms of the Subscription Agreement are set out as follows:

Date: 16 August 2019 (as amended and supplemented by the

Supplemental Agreements)

Parties: (1) the Company, as issuer

(2) Mr. Chan, as subscriber

Subscription Shares

The cash consideration for the Acquisition shall be partially satisfied by the proceeds raised

from the Subscription. The allotment and issue of an aggregate of [REDACTED] Subscription Shares

under the Subscription represents:

(i) approximately [REDACTED]% of the existing issued share capital of the Company as at

the Latest Practicable Date;

(ii) approximately [REDACTED]% of the issued share capital of the Company as enlarged by

the allotment and issue of the Subscription Shares; and

(iii) approximately [REDACTED]% of the issued share capital of the Company as enlarged by

the Company as enlarged by the allotment and issue of the Subscription Shares, the

[REDACTED] and the Consideration Shares.
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Subscription Price

The Subscription Price of HK$[REDACTED] per Subscription Share represents:

(i) a [REDACTED] of approximately [REDACTED]% [REDACTED] the closing price of

HK$[REDACTED] per Share as quoted on the Stock Exchange on the Last Trading Day;

(ii) a [REDACTED] of approximately [REDACTED]% [REDACTED] the average closing

price of HK$[REDACTED] per Share as quoted on the Stock Exchange for the last five

consecutive trading days up to and including the Last Trading Day;

(iii) a [REDACTED] of approximately [REDACTED]% [REDACTED] the average closing

price of HK$[REDACTED] per Share as quoted on the Stock Exchange for the last ten

consecutive trading days up to and including the Last Trading Day;

(iv) a [REDACTED] of approximately [REDACTED]% [REDACTED] the net asset value of

approximately HK$0.016 per Share based on the audited consolidated net asset value of the

Company of approximately HK$13,887,000 as at 31 December 2018;

(v) a [REDACTED] of approximately HK$[REDACTED] cents [REDACTED] the Group’s

audited consolidated net deficit per Share of approximately HK$0.36 cents as at 31

December 2019; and

(vi) a [REDACTED] of approximately HK$[REDACTED] cents [REDACTED] the Group’s

unaudited consolidated net deficit per Share of approximately HK$1.59 cents as at 30 June

2020.

The Subscription Price was determined after arm’s length negotiations, taking into account (i)

the financial performance and financial position of the Group; and (ii) the fact that trading in the

Shares on the Stock Exchange has been suspended since 23 January 2018. The Subscription Shares

will be issued pursuant to a specific mandate to be obtained upon approval by the Independent

Shareholders at the SGM.

Conditions precedent

Completion of the Subscription shall be subject to the fulfilment of the following conditions on

or before 31 March 2021 (or such later date as the Company and Mr. Chan may agree in writing):

(a) the [REDACTED] of the Stock Exchange granting (subject only to allotment) and not

having withdrawn or revoked its approval for the listing of and permission to deal in the

Subscription Shares by no later than close of business on the Business Day prior to the first

day of their dealings on the Stock Exchange;

(b) all necessary consents, licences and approvals and/or waiver required to be obtained on the

part of Mr. Chan and all matters required to be fulfilled by Mr. Chan under or by the Listing

Rules, the Takeovers Code (for obtaining the Whitewash Waiver and consent for Special
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Deal), the Stock Exchange, the SFC (for obtaining the Whitewash Waiver and consent for

Special Deal) and/or other regulatory bodies in respect of the Subscription Agreement and

the transactions contemplated thereto having been obtained and remain in full force and

effect;

(c) all necessary consents, licences and approvals and/or waiver required to be obtained on the

part of the Company (including but not limited to the approval for the listing of and

permission to deal in the Subscription Shares) and all matters required to be fulfilled by

the Company in respect of the Subscription Agreement and the transactions contemplated

thereby having been obtained and remain in full force and effect;

(d) the passing by the Independent Shareholders at SGM to be convened and held of

resolutions to approve, among others, the Subscription Agreement, the Acquisition, the

[REDACTED], the [REDACTED], the Whitewash Waiver, the Special Deal and other

matters, if any and if required, under the Resumption Proposal and the respective

transactions contemplated thereunder, and all other consents and acts required under the

Listing Rules and the Takeovers Code (for obtaining the Whitewash Waiver and consent for

Special Deal) having been obtained and completed or, as the case may be, the relevant

waiver from compliance with any of such rules having been obtained from the Stock

Exchange and/or the SFC;

(e) there having been no indication from the Stock Exchange objecting to the Resumption

Proposal;

(f) the [REDACTED] granting the Whitewash Waiver to Mr. Chan (and such waiver not being

subsequently revoked prior to the completion of the Subscription) and the satisfaction of

all conditions (if any) attaching to the Whitewash Waiver granted and the [REDACTED]

granting consent under Rule 25 of the Takeovers Code in respect of the Special Deal in

accordance with applicable requirements under the Takeovers Code and any conditions

attaching to such consent becoming unconditional;

(g) the Stock Exchange granting approval for the resumption of trading of the Shares;

(h) the issue of the circular; and

(i) all of the conditions precedent to the [REDACTED] and the Acquisition Agreement,

respectively, having been fulfilled (save for the condition requiring the Subscription

Agreement having becoming unconditional) or, as applicable, waived.

Application for listing of the Subscription Shares

The Company will apply to the Stock Exchange for the listing of, and permission to deal in, the

Subscription Shares on the Stock Exchange.
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Specific mandate to issue Subscription Shares

The Subscription Shares will be allotted and issued pursuant to the specific mandate proposed

to be sought from the Independent Shareholders at the SGM.

Ranking of the Subscription Shares

The Subscription Shares, when fully paid, will rank pari passu in all respects, including the right

to any dividends or distribution which may be declared, with the Shares in issue as at the respective

date of allotment and issue thereof.

Completion of the Subscription

Subject to fulfilment (or waiver) of the conditions precedent to the Subscription as set out above,

the Subscription is expected to take place on [REDACTED].

Reasons and benefits of the Subscription and the [REDACTED]

The Subscription forms part and parcel of the Resumption Proposal seeking for the resumption

of trading in the Shares. The gross proceeds of HK$[REDACTED] from the Subscription will be

entirely used to settle part of the cash consideration of the Acquisition. Apart from the Subscription,

the Directors have considered other financing alternatives, such as bank borrowings and rights issue

or open offer. However, in view of (i) the historical financial performance of the Group, in particular

the loss-making and net liabilities position of the Group; and (ii) the suspension of trading of the

Shares on the Stock Exchange since 23 January 2018, the Company considers that it may not be

feasible to obtain external financing and/ or procure underwriters for pre-emptive issues on acceptable

terms under the prevailing market conditions and for such scale. The Company decided that the

Subscription would be the most appropriate and viable fund raising method to meet the financial needs

of the Group to settle the cash consideration of the Acquisition.

THE ACQUISITION

The principal terms of the Acquisition Agreement are set out as follows:

Date: 7 August 2019 (as supplemented and amended on 16 August

2019, 5 December 2019, 5 March 2020, 25 May 2020 and 4

September 2020, respectively)

Parties: (1) the Company, as Purchaser

(2) Mr. Chang, as Vendor

To the best of the Directors’ knowledge, information and belief, having made all reasonable

enquiries, Mr. Chang is an Independent Third Party and is not acting in concert with Mr. Chan and

his associates.

LETTER FROM THE BOARD

− 33 −

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.



Assets to be acquired

Pursuant to the Acquisition Agreement, the Company has conditionally agreed to acquire and the
Vendor has conditionally agreed to sell (i) the Sale Share, representing the entire issued share capital
of the Target Company, and (ii) the Sale Loan, representing the entire shareholder’s loan advanced by
Mr. Chang to the Target Company. Details of the Target Group are set out in the section headed
“Business of the Target Group” in this circular.

Information of the Target Group

The Target Group is a Hong Kong-based subcontractor principally engaged in the carrying out
of civil engineering works including foundation works, site formation works, reinforced concrete
structures and other civil works in both public and private sectors in Hong Kong. Details of the Target
Group including, among others, its business, management profile, history development and financial
information have been set out in other sections of this circular.

Consideration

The consideration for the Acquisition of HK$350.0 million shall be settled in the following
manner:

(a) as to HK$10,000,000 to be paid by the Company to Mr. Chang (or his designated person
or entity as he may direct in writing) as a refundable deposit (the “Refundable Deposit”)
on or before 11 December 2020;

(b) as to HK$[REDACTED] to be satisfied by the Company allotting and issuing
[REDACTED] Consideration Shares (the “Initial Consideration Shares”) at the
[REDACTED] to Mr. Chang (or his designated person or entity as he may direct in writing),
credited as fully paid, upon Acquisition Completion;

(c) as to HK$187,500,000 to be paid to Mr. Chang (or his designated person or entity as he may
direct in writing) in cash upon Acquisition Completion (the “Initial Cash
Consideration”);

(d) as to HK$[REDACTED] to be satisfied by the Company allotting and issuing
[REDACTED] Consideration Shares at the [REDACTED] to Mr. Chang (or his designated
person or entity as he may direct in writing), credited as fully paid (the “Deferred
Consideration Shares”) in accordance with the Profit Guarantee; and

(e) as to HK$52,500,000 (the “Deferred Cash Consideration”) to be paid by the Company in
cash upon Acquisition Completion to be held in escrow to be released to Mr. Chang and/or
the Purchaser in accordance with the Profit Guarantee.

On 4 June 2020, HK$300,000 was paid by the Company to Mr. Chang as part of the Refundable
Deposit. The consideration was determined by the parties to the Acquisition Agreement after arm’s
length negotiation taking into account, among others, the historical financial results and the expected
business development and future financial performance of the Target Group. The Board is of the view
that the consideration is fair and reasonable and in the interests of the Company and the Shareholders
as a whole.
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The Consideration Shares

The consideration for the Acquisition shall be partially satisfied by the allotment and issue of

an aggregate of [REDACTED] Consideration Shares at the [REDACTED] of HK$[REDACTED] each

which represents:

(i) approximately [REDACTED]% of the existing issued share capital of the Company as at

the Latest Practicable Date;

(ii) approximately [REDACTED]% of the issued share capital of the Company as enlarged by

the allotment and issue of the Subscription Shares and [REDACTED]; and

(iii) approximately [REDACTED]% of the issued share capital of the Company as enlarged by

the allotment and issue of the Subscription Shares, [REDACTED] and the Consideration

Shares.

The [REDACTED] of HK$[REDACTED] each represents a discount of approximately

[REDACTED]% to the closing price of HK$[REDACTED] per Share as quoted on the Stock Exchange

on the Last Trading Day. The [REDACTED] was determined after arm’s length negotiations, taking

into account (i) the financial performance and financial position of the Group; and (ii) the fact that

trading in the Shares on the Stock Exchange has been suspended since 23 January 2018. The

Consideration Shares will be issued pursuant to a specific mandate to be obtained upon approval by

the Independent Shareholders at the SGM.

Conditions precedent

The Acquisition shall be conditional upon the satisfaction or waiver (as the case may be) of,

among others, the following conditions on or before the Long Stop Date:

(a) the Company being reasonably satisfied with the results of the due diligence review to be

conducted on the Target Group solely in the context of whether the Target Group is suitable

for [REDACTED] pursuant to Rule 8.04 of the Listing Rules;

(b) all necessary consents, licences and approvals and/or waiver required to be obtained on the

part of Mr. Chang and the Target Group and all matters required to be fulfilled by Mr.

Chang and the Target Group in respect of the Acquisition Agreement and the transactions

contemplated thereby having been obtained and remain in full force and effect;

(c) all necessary consents, licences and approvals and/or waiver required to be obtained on the

part of the Company and all matters required to be fulfilled by the Company in respect of

the Acquisition Agreement, the [REDACTED], the Whitewash Waiver, the Special Deal and

the transactions contemplated thereby having been obtained and remain in full force and

effect;

(d) the passing by the Shareholders (other than those who are required by the Listing Rules,

the Takeovers Code or applicable laws and regulations not to vote or to abstain from

voting) at the SGM to approve, among others, the Acquisition Agreement, the
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[REDACTED], the [REDACTED], the Subscription and the Subscription Agreement, the

Whitewash Waiver, the Special Deal and other matters, if any and if required, under the

Resumption Proposal and the respective transactions contemplated thereunder, and all

other consents and acts required under the Listing Rules having been obtained and

completed or, as the case may be, the relevant waiver from compliance with any of such

rules having been obtained from the Stock Exchange;

(e) the warranties given by the Vendor under the Acquisition Agreement remaining true and

accurate in all material respects;

(f) there having been no material adverse change to the Target Group since 1 October 2018 up

to the Acquisition Completion;

(g) there having been no indication from the Stock Exchange objecting to the Resumption

Proposal;

(h) the [REDACTED] and the Subscription Agreement having become unconditional (save for

the condition requiring the Acquisition Agreement having becoming unconditional);

(i) the [REDACTED] granting the [REDACTED] of and permission to deal in the

Consideration Shares, the Subscription Shares and the [REDACTED];

(j) the [REDACTED] granting the Whitewash Waiver to Mr. Chan (and such waiver not being

subsequently revoked prior to the Acquisition Completion) and the satisfaction of all

conditions (if any) attaching to the Whitewash Waiver granted and the [REDACTED]

granting consent under Rule 25 of the Takeovers Code in respect of the Special Deal in

accordance with applicable requirements under the Takeovers Code and any conditions

attaching to such consent becoming unconditional;

(k) the Stock Exchange granting approval for the resumption of trading of the Shares; and

(l) the issue of the Circular.

In relation to conditions precedent (b) and (c) above, other than consents, licences and approvals

and/or waiver as set out in (d), (i), (j) and (k) above, no other consents, licences and approvals and/or

waiver is required to be obtained by the Company, Mr. Chang and the Target Group in respect of the

Acquisition.
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Profit guarantee

Pursuant to the Acquisition Agreement, the Vendor irrevocably and unconditionally warrants and

guarantees (the “Profit Guarantee”) to the Company that the audited net profit after tax of PCL as

shown in its audited financial statement for each of the three years ending 30 September 2020, 30

September 2021 and 30 September 2022 (each a “Relevant Year”) will not be less than

HK$35,000,000 (the “Guaranteed Profit”). In the event the actual net profit after tax (the “Actual
Net Profit”) for any of the three years ending 30 September 2020, 30 September 2021 and 30

September 2022 is less than the Guaranteed Profit, the Vendor shall compensate the Company by an

amount (the “Shortfall”) equivalent to:

(HK$35,000,000 - Actual Net Profit) x 10

subject to a maximum cap limit of HK$35,000,000 for each of the Relevant Year.

For year ending 30 September 2020

If the Profit Guarantee for the year ending 30 September 2020 is fulfilled, the Purchaser shall

allot and issue [REDACTED] Deferred Consideration Shares (“2020 Deferred Consideration
Shares”) at the [REDACTED] to the Vendor (or his designated person or entity as he may direct in

writing), credited as fully paid, within seven business days after the issuance of a certificate by the

auditor of the net profit of the Target Group (the “Guarantee Certificate”); or

If the Profit Guarantee for the year ending 30 September 2020 is not fulfilled, the Purchaser shall

allot and issue the 2020 Deferred Consideration Shares, as reduced by dividing the Shortfall by the

Issue Price, at the Issue Price to the Vendor (or his designated person or entity as he may direct in

writing), credited as fully paid, within seven business days after the issuance of the Guarantee

Certificate for the Relevant Year. For the avoidance of doubt, the Purchaser shall be relieved of its

obligation to allot and issue any 2020 Deferred Consideration Shares if the 2020 Deferred

Consideration Shares is reduced to zero.

For the year ending 30 September 2021

If the Profit Guarantee for the year ending 30 September 2021 is fulfilled, the Purchaser shall:

(i) allot and issue [REDACTED] Deferred Consideration Shares (“2021 Deferred Consideration
Shares”) at the Issue Price to the Vendor (or his designated person or entity as he may direct in

writing), credited as fully paid; and (ii) instruct the escrow agent to release HK$17,500,000 (“2021
Deferred Cash Consideration”) from the Deferred Cash Consideration to the Vendor (or his

designated person or entity as he may direct in writing), all within seven business days after the

issuance of the Guarantee Certificate for the Relevant Year; or

If the Profit Guarantee for the year ending 30 September 2021 is not fulfilled, the 2021 Deferred

Cash Consideration shall be reduced by the Shortfall on a dollar to dollar basis provided that: (i) if

the 2021 Deferred Cash Consideration is more than the Shortfall, the Purchaser shall: (aa) instruct the

escrow agent to release the 2021 Deferred Cash Consideration, as reduced by the Shortfall, to the

Vendor (or his designated person or entity as he may direct in writing); and (bb) allot and issue the

2021 Deferred Consideration Shares at the [REDACTED] to the Vendor (or his designated person or
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entity as he may direct in writing), credited as fully paid, all within seven business days after the

issuance of the Guarantee Certificate for the Relevant Year; or (ii) if the 2021 Deferred Cash

Consideration is less than the Shortfall (the “Discrepancy”), the Purchaser shall: (aa) instruct the

escrow agent to release the 2021 Deferred Cash Consideration to the Purchaser; and (bb) allot and

issue the 2021 Deferred Consideration Shares, as reduced by dividing the Discrepancy by the

[REDACTED], at the [REDACTED] to the Vendor (or his designated person or entity as he may direct

in writing), credited as fully paid, all within seven business days after the issuance of the Guarantee

Certificate for the Relevant Year. For the avoidance of doubt, the Purchaser shall be relieved of its

obligation to allot and issue any 2021 Deferred Consideration Shares if the 2021 Deferred

Consideration Shares is reduced to zero.

For the year ending 30 September 2022

If the Profit Guarantee for the year ending 30 September 2022 is fulfilled, the Purchaser shall

instruct the escrow agent to release HK$35,000,000 (“2022 Deferred Cash Consideration”) from the

Deferred Cash Consideration to the Vendor (or his designated person or entity as he may direct in

writing) within seven business days after the issuance of the Guarantee Certificate for the Relevant

Year.

If the Profit Guarantee for the year ending 30 September 2022 is not fulfilled, the 2022 Deferred

Cash Consideration shall be reduced by the Shortfall on a dollar to dollar basis and the Purchaser shall

instruct the escrow agent: (i) to release the 2022 Deferred Cash Consideration, as reduced by the

Shortfall, to the Vendor (or his designated person or entity as he may direct in writing); and (ii) to

release any cash balance held by the escrow agent to the Purchaser, all within seven business days

after the issuance of the Guarantee Certificate for the Relevant Year. For the avoidance of doubt, the

Purchaser shall be relieved of its obligation to pay any 2022 Deferred Cash Consideration if the 2022

Deferred Cash Consideration is reduced to zero.

Assumptions of profit forecasts

As the Profit Guarantee constitutes a profit forecasts pursuant to Rule 14.61 of the Listing Rules

and Rule 10.6 of the Takeovers Code, the requirements under Rule 14.62 of the Listing Rules and Rule

10 of the Takeovers Code are applicable.

Set out below are the details of the principal assumptions, including the commercial

assumptions, upon which the profit forecasts were based on:

(a) the Target Group will be able to continue its business as a going concern in the foreseeable

future and will not be severely interrupted by any force majeure events or unforeseeable

factors;

(b) it is assumed that there will be no material changes in existing government policies, or in

political, legal (including changes in legislation, regulations or rules), fiscal, market or

economic conditions in Hong Kong, and in the industry in which the Target Group operates;

(c) it is assumed that there will be no material changes in the basis or rates of taxation, both

direct and indirect, in Hong Kong in which the Target Group operates;
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(d) it is assumed that there will be no material changes in inflation or interest rates from those

currently prevailing in Hong Kong and any other countries where the Group and its

customers and suppliers operate;

(e) it is assumed that the operation and business of the Target Group will not be materially

affected or interrupted by any force majeure events or unforeseeable factors;

(f) it is assumed that there will be no material impacts of subsequent revisions of the

accounting standards, by which the Target Group currently adopted for preparation of the

Target Group’s financial statements;

(g) the Target Group will be able to retain its key staff in its management team as well as the

professional staff and will be able to recruit suitable staff for its expansion when and if

necessary;

(h) there will be no collapse of major customers, subcontractors or suppliers of the Target

Group that will adversely affect the results and operations of the Target Group;

(i) it is assumed that there will be no contract disputes and/or other contingent liabilities

which will have material adverse impacts on the Target Group’s business operations,

financial performance, and financial condition;

(j) there will be no material change in credit terms offered to customers and credit terms

offered by suppliers and subcontractors;

(k) there is no any factor, such as the substantial change on projects delay, license suspension

and other non-compliance issues, affect the progress of the existing construction projects

undertaking by the Target Group; and

(l) it is assumed that there will be no major litigation costs incurred.

Grant Thornton Hong Kong Limited, the reporting accountants of the Target Group, has reviewed

and reported to the Directors in respect of the calculations and compilations, in accordance with the

bases and assumptions described above and adopted by the Directors, of the profit forecasts.

Messis Capital Limited, the financial adviser, has confirmed that the profit forecasts have been

made after due and careful enquiry by the Board.

An independent assurance report from Grant Thornton Hong Kong Limited with respect to the

profit forecasts as required under Rule 14.62(2) of the Listing Rules and Rule 10 of the Takeovers

Code and a letter from Messis Capital Limited in compliance with Rule 14.62(3) of the Listing Rules

and Rule 10 of the Takeovers Code have been submitted to the Stock Exchange and SFC, the texts of

which are included in Appendix V and Appendix VI to this circular, respectively.
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Acquisition Completion

Acquisition Completion shall take place on the date falling on the third Business Day

immediately after the fulfilment (or waiver) of the conditions precedent to the Acquisition as set out

above.

Reasons and benefits of the Acquisition

The Acquisition forms part of the Proposed Restructuring seeking the resumption of trading in

the Shares, which has been suspended since 23 January 2018.

Consider that the Hong Kong government’s initiative to increase land and housing supply and

implementation of large-scale infrastructure projects in near future, the Directors are of the view that

the foundation and site formation industry can be benefited from future construction projects and

experienced growth. The Group believes that the Acquisition can strengthen the financial position by

developing the business of provision of foundation, site formation and reinforced concrete structure

services engaged by the Target Group. It is expected that upon the Acquisition Completion, the

Company will have sufficient level of operations.

Despite the fact that the existing Directors do not have the relevant experience in the foundation

and site formation industry, the Company intends to appoint Mr. Chang, whom has a wealth of

experience in the foundation and site formation industry, as the executive Director upon Acquisition

Completion.

On the basis of the above, the Board (excluding all the independent non-executive Directors,

who will give their opinion based on the recommendation from the independent financial adviser to

be appointed) is of the view that the terms of the Acquisition Agreement are on normal commercial

terms which are fair and reasonable and the Acquisition is in the interests of the Company and the

Shareholders as a whole.

THE DISPOSALS

On 3 September 2020, (i) Victory BVI entered into the Victory Realty SPA, Victory H-Tech SPA

and AC Cars SPA; (ii) Sky Dragon entered into the Express Luck SPA; and (iii) the Company entered

into the Victory Credit SPA, with the Disposal Purchaser, pursuant to which Victory BVI, Sky Dragon

and the Company has agreed to sell, and the Disposal Purchaser has agreed to buy the Victory Realty

Equity, Victory H-Tech Equity, AC Cars Equity, Express Luck Equity and Victory Credit Equity, at

a consideration of HK$1, respectively. Completion took place on the same day.

On 4 September 2020, HK Waho entered into the Victory Shenzhen SPA with the Disposal

Purchaser, pursuant to which HK Waho has agreed to sell and the Disposal Purchaser has agreed to

buy the Victory Shenzhen Equity at a consideration of HK$1. Completion will take place after

registration with the relevant government authority in the PRC.
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Information of the Disposal Purchaser

The Disposal Purchaser is a company incorporated in Hong Kong with limited liability and

wholly-owned by an individual named Ms. Luk Mei Chuen as at the Latest Practicable Date. The

Disposal Purchaser is principally engaged in investment holding.

To the best of the Directors’ knowledge, information and belief, having made all reasonable

enquiry, the Disposal Purchaser and its ultimate beneficial owner are Independent Third Parties.

Information of the Disposed Entities

Victory Realty

Victory Realty is a company incorporated in Hong Kong with limited liability on 10 November

1992. Immediately prior to the Victory Realty Disposal, it had 10,000 shares allotted and issued and

wholly-owned by Victory BVI and had no business operation. Upon completion of the Victory Realty

Disposal, it has ceased to be a member of the Group.

Victory H-Tech

Victory H-Tech is a company incorporated in Hong Kong with limited liability on 20 May 1998.

Immediately prior to the Victory H-Tech Disposal, it had 100,000 shares allotted and issued and

wholly-owned by Victory BVI and had no business operation. Upon completion of the Victory H-Tech

Disposal, it has ceased to be a member of the Group.

AC Cars

AC Cars is a company incorporated in Hong Kong with limited liability on 20 December 2013.

Immediately prior to the AC Cars Disposal, it had 10,000 shares allotted and issued and wholly-owned

by Victory BVI and had no business operation. After completion of the AC Cars Disposal, it has

ceased to be a member of the Group.

Express Luck

Express Luck is a company incorporated in Hong Kong with limited liability on 15 July 2011.

Immediately prior to the Express Luck Disposal, it had 10,000 shares allotted and issued and

wholly-owned by Sky Dragon and had no business operation. After completion of the Express Luck

Disposal, it has ceased to be a member of the Group.

Victory Credit

Victory Credit is a company incorporated in Hong Kong with limited liability on 22 October

2012. Immediately prior to the Victory Credit Disposal, it had 10,000 shares allotted and issued and

owned as to 66.99% by the Company, 33% by Mr. Lin Huiwen and 0.01% by Mr. Chen Hua, and had

no business operation. After completion of the Victory Credit Disposal, it has ceased to be a member

of the Group.

LETTER FROM THE BOARD

− 41 −

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.



Victory Shenzhen

Victory Shenzhen is a company incorporated in the PRC with limited liability on 5 May 2010.

Immediately prior to the Victory Shenzhen Disposal, it had a registered capital of HK$10,000,000

wholly-owned by HK Waho and had no business operation. After completion of the Victory Shenzhen

Disposal, it has ceased to be a member of the Group.

Completion of the Disposals

After the completion of the Disposals, the Company have ceased to hold any interests in the

Disposed Entities, and accordingly, the financial results of the Disposed Entities will no longer be

consolidated into the Company’s consolidated financial statements.

Reasons for the Disposals

After Acquisition Completion, members of the Target Group will become wholly-owned

subsidiaries of the Company and the Enlarged Group will principally carry out civil engineering

works. In view that the Disposed Entities were inactive companies with no business operations

immediately prior to the Disposals, the Disposals can streamline the Enlarged Group’s structure and

allow the Enlarged Group to focus on the principal activities of civil engineering works.

The Directors consider that the terms of the Disposals SPA and the Disposals are fair and

reasonable and on normal commercial terms and in the interests of the Company and its shareholders

as a whole.

Organisation structure of the Group prior to the Proposed Restructuring
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Organisation structure of the Group immediately upon the completion of the Proposed

Restructuring
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THE [REDACTED]

To finance the Acquisition and the future operation of the Group, the Company proposes to raise

a gross amount of approximately HK$[REDACTED] by way of the [REDACTED] of [REDACTED]

at the [REDACTED] of HK$[REDACTED] per [REDACTED]. Out of the [REDACTED],

[REDACTED] are available for subscription by the public (excluding the Qualifying Shareholders)

under the [REDACTED] and the remaining [REDACTED] are available for subscription by the

Qualifying Shareholders as [REDACTED] under the [REDACTED].

Issue statistics of the [REDACTED]

[REDACTED]: HK$[REDACTED] per [REDACTED] payable in full upon

application

Number of [REDACTED] to be

issued:

[REDACTED] (including [REDACTED] under the

[REDACTED] and [REDACTED] under the [REDACTED])

Number of Shares in issue

immediately upon completion

of the Subscription and the

[REDACTED]:

[REDACTED] Shares

[REDACTED]

The [REDACTED] will be [REDACTED] by the [REDACTED] for the aggregate [REDACTED].

The [REDACTED] and its ultimate beneficial owner(s) will be Independent Third Parties.
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As at the Latest Practicable Date, the Company has no outstanding options, warrants, derivatives

or convertible securities in issue which confer any rights to subscribe for, convert or exchange into

the Shares.

The [REDACTED]

Assuming there is no change in the issued share capital of the Company from the Latest

Practicable Date and up to the [REDACTED], the [REDACTED] proposed to be allotted and issued

pursuant to the [REDACTED] represent:

(i) approximately [REDACTED]% of the existing issued share capital of the Company as at

the Latest Practicable Date; and

(ii) approximately [REDACTED]% of the then issued share capital of the Company as enlarged

by the allotment and issue of the Subscription Shares, the [REDACTED] and the

Consideration Shares.

The [REDACTED]

The [REDACTED] of HK$[REDACTED] per [REDACTED] represents:

(i) a [REDACTED] of approximately [REDACTED]% [REDACTED] the closing price of

HK$[REDACTED] per Share as quoted on the Stock Exchange on the Last Trading Day;

(ii) a [REDACTED] of approximately [REDACTED]% [REDACTED] the average closing

price of HK$[REDACTED] per Share as quoted on the Stock Exchange for the last five

consecutive trading days up to and including the Last Trading Day;

(iii) a [REDACTED] of approximately [REDACTED]% [REDACTED] the average closing

price of HK$[REDACTED] per Share as quoted on the Stock Exchange for the last ten

consecutive trading days up to and including the Last Trading Day;

(iv) a [REDACTED] of approximately HK$[REDACTED] cents [REDACTED] the Group’s

audited consolidated net deficit per Share of approximately HK$0.36 cents as at 31

December 2019; and

(v) a [REDACTED] of approximately HK$[REDACTED] cents [REDACTED] the Group’s

unaudited consolidated net deficit per Share of approximately HK$1.59 cents as at 30 June

2020.

The net subscription price per [REDACTED], after deduction of [REDACTED] (assuming a

commission of [REDACTED]%), is expected to be approximately HK$[REDACTED]. The

[REDACTED] is determined having taken into account, among other things, (i) the financial

performance and financial position of the Group; and (ii) the suspension of trading in the Shares with

effect from 9:00 a.m. on 23 January 2018.
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Conditions of the [REDACTED]

Completion of the [REDACTED] will be subject to the fulfilment of, among others, the

following conditions:

(a) the passing by the Independent Shareholders at the SGM of ordinary resolutions to approve

the [REDACTED], the Whitewash Waiver, the Special Deal and the transactions

contemplated thereunder;

(b) the delivery to the Stock Exchange for authorisation and the registration with the Registrar

of Companies in Hong Kong respectively one copy of each of the [REDACTED] duly

signed by two Directors (and all other documents required to be attached thereto) and

otherwise in compliance with the Listing Rules and the CWUMPO;

(c) the posting of the [REDACTED] to the Qualifying Shareholders and the posting of the

[REDACTED] and a letter in the agreed form to the Excluded Shareholders, if any, for

information purpose only explaining the circumstances in which they are not permitted to

participate in the [REDACTED];

(d) the [REDACTED] granting or agreeing to grant (subject to allotment) and not having

withdrawn or revoked [REDACTED] of and permission to deal in the [REDACTED];

(e) the obligations of the [REDACTED] becoming unconditional and that [REDACTED] is not

terminated in accordance with its terms;

(f) the Acquisition Agreement and the Subscription Agreement having become unconditional

(save for the condition requiring the [REDACTED] having becoming unconditional);

(g) the [REDACTED] of the Stock Exchange has approved in principle of the resumption of

the trading of the Shares;

(h) compliance with and performance of all undertakings and obligations of the undertakings

by the [REDACTED] to accept their entitlement under the [REDACTED];

(i) all necessary consents and approvals required to be obtained on the part of the Company

in respect of the [REDACTED] and the transactions contemplated thereunder having been

obtained and remaining in full force and effect; and

(j) all necessary consents and approvals required to be obtained on the part of the

[REDACTED] in respect of the [REDACTED] and the transactions contemplated

thereunder having been obtained and remaining in full force and effect.

In relation to conditions precedent (i) and (j) above, other than the approvals and consents as set

out in (a), (d) and (g) above, no other consent or approval is required to be obtained by the Company

and the [REDACTED] in respect of the [REDACTED] and the transactions contemplated thereunder.
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Qualifying Shareholders

The [REDACTED] will only be available to the Qualifying Shareholders. To qualify for the

[REDACTED], a Shareholder must be registered as a member of the Company at the close of business

on the [REDACTED] and not be a Non-Qualifying Shareholder. In order to be registered as members

of the Company on the [REDACTED], all transfers of Shares must be lodged (together with the

relevant share certificate(s)) for registration with the Company’s branch share registrar and transfer

office in Hong Kong, [REDACTED], [REDACTED] by 4:30 p.m. on [REDACTED], [REDACTED].

It is expected that the last day of dealing in the Shares on a cum-entitlement basis is [REDACTED],

[REDACTED] and the Shares will be dealt with on an ex-entitlement basis from [REDACTED],

[REDACTED].

The Company will send the [REDACTED] to the Qualifying Shareholders only. For the

Non-Qualifying Shareholders, the Company will send copies of the [REDACTED] to them for their

information only and no [REDACTED] will be sent to the Non-Qualifying Shareholders.

Rights of the Overseas Shareholders

The [REDACTED] to be issued in connection with the [REDACTED] will not be registered

under the applicable securities legislation of any jurisdiction other than Hong Kong.

According to the register of members of the Company as at the Latest Practicable Date, no

Shareholder had a registered address situated outside Hong Kong. If, as at the close of the business

on the [REDACTED], a Shareholder’s address as recorded on the register of members of the Company

is in a place outside Hong Kong, the Board will make enquiries as to whether the issue of the

[REDACTED] to the Overseas Shareholders, if any, may contravene the applicable securities

legislation of the relevant overseas places or the requirements of the relevant regulatory body or stock

exchange and details and results of such enquiries will be included in the [REDACTED]. If, after

making such enquiry, the Board is of the opinion that it would be necessary or expedient, on account

either of the legal restrictions under the laws of the relevant place or any requirement of the relevant

regulatory body or stock exchange in that place, not to offer the [REDACTED] to such Overseas

Shareholders, the [REDACTED] will not be extended to such Overseas Shareholders.

Overseas Shareholders should note that they may or may not be entitled to participate in

the [REDACTED], subject to the results of enquiries made by the Board pursuant to Rule

13.36(2) of the Listing Rules. Accordingly, the Overseas Shareholders should exercise caution

when dealing in the Shares, and if they are in any doubt about their position, they should consult

their professional advisers.

Basis of allocation for applications for [REDACTED]

Allocation of the [REDACTED] to investors under the [REDACTED] will be based solely on the

level of valid applications received under the [REDACTED]. The basis of allocation may vary,

depending on the number of [REDACTED] validly applied for by applicants. Such allocation of the
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[REDACTED] could, where appropriate, consist of balloting, which would mean that some applicants

may be allotted more [REDACTED] than others who have applied for the same number of the Public

[REDACTED], and those applicants who are not successful in the ballot may not receive any Public

[REDACTED].

For allocation purposes only, the [REDACTED] available under the [REDACTED] is to be

divided equally (to the nearest board lot) into two pools for allocation purposes: Pool A (with an

aggregate subscription price of not more than HK$5 million (excluding the brokerage, the Stock

Exchange trading fee and the SFC transaction levy payable)) and Pool B (with an aggregate

subscription price of not more than HK$5 million (excluding the brokerage, the Stock Exchange

trading fee and the SFC transaction levy payable)).

Applicants should be aware that applications in Pool A and in Pool B may receive different

allocation ratios. If [REDACTED] in one (but not both) of the pools are under-subscribed, the surplus

[REDACTED] will be transferred to the other pool to satisfy demand in that other pool and be

allocated accordingly. Applicants can only receive an allocation of [REDACTED] from either Pool A

or Pool B but not from both pools. Multiple or suspected multiple applications and any application

for more than 50% of the [REDACTED] will be rejected.

Basis of [REDACTED] under the [REDACTED]

In order to enable the Qualifying Shareholders to participate in the [REDACTED] on a

preferential basis as to allocation, Qualifying Shareholders are entitled to apply for an aggregate of

[REDACTED] under the [REDACTED], representing approximately [REDACTED]% of the

[REDACTED], on the basis of [REDACTED] for every integral multiple of [REDACTED] Shares

held by the Qualifying Shareholders on the [REDACTED]. Application for all or any part of a

Qualifying Shareholder’s [REDACTED] should be made by completing the [REDACTED] and

lodging the same with a remittance for the [REDACTED] being applied for.

Qualifying Shareholders should note that [REDACTED] to [REDACTED] may not represent a

number of a full board lot of 16,000 Shares. Further, the [REDACTED] allocated to the Qualifying

Shareholders will be rounded down to the nearest whole number if required, and dealings in odd lots

of the Shares may be at a price below the prevailing market price for full board lots.

Qualifying Shareholders who hold less than [REDACTED] Shares on the [REDACTED] and

therefore will not have an [REDACTED] to [REDACTED] under the [REDACTED] will be entitled

to participate in the [REDACTED] by applying for excess [REDACTED] only, and such application

will only be satisfied to the extent there are sufficient available [REDACTED] not taken up by

Qualifying Shareholders as their [REDACTED] under the [REDACTED].

The Qualifying Shareholders’ [REDACTED] are not transferable and there will be no trading in

nil-paid entitlements on the Stock Exchange.

Basis of allocation for applications for [REDACTED]

Qualifying Shareholders may apply for a number of the [REDACTED] which is greater than,

equal to or less than their [REDACTED] or may apply only for excess [REDACTED] under the
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[REDACTED]. A valid application for a number of [REDACTED] which is less than or equal to a

Qualifying Shareholder’s [REDACTED] under the [REDACTED] will be accepted in full subject to

the terms and conditions of the [REDACTED] and assuming the conditions of the [REDACTED] are

satisfied.

Where a Qualifying Shareholder applies for a number of [REDACTED] which is greater than the

Qualifying Shareholder’s [REDACTED] under the [REDACTED], the relevant [REDACTED] will be

satisfied in full (subject to the terms and conditions of the [REDACTED]) but the excess portion of

such application will only be met to the extent that there are sufficient available [REDACTED]

resulting from other Qualifying Shareholders declining to take up some or all of their [REDACTED].

Such excess portions will be met by way of allocation by the [REDACTED] on a fair and pro rata basis

by reference to the number of excess [REDACTED] applied for by all such Qualifying Shareholders.

To the extent that the excess applications for the [REDACTED] are:

(i) less than the [REDACTED], the [REDACTED] will first be allocated to satisfy such excess

applications for the [REDACTED] in full and thereafter will be allocated to the

[REDACTED]; or

(ii) equal to the [REDACTED], the [REDACTED] will be allocated to satisfy such excess

applications for the [REDACTED] in full; or

(iii) more than the Available [REDACTED], the [REDACTED] will be allocated on a fair and

pro rata basis by reference to the number of excess [REDACTED] applied for by all such

Qualifying Shareholders.

If there is an odd lot number of [REDACTED] left after satisfying the excess applications, such

number of odd lot [REDACTED] will be reallocated to the [REDACTED]. No preference will be

given to any excess applications made to top up odd lot holdings to whole lot holdings of

[REDACTED].

For the avoidance of doubt, the Qualifying Shareholders are only entitled to apply for the

[REDACTED] and not entitled to apply for the [REDACTED].

Shareholders with their Shares held by a nominee (or which are held in CCASS) should note that

the Board will consider the nominee (including HKSCC Nominees Limited) as one single Shareholder

according to the register of members of the Company. Accordingly, such Shareholders should note

that the aforesaid arrangement in relation to the allocation of the excess [REDACTED] will not be

extended to the relevant beneficial owners individually. Shareholders with their Shares held by a

nominee (or which are held in CCASS) are advised to consider whether they would like to arrange

for the registration of their relevant Shares under the names of the beneficial owners prior to the

[REDACTED] for the purpose of the [REDACTED]. Shareholders and investors should consult their

professional advisers if they are in doubt as to their status.
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In the event that the Board notes unusual patterns of excess [REDACTED] applications and has

reason to believe that any application may have been made with the intention to abuse the above

mechanism, such application(s) for excess [REDACTED] may be rejected at the sole discretion of the

Board.

Status of the [REDACTED]

The [REDACTED], when allotted and fully paid, will rank pari passu in all respects with the

Shares in issue on the date of allotment of the [REDACTED]. Holders of the [REDACTED] will be

entitled to receive all future dividends and distributions which are declared, made or paid after the

date of allotment of the [REDACTED] in their fully-paid form.

Reallocation

In the event of any [REDACTED] not taken up by the Qualifying Shareholders and/or any odd

lot number of the [REDACTED] left after satisfying the excess application, the [REDACTED] will

be allocated to the [REDACTED].

In the event of under-subscription under the [REDACTED] and over-subscription under the

[REDACTED], no reallocation of the [REDACTED] to the [REDACTED] shall be made.

Application procedures

The procedures for application under the terms and conditions of the [REDACTED] will be set

forth in the [REDACTED].

Application for [REDACTED] of the [REDACTED]

The Company will apply to the Stock Exchange for the [REDACTED] of, and permission to deal

in, the [REDACTED] on the Stock Exchange. Subject to the granting of the approval for the

[REDACTED] of, and permission to deal in, the [REDACTED] on the Stock Exchange, the

[REDACTED] will be accepted as eligible securities by HKSCC for deposit, clearance and settlement

in CCASS with effect from the respective commencement date of dealings in the [REDACTED] on

the Stock Exchange or such other date as determined by HKSCC. Settlement of transactions between

participants of the Stock Exchange on any trading day is required to take place in CCASS on the

second trading day thereafter. All activities under CCASS are subject to the General Rules of CCASS

and CCASS Operational Procedures in effect from time to time.

No part of the equity or debt securities of the Company is listed or dealt in on any other stock

exchanges other than the Stock Exchange and no such [REDACTED] or permission to deal in is being

or is currently proposed to be sought from any other stock exchanges.
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Share certificates and refund cheques for the [REDACTED]

Subject to fulfilment of the conditions precedent of the [REDACTED], share certificates for the

fully paid [REDACTED] are expected to be despatched on or before [REDACTED], [REDACTED]

to those entitled thereto by ordinary post at their own risk. If the [REDACTED] is terminated, refund

cheques are expected to be despatched on or before [REDACTED], [REDACTED] by ordinary post

at the respective Shareholders’ own risk.

Reasons and benefits of the [REDACTED] and the [REDACTED]

The [REDACTED] forms part and parcel of the Resumption Proposal seeking for the resumption

of trading in the Shares. In order to demonstrate sufficient public interests in the business of the

Target Group and ensuring an adequate market in the Shares as required by Rule 8.07 of the Listing

Rules, and given that trading of Shares has been suspended since 23 January 2018, the Company

decided that the [REDACTED] would be the most appropriate and timely fund raising method to meet

the financial needs of the Group.

The [REDACTED] is conditional upon the subscription level of the [REDACTED] by the New

Public Shareholders to demonstrate sufficient public interests that there shall be (i) not less than 300

[REDACTED] by the New Public Shareholders; (ii) not less than 50% of the number of the

[REDACTED] (for the avoidance of doubt, excluding such number of the [REDACTED] as may be

automatically and mandatorily allocated and/or reallocated to the [REDACTED]) are allotted and

issued to the New Public Shareholders; and (iii) not more than 50% of the number of the

[REDACTED] (for the avoidance of doubt, excluding such number of the [REDACTED] as may be

automatically and mandatorily allocated and/or reallocated to the [REDACTED]) to be held by the

three largest New Public Shareholders.

[REDACTED]
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FUND RAISING ACTIVITIES IN THE PAST TWELVE MONTHS FROM THE LATEST

PRACTICABLE DATE

The Company had not conducted any equity fund raising activities in the past twelve months

immediately preceding the Latest Practicable Date.

THE [REDACTED]

The [REDACTED] to be appointed by the Company to fully [REDACTED] the [REDACTED]

will be an Independent Third Party and not acting in concert with the directors, chief executive or

substantial shareholders of the Company, including the Vendor and Mr. Chan, or their respective

associates and concert parties. It is expected that the [REDACTED] in respect of the [REDACTED]

will be executed prior to the despatch of the [REDACTED] and details of the [REDACTED] will be

set out in the [REDACTED]. The Company will make further announcement(s) as soon as the

[REDACTED] is executed.

PROPOSED APPOINTMENT OF DIRECTOR

As at the Latest Practicable Date, the board of Directors comprises Mr. Chan, Mr. Kingsley Chan

and Ms. Lucy Lo as executive Directors, and Mr. Ip Ka Keung Patrick, Dr. Lam King Hang and Mr.

Cheung Man Fu as independent non-executive Directors.

Subject to the Shareholders’ approval at the SGM, the Board proposes to appoint Mr. Chang as

an executive Director upon Resumption.

Biographical details of the Directors and the proposed Director have been set out in the section

headed “Directors, proposed Director and senior management of the Enlarged Group” in this circular.

ADOPTION OF THE BYE-LAWS

The existing bye-laws of the Company have not been amended since 1998. In order to bring the

constitution of the Company in line with amendments made to the Bermuda Companies Act and the

Listing Rules since then and to incorporate certain housekeeping amendments, which are rather

extensive, a special resolution will be proposed at the SGM for the Company to adopt the Bye-laws

to replace the existing bye-laws.

A summary of the principal provisions of the Bye-laws is set out in Appendix VII to this circular.

The proposed adoption of the Bye-laws will be subject to the approval by the Shareholders by

way of a special resolution at the SGM.

Shareholders are advised that the Bye-laws are written in English only and there is no official

Chinese translation. The Chinese translation of the Bye-laws is for reference purpose only. In case of

any inconsistency, the English version shall prevail.
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CHANGE OF PRINCIPAL BUSINESS ACTIVITIES OF THE GROUP AFTER RESUMPTION

The Company intends to (i) discontinue all of its existing business which are the trading of motor

vehicles business and money lending business; and (ii) continue the employment of all of the

Company’s existing employees after Resumption. After Acquisition Completion, the principal

business activities of the Group will be changed to the carrying out of civil engineering works

including site formation works, foundation works, reinforced concrete structures and other civil works

in both public and private sectors in Hong Kong. Other than the introduction of the business of the

Target Group and the Disposal, Mr. Chan does not intend to introduce any major change to the

Enlarged Group’s business (including any re-deployment of the Enlarged Group’s fixed assets).

CHANGE IN SHAREHOLDING STRUCTURE OF THE COMPANY

Set out below is the shareholding structure of the Company (i) as at the Latest Practicable Date;

(ii) immediately after the completion of Subscription; (iii) immediately after the completion of

Subscription and [REDACTED]; and (iv) immediately after the completion of Subscription,

[REDACTED] and allotment and issue of all Consideration Shares, assuming there are no other

changes in the share capital of the Company from the Latest Practicable Date to the date of allotment

and issue of the Consideration Shares:

Case I — assuming full acceptance of [REDACTED] by the Qualifying Shareholders under the
[REDACTED] and the public take up all the [REDACTED] under the [REDACTED]

As at the Latest
Practicable Date

Immediately after
the completion of

Subscription

Immediately after
the completion of
Subscription and

[REDACTED]

Immediately after
the completion of

Subscription,
[REDACTED] and
upon allotment and

issue of
Consideration

Shares
Number of

Shares
Approx.

%
Number of

Shares
Approx.

%
Number of

Shares
Approx.

%
Number of

Shares
Approx.

%

Mr. Chan and parties
acting in concert with
him

Mr. Chan 127,775,152 14.9 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Winsley Investment Limited
(Note 1) 202,575,000 23.6 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Sub-total 330,350,152 38.5 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Mr. Chang — — — — — — [REDACTED] [REDACTED]

Public
Mr. Lin Huiwen

(Note 2) 196,880,000 22.9 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Existing public Shareholders 331,916,286 38.6 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

New Public Shareholders — — — — [REDACTED] [REDACTED] [REDACTED] [REDACTED]

859,146,438 100.0 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]
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Case II — assuming none of the Qualifying Shareholders subscribed for the [REDACTED] under

the [REDACTED] and the public take up 50% of the number of [REDACTED]

As at the Latest

Practicable Date

Immediately after

the completion of

Subscription

Immediately after

the completion of

Subscription and

[REDACTED]

Immediately after

the completion of

Subscription,

[REDACTED] and

upon allotment and

issue of

Consideration

Shares

Number of

Shares

Approx.

%

Number of

Shares

Approx.

%

Number of

Shares

Approx.

%

Number of

Shares

Approx.

%

Mr. Chan and parties

acting in concert with

him

Mr. Chan 127,775,152 14.9 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Winsley Investment Limited

(Note 1) 202,575,000 23.6 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Sub-total 330,350,152 38.5 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Mr. Chang — — — — — — [REDACTED] [REDACTED]

Public

Mr. Lin Huiwen (Note 2) 196,880,000 22.9 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Existing public Shareholders 331,916,286 38.6 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

New Public Shareholders — — — — [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Independent subscriber(s)

procured by the

[REDACTED] — — — — [REDACTED] [REDACTED] [REDACTED] [REDACTED]

859,146,438 100.0 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Notes:

(1) Winsley Investment Limited is owned by Mr. Chan as to 98.0%, Ms. Lucy Lo as to 1.0% and Mr. Kingsley Chan as to

1.0%.

(2) Mr. Lin Huiwen is an independent third party and not acting in concert with Mr. Chan.
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POTENTIAL DILUTION EFFECT

The [REDACTED] will be conducted on the basis of [REDACTED] for every integral multiple

of [REDACTED] held by the Shareholders on the [REDACTED]. An aggregate of [REDACTED]

Subscription Shares will be allotted and issued to Mr. Chan to raise HK$[REDACTED] for the

settlement of part of the cash consideration of the Acquisition. Moreover, part of the consideration of

the Acquisition amounting to HK$[REDACTED] will be settled by way of issuance of an aggregate

of [REDACTED] Consideration Shares to the Vendor.

The Qualifying Shareholders who wish to subscribe for their respective entitlements to the

[REDACTED] under the [REDACTED] in full will have their shareholding interests in the Company

diluted by approximately [REDACTED]% upon completion of the Proposed Restructuring.

Furthermore, Qualifying Shareholders who do not wish to subscribe for their respective entitlements

to the [REDACTED] under the [REDACTED] will have their shareholding interests in the Company

being diluted by a maximum of approximately [REDACTED]% upon completion of the Proposed

Restructuring.

Despite the potential dilution effect resulting from the [REDACTED], the Acquisition and the

Subscription, having taken into account that:

(i) Independent Shareholders are given the chance to express their views on the terms of the

Subscription, the Acquisition, the [REDACTED], the Whitewash Waiver, the Special Deal

and the appointment of proposed Director and the transactions contemplated thereunder

through their votes at the SGM;

(ii) the [REDACTED] is conducted on the basis that all Qualifying Shareholders have been

offered the same opportunity to maintain their proportional interests in the Company;

(iii) the Qualifying Shareholders have their choice as to whether to accept the [REDACTED] or

not;

(iv) the Qualifying Shareholders have a choice as to whether to subscribe for additional

[REDACTED] through excess application;

(v) the Acquisition would ensure the Group has a sufficient level of operations and assets for

maintaining its listing status on the Stock Exchange;

(vi) if the Resumption Proposal fails to proceed, the Stock Exchange will proceed with the

cancellation of listing of the Shares on the Stock Exchange; and

(vii) trading in the Shares on the Stock Exchange has been suspended since 23 January 2018 and

therefore the Shareholders would have the right to make their decision as to whether to

remain as Shareholders or to realise their investment after resumption of trading of Shares,
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the Board considers the potential dilution effect on the shareholding interests of the Qualifying

Shareholders to be acceptable and the benefits of the Acquisition would out-weigh the adverse

impact of the dilution impact. Having taken into account the terms of the [REDACTED], the

Acquisition and the Subscription, the Directors (other than the members of the Independent

Board Committee whose view is set out in the Letter from the Independent Board Committee

after reviewing and considering the advice from the Independent Financial Adviser) consider

that the Subscription, the Acquisition, the [REDACTED], the Whitewash Waiver, the Special

Deal and the appointment of proposed Director and the transactions contemplated thereunder are

fair and reasonable and in the interests of the Company and the Shareholders as a whole.

Furthermore, it also offers all the Qualifying Shareholders an equal opportunity to participate in

the enlargement of the capital base of the Company and enables the Qualifying Shareholders to

maintain their proportionate interests in the Company and to participate in the future

development of the Company should they wish to do so. Those Qualifying Shareholders who do

not take up the [REDACTED] to which they are entitled should note that their shareholdings in

the Company will be diluted.

IMPLICATIONS UNDER THE LISTING RULES

The Subscription

Mr. Chan is a connected person of the Company under Rule 14A.07 of the Listing Rules as he

is an executive Director and a controlling shareholder of the Company. Accordingly, the transactions

contemplated under the Subscription Agreement constitute connected transactions of the Company

under Chapter 14A of the Listing Rules.

The Acquisition

As one or more of the applicable percentage ratios under Rule 14.07 of the Listing Rules in

respect of the Acquisition exceed(s) 100%, the Acquisition constitutes a very substantial acquisition

and a reverse takeover for the Company under Chapter 14 of the Listing Rules and is therefore subject

to the reporting, announcement and Shareholders’ approval requirement under Chapter 14 of the

Listing Rules.

In addition, as Mr. Chang, being the ultimate beneficial owner of the Target Group, is proposed

to be a Director upon the Acquisition Completion, the Acquisition constitutes a connected transaction

for the Company pursuant to Rule 14A.28 of the Listing Rules and is subject to the reporting,

announcement and independent shareholders’ approval requirements under Chapter 14A of the Listing

Rules.

Under Rule 14.54 of the Listing Rules, the Company proposing a reverse takeover will be treated

as if it were a [REDACTED] and the Acquisition is therefore subject to the approval by the

[REDACTED] of a [REDACTED] to be made by the Company. Such [REDACTED] is required to

comply with all the requirements under the Listing Rules, in particular the requirements under

Chapters 8 and 9 of the Listing Rules. The Subscription Shares, the [REDACTED] and the

Consideration Shares will be allotted and issued pursuant to the specific mandate to be sought from

the Independent Shareholders at the SGM.
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The [REDACTED]

Pursuant to Rule 10.04 of the Listing Rules, an existing Shareholder may only subscribe for or

purchase any securities for which [REDACTED] is sought which are being marketed by or on behalf

of a new applicant either in his or its own name or through nominees if two conditions are fulfilled.

One of the conditions set out in Rule 10.03(1) of the Listing Rules is that no securities are offered

to the existing Shareholders on a preferential basis and no preferential treatment is given to them in

the allocation of the securities. Since [REDACTED] that are available for subscription by the

Qualifying Shareholders as [REDACTED] under the [REDACTED] will contravene Rule 10.03(1) of

the Listing Rules, the Company has made an application to the Stock Exchange for a waiver from

strict compliance with Rule 10.04 of the Listing Rules, based on the facts that (i) save as the

[REDACTED], the Qualifying Shareholder will not participate or indicate any interest in the

[REDACTED]; (ii) the allocation of the [REDACTED] will be on a pro rata basis amongst all the

Qualifying Shareholders and no preferential treatment will be given to any of them; (iii) the minimum

public float requirement under Rule 8.08 of the Listing Rules will be met after completion of the

[REDACTED]; (iv) each of the Qualifying Shareholders will be interested in less than 5% of the

issued share capital of the Company; (v) each of the Qualifying Shareholders is not a core connected

person or its close associate; and (vi) each of the Qualifying Shareholders does not have power to

appoint Directors or any other special rights. Details of the allocation of the [REDACTED] will be

disclosed in allotment results announcement.

Pursuant to Rule 7.27B of the Listing Rules, a listed issuer may not undertake a rights issue,

open offer or specific mandate placing that would result in a theoretical dilution effect of 25% or more

(on its own or when aggregated with any other rights issues, open offers, and/or specific mandate

placings announced by the issuer within the 12 month period immediately preceding the

announcement of the proposed issue), unless the Company can satisfy the Stock Exchange that there

are exceptional circumstances. Despite that the issuance of Subscription Shares, Consideration Shares

and [REDACTED] under specific mandate will dilute the Qualifying Shareholders’ shareholding

interests in the Company by approximately [REDACTED]% if they subscribe for the [REDACTED]

under the [REDACTED] in full or by a maximum of approximately [REDACTED]% if they do not

subscribe for the [REDACTED], the Company is exempt from the restrictions under Rule 7.27B of the

Listing Rules given the [REDACTED] forms part of the rescue proposal (i.e. the Resumption

Proposal).

IMPLICATIONS UNDER THE TAKEOVERS CODE

Whitewash Waiver

As at the Latest Practicable Date, Mr. Chan and parties acting in concert with him in aggregate

hold approximately 38.5% of the issued share capital of the Company. Upon the completion of the

Subscription, the [REDACTED] and the allotment and issue of the Consideration Shares, Mr. Chan

and parties acting in concert with him will in aggregate hold approximately [REDACTED]% of the

issued share capital of the Company as enlarged by the Company’s Subscription Shares,

[REDACTED] and Consideration Shares in full. As such, Mr. Chan and parties acting in concert with

him would be required to make a mandatory general offer for all the issued shares of the Company

(not already owned or agreed to be acquired by Mr. Chan and parties acting in concert with him) under

Rule 26.1 of the Takeovers Code, unless a waiver from strict compliance with Rule 26.1 of the

Takeovers Code is granted by the [REDACTED].
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Mr. Chan and parties acting in concert with him have made an application to the [REDACTED]

for granting of the Whitewash Waiver pursuant to Note 1 on dispensations under Rule 26 of the

Takeovers Code. The Whitewash Waiver, if granted by the [REDACTED], would be subject to, among

other things, the approval of at least 75% and 50% of the votes cast by the Independent Shareholders

at the SGM by way of poll on the resolutions approving the Whitewash Waiver and the Subscription

respectively, in which Mr. Chan and parties acting in concert with him and those who are involved

in or interested in the Proposed Restructuring, the Subscription and/or the Whitewash Waiver shall

abstain from voting on the relevant resolution(s).

If the Whitewash Waiver is granted by the [REDACTED] and approved by 75% of the

Independent Shareholders, Mr. Chan and parties acting in concert with him will not be required to

make a mandatory offer which would be otherwise required as a result of the Subscription. The

[REDACTED] may or may not grant the Whitewash Waiver. In the event that any of the conditions

to the Subscription Agreement are not fulfilled, the Subscription Agreement shall lapse.

Special Deal

The proposed settlement of the indebtedness due to the Concert Group (who is interested in

approximately 38.45% of the total issued share capital of the Company as at the Latest Practicable

Date), which is not extended to all the other Shareholders, constitutes a special deal under Rule 25

of the Takeovers Code and therefore requires (i) consent by the [REDACTED]; (ii) the Independent

Financial Adviser to publicly state that in its opinion the repayment and the terms thereunder are fair

and reasonable; and (iii) approval by the Independent Shareholders at the SGM.

Mr. Chan and its associates and parties acting in concert with any of them, and those who are

interested in and involved in the Proposed Restructuring, the Whitewash Waiver and/or the Special

Deal will be required to abstain from voting on the relevant resolution(s).

The Special Deal and the transactions contemplated thereunder as described above will require

the consent of the [REDACTED] to proceed.

INFORMATION REQUIRED UNDER THE TAKEOVERS CODE

As at the Latest Practicable Date, Mr. Chan and parties acting in concert with him in aggregate

hold approximately 38.5% of the issued share capital of the Company.

As at the Latest Practicable Date, save as disclosed in this circular,

(a) none of Mr. Chan and parties acting in concert with him has received any irrevocable

commitment in relation to voting of the resolutions in respect of the Proposed

Restructuring, the Acquisition, the Subscription, the [REDACTED], the Whitewash waiver,

the Special Deal and the proposed appointment of proposed Director at the SGM;

(b) there is no outstanding derivative in respect of the securities of the Company which has

been entered into by Mr. Chan and parties acting in concert with him;
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(c) there is no agreement or arrangement to which Mr. Chan and parties acting in concert with

him is a party which relates to circumstances in which any of them may or may not invoke

or seek to invoke a pre-condition or a condition to the Acquisition Agreement, the

Subscription Agreement, the [REDACTED], the [REDACTED], the Whitewash Waiver, the

Special Deal, the appointment of proposed Director or any transactions contemplated

thereunder, including any break fees being payable;

(d) none of Mr. Chan and parties acting in concert with him has borrowed or lent any relevant

securities (as defined in Note 4 to Rule 22 of the Takeovers Code) in the Company;

(e) there is no agreement, arrangement or understanding entered into by Mr. Chan and parties

acting in concert with him for the transfer, charge or pledge of the Shares, the Subscription

Shares or the [REDACTED] to any other persons;

(f) there is no agreement, arrangement or understanding (including any compensation

arrangement) between Mr. Chan or parties acting in concert with him and any of the

Directors, recent Directors, Shareholders, recent Shareholders of the Company having any

connection with or dependence upon the outcome of the Mr. Chan’s Subscription and the

Whitewash Waiver; and

(g) other than the entering into of the Subscription Agreement, none of Mr. Chan and parties

acting in concert with him has dealt for value in any shares, convertible securities,

warrants, options and derivatives of the Company, within the six months prior to the date

of the Subscription Agreement and up to and including the Latest Practicable Date.

As at the Latest Practicable Date, the issued share capital of the Company comprises

859,146,438 Shares and the Company does not have any options, warrants or convertible securities

in issue.

FINANCIAL EFFECTS OF THE PROPOSED RESTRUCTURING

Immediately after the Proposed Restructuring, members of the Target Group will become

wholly-owned subsidiaries of the Company and the financial information of the Target Group will be

consolidated into the accounts of the Group.

Based on the unaudited pro forma financial information of the Enlarged Group as set out in

Appendix III to this circular, assuming completion of the Proposed Restructuring took place on 30

June 2020, the Enlarged Group would have total assets of approximately HK$[REDACTED] and total

liabilities of approximately HK$[REDACTED].

Based on the unaudited pro forma financial information of the Enlarged Group as set out in

Appendix III to this circular, assuming completion of the Proposed Restructuring took place on 1

January 2020, the loss for the year ended 2019 of the Enlarged Group would have been approximately

HK$[REDACTED]. Such loss is mainly due to (i) the loss of the Group of approximately

HK$[REDACTED]; and (ii) the estimated professional fees relating to the Proposed Restructuring of

approximately HK$[REDACTED], details of which are set out in notes 5(a), and 5(f) to the unaudited

pro forma financial statements of the Enlarged Group as set out in Appendix III to this circular.
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APPOINTMENT OF INDEPENDENT FINANCIAL ADVISER

The Independent Board Committee, which comprises all three independent non-executive

Directors, namely Mr. Ip Ka Keung Patrick, Dr. Lam King Hang and Mr. Cheung Man Fu, has been

established to make recommendation to the Independent Shareholders on whether the terms of the

Subscription, the Acquisition, the [REDACTED], the Whitewash Waiver, the Special Deal, the

appointment of proposed Director and the transactions contemplated thereafter are fair and reasonable

and in the interests of the Company and the Shareholders as a whole.

Red Sun Capital Limited has been appointed as the independent financial adviser to advise the

Independent Board Committee and the Independent Shareholders in this regard.

SGM

The SGM will be held on [REDACTED] on [REDACTED], [REDACTED] for the purpose of

considering and, if thought fit, approving, among other things, the Subscription, the Acquisition, the

[REDACTED], the Whitewash Waiver, the Special Deal, the appointment of proposed Director and the

adoption of the Bye-laws. Voting on the resolutions at the SGM will be taken by poll.

The notice of SGM is set out on pages SGM-1 to SGM-6 of this circular. Whether or not you

are able to attend the SGM, you are requested to complete the accompanying form of proxy in

accordance with the instructions printed thereon and deposit the same with the Company’s Hong Kong

branch share registrar and transfer office, [REDACTED], at [REDACTED] as soon as possible and in

any event not later than 48 hours before the time of the SGM or any adjournment thereof. Completion

and return of the form of proxy will not preclude you from attending and voting at the SGM or any

adjournment thereof should you so wish.

As at the Latest Practicable Date, Mr. Chan was the chairman, an executive Director and a

controlling Shareholder of the Company who is beneficially interested in 330,350,152 Shares,

representing approximately 38.45% of the issued share capital of the Company. As such, Mr. Chan is

a connected person of the Company as defined under the Listing Rules and the Subscription

Agreement and the transactions contemplated thereunder constitute connected transactions of the

Company under Chapter 14A of the Listing Rules. In addition, as Mr. Chang, being the ultimate

beneficial owner of the Target Group, is proposed to be a Director upon the Acquisition Completion,

the Acquisition constitutes a connected transaction for the Company pursuant to Rule 14A.28 of the

Listing Rules. Accordingly, the Subscription and the Acquisition are subject to the announcement,

reporting and Independent Shareholders’ approval requirement under Chapter 14A of the Listing

Rules. Mr. Chan and parties acting in concert with him will abstain from voting on the resolution in

relation to the Subscription, the [REDACTED], the Whitewash Waiver and the Special Deal at the

SGM.

To the best knowledge, information and belief of the Directors, having made all reasonable

enquiries, save for Mr. Chan and his associates, no other Shareholders have any material interest in

the resolution in respect of the Subscription, the Acquisition, the [REDACTED], the Whitewash

Waiver, the Special Deal, the appointment of proposed Director and the adoption of the Bye-laws or

is required to abstain from voting on the resolutions to be proposed at the SGM.
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RECOMMENDATION

Your attention is drawn to (i) the letter from the Independent Board Committee set out on pages

62 to 63 of this circular which contains the recommendation of the Independent Board Committee to

the Independent Shareholders in relation to the Subscription, the Acquisition, the [REDACTED], the

Whitewash Waiver, the Special Deal and the appointment of proposed Director, and (ii) the letter from

the Independent Financial Adviser set out on pages 64 to 107 of this circular which contains its advice

to the Independent Board Committee and the Independent Shareholders in relation to the Subscription,

the Acquisition, the [REDACTED], the Whitewash Waiver, the Special Deal, the appointment of

proposed Director and the transactions contemplated thereunder and the principal factors and reasons

taken into account by the Independent Financial Adviser in arriving at its advice.

Except for Mr. Chan and his associates, none of the Shareholders has a material interest in the

Proposed Restructuring, the Whitewash Waiver and the Special Deal or is required to abstain from

voting on any board resolutions to be proposed at the SGM.

The Directors (including the independent non-executive Directors whose recommendation is set

out in the letter from the Independent Board Committee) consider that the terms of the Subscription,

the Acquisition, the [REDACTED], the Whitewash Waiver, the Special Deal and the appointment of

proposed Director are fair and reasonable and in the interests of the Company and its Shareholders

as a whole. Accordingly, the Directors recommend the Independent Shareholders to vote in favour of

the resolutions to be proposed at the SGM to approve (i) the Proposed Restructuring; (ii) the

Subscription; (iii) the Acquisition; (iv) the [REDACTED]; (v) the Whitewash waiver; (vi) the Special

Deal, (vii) the proposed appointment of proposed Director; and (viii) the adoption of the Bye-laws.

ADDITIONAL INFORMATION

Your attention is drawn to the additional information set out in other sections of and appendices

to this circular.

Shareholders and potential investors should note that the Subscription, the [REDACTED],
the Acquisition, the Whitewash Waiver and the Special Deal are subject to various conditions
which may or may not be fulfilled, in particular, whether the Stock Exchange will allow the
Acquisition and accompanying transactions to proceed. There is therefore no assurance that any
of these transactions will proceed. Shareholders and potential investors are reminded to exercise
caution when dealing in the Shares.

This circular is being provided to you solely for your consideration of the matters to be
tabled at the SGM and is not intended to, and does not, constitute an offer to sell or an invitation
to or a solicitation of an offer to subscribe or buy any [REDACTED] in connection with the
[REDACTED] or otherwise. Any such offer or solicitation will be made solely through a
prospectus or offering circular in compliance with applicable laws and any decision to purchase
or subscribe for the [REDACTED] in connection with the [REDACTED] or otherwise should be
made solely on the basis of the information contained in such prospectus or offering circular.
Other than in Hong Kong, no action has been or will be taken in any jurisdiction that would
permit a [REDACTED] of the [REDACTED] that may be offered in the [REDACTED] in any
jurisdiction where action for that purpose is required.
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The publication of this circular does not indicate any decision or conclusion from the Stock

Exchange nor warrant any approval from the Stock Exchange on the resumption of trading in

the Shares. The Company will keep the public informed of the latest developments by making

further announcements as and when appropriate.

Yours faithfully,

By order of the Board

Victory Group Limited
Chan Chun Choi

Chairman and Managing Director
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(Incorporated in Bermuda with limited liability)

(Stock code: 1139)

Independent Board Committee:

Mr. Ip Ka Keung Patrick

Dr. Lam King Hang

Mr. Cheung Man Fu

[REDACTED]

To the Independent Shareholders:

Dear Sir / Madam,

PROPOSED RESTRUCTURING
INVOLVING, INTER ALIA,

(1) VERY SUBSTANTIAL ACQUISITION;
(2) PROPOSED SUBSCRIPTION OF SHARES BY MR. CHAN CHUN CHOI;

(3) PROPOSED [REDACTED];
(4) REVERSE TAKEOVER INVOLVING A [REDACTED];

(5) APPLICATION FOR WHITEWASH WAIVER; AND
(6) SPECIAL DEAL

We refer to the circular of the Company dated [●] (the “Circular”), of which this letter forms

part. Capitalised terms used herein shall have the same meanings as those defined in the Circular

unless the context otherwise requires.

We have been appointed as members of the Independent Board Committee to give you our

recommendation in respect of (i) the Acquisition; (ii) the Subscription; (iii) the [REDACTED]; (iv)

the Whitewash Waiver; and (v) the Special Deal and the transactions contemplated thereunder. Red

Sun Capital Limited has been appointed as the Independent Financial Adviser to advise you and us

in this regard. Details of the advice of Red Sun Capital Limited, together with the principal factors

and reasons they have taken into account, are contained in their letter set out on pages 64 to 107 of

the Circular. Your attention is also drawn to the letter from the Board and the additional information

set out in the appendices to the Circular.
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RECOMMENDATION

Having considered the terms of (i) the Acquisition; (ii) the Subscription; (iii) the [REDACTED];

(iv) the Whitewash Waiver; and (v) the Special Deal and the advice and recommendation of Red Sun

Capital Limited as contained in this letter set out on page 64 to 107 of the Circular, we consider that

the terms of the Subscription, the Acquisition, the [REDACTED], the Whitewash Waiver and the

Special Deal are fair and reasonable and are in the interests of the Company and its Shareholders as

a whole.

We therefore recommend the Independent Shareholders to vote in favour of the ordinary

resolutions to be proposed at the SGM in relation to (i) the Acquisition; (ii) the Subscription; (iii) the

[REDACTED]; (iv) the Whitewash Waiver; and (v) the Special Deal and the transactions

contemplated thereunder.

Yours faithfully,

For and on behalf of

Independent Board Committee

Mr. Ip Ka Keung Patrick
Independent

Non-executive Director

Dr. Lam King Hang
Independent

Non-executive Director

Mr. Cheung Man Fu
Independent

Non-executive Director
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The following is the full text of the letter of advice from the Independent Financial Adviser which

sets out its advice to the Independent Shareholders for inclusion in this circular.

[REDACTED]

To the Independent Shareholders of Victory Group Limited

Dear Sirs or Madams,

PROPOSED RESTRUCTURING
INVOLVING, INTER ALIA,

(1) VERY SUBSTANTIAL ACQUISITION;
(2) PROPOSED SUBSCRIPTION OF SHARES BY MR. CHAN CHUN CHOI;

(3) PROPOSED [REDACTED];
(4) REVERSE TAKEOVER INVOLVING A [REDACTED];

(5) APPLICATION FOR WHITEWASH WAIVER; AND
(6) SPECIAL DEAL

INTRODUCTION

We refer to our appointment as the Independent Financial Adviser to the Independent Board

Committee and the Independent Shareholders in respect of the Proposed Restructuring, the Whitewash

Waiver and the Special Deal, details of which are set out in the letter from the Board (the “Letter
from the Board”) contained in the circular issued by the Company to the Shareholders dated

[REDACTED] (the “Circular”), of which this letter forms part. Terms used in this letter shall have

the same meanings as defined in the Circular unless the context otherwise requires.

References are made to (i) the announcements of the Company dated 4 August 2017, 8 August

2017, 11 October 2017, 12 October 2017, 18 October 2017, 24 October 2017, 23 January 2018, 24

January 2018, 15 June 2018, 25 July 2018, 10 August 2018, 2 November 2018, 1 February 2019, 4

February 2019 and 2 May 2019 in relation to, among other things, the decision of the Stock Exchange

to proceed with cancellation of the Company’s listing status; and (ii) the announcements of the

Company dated 12 July 2019, 8 August 2019, 14 August 2019, 19 August 2019, 4 November 2019,

4 February 2020, 14 February 2020, 29 April 2020, 29 May 2020, 19 June 2020, 20 July 2020, 4

August 2020 and 20 August 2020 in relation to, among other things, the Resumption Proposal and the

Proposed Restructuring. Trading in the Shares on the Main Board of the Stock Exchange has been

suspended since 23 January 2018. By its letter to the Company on 4 August 2017, the Stock Exchange

considers that the Company has failed to maintain a sufficient level of operations or assets under Rule

13.24 of the Listing Rules to warrant the continued listing of its shares. The Stock Exchange has

therefore decided to suspend trading in the Company’s shares under Rule 6.01(3) of the Listing Rules
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and place the Company in the first delisting stage under Practice Note 17 of the Listing Rules. On 21

July 2018, the first delisting stage expired and the Company had not submitted any resumption

proposal for their consideration before the deadline, the Stock Exchange had decided to place the

Company into the second delisting stage on 24 July 2018 under Practice Note 17 to the Listing Rules.

Before the expiry date of the second delisting stage on 23 January 2019, as the Company has not

submitted any resumption proposal to the Stock Exchange, by a letter dated 1 February 2019 issued

by the Stock Exchange to the Company, the Stock Exchange has decided to place the Company in the

third delisting stage commencing on 18 February 2019 and expiring at the end of six months (i.e. 17

August 2019) pursuant to Practice Note 17 to the Listing Rules. On 16 August 2019, the Company

submitted the Resumption Proposal to the Stock Exchange pursuant to which the Company will carry

out, among others, (i) the Acquisition; (ii) the Subscription; and (iii) the [REDACTED], to

demonstrate sufficient operation and assets of the Group as required under Rule 13.24 of the Listing

Rules that warrant the continued listing of the Shares on the Stock Exchange.

On 7 February 2020, the Company received a letter from the Stock Exchange which stated that

the Stock Exchange agreed to allow the Company to proceed with the transactions contemplated in

the Resumption Proposal (but not any other proposal) on or before 19 June 2020. The Company has

made an application to the Stock Exchange on 11 June 2020 for its consent to extend the Deadline

from 19 June 2020 to 25 September 2020. On 17 July 2020, the Company received a letter from the

Stock Exchange informing the Company that the [REDACTED] has agreed to grant an extension of

time for the Company to submit the [REDACTED] on or before 11 September 2020.

Upon completion of the Proposed Restructuring, the Company intends to (i) discontinue all of

its existing business which are the trading of motor vehicles business and money lending business;

and (ii) continue the employment of all of the Company’s existing employees. Accordingly, the

principal business activities of the Group will be changed to carrying out of civil engineering works

including foundation works, reinforced concrete structures, site formation works and other civil works

in both public and private sectors in Hong Kong. According to the unaudited pro forma financial

information of the Enlarged Group as set out in the Appendix III to this circular, the unaudited pro

forma adjusted consolidated revenue of the Enlarged Group will be approximately

HK$[REDACTED], the unaudited pro forma adjusted consolidated profit before tax of the Enlarged

Group will be approximately HK$[REDACTED] and the unaudited pro forma adjusted consolidated

total assets of the Enlarged Group will be approximately HK$[REDACTED]. The Board considers

upon completion of the Proposed Restructuring, the Enlarged Group will have a sufficient level of

operations and assets for maintaining its listing status on the Stock Exchange. Other than the

introduction of the business of the Target Group and the Disposal, Mr. Chan does not intend to

introduce any major change to the Enlarged Group’s business (including any re-deployment of the

Enlarged Group’s fixed assets).

The Acquisition

As one or more of the applicable percentage ratios under Rule 14.07 of the Listing Rules in

respect of the Acquisition exceed(s) 100%, the Acquisition constitutes a very substantial acquisition

and a reverse takeover for the Company under Chapter 14 of the Listing Rules and is therefore subject

to the reporting, announcement and Shareholders’ approval requirement under Chapter 14 of the

Listing Rules.
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In addition, as Mr. Chang, being the ultimate beneficial owner of the Target Group, is proposed

to be a Director upon the Acquisition Completion, the Acquisition constitutes a connected transaction

for the Company pursuant to Rule 14A.28 of the Listing Rules and is subject to the reporting,

announcement and independent shareholders’ approval requirements under Chapter 14A of the Listing

Rules.

Under Rule 14.54 of the Listing Rules, the Company proposing a reverse takeover will be treated

as if it were a [REDACTED] and the Acquisition is therefore subject to the approval by the

[REDACTED] of a [REDACTED] to be made by the Company. Such [REDACTED] is required to

comply with all the requirements under the Listing Rules, in particular the requirements under

Chapters 8 and 9 of the Listing Rules. The Subscription Shares, the [REDACTED] and the

Consideration Shares will be allotted and issued pursuant to the specific mandate to be sought from

the Independent Shareholders at the SGM.

The Subscription

Mr. Chan is a connected person of the Company under Rule 14A.07 of the Listing Rules as he

is an executive Director and a controlling shareholder of the Company. Accordingly, the transactions

contemplated under the Subscription Agreement constitute connected transactions of the Company

under Chapter 14A of the Listing Rules.

The [REDACTED]

Pursuant to Rule 10.04 of the Listing Rules, an existing Shareholder may only subscribe for or

purchase any securities for which listing is sought which are being marketed by or on behalf of a new

applicant either in his or its own name or through nominees if two conditions are fulfilled. One of the

conditions set out in Rule 10.03(1) of the Listing Rules is that no securities are offered to the existing

Shareholders on a preferential basis and no preferential treatment is given to them in the allocation

of the securities. Since [REDACTED] that are available for subscription by the Qualifying

Shareholders as [REDACTED] under the [REDACTED] will contravene Rule 10.03(1) of the Listing

Rules, the Company has made an application to the Stock Exchange for a waiver from strict

compliance with Rule 10.04 of the Listing Rules, based on the facts that (i) save as the [REDACTED],

the Qualifying Shareholder will not participate or indicate any interest in the [REDACTED]; (ii) the

allocation of the [REDACTED] will be on a pro rata basis amongst all the Qualifying Shareholders

and no preferential treatment will be given to any of them; (iii) the minimum public float requirement

under Rule 8.08 of the Listing Rules will be met after completion of the [REDACTED]; (iv) each of

the Qualifying Shareholders will be interested in less than 5% of the issued share capital of the

Company; (v) each of the Qualifying Shareholders is not a core connected person or its close

associate; and (vi) each of the Qualifying Shareholders does not have power to appoint Directors or

any other special rights. Details of the allocation of the [REDACTED] will be disclosed in allotment

results announcement.

Pursuant to Rule 7.27B of the Listing Rules, a listed issuer may not undertake a rights issue,

open offer or specific mandate placing that would result in a theoretical dilution effect of 25% or more

(on its own or when aggregated with any other rights issues, open offers, and/or specific mandate

placings announced by the issuer within the 12 month period immediately preceding the

announcement of the proposed issue, unless the Company can satisfy the Stock Exchange that there
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are exceptional circumstances. Despite that the issuance of Subscription Shares, Consideration Shares

and [REDACTED] under specific mandate will dilute the Qualifying Shareholders’ shareholding

interests in the Company by approximately [REDACTED]% if they subscribe for the [REDACTED]

under the [REDACTED] in full or by a maximum of approximately [REDACTED]% if they do not

subscribe for the [REDACTED], the Company is exempt from the restrictions under Rule 7.27B of the

Listing Rules given the [REDACTED] forms part of the rescue proposal (i.e. the Resumption

Proposal)

The Whitewash Waiver

As at the Latest Practicable Date, Mr. Chan and parties acting in concert with him in aggregate

hold approximately 38.45% of the issued share capital of the Company. Upon the completion of the

Subscription, the [REDACTED] and the allotment and issue of the Consideration Shares, Mr. Chan

and parties acting in concert with him will in aggregate hold approximately [REDACTED]% of the

issued share capital of the Company as enlarged by the Company’s Subscription Shares,

[REDACTED] and the Consideration Shares in full. As such, Mr. Chan and parties acting in concert

with him would be required to make a mandatory general offer for all the issued shares of the

Company (not already owned or agreed to be acquired by Mr. Chan and parties acting in concert with

him) under Rule 26.1 of the Takeovers Code, unless a waiver from strict compliance with Rule 26.1

of the Takeovers Code is granted by the [REDACTED].

Mr. Chan and parties acting in concert with him have made an application to the [REDACTED]

for granting of the Whitewash Waiver pursuant to Note 1 on dispensations under Rule 26 of the

Takeovers Code. The Whitewash Waiver, if granted by the [REDACTED], would be subject to, among

other things, the approval of at least 75% and 50% of the votes cast by the Independent Shareholders

at the SGM by way of poll on the resolutions approving the Whitewash Waiver and the Subscription

respectively, in which Mr. Chan and parties acting in concert with him and those who are involved

in or interested in the Proposed Restructuring, the Subscription and/or the Whitewash Waiver shall

abstain from voting on the relevant resolution(s).

If the Whitewash Waiver is granted by the [REDACTED] and approved by at least 75% of the

votes cast by the Independent Shareholders, Mr. Chan and parties acting in concert with him will not

be required to make a mandatory offer which would be otherwise required as a result of the

Subscription. The [REDACTED] may or may not grant the Whitewash Waiver. In the event that any

of the conditions to the Subscription Agreement are not fulfilled, the Subscription Agreement shall

lapse.

Special Deal

The proposed settlement of the indebtedness due to the Concert Group (who is interested in

approximately 38.45% of the total issued share capital of the Company as at the Latest Practicable

Date), which is not extended to all the other Shareholders, constitutes a special deal under Rule 25

of the Takeovers Code and therefore requires (i) consent by the [REDACTED]; (ii) the Independent

Financial Adviser to publicly state that in its opinion the repayment and the terms thereunder are fair

and reasonable; and (iii) approval by the Independent Shareholders at the SGM.

Mr. Chan and its associates and parties acting in concert with any of them, and those who are

interested in and involved in the Proposed Restructuring, the Whitewash Waiver and/or the Special

Deal will be required to abstain from voting on the relevant resolution(s). The Company has applied

to the [REDACTED] for the consent to the Special Deal under Rule 25 of the Takeovers Code.
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OUR INDEPENDENCE

As at the Latest Practicable Date, we did not have any relationships with or interests in the

Company or the Target Company that could reasonably be regarded as relevant to the independence

of Red Sun Capital Limited. We are not associated or connected with the Company or the Investors,

their respective substantial shareholders or any party acting in concert with any of them. In the last

two years, apart from our engagement in September 2019 as independent financial adviser to the board

of the Company regarding the valuation of the Company resulting from the proposed very substantial

acquisition, we have not acted as the independent financial adviser or financial adviser to the

independent board committee and the independent shareholders of the Company.

Apart from the normal advisory fee payable to us in connection with this appointment as the

Independent Financial Adviser and the previous engagement as stated above, no arrangement exists

whereby we shall receive any other fees or benefits from the Company or any other parties that could

reasonably be regarded as relevant to our independence. Accordingly, we consider that we are

independent pursuant to Rule 13.84 of the Listing Rules.

BASIS OF OUR OPINION

In formulating our advice to the Independent Board Committee and the Independent

Shareholders, we have relied solely on the statements, information, opinions and representations

contained in the Circular and the information and representations provided to us by the management

of the Company (the “Management”). We have assumed that all information, representations and

opinions contained or referred to in the Circular which have been provided by the Company, the

Directors and the Management and for which they are solely and wholly responsible, were true and

accurate at the time they were made and continue to be as at the Latest Practicable Date.

The Directors jointly and severally accept full responsibility for the accuracy of the information

contained in the Circular (other than the information relating to the Vendor and the Target Group) and

confirm, having made all reasonable enquiries, that to the best of their knowledge, opinions expressed

in the Circular have been reasonably arrived at after due and careful consideration and there are no

other material facts not contained in the Circular the omission of which would make any statement

in the Circular misleading.

The Vendor, Mr. Chang, being the managing director and the ultimate beneficial owner of the

Target Group, accepts full responsibility for the accuracy of the information (other than those in

relation to the Group) contained in the Circular in relation to the Target Group and himself and

confirm, having made all reasonable enquiries, that to the best of his knowledge, opinions expressed

in the Circular have been arrived at after due and careful consideration and there are no other facts

not contained in the Circular, the omission of which would make any statement in the Circular

misleading.
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We consider that we have been provided with sufficient information on which to form a

reasonable basis for our opinion. We have no reason to suspect that any relevant information has been

withheld, nor are we aware of any facts or circumstances which would render the information

provided and representations made to us untrue, inaccurate or misleading. We consider that we have

performed all necessary steps to enable us to reach an informed view and to justify our reliance on

the information provided so as to provide a reasonable basis for our opinion.

We have not, however, carried out any independent verification of the information provided by

the Directors, the Management and the Vendor, nor have we conducted any independent investigation

into the business, affairs of the Company or the Target Group or any of their respective subsidiaries

and associates.

This letter is issued for the information of the Independent Board Committee and the

Independent Shareholders solely in connection with their consideration of the Proposed Restructuring

and the transactions contemplated thereunder and, except for its inclusion in the Circular, are not to

be quoted or referred to, in whole or in part, nor shall this letter be used for any other purposes,

without our prior written consent.

PRINCIPAL FACTORS AND REASONS CONSIDERED

In arriving at our recommendation in respect of the Proposed Restructuring, the Whitewash

Waiver and the Special Deal, we have considered the following principal factors and reasons:

1. Background of the Proposed Restructuring

1.1 Background of the Proposed Restructuring

Prior to the suspension of trading of the Shares on 23 January 2018, the Group principally

engaged in the trading of motor vehicles and money lending business in Hong Kong. On 4 August

2017, the Stock Exchange notified the Company that the Stock Exchange considers that the Company

has failed to maintain a sufficient level of operations or assets under Rule 13.24 of the Listing Rules

to warrant the continued listing of its shares. The Stock Exchange has therefore decided to suspend

trading in the Company’s shares under Rule 6.01(3) of the Listing Rules and place the Company in

the first delisting stage under Practice Note 17 of the Listing Rules. On 21 July 2018, the first

delisting stage expired and the Company had not submitted any resumption proposal for their

consideration before the deadline, the Stock Exchange had decided to place the Company into the

second delisting stage on 24 July 2018 under Practice Note 17 to the Listing Rules. Before the expiry

date of the second delisting stage on 23 January 2019, as the Company has not submitted any

resumption proposal to the Stock Exchange, by a letter dated 1 February 2019 issued by the Stock

Exchange to the Company, the Stock Exchange has decided to place the Company in the third delisting

stage commencing on 18 February 2019 and expiring at the end of six months (i.e. 17 August 2019)

pursuant to Practice Note 17 of the Listing Rules. On 16 August 2019, the Company has submitted

the Resumption Proposal to the Stock Exchange pursuant to which the Company will carry out, among

others, (i) the Acquisition; (ii) the Subscription; and (iii) the [REDACTED], to demonstrate sufficient

operation and assets of the Group as required under Rule 13.24 of the Listing Rules that warrant the

continued listing of the Shares on the Stock Exchange. On 7 February 2020, the Company received

a letter from the Stock Exchange which stated that the Stock Exchange agreed to allow the Company
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to proceed with the transactions contemplated in the Resumption Proposal on or before 19 June 2020.

The Company has made an application to the Stock Exchange on 11 June 2020 for its consent to

extend the Deadline from 19 June 2020 to 25 September 2020. On 17 July 2020, the Company

received a letter from the Stock Exchange informing the Company that the [REDACTED] has agreed

to grant an extension of time for the Company to submit the [REDACTED] on or before 11 September

2020.

On 7 August 2019, the Company and the Vendor entered into the Acquisition Agreement (which

was supplemented by a supplemental agreement on 16 August 2019, 5 December 2019, 5 March 2020,

25 May 2020 and 4 September 2020 respectively, and as may further be amended, supplemented or

otherwise modified from time to time), pursuant to which the Vendor has conditionally agreed to sell,

and the Company has conditionally agreed to acquire (i) the Sale Share, representing the entire issued

share capital of the Target Company, and (ii) the Sale Loan, representing the entire shareholder’s loans

advanced by the Vendor to the Target Group for a total consideration of HK$350.0 million, of which

HK$250.0 million shall be settled in cash and HK$100.0 million shall be settled by way of allotment

and issue of [REDACTED] Consideration Shares at the [REDACTED] of HK$[REDACTED] each.

Upon the Acquisition Completion, the Company will hold the entire issued share capital of the

Target Group.

On 16 August 2019, the Company and Mr. Chan, the controlling Shareholder and chairman of

the Company entered into the Subscription Agreement (as amended and supplemented by the

Supplemental Agreements) pursuant to which the Company has agreed to allot and issue and Mr. Chan

has agreed to subscribe for a total of [REDACTED] Shares, at the Subscription Price of

HK$[REDACTED] per Share for a total consideration of HK$[REDACTED], representing

approximately [REDACTED]% of the total issued share capital of the Company as at the Latest

Practicable Date and approximately [REDACTED]% of the total issued share capital of the Company

as enlarged by the allotment and issue of the Subscription Shares, the [REDACTED] and the

Consideration Shares.

To finance the Acquisition and future operation of the Group, the Company proposed to raise

approximately HK$[REDACTED] (before deducting professional fees and other relevant expenses) by

way of the [REDACTED] of [REDACTED]. Out of the [REDACTED], [REDACTED] are available

for subscription by the public (excluding the Qualifying Shareholders) under the [REDACTED] and

the remaining [REDACTED] are available for subscription by the Qualifying Shareholders as

[REDACTED] under the [REDACTED].
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1.2 Information on the Group

The following table summarises the consolidated financial information of the Group for the three

years ended 31 December 2019 and six months ended 30 June 2019 and 2020 as extracted from the

section headed “Financial Information of the Group” as set out in Appendix II in the Circular.

Year ended 31 December
Six months ended

30 June

2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(audited) (audited) (audited) (unaudited) (unaudited)

Revenue 33,418 18,957 423 86 —

Gross Profit 2,214 664 423 86 —

(Loss) for the year/period (10,793) (15,988) (16,955) (6,906) (10,577)

As at 31 December
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

(audited) (audited) (audited) (unaudited)

Current assets 35,354 19,996 7,392 3,801

Non-current assets 13,045 12,600 12,536 12,618

Current liabilities 18,524 18,709 22,996 30,064

Non-current liabilities — — — —

Total equity/(deficit) 29,875 13,887 (3,068) (13,645)

For the year ended 31 December 2018

The revenue of the Group decreased by approximately HK$14.4 million or 43.1% from

approximately HK$33.4 million for the year ended 31 December 2017 to approximately HK$19.0

million for the year ended 31 December 2018. Such decrease was mainly attributable to the decrease

in revenue from trading of motor vehicle and parts of approximately HK$13.5 million. Therefore, the

gross profit of the Group decreased by approximately HK$1.5 million or 68.2% from approximately

HK$2.2 million for the year ended 31 December 2017 to approximately HK$0.7 million for the year

ended 31 December 2018. Hence, the loss of the Group increased by approximately HK$5.2 million

or 48.1% from approximately HK$10.8 million for the year ended 31 December 2017 to

approximately HK$16.0 million for the year ended 31 December 2018.
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During the year ended 31 December 2018, the total asset of the Group decreased by

approximately HK$15.8 million or 32.6% from approximately HK$48.4 million as at 31 December

2017 to approximately HK$32.6 million as at 31 December 2018. Such decrease was mainly

attributable to the (i) decrease in trade receivables of approximately HK$8.3 million; (ii) decrease in

the prepayments, deposits and other receivables of approximately HK$3.4 million; and (iii) decrease

in loan and interest receivables of approximately HK$1.0 million. On the other hand, the total

liabilities of the Group remained stable at approximately HK$18.5 million and HK$18.7 million as at

31 December 2017 and 2018, respectively. As a result, the total equity of the Group decreased by

approximately HK$16.0 million or 53.5% from approximately HK$29.9 million as at 31 December

2017 to approximately HK$13.9 million as at 31 December 2018.

For the year ended 31 December 2019

The revenue of the Group decreased by approximately HK$18.6 million or 97.9% from

approximately HK$19.0 million for the year ended 31 December 2018 to approximately HK$0.4

million for the year ended 31 December 2019. Such decrease was mainly attributable to the Group did

not generated any revenue from the trading of motor vehicles and parts segment for the year ended

31 December 2019. Therefore, the gross profit of the Group decreased by approximately HK$0.3

million or 42.9% from approximately HK$0.7 million for the year ended 31 December 2018 to

approximately HK$0.4 million for the year ended 31 December 2019. Hence, the loss of the Group

increased by approximately HK$1.0 million or 6.3% from approximately HK$16.0 million for the year

ended 31 December 2018 to approximately HK$17.0 million for the year ended 31 December 2019.

During the year ended 31 December 2018, the total asset of the Group decreased by

approximately HK$12.7 million or 39.0% from approximately HK$32.6 million as at 31 December

2018 to approximately HK$19.9 million as at 31 December 2019. Such decrease was mainly

attributable to the (i) decrease in trade receivables of approximately HK$7.1 million; (ii) decrease in

the prepayments, deposits and other receivables of approximately HK$1.8 million; (iii) decrease in

loan and interest receivables of approximately HK$0.6 million; and (iv) decreased in bank balances

and cash of approximately HK$2.1 million. On the other hand, the total liabilities of the Group

increased by approximately HK$4.3 million or 23.0% from approximately HK$18.7 million as at 31

December 2018 to approximately HK$23.0 million as at 31 December 2019. Such increase was mainly

attributable to the (i) increase in bank borrowing of approximately HK$2.5 million; and (ii) increase

in other payables and accruals of approximately HK$2.1 million. As a result, the Group recorded a

total deficit of approximately HK$3.1 million as at 31 December 2019 as compared to the total equity

of approximately HK$13.9 million recorded as at 31 December 2018.

For the six months ended 30 June 2020

The Group did not record any revenue for the six months ended 30 June 2020 as compared to

approximately HK$86,000 recorded for the six months ended 30 June 2019. Hence, the loss of the

Group increased by approximately HK$3.7 million or 53.6% from approximately HK$6.9 million for

the six months ended 30 June 2019 to approximately HK$10.6 million for the six months ended 30

June 2020.
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During the six months ended 30 June 2020, the total asset of the Group decreased by

approximately HK$3.5 million or 17.6% from approximately HK$19.9 million as at 31 December

2019 to approximately HK$16.4 million as at 30 June 2020. Such decrease was mainly attributable

to the (i) decrease in trade receivables of approximately HK$2.3 million; (ii) decrease in loan and

interest receivables of approximately HK$0.9 million; and (iii) decrease in the inventories of

approximately HK$0.6 million. On the other hand, the total liabilities of the Group increased by

approximately HK$7.1 million or 30.9% from approximately HK$23.0 million as at 31 December

2019 to approximately HK$30.1 million as at 30 June 2020. Such increase was mainly attributable to

the combined effect of (i) the increase in bank borrowing of approximately HK$0.5 million; (ii) the

increase in the loan from a shareholder of approximately HK$6.0 million; (iii) the increase in the

amount due to a joint venture of approximately HK$0.5 million; (iv) the increase in bank overdrafts

of approximately HK$0.4 million; and (v) the decrease in other payables and accruals of

approximately HK$0.4 million. As a result, the total deficit of the Group increased by approximately

HK$10.5 million or 338.7% from approximately HK$3.1 million as at 31 December 2019 to

approximately HK$13.6 million as at 30 June 2020.

2. The Acquisition

On 7 August 2019, the Company and the Vendor entered into the Acquisition Agreement pursuant

to which the Vendor has conditionally agreed to sell, and the Company has conditionally agreed to

acquire (i) the Sale Share, representing the entire issued share capital of the Target Company, and (ii)

the Sale Loan, representing the entire shareholder’s loans advanced by the Vendor to the Target Group

for a total consideration of HK$350.0 million, of which HK$250.0 million shall be settled in cash and

HK$100.0 million shall be settled by way of allotment and issue of [REDACTED] Consideration

Shares at the [REDACTED] of HK$[REDACTED]. The Consideration Shares represent approximately

[REDACTED]% of the total issued share capital of the Company as at the Latest Practicable Date and

approximately [REDACTED]% of the total issued share capital of the Company as enlarged by the

allotment and issue of the Subscription Shares, the [REDACTED] and the Consideration Shares.

Upon the Acquisition Completion, the Company will hold the entire issued share capital of the

Target Group.

2.1 Information on the Target Group

The Target Group is a Hong Kong-based subcontractor principally engaged in carrying out of

civil engineering works including foundation works, reinforced concrete structures, site formation

works and other civil works in both public and private sectors in Hong Kong. The foundation works

undertaken by the Target Group are mainly related to excavation and lateral support (“ELS”),

excavation and disposal of excavated materials and pile caps construction. The Target Group generally

secures projects through tendering processes and is engaged as a subcontractor or sub-subcontractor.

For further details of the history, background and business of the Target Group, please refer to

the sections headed “History, Reorganisation and Corporate Structure of the Target Group” and

“Business of the Target Group” in the Circular.
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Set out below are the highlights of the consolidated financial information of the Target Group

for the three years ended 30 September 2017, 2018 and 2019 and the nine months ended 30 June 2019

and 2020, as extracted from the Accountants’ Report of Target Group set out in Appendix I to the

Circular:

Year ended 30 September
Nine months

ended 30 June

2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(audited) (audited) (audited) (unaudited) (audited)

Revenue 218,066 298,149 335,193 234,615 245,385

Gross profit 28,479 47,262 49,630 35,116 34,032

Profit before taxation 25,013 40,797 43,209 30,615 29,533

Profit for the year/period 20,853 34,149 36,220 25,637 24,904

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

(audited) (audited) (audited) (audited)

Current assets 58,957 102,376 131,853 147,218

Non-current assets 4,242 13,084 8,741 8,051

Current liabilities 25,065 41,378 101,901 92,369

Non-current liabilities 2,471 4,270 2,671 1,974

Total equity 35,663 69,812 36,022 60,926

For the year ended 30 September 2018

The revenue of the Target Group increased by approximately HK$80.0 million or 36.7% from

approximately HK$218.1 million for the year ended 30 September 2017 to approximately HK$298.1

million for the year ended 30 September 2018. The increase in revenue was mainly due to the increase

in revenue from (i) the foundation works segment of approximately HK$79.3 million from

approximately HK$18.5 million for the year ended 30 September 2017 to approximately HK$97.8

million for the year ended 30 September 2018; (ii) the site formation works segment of approximately

HK$29.5 million from approximately HK$13.6 million for the year ended 30 September 2017 to

approximately HK$43.1 million for the year ended 30 September 2018 and partially offset by the

decrease in revenue from reinforced concrete structure works of approximately HK$48.1 million from

approximately HK$176.6 million for the year ended 30 September 2017 to approximately HK$128.5

million for the year ended 30 September 2018.
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The gross profit of the Target Group increased by approximately HK$18.8 million or 66.0% from

approximately HK$28.5 million for the year ended 30 September 2017 to approximately HK$47.3

million for the year ended 30 September 2018. Such increase was mainly attributable to the increase

in revenue derived from the private sector of approximately HK$74.4 million or 256.6% from

approximately HK$29.0 million for the year ended 30 September 2017 to approximately HK$103.4

million for the year ended 30 September 2018. As a result of the above, the profit for the year

increased by approximately HK$13.2 million from approximately HK$20.9 million for the year ended

30 September 2017 to approximately HK$34.1 million for the year ended 30 September 2018.

During the year ended 30 September 2018, the total asset of the Target Group increased by

approximately HK$52.3 million or 82.8% from approximately HK$63.2 million as at 30 September

2017 to approximately HK$115.5 million as at 30 September 2018. Such increase was mainly

attributable to (i) increase in contract assets of approximately HK$15.4 million; (ii) increase in bank

balances and cash of approximately HK$11.5 million; (iii) increase in trade and other receivables of

approximately HK$10.0 million; (iv) increase in plant and equipment of approximately HK$8.8

million; and (v) increase in amount due from a director of approximately HK$6.5 million. On the other

hand, the total liabilities of the Target Group increased by approximately HK$18.1 million or 65.8%

from approximately HK$27.5 million as at 30 September 2017 to approximately HK$45.6 million as

at 30 September 2018. Such increase was mainly attributable to (i) increase in trade and other

payables of approximately HK$7.1 million; and (ii) increase in bank borrowings of approximately

HK$5.1 million. As a result, the total equity of the Target Group increased by approximately HK$34.1

million or 95.5% from approximately HK$35.7 million as at 30 September 2017 to approximately

HK$69.8 million as at 30 September 2018.

For the year ended 30 September 2019

The revenue of the Target Group increased by approximately HK$37.1 million or 12.5% from

approximately HK$298.1 million for the year ended 30 September 2018 to approximately HK$335.2

million for the year ended 30 September 2019. The increase in revenue was mainly due to the

combined effects of (i) the increase in revenue from the foundation works segment of approximately

HK$48.5 million from approximately HK$97.8 million for the year ended 30 September 2018 to

approximately HK$146.3 million for the year ended 30 September 2019; (ii) the increase in revenue

from the site formation works segment of approximately HK$47.8 million from approximately

HK$43.1 million for the year ended 30 September 2018 to approximately HK$90.9 million for the

year ended 30 September 2019; and (iii) the decrease in revenue from reinforced concrete structure

works of approximately HK$36.3 million from approximately HK$128.5 million for the year ended

30 September 2018 to approximately HK$92.2 million for the year ended 30 September 2019.

The gross profit of the Target Group increased by approximately HK$2.3 million or 4.9% from

approximately HK$47.3 million for the year ended 30 September 2018 to approximately HK$49.6

million for the year ended 30 September 2019. Such increase was mainly attributable to the increase

in revenue derived from the private sector of approximately HK$104.4 million or 101.0% from

approximately HK$103.4 million for the year ended 30 September 2018 to approximately HK$207.8

million for the year ended 30 September 2019. As a result of the above, the profit for the year

increased by approximately HK$2.1 million or 6.2% from approximately HK$34.1 million for the year

ended 30 September 2018 to approximately HK$36.2 million for the year ended 30 September 2019.
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During the year ended 30 September 2019, the total asset of the Target Group increased by

approximately HK$25.1 million or 21.7% from approximately HK$115.5 million as at 30 September

2018 to approximately HK$140.6 million as at 30 September 2019. Such increase was mainly

attributable to (i) increase in contract assets of approximately HK$25.1 million; (ii) increase in trade

and other receivables of approximately HK$16.0 million; (iii) decrease in amount due from a director

of approximately HK$10.3 million; and (iv) decrease in plant and equipment of approximately

HK$4.3 million. On the other hand, the total liabilities of the Target Group increased by

approximately HK$59.0 million or 129.4% from approximately HK$45.6 million as at 30 September

2018 to approximately HK$104.6 million as at 30 September 2019. Such increase was mainly

attributable to (i) increase in dividend payable of approximately HK$36.0 million; (ii) increase in

trade and other payables of approximately HK$15.3 million; and (iii) increase in bank borrowings of

approximately HK$11.7 million. As a result, the total equity of the Target Group decreased by

approximately HK$33.8 million or 48.4% from approximately HK$69.8 million as at 30 September

2018 to approximately HK$36.0 million as at 30 September 2019.

For the nine months ended 30 June 2020

The revenue of the Target Group increased by approximately HK$10.8 million or 4.6% from

approximately HK$234.6 million for the nine months ended 30 June 2019 to approximately HK$245.4

million for the nine months ended 30 June 2020. The increase in revenue was mainly due to the

combined effects of (i) the increase in revenue from reinforced concrete structure works of

approximately HK$40.2 million from approximately HK$41.4 million for the nine months ended 30

June 2019 to approximately HK$81.6 million for the nine months ended 30 June 2020; (ii) the increase

in revenue from the site formation works segment of approximately HK$26.3 million from

approximately HK$68.1 million for the nine months ended 30 June 2019 to approximately HK$94.4

million for the nine months ended 30 June 2020; and (iii) the decrease in revenue from the foundation

works segment of approximately HK$51.7 million from approximately HK$120.1 million for the nine

months ended 30 June 2019 to approximately HK$68.4 million for the nine months ended 30 June

2020.

The gross profit of the Target Group remained stable at approximately HK$35.1 million and

HK$34.0 million for the nine months ended 30 June 2019 and 2020, respectively. As a result, the

profit for the period also remained stable at approximately HK$25.6 million and HK$24.9 million for

the nine months ended 30 June 2019 and 2020, respectively.

During the nine months ended 30 June 2020, the total asset of the Target Group increased by

approximately HK$14.7 million or 10.5% from approximately HK$140.6 million as at 30 September

2019 to approximately HK$155.3 million as at 30 June 2020. Such increase was mainly attributable

to increase in contract assets of approximately HK$13.4 million. On the other hand, the total

liabilities of the Target Group decreased by approximately HK$10.3 million or 9.8% from

approximately HK$104.6 million as at 30 September 2019 to approximately HK$94.3 million as at 30

June 2020. Such decrease was mainly attributable to the combined effects of (i) the decrease in

dividend payable of approximately HK$24.3 million; (ii) the decrease in current tax liabilities of

approximately HK$2.8 million; (iii) the increase in trade and other payables of approximately HK$8.5
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million; and (iv) the increase in bank borrowings of approximately HK$8.6 million. As a result, the

total equity of the Target Group increased by approximately HK$24.9 million or 69.2% from

approximately HK$36.0 million as at 30 September 2019 to approximately HK$60.9 million as at 30

June 2020.

For further details of the financial information of the Target Group, please refer to the section

headed “Financial information of the Target Group” in the Circular.

2.2 Information on the proposed Director

As at the Latest Practicable Date, the board of Directors comprises Mr. Chan, Mr. Kingsley

Chan, Ms. Lucy Lo as executive Directors, and Mr. Ip Ka Keung Patrick, Dr. Lam King Hang and Mr.

Cheung Man Fu as independent non-executive Directors. The Company intends to appoint Mr. Chang

as an executive Director upon Acquisition Completion.

Please refer to the section headed “Directors, proposed Director and senior management of the

Enlarged Group” for detailed biographical information of the Directors, proposed Director and senior

management upon Completion.

2.3 Overview of the construction industry in Hong Kong

The Target Group is a Hong Kong-based subcontractor principally engaged in carrying out of

civil engineering works including foundation works, reinforced concrete structures, site formation

works and other civil works in both public and private sectors in Hong Kong. The foundation works

undertaken by the Target Group are mainly related to ELS, excavation and disposal of excavated

materials and pile caps construction. The Target Group generally secures projects through tendering

processes and is engaged as a subcontractor or sub-subcontractor. Set out below are the highlights of

the construction industry and the specialised construction works subcontracting industry as extracted

from the section headed “Industry Overview” in the Circular

Construction industry in Hong Kong

According to the Industry Consultant’s Report, the gross output value of Hong Kong’s

construction industry increased from HK$199.7 billion in 2014 to HK$236.4 billion in 2019,

representing a CAGR of 3.4% between 2014 and 2019. Hong Kong’s economy and population kept

growing steadily during the past few years, which has driven demand for infrastructure facilities,

residential buildings, and commercial buildings. This large demand has stimulated the construction

industry to keep expanding accordingly. It is expected that the gross output value of Hong Kong’s

construction industry will reach HK$242.4 billion by 2024, representing a CAGR of 0.5% between

2019 and 2024.

According to the 2020-21 Hong Kong Budget, there will be 100,400 more public housing units

in Hong Kong by 2024, which is considered the largest amount since 2004. In June 2018, the Hong

Kong government introduced six new housing initiatives, which were intended to achieve three

objectives, namely making subsidised sale flats more affordable, increasing the supply of subsidised
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housing units, enhancing support for the transitional housing supply, and encouraging the more timely

supply of first-hand private flats. According to the 2020-21 Budget and the forecast from Rating and

Valuation Department, the supply of buildings and housings is expected to grow at a more moderate

pace in the next few years.

As Hong Kong’s economic freedom and competitive tax rates continue to win international

recognition, together with its strategic location for multinational corporations and other foreign

business to mainland China, the demand for office and commercial buildings remains strong. The

completion of usable floor space in office and commercial buildings has recorded a strong growth

momentum with a CAGR of 22.3% and 11.7% between 2014 and 2019 respectively. The government

of Hong Kong initiated a scheme for the revitalisation of industrial buildings in 2009. The scheme

provides more floor space to meet Hong Kong’s changing social and economic needs, and

subsequently makes better use of land resources. Owing to this new scheme, the total completion of

usable floor space in industrial buildings demonstrated an upward trend with a CAGR of 5.5%

between 2014 and 2019. According to the Rating and Valuation Department, the total supply of office,

commercial and industrial buildings coming on stream will be exponentially higher in 2019 in

comparison to previous years, but will drop substantially in 2020, as a result of the decline in the

supply of office buildings. The fast development of Guangdong-Hong Kong-Macao Greater Bay Area

is also expected to drive the growth of Hong Kong’s commercial property market. It is expected that

the supply of office, commercial and industrial buildings will recover in 2021 or before and increase

consistently until 2023.

The Hong Kong government has been increasing its investment in infrastructure over the past

several years in order to promote further economic growth. Local construction activities in Hong

Kong have received a boost from the detailed publication of tenders released for major infrastructure

projects since 2007. The Hong Kong government’s public expenditure on infrastructure projects was

HK$79.1 billion for the fiscal year during the 2019-2020 Budget. Public expenditure on infrastructure

has remained at a high level in recent years.

Policies and regulations as concerns of Hong Kong’s construction industry

According to the 2020-21 Budget issued by the Government of Hong Kong Special

Administrative Region, the potential land supply of 2020-21 Land Sale Programme, railway property

development projects and private development/ redevelopment projects expected to provide about

15,700 units and the estimated production from 2019-20 to 2023-24 is about 100,400 units,

comprising about 74,400 public rental housing/Green Form Subsidised Home Ownership Scheme

units, and 26,000 subsidised sale units.

According to the Supplementary Labour Scheme issued by the Construction Industry Council,

the Hong Kong government will provide HK$100 million to the Construction Industry Council in

order to strengthen their work in training skilled workers entering into the industry. This will help

further raise the quality of construction work as well as the professional image of construction

workers overall, and attract more people to join the industry.
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Specialised construction subcontracting industry in Hong Kong

Specialised construction works generally include site formation works, piling and related

foundation works, reinforced concrete structure, and other civil engineering constructions. Different

from general building works, it is common that specialised construction works are outsourced to

specialised subcontractors, who have required certifications and registrations.

The gross output value of Hong Kong’s foundation works performed by main contractors reached

HK$12.6 billion in 2019 with a CAGR of -3.9% between 2014 and 2019. The gross output value of

Hong Kong’s foundation works performed by subcontractors reached HK$8.8 billion in 2019 with a

CAGR of -2.5% between 2014 and 2019. It is expected that the gross output value of Hong Kong’s

foundation works performed by main contractors will reach HK$13.9 billion in 2019 with a CAGR of

1.9% between 2019 and 2024, and the gross output value of Hong Kong’s foundation works performed

by subcontractors will reach HK$10.4 billion in 2024 with a CAGR of 3.4% between 2019 and 2024.

The gross output value of Hong Kong’s site formation works performed by main contractors

reached HK$11.3 billion in 2019 with a CAGR of 28.7% between 2014 and 2019. The gross output

value of Hong Kong’s site formation works performed by subcontractors reached HK$7.9 billion in

2019 with a CAGR of 30.3% between 2014 and 2019. It is expected that the gross output value of

Hong Kong’s site formation works performed by main contractors will reach HK$11.6 billion in 2024

with a CAGR of 0.6% between 2019 and 2024, and the gross output value of Hong Kong’s site

formation works performed by subcontractors will reach HK$8.6 billion in 2024 with a CAGR of 1.8%

between 2019 and 2024.

The gross output value of Hong Kong’s reinforced concrete structure works performed by main

contractors reached HK$80.1 billion in 2019 with a CAGR of 9.6% between 2014 and 2019. The gross

output value of Hong Kong’s reinforced concrete structure works performed by subcontractors

reached HK$56.1 billion in 2019 with a CAGR of 11.2% between 2014 and 2019. It is expected that

the gross output value of reinforced concrete structure works performed by main contractors will

reach HK$83.4 billion in 2024 with a CAGR of 0.8% between 2019 and 2024, and the gross output

value of Hong Kong’s reinforced concrete structure works performed by subcontractors will reach

HK$62.6 billion in 2024 with a CAGR of 2.2% between 2019 and 2024.

Market drivers for Hong Kong’s construction industry

According to the Industry Consultant’s Report, the construction industry in Hong Kong has the

following drivers:

• Sufficient land supply: In an effort to stabilise the property market, the Hong Kong

government is expected to increase the supply of residential land for both public housing

and private real estate in order to meet the continuously rising demand for housing units.

According to the five-year plan put forward by the Hong Kong government to allocate more

land for residential property development, it is expected that a total of around 150 sites and

210,000 public and private housing units will be rezoned, with the Hong Kong government

also expected to provide public land for projects launched by the Urban Renewal Authority

and the MTR Corporation. These policies will further drive the development of Hong

Kong’s construction industry.
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• Growth of new houses and buildings: The rapid increase in the supply of houses and

buildings has driven Hong Kong’s construction industry to grow. The demand for relevant

construction works of new houses and buildings is highly associated with the growth of

newly completed houses and buildings in Hong Kong. The total supply of public rental

housing and private residential housing has achieved a growth momentum with a CAGR of

3.2% between 2014 and 2019, and the total completion of usable floor space within private

non-domestic premises has expanded substantially with a CAGR of 17.0% during the same

period. Moving forward, according to the 2020-21 Budget and the forecast from Rating and

Valuation Department, the supply of buildings and housings is expected to grow at a more

moderate pace in the next few years. The sustained housings and buildings supply in Hong

Kong will continue to drive Hong Kong’s construction industry in the future.

• Mega public infrastructure projects: Since the announcement of the “Ten Major

Infrastructure Projects” in 2007, Hong Kong’s construction industry has enjoyed a period

of rapid growth with a significant increase in investment on a number of public

infrastructure megaprojects. As of December 2018, there were still several projects

ongoing, including the West Kowloon Cultural District project, the Kai Tak Development

project, and the third runway for Hong Kong International Airport. These public

infrastructure megaprojects have provided a great deal of new opportunities for Hong

Kong’s construction industry, with these projects also being expected to spur on demand for

related building construction works throughout the period from 2020 to 2024.

Market drivers for Hong Kong’s specialised construction works subcontracting industry

According to the Industry Consultant’s Report, the specialised construction works

subcontracting industry in Hong Kong has the following drivers:

• Large amount of mega public infrastructure projects by the Hong Kong government: The

Ten Major Infrastructure Projects released by the Hong Kong government have provided a

great boost to Hong Kong’s specialised construction works subcontracting industry since

these projects are large in scale and require a large amount of specialised construction

works and related general building works in keeping with the high level of investment.

With more projects expected to commence during the forecast period, it is expected that

Hong Kong’s specialised construction works subcontracting industry will receive a further

boost accordingly, ultimately benefitting in the long run from these mega public

infrastructure projects.

• Fast growing numbers of high-rise buildings and skyscrapers in Hong Kong: Given its

small geographical size, high-rise buildings and skyscrapers are popular in Hong Kong in

accommodating its large population. At present, there are approximately 8,000 high-rise

buildings and skyscrapers in Hong Kong, with this number continually growing. Since

these buildings require a large amount of investment in specialised construction works to

meet building requirements, it is expected that Hong Kong’s specialised construction

subcontracting industry will be stimulated by an increasing number of new projects focused

on constructing high-rise buildings and skyscrapers.
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• Increasing residential property projects in Hong Kong: The Hong Kong government plans

to increase the supply of residential land for public and private housing in order to satisfy

increased demand for new housing units and in an attempt to stabilise what is now an

overheated property market. According to its 2016-17 Budget Speech, the Hong Kong

government has adopted a public housing supply target of 280,000 units in accommodating

this growing demand, providing access to more land for the ten-year period between

2016-17 and 2025-26. The Hong Kong government will also provide public land for

projects launched by the Urban Renewal Authority and the MTR Corporation. These

policies will drive the specialised construction works subcontracting industry in Hong

Kong, with demand for specialised construction and general building works expected to

continue increasing over the next five years.

• High attention put on the old building reconstruction plan by the Hong Kong government:

Apart from construction projects for new buildings, there are also a number of planned

projects for rebuilding older buildings in Hong Kong. Since most of these older buildings

are located in the city centre with higher population densities, specialised construction

works will require special technology, such as frictional pre-bored H-piles with lower noise

and vibration, in order to be relatively more eco-friendly.

We noted that the Industry Overview was prepared by China Insights Consultancy, an investment

consulting company originally established in Hong Kong and with direct access to the experts and

market participants in the construction industry with a focus on specialised construction works in

Hong Kong. We have also reviewed the Industry Overview and discussed with China Insights

Consultancy and are given to understand that official source information, such as the 2020-21 Budget

issued by the Government of Hong Kong Special Administrative Region and Supplementary Labour

Scheme issued by the Construction Industry Council, has been used to compile the analysis in the

Industry Overview.

Having considered the above, we are of the view that the future prospect and outlook of the

specialised construction works subcontracting industry in Hong Kong is positive.

2.4 Reasons for and benefits of the Acquisition

The Acquisition forms part of the Proposed Restructuring seeking the resumption of trading in

the Shares, which has been suspended since 23 January 2018. By a letter to the Company from the

Stock Exchange on 4 August 2017, the Stock Exchange set out certain conditions for the resumption

of trading in the Shares, including but not limited to the Company should demonstrate sufficient

operations or assets as required under Rule 13.24 of the Listing Rules and to have the winding up

petition against the Company withdrawn or dismissed and the provisional liquidators discharged. On

1 February 2019, the Stock Exchange has decided to place the Company in the third delisting stage

commencing on 18 February 2019 and expiring at the end of six months (i.e. 17 August 2019) pursuant

to Practice Note 17 of the Listing Rules. On 7 February 2020, the Company received a letter from the

Stock Exchange which stated that the Stock Exchange agreed to allow the Company to submit a

[REDACTED] relating to the Resumption Proposal (but not any other proposal) on or before 19
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June 2020. The Company has made an application to the Stock Exchange on 11 June 2020 for its

consent to extend the Deadline from 19 June 2020 to 25 September 2020. On 17 July 2020, the

Company received a letter from the Stock Exchange informing the Company that the [REDACTED]

has agreed to grant an extension of time for the Company to submit the [REDACTED] on or before

11 September 2020.

As stated in the Letter from the Board, consider that the Hong Kong government’s initiative to

increase land and housing supply and implementation of large-scale infrastructure projects in near

future, the Directors are of the view that the foundation and site formation industry can be benefited

from future construction projects and experienced growth. The Group believes that the Acquisition

can strengthen the financial position by developing the business of provision of foundation, site

formation and reinforced concrete structure services engaged by the Target Group. It is expected that

upon the Acquisition Completion, the Company will have sufficient level of operations.

As discussed in the paragraph headed “2.3 Overview of the construction industry in Hong Kong”

above, in light of the favourable policies implemented by the government, it is expected that the

foundation and site formation industry can be benefited from future construction projects and

experienced growth. With the Target Group is a Hong Kong-based subcontractor principally engaged

in the provision of foundation, site formation and reinforced concrete structure services. Over the

years, the Target Group received recognitions from customers and industries and had participated a

number of sizeable projects such as Tai Po Water Treatment Works and Hong Kong-Zhuhai-Macao

Bridge. It is likely that the Target Group would be able to improve the future prospect of the Enlarged

Group. For further details of the competitive strengths of the Target Group, please refer to “Industry

Overview” in the Circular.

Moreover, we noted from the section headed “Directors, proposed Director and senior

management of the Enlarged Group” of the Circular that the management of the Enlarged Group have

the required experience in managing the business of the Target Group. In particular, Mr. Chang Man

Weng, the proposed executive Director of the Enlarged Group, has extensive experience in the

construction industry. Based on the above, we concur that the experience of the core management

team of the Enlarged Group may contribute to the business sustainability of the Enlarged Group in the

construction industry in Hong Kong.

Having considered (i) the Acquisition forms a vital part of the Proposed Restructuring; (ii) the

Stock Exchange is likely to cancel the listing of the Shares should the Proposed Restructuring fails

to proceed; (iii) the Enlarged Group will have a sufficient level of operation upon Completion to

satisfy the resumption condition and to support the continuing listing of the Company; (iv) the outlook

of the Hong Kong construction market; and (v) the business development and prospects of the Target

Group, we concur with the Company and are of the view that the Acquisition is fair and reasonable

and is in the interests of the Company and the Shareholders as a whole.
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2.5 Principal terms of the Acquisition

Date

7 August 2019 (as supplemented and amended on 16 August 2019, 5 December 2019, 5 March

2020, 25 May 2020 and 4 September 2020, respectively)

Parties

(1) The Company, as Purchaser

(2) Mr. Chang, as Vendor

To the best of the Directors’ knowledge, information and belief, having made all reasonable

enquiries, Mr. Chang is an Independent Third Party and is not acting in concert with Mr. Chan and

his associates.

Assets to be acquired

Pursuant to the Acquisition Agreement, the Company has conditionally agreed to acquire and the

Vendor has conditionally agreed to sell (i) the Sale Share, representing the entire issued share capital

of the Target Company, and (ii) the Sale Loan, representing the entire shareholder’s loan advanced by

Mr. Chang to the Target Company. Details of the Target Group are set out in the section headed

“Business of the Target Group” in the Circular.

Consideration

The consideration for the Acquisition of HK$350.0 million shall be settled in the following

manner:

(a) as to HK$10,000,000 to be paid by the Company to Mr. Chang (or his designated person

or entity as he may direct in writing) as a refundable deposit (the “Refundable Deposit”)

on or before 11 December 2020;

(b) as to HK$47,500,000 to be satisfied by the Company allotting and issuing [REDACTED]

Consideration Shares (the “Initial Consideration Shares”) at the [REDACTED] to Mr.

Chang (or his designated person or entity as he may direct in writing), credited as fully

paid, upon Acquisition Completion;

(c) as to HK$187,500,000 to be paid to Mr. Chang (or his designated person or entity as he may

direct in writing) in cash upon Acquisition Completion (the “Initial Cash

Consideration”);
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(d) as to HK$52,500,000 to be satisfied by the Company allotting and issuing [REDACTED]

Consideration Shares at the [REDACTED] to Mr. Chang (or his designated person or entity

as he may direct in writing), credited as fully paid (the “Deferred Consideration Shares”)

in accordance with the Profit Guarantee; and

(e) as to HK$52,500,000 (the “Deferred Cash Consideration”) to be paid by the Company in

cash upon Acquisition Completion to be held in escrow to be released to Mr. Chang and/or

the Purchaser in accordance with the Profit Guarantee.

On 4 June 2020, HK$300,000 was paid by the Company to Mr. Chang as part of the Refundable

Deposit. The consideration was determined by the parties to the Acquisition Agreement after arm’s

length negotiation taking into account, among others, the historical financial results and the expected

business development and future financial performance of the Target Group.

Our analysis on the Consideration

In light of (i) the financial position of the Group; (ii) the issuance and allotment of the

Consideration Shares to satisfy the Consideration will not bring any interest burden to the Enlarged

Group; and (iii) the proceeds from the [REDACTED] can be applied to the working capital for future

business operation of the Enlarged Group to maintain sufficient level of operation upon Completion

to satisfy the resumption condition, both of which are necessary for materialising the Resumption, we

consider that the issuance and allotment of the Consideration Shares to satisfy the Consideration is

fair and reasonable and is in the interests of the Shareholders and the Company as a whole. Please see

the below paragraph for our analysis on the [REDACTED].

In order to assess the fairness and reasonableness of the Consideration, we have considered

price-to-earnings ratio (the “P/E Ratio”) and price-to-book ratio (the “P/B Ratio”) as valuation

approach, which are the most commonly used benchmarks for valuation. Having considered that the

Target Group competes based on the calibre and abilities of its professional personnel instead of the

size or quality of its assets, and therefore we are of the view that P/B Ratio may not be a relevant

parameter to evaluate the value of the Target Group. Besides, we consider the net asset value of the

Target Group may not be reflective of its profitability and prospects as the net asset value was affected

by the reasons detailed in the above while the profit of the Target Group would be more reflective of

the profitability and prospects. We consider that the profitability as measured by the P/E Ratio is more

relevant in evaluating the value of the Target Group rather than its current net asset value as measured

by the P/B Ratio.
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As the Target Group is a Hong Kong-based subcontractor principally engaged in the provision

of construction services including site formation works, foundation works, reinforced concrete

structures and other civil works in both public and private sectors in Hong Kong, we therefore tried

to identify companies listed on the Stock Exchange with market capitalisation below HK$1 billion

which primarily engage in the provision of construction services including site formation works,

foundation works, reinforced concrete structures and other civil works with over 70% of their revenue

derived from this business segment during their latest financial year. Based on the abovementioned

criteria, to the best effort of us, a total of 19 companies have been identified. However, ten out of

these 19 companies identified were loss-making for their respective latest financial year and hence it

was not practicable to conduct P/E Ratio analysis on them. After excluding those ten loss-making

companies, there are a total of nine comparable companies (the “Comparable Companies”) which we

believe to be exhaustive.

We have noted that the market capitalisation and the net asset value of the Comparable

Companies are different from the Target Group. Nevertheless, given that (i) speculations on P/E Ratio

and P/B Ratio generally vary depending on the industry instead of market capitalisation; (ii)

companies with similar market capitalisation may vary significantly in profitability and net asset

value due to characteristics of different industries; and (iii) save for the Comparable Companies, there

were no other public companies listed on the Stock Exchange that could meet our selection criteria

and engaged in similar line of business to the Target Group, we consider that the Comparable

Companies form a representative reference for Shareholders to assess the fairness and reasonableness

of the Consideration. We consider that the Comparable Companies are fair and representative samples.

The Directors are of the view, and we concur, that the consideration of the Acquisition of

HK$350 million is not necessarily equivalent to the expected market capitalisation of the Target

Group upon [REDACTED] because the consideration is negotiated between the parties based on the

facts that (i) the Target Group is currently a private company; (ii) the Vendor requests a substantial

portion of the consideration to be settled in cash; and (iii) all professional fee and expenses in relation

to the Acquisition (i.e. the transaction costs) are to be borne by the Group. In light of the above, it

is reasonable that the consideration is smaller than the expected market capitalisation of the Target

Group upon [REDACTED]. Further, after the completion of the Acquisition, the business of the

Enlarged Group will consist solely of the business of the Target Group, as such the market

capitalisation of the Company post-Acquisition (i.e. approximately HK$[REDACTED]) should be

compared against other companies listed on the Stock Exchange engaging in substantially the same

business to the Target Group and similar market capitalisation.
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Shareholders should note that the business operations and prospects of the Target Group are not

exactly the same as the Comparable Companies and we have not conducted any in depth investigation

into the business operations and prospects of the Comparable Companies. The table below illustrates

the details of the Comparable Companies:

Stock
Code Company

Market
Capitalisation

Profit after
taxation

attributable
to owners as

per the latest
published
financial

result P/E ratio

HK$’ million HK$’ million times

(note 1) (note 2)

784 Ling Yui Holdings Limited 145.6 0.3 505.6

1034 Fullwealth Construction Holdings

Co. Ltd.

400.0 7.2 55.7

1500 In Construction Holdings Limited 101.3 3.8 27.0

1557 K.H. Group Holdings Limited 340.0 1.0 337.0

1633 Sheung Yue Group Holdings Limited 104.1 1.3 78.2

1662 Yee Hop Holdings Limited 1,000.0 24.6 40.7

3822 Sam Woo Construction Group

Limited

216.7 73.0 3.0

3878 Vicon Holdings Limited 126.0 23.7 5.3

8523 Sheung Moon Holdings Limited 260.0 28.9 9.0

Maximum 505.6

Minimum 3.0

Average 117.9

Median 40.7

The Target Group 569.1 36.2 15.7

(note 3)

Source: the website of the Stock Exchange (www.hkex.com.hk)
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Notes:

1. The market capitalisation value of the Comparable Companies were calculated based on their respective closing

price of their shares and their total number of issued shares as at 1 September 2020.

2. The P/E Ratio of the Comparable Companies were calculated based on their respective closing prices as at 1

September 2020 and their respective latest published financial results.

3. Upon completion of the Proposed Restructuring, the Group is expected to have a market capitalisation of

approximately HK$[REDACTED] based on the [REDACTED] of HK$[REDACTED] per [REDACTED] and the

number of enlarged Shares of [REDACTED].

As shown above, the P/E Ratios of the Comparable Companies ranges from a minimum of

approximately 3.0 times to a maximum of approximately 505.6 times (the “P/E Range”) with an

average of approximately 117.9 times and a median of approximately 40.7 times. The implied P/E

Ratio of the Target Group of approximately 15.7 times is thus within the aforesaid P/E Range and is

lower than the average and median of the P/E Ratio of the Comparable Companies.

In view of the above and that the implied P/E Ratio of the Target Group is within the P/E Range

and below the average and median of the P/E Ratio of the Comparable Companies, we are of the view

and concur with the view of the Directors and the proposed Director that the Acquisition and the terms

of the Acquisition Agreement (including the Consideration) are fair and reasonable and in the interests

of the Company and the Shareholders as a whole.

The Consideration Shares

The consideration for the Acquisition shall be partially satisfied by the allotment and issue of

an aggregate of [REDACTED] Consideration Shares at the [REDACTED] of HK$[REDACTED] each

which represents:

(i) approximately [REDACTED]% of the existing issued share capital of the Company as at

the Latest Practicable Date;

(ii) approximately [REDACTED]% of the issued share capital of the Company as enlarged by

the allotment and issue of the Subscription Shares and [REDACTED]; and

(iii) approximately [REDACTED]% of the issued share capital of the Company as enlarged by

the allotment and issue of the Subscription Shares, [REDACTED] and the Consideration

Shares.

The [REDACTED] of HK$[REDACTED] each represents a discount of approximately

[REDACTED]% to the closing price of HK$[REDACTED] per Share as quoted on the Stock Exchange

on the Last Trading Day. The [REDACTED] was determined after arm’s length negotiations, taking

into account (i) the financial performance and financial position of the Group; and (ii) the fact that

trading in the Shares on the Stock Exchange has been suspended since 23 January 2018. The

Consideration Shares will be issued pursuant to a specific mandate to be obtained upon approval by

the Independent Shareholders at the SGM.
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[REDACTED] analysis

As illustrated in the table under the section headed “3.8 The Subscription Price and the

[REDACTED]” below, discount of the perspective consideration price to the closing price per share

on the last trading day of the Offer Comparables (to be defined below) range from approximately

59.35% to approximately 96.95%, with an average of approximately 83.73%. The discount of the

[REDACTED] to the closing price of Share on the Last Trading Day falls outside the range of and

better than the average of that of the Offer Comparables.

Conditions precedent of the Acquisition

The Acquisition shall be conditional upon the satisfaction or waiver (as the case may be) of,

among others, the following conditions on or before the Long Stop Date:

(a) the Company being reasonably satisfied with the results of the due diligence review to be

conducted on the Target Group solely in the context of whether the Target Group is suitable

for [REDACTED] pursuant to Rule 8.04 of the Listing Rules;

(b) all necessary consents, licences and approvals and/or waiver required to be obtained on the

part of Mr. Chang and the Target Group and all matters required to be fulfilled by Mr.

Chang and the Target Group in respect of the Acquisition Agreement and the transactions

contemplated these to having been obtained and remain in full force and effect;

(c) all necessary consents, licences and approvals and/or waiver required to be obtained on the

part of the Company and all matters required to be fulfilled by the Company in respect of

the Acquisition Agreement, the [REDACTED], the Whitewash Waiver, the Special Deal and

the transactions contemplated thereby having been obtained and remain in full force and

effect;

(d) the passing by the Shareholders (other than those who are required by the Listing Rules,

the Takeovers Code or applicable laws and regulations not to vote or to abstain from

voting) at the SGM to approve, among others, the Acquisition Agreement, the

[REDACTED], the [REDACTED], the Subscription and the Subscription Agreement, the

Whitewash Waiver, the Special Deal and other matters, if any and if required, under the

Resumption Proposal and the respective transactions contemplated thereunder, and all

other consents and acts required under the Listing Rules having been obtained and

completed or, as the case may be, the relevant waiver from compliance with any of such

rules having been obtained from the Stock Exchange;

(e) the warranties given by the Vendor under the Acquisition Agreement remaining true and

accurate in all material respects;

(f) there having been no material adverse change to the Target Group since 1 October 2018 up

to the Acquisition Completion;
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(g) there having been no indication from the Stock Exchange objecting to the Resumption

Proposal;

(h) the [REDACTED] and the Subscription Agreement having become unconditional (save for

the condition that the Acquisition Agreement having becoming unconditional);

(i) the [REDACTED] granting the [REDACTED] of and permission to deal in the

Consideration Shares, the Subscription Shares and the [REDACTED];

(j) the [REDACTED] granting the Whitewash Waiver to Mr. Chan (and such waiver not being

subsequently revoked prior to the Acquisition Completion) and the satisfaction of all

conditions (if any) attaching to the Whitewash Waiver granted; and the [REDACTED]

granting consent under Rule 25 of the Takeovers Code in respect of the Special Deal in

accordance with applicable requirements under the Takeovers Code and any conditions

attaching to such consent becoming unconditional;

(k) the Stock Exchange granting approval for the resumption of trading of the Shares; and

(l) the issue of the Circular.

In relation to conditions precedent (b) and (c) above, other than consents, licences and approvals

and/or waiver as set out in (d), (i), (j) and (k) above, no other consents, licences and approvals and/or

waiver is required to be obtained by the Company, Mr. Chang and the Target Group in respect of the

Acquisition.

Profit guarantee

Pursuant to the Acquisition Agreement, the Vendor irrevocably and unconditionally warrants and

guarantees (the “Profit Guarantee”) to the Company that the audited net profit after tax of PCL as

shown in its audited financial statement for each of the three years ending 30 September 2020, 30

September 2021 and 30 September 2022 (each a “Relevant Year”) will not be less than

HK$35,000,000 (the “Guaranteed Profit”). In the event the actual net profit after tax (the “Actual
Net Profit”) for any of the three years ending 30 September 2020, 30 September 2021 and 30

September 2022 is less than the Guaranteed Profit, the Vendor shall compensate the Company by an

amount (the “Shortfall”) equivalent to:

(HK$35,000,000 - Actual Net Profit) x 10

subject to a maximum cap limit of HK$35,000,000 for each of the Relevant Year.

For year ending 30 September 2020

If the Profit Guarantee for the year ending 30 September 2020 is fulfilled, the Purchaser shall

allot and issue [REDACTED] Deferred Consideration Shares (“2020 Deferred Consideration
Shares”) at the [REDACTED] to the Vendor (or his designated person or entity as he may direct in

writing), credited as fully paid, within seven business days after the issuance of a certificate by the

auditor of the net profit of the Target Group (the “Guarantee Certificate”); or
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If the Profit Guarantee for the year ending 30 September 2020 is not fulfilled, the Purchaser shall

allot and issue the 2020 Deferred Consideration Shares, as reduced by dividing the Shortfall by the

[REDACTED], at the [REDACTED] to the Vendor (or his designated person or entity as he may direct

in writing), credited as fully paid, within seven business days after the issuance of the Guarantee

Certificate. For the avoidance of doubt, the Purchaser shall be relieved of its obligation to allot and

issue any 2020 Deferred Consideration Shares if the 2020 Deferred Consideration Shares is reduced

to zero.

For the year ending 30 September 2021

If the Profit Guarantee for the year ending 30 September 2021 is fulfilled, the Purchaser shall:

(i) allot and issue [REDACTED] Deferred Consideration Shares (“2021 Deferred Consideration

Shares”) at the [REDACTED] to the Vendor (or his designated person or entity as he may direct in

writing), credited as fully paid; and (ii) instruct the escrow agent to release HK$17,500,000 (“2021

Deferred Cash Consideration”) from the Deferred Cash Consideration to the Vendor (or his

designated person or entity as he may direct in writing), all within seven business days after the

issuance of the Guarantee Certificate; or

If the Profit Guarantee for the year ending 30 September 2021 is not fulfilled, the 2021 Deferred

Cash Consideration shall be reduced by the Shortfall on a dollar to dollar basis provided that: (i) if

the 2021 Deferred Cash Consideration is more than the Shortfall, the Purchaser shall: (aa) instruct the

escrow agent to release the 2021 Deferred Cash Consideration, as reduced by the Shortfall, to the

Vendor (or his designated person or entity as he may direct in writing); and (bb) allot and issue the

2021 Deferred Consideration Shares at the [REDACTED] to the Vendor (or his designated person or

entity as he may direct in writing), credited as fully paid, all within seven business days after the

issuance of the Guarantee Certificate; or (ii) if the 2021 Deferred Cash Consideration is less than the

Shortfall (the “Discrepancy”), the Purchaser shall: (aa) instruct the escrow agent to release the 2021

Deferred Cash Consideration to the Purchaser; and (bb) allot and issue the 2021 Deferred

Consideration Shares, as reduced by dividing the Discrepancy by the Issue Price, at the [REDACTED]

to the Vendor (or his designated person or entity as he may direct in writing), credited as fully paid,

all within seven business days after the issuance of the Guarantee Certificate. For the avoidance of

doubt, the Purchaser shall be relieved of its obligation to allot and issue any 2021 Deferred

Consideration Shares if the 2021 Deferred Consideration Shares is reduced to zero.

For the year ending 30 September 2022

If the Profit Guarantee for the year ending 30 September 2022 is fulfilled, the Purchaser shall

instruct the escrow agent to release HK$35,000,000 (“2022 Deferred Cash Consideration”) from the

Deferred Cash Consideration to the Vendor (or his designated person or entity as he may direct in

writing) within seven business days after the issuance of the Guarantee Certificate.
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If the Profit Guarantee for the year ending 30 September 2022 is not fulfilled, the 2022 Deferred

Cash Consideration shall be reduced by the Shortfall on a dollar to dollar basis and the Purchaser shall

instruct the escrow agent: (i) to release the 2022 Deferred Cash Consideration, as reduced by the

Shortfall, to the Vendor (or his designated person or entity as he may direct in writing); and (ii) to

release any cash balance held by the escrow agent to the Purchaser, all within seven business days

after the issuance of the Guarantee Certificate. For the avoidance of doubt, the Purchaser shall be

relieved of its obligation to pay any 2022 Deferred Cash Consideration if the 2022 Deferred Cash

Consideration is reduced to zero.

Assumptions of profit forecasts

As the Profit Guarantee constitutes a profit forecasts pursuant to Rule 14.61 of the Listing Rules

and Rule 10.6 of the Takeovers Code, the requirements under Rule 14.62 of the Listing Rules and Rule

10 of the Takeovers Code are applicable.

Set out below are the details of the principal assumptions, including the commercial

assumptions, upon which the profit forecasts were based on:

(a) the Target Group will be able to continue its business as a going concern in the foreseeable

future and will not be severely interrupted by any force majeure events or unforeseeable

factors;

(b) it is assumed that there will be no material changes in existing government policies, or in

political, legal (including changes in legislation, regulations or rules), fiscal, market or

economic conditions in Hong Kong, and in the industry in which the Target Group operates;

(c) it is assumed that there will be no material changes in the basis or rates of taxation, both

direct and indirect, in Hong Kong in which the Target Group operates;

(d) it is assumed that there will be no material changes in inflation or interest rates from those

currently prevailing in Hong Kong and any other countries where the Group and its

customers and suppliers operate;

(e) it is assumed that the operation and business of the Target Group will not be materially

affected or interrupted by any force majeure events or unforeseeable factors;

(f) it is assumed that there will be no material impacts of subsequent revisions of the

accounting standards, by which the Target Group currently adopted for preparation of the

Target Group’s financial statements;

(g) the Target Group will be able to retain its key staff in its management team as well as the

professional staff and will be able to recruit suitable staff for its expansion when and if

necessary;
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(h) there will be no collapse of major customers, subcontractors or suppliers of the Target

Group that will adversely affect the results and operations of the Target Group;

(i) it is assumed that there will be no contract disputes and/or other contingent liabilities

which will have material adverse impacts on the Target Group’s business operations,

financial performance, and financial condition;

(j) there will be no material change in credit terms offered to customers and credit terms

offered by suppliers and subcontractors;

(k) there is no any factor, such as the substantial change on projects delay, license suspension

and other non-compliance issues, affect the progress of the existing construction projects

undertaking by the Target Group; and

(l) it is assumed that there will be no major litigation costs incurred.

Grant Thornton Hong Kong Limited, the reporting accountants of the Target Group, has reviewed

and reported to the Directors in respect of the calculations and compilations, in accordance with the

bases and assumptions described above and adopted by the Directors, of the profit forecasts.

Messis Capital Limited, the financial adviser, has confirmed that the profit forecasts have been

made after due and careful enquiry by the Board.

An independent assurance report from Grant Thornton Hong Kong Limited with respect to the

profit forecasts as required under Rule 14.62(2) of the Listing Rules and Rule 10 of the Takeovers

Code and a letter from Messis Capital Limited in compliance with Rule 14.62(3) of the Listing Rules

and Rule 10 of the Takeovers Code have been submitted to the Stock Exchange and SFC, the texts of

which are included in Appendix V and Appendix VI to this circular, respectively.

Our view

As advised by the Management, the Profit Guarantee was arrived at after business negotiations

between the Company and the Vendor and was determined with reference to the financial performance

of the Target Group for the year ended 30 September 2019 and for the nine months ended 30 June

2020. In the event that the Profit Guarantee cannot be fulfilled, the Company will be compensated by

the amount of the Shortfall. Hence, the Directors are of the view that the Profit Guarantee is beneficial

to the Company.

Based on our discussion with the Management, we understand that (i) the Target Group has a

promising financial performance and recorded growth in both revenue and profit attributable to the

owners of the Target Group as discussed in the sub-section headed “2.1 Information on the Target

Group” above; (ii) the Guaranteed Profit is higher than the average profit attributable to the owners

of the Target Company for the three years ended 30 September 2019; and (iii) the profit attributable

to owner of the Target Group for the nine months ended 30 June 2020 amounted to approximately

HK$24.9 million. In addition, we consider that the Profit Guarantee is beneficial to the Company

without incurring any extra costs.
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Taking into account of the facts that (i) the Vendor provided the Profit Guarantee to the Company

which signals his confidence to the profitability of the Target Group; and (ii) the Consideration will

only be adjusted downward and no additional amount beyond the Consideration will be paid to the

Vendor, we concur with the Directors’ view that the Profit Guarantee is fair and reasonable and

safeguard the interests of the Company and the Shareholders as a whole.

3. The Subscription and the [REDACTED]

3.1 Principal terms of the Subscription

On 16 August 2019, the Company and Mr. Chan, the controlling Shareholder and chairman of

the Company entered into the Subscription Agreement (as amended and supplemented by the

Supplemental Agreements) pursuant to which the Company has agreed to allot and issue and Mr. Chan

has agreed to subscribe for a total of [REDACTED] Shares, at the Subscription Price of

HK$[REDACTED] per Share for a total consideration of HK$[REDACTED].

The principal terms of the Subscription Agreement are set out as follows:

Date : 16 August 2019 (as amended and supplemented by the Supplemental Agreements)

Parties : (1) the Company, as issuer

(2) Mr. Chan, as subscriber

3.2 Subscription Shares

The cash consideration for the Acquisition shall be partially satisfied by the proceeds raised

from the Subscription. The allotment and issue of an aggregate of [REDACTED] Subscription Shares

under the Subscription represents:

(i) approximately [REDACTED]% of the existing issued share capital of the Company as at

the Latest Practicable Date;

(ii) approximately [REDACTED]% of the issued share capital of the Company as enlarged by

the allotment and issue of the Subscription Shares; and

(iii) approximately [REDACTED]% of the issued share capital of the Company as enlarged by

the Company as enlarged by the allotment and issue of the Subscription Shares, the

[REDACTED] and the Consideration Shares.

3.3 Conditions precedent of the Subscription

Completion of the Subscription shall be subject to the fulfilment of certain conditions on or

before 31 March 2021 (or such later date as the Company and Mr. Chan may agree in writing), details

of which are set out in the Letter from the Board.
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3.4 Reasons and benefit of the Subscription and the [REDACTED]

The Subscription forms part and parcel of the Resumption Proposal seeking for the resumption

of trading in the Shares. The gross proceeds of HK$[REDACTED] from the Subscription will be

entirely used to settle part of the cash consideration of the Acquisition. Apart from the Subscription,

the Directors have considered other financing alternatives, such as bank borrowings and rights issue

or open offer. However, in view of (i) the historical financial performance of the Group, in particular

the loss-making and net liabilities position of the Group; and (ii) the suspension of trading of the

Shares on the Stock Exchange since 23 January 2018, the Company considers that it may not be

feasible to obtain external financing and/ or procure underwriters for pre-emptive issues on acceptable

terms under the prevailing market conditions and for such scale. The Company decided that the

Subscription would be the most appropriate and viable fund raising method to meet the financial needs

of the Group to settle the cash consideration of the Acquisition.

3.5 Principal terms of the [REDACTED]

To finance the Acquisition and the future operation of the Group, the Company proposes to raise

a gross amount of approximately HK$[REDACTED] by way of the [REDACTED] of [REDACTED]

at the [REDACTED] of HK$[REDACTED] per [REDACTED]. Out of the [REDACTED],

[REDACTED] are available for subscription by the public (excluding the Qualifying Shareholders)

under the [REDACTED] and the remaining [REDACTED] are available for subscription by the

Qualifying Shareholders as [REDACTED] under the [REDACTED].

Issue statistics

[REDACTED]: HK$[REDACTED] per [REDACTED]

payable in full upon application

Number of [REDACTED] to be issued: [REDACTED] (including [REDACTED]

under the [REDACTED] and [REDACTED]

under the [REDACTED])

Number of Shares in issue immediately

upon completion of the Subscription and

the [REDACTED]:

[REDACTED] Shares

[REDACTED]

The [REDACTED] will be [REDACTED] by the [REDACTED] for the aggregate [REDACTED].

The [REDACTED] and its ultimate beneficial owner(s) will be the Independent Third Parties.

As at the Latest Practicable Date, the Company has no outstanding options, warrants, derivatives

or convertible securities in issue which confer any rights to subscribe for, convert or exchange into

the Shares.
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[REDACTED]

Assuming there is no change in the issued share capital of the Company from the Latest

Practicable Date and up to the [REDACTED], the [REDACTED] proposed to be allotted and issued

pursuant to the [REDACTED] represent:

(i) approximately [REDACTED]% of the existing issued share capital of the Company as at

the Latest Practicable Date; and

(ii) approximately [REDACTED]% of the then issued share capital of the Company as enlarged

by the allotment and issue of the Subscription Shares, the [REDACTED] and the

Consideration Shares.

3.6 Conditions of the [REDACTED]

Completion of the [REDACTED] will be subject to the fulfilment of certain conditions, details

of which are set out in the Letter from the Board.

3.7 Reasons and benefit of the [REDACTED] and the [REDACTED]

The [REDACTED] forms part and parcel of the Resumption Proposal seeking for the resumption

of trading in the Shares. In order to demonstrate sufficient public interests in the business of the

Target Group and ensuring an adequate market in the Shares as required by Rule 8.07 of the Listing

Rules, and given that trading of Shares has been suspended since 23 January 2018, the Company

decided that the [REDACTED] would be the most appropriate and timely fund raising method to meet

the financial needs of the Group.

The [REDACTED] is conditional upon the subscription level of the [REDACTED] by the New

Public Shareholders to demonstrate sufficient public interests that there shall be (i) not less than 300

[REDACTED] by the New Public Shareholders; (ii) not less than 50% of the number of the

[REDACTED] (for the avoidance of doubt, excluding such number of the [REDACTED] as may be

automatically and mandatorily allocated and/or reallocated to the [REDACTED]) are allotted and

issued to the New Public Shareholders; and (iii) not more than 50% of the number of the

[REDACTED] (for the avoidance of doubt, excluding such number of the [REDACTED] as may be

automatically and mandatorily allocated and/or reallocated to the [REDACTED]) to be held by the

three largest New Public Shareholders.

[REDACTED]
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[REDACTED]

3.8 The Subscription Price and the [REDACTED]

Subscription Price

The Subscription Price of HK$[REDACTED] per Subscription Share represents:

(i) a [REDACTED] of approximately [REDACTED]% [REDACTED] the closing price of

HK$[REDACTED] per Share as quoted on the Stock Exchange on the Last Trading Day;

(ii) a [REDACTED] of approximately [REDACTED]% [REDACTED] the average closing

price of HK$[REDACTED] per Share as quoted on the Stock Exchange for the last five

consecutive trading days up to and including the Last Trading Day;

(iii) a [REDACTED] of approximately [REDACTED]% [REDACTED] the average closing

price of HK$[REDACTED] per Share as quoted on the Stock Exchange for the last ten

consecutive trading days up to and including the Last Trading Day;

(iv) [REDACTED] of approximately [REDACTED]% [REDACTED] the net asset value of

approximately HK$0.016 per Share based on the audited consolidated net asset value of the

Company of approximately HK$13,887,000 as at 31 December 2018;

(v) a [REDACTED] of approximately HK$[REDACTED] cents [REDACTED] the Group’s

audited consolidated net deficit per Share of approximately HK$0.36 cents as at 31

December 2019; and

(vi) a [REDACTED] of approximately HK$[REDACTED] cents [REDACTED] the Group’s

unaudited consolidated net deficit per Share of approximately HK$1.59 cents as at 30 June

2020.

The Subscription Price was determined after arm’s length negotiations, taking into account (i)

the financial performance and financial position of the Group; and (ii) the fact that trading in the

Shares on the Stock Exchange has been suspended since 23 January 2018. The Subscription Shares

will be issued pursuant to a specific mandate to be obtained upon approval by the Independent

Shareholders at the SGM.

[REDACTED]

The [REDACTED] of HK$[REDACTED] per [REDACTED] represents:

(i) a [REDACTED] of approximately [REDACTED]% [REDACTED] the closing price of

HK$[REDACTED] per Share as quoted on the Stock Exchange on the Last Trading Day;
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(ii) a [REDACTED] of approximately [REDACTED]% [REDACTED] the average closing

price of HK$[REDACTED] per Share as quoted on the Stock Exchange for the last five

consecutive trading days up to and including the Last Trading Day;

(iii) a [REDACTED] of approximately [REDACTED]% [REDACTED] the average closing

price of HK$[REDACTED] per Share as quoted on the Stock Exchange for the last ten

consecutive trading days up to and including the Last Trading Day; and

(iv) a [REDACTED] of approximately [REDACTED]% [REDACTED] the net asset value of

approximately HK$0.016 per Share based on the audited consolidated net asset value of the

Company of approximately HK$13,887,000 as at 31 December 2018.

The net subscription price per [REDACTED], after deduction of [REDACTED] (assuming a

commission of [REDACTED]%), is expected to be approximately HK$[REDACTED]. The

[REDACTED] is determined having taken into account, among other things, (i) the financial

performance and financial position of the Group; and (ii) the suspension of trading in the Shares with

effect from 9:00 a.m. on 23 January 2018.

As at the Latest Practicable Date, there was one similar [REDACTED] transaction carried out

and completed by companies listed on the Stock Exchange with their shares suspended and placed

under the delisting procedures by the Stock Exchange pursuant to Practice Note 17 of the Listing

Rules, and with [REDACTED] and [REDACTED] as part of their restructuring plan. In light of the

limited number of similar [REDACTED] transaction completed, it may not be able to provide a

comprehensive comparison regarding [REDACTED] transactions conducted by the aforementioned

companies listed on the Stock Exchange. Also, given the [REDACTED] allows the Qualifying

Shareholders to participate in the [REDACTED] on a preferential basis to subscribe for the

[REDACTED], the [REDACTED] is similar to an open offer exercise commonly adopted under

resumption proposals which allows the existing shareholders to participate in the resumption

proposal. Accordingly, in order to assess the fairness and reasonableness of the Subscription Price and

the [REDACTED], we have searched for all resumption proposals announced by companies listed on

the Stock Exchange within the four-year period before the date of first entering into the Subscription

Agreement (i.e. 16 August 2019) and up to the Latest Practicable Date i.e. from 17 August 2015 to

[REDACTED] with the criteria that (i) their shares had been suspended for trading for more than one

year; (ii) the trading of shares of those companies had been resumed after implementation of their

resumption proposals; and (iii) the resumption proposals of those companies constituted, among

others, share offer or open offer and reverse takeover which involved issue of consideration shares.

We have identified an exhaustive list of seven comparables under the aforesaid criteria (the “Offer

Comparable(s)”).
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As depicted in the table above, the discount of the offer prices of the Offer Comparables to their

respective closing prices on last trading day ranges from approximately 59.35% to approximately

96.95%, with an average discount of approximately 83.73%. The discount of approximately

[REDACTED]% represented by the [REDACTED] to the closing price of the Shares on the Last

Trading Day falls outside the range of discounts and is better than the aforementioned average

discount of that of the Offer Comparables.

In view of (i) the [REDACTED] was determined after arm’s length negotiations, (ii) the

prolonged suspension in the trading of the Shares, the net liabilities position of the Group as at 31

December 2019 and the continuous loss-making performance of the Group; and (ii) the Subscription

and the [REDACTED] forms part of the Resumption Proposal seeking the resumption of trading in the

Shares, we are of the view that the Subscription and the [REDACTED], including the Subscription

Price and the [REDACTED], are fair and reasonable and in the interests of the Company and the

Shareholders as a whole.

Excess application

As noted from the Letter from the Board, Qualifying Shareholders may apply for a number of

[REDACTED] which is greater than, less than or equal to their [REDACTED] or may only apply for

excess [REDACTED] under [REDACTED]. A valid application for a number of [REDACTED] which

is less than or equal to a Qualifying Shareholder’s [REDACTED] under the [REDACTED] will be

accepted in full subject to the terms and conditions of the [REDACTED] and assuming the conditions

of the [REDACTED] are satisfied.

Where a Qualifying Shareholder applies for a number of [REDACTED] which is greater than the

Qualifying Shareholder’s [REDACTED] under the [REDACTED], the relevant [REDACTED] will be

satisfied in full (subject to the terms and conditions of the [REDACTED]) but the excess portion of

such application will only be met to the extent that there are sufficient [REDACTED] resulting from

other Qualifying Shareholders declining to take up some or all of their [REDACTED]. Details of how

such excess portions will be met will be further described in the [REDACTED].

Given that Qualifying Shareholders may be entitled to apply for a number of [REDACTED]

which is greater than, less than or equal to their [REDACTED] or may only apply for excess

[REDACTED] under [REDACTED] (but are not assured of being allocated any [REDACTED]), we

are of the opinion that the [REDACTED] is fair and reasonable so far as the Independent Shareholders

are concerned.
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[REDACTED]

The [REDACTED] to be appointed by the Company to fully [REDACTED] the [REDACTED]

will be an Independent Third Party and not acting in concert with the directors, chief executive or

substantial shareholders of the Company, including the Vendor and Mr. Chan, or their respective

associates and concert parties. It is expected that the [REDACTED] in respect of the [REDACTED]

will be executed prior to the despatch of the [REDACTED] and details of the [REDACTED] will be

set out in the [REDACTED]. The Company will make further announcement(s) as soon as the

[REDACTED] is executed.

To assess whether the [REDACTED] payable to the [REDACTED] is fair and reasonable, we

have reviewed the [REDACTED] chargeable by [REDACTED] based on initial [REDACTED] issued

within the three-month period before the date entered into the [REDACTED]]. Based on our review,

we have identified an exhaustive list of 33 [REDACTED] conducted by companies listed/to be listed

on the Main Board (the [REDACTED] Comparables”). As there were 33 [REDACTED] during such

period, such sample size is reasonable in our view. Further, we consider that a three-month period is

adequate given that it covered the prevailing market practice for [REDACTED] on the Stock

Exchange and allowed the Shareholders to have a general understanding of the recent [REDACTED]

charged by [REDACTED] for initial [REDACTED] in Hong Kong. The [REDACTED] payable to the

[REDACTED] of the [REDACTED] are summarised as below:

Company
Stock
code

Date of
[REDACTED] [REDACTED]

(%)

Yum China Holdings, Inc. 9987 1-Sep-20 1.3

Fourace Industries Group Holdings Limited 1455 31-Aug-20 17.0

Macau E&M Holding Limited 1408 31-Aug-20 17.5

Nongfu Spring Co., Ltd 9633 25-Aug-20 1.5

Chi Kan Holdings Limited 9913 30-Jul-20 3.0

Hangzhou Tigermed Consulting Co., Ltd. - H Shares 3347 28-Jul-20 2.5

Leader Education Limited 1449 27-Jul-20 2.0

Archosaur Games Inc. 9990 30-Jun-20 3.0

Cathay Media and Education Group Inc. 1981 30-Jun-20 2.0

China New Energy Limited 1156 30-Jun-20 10.0

Dashan Education Holdings Limited 9986 30-Jun-20 4.0

Sino-Entertainment Technology Holdings Limited 6933 30-Jun-20 4.3

China Bohai Bank Co., Ltd. 9668 30-Jun-20 1.0

JiaXing Gas Group Co., Ltd. 9908 30-Jun-20 2.5

Shandong Fengxiang Co., Ltd. 9977 30-Jun-20 2.5

Superland Group Holdings Limited 0368 30-Jun-20 17.0

Adtiger Corporations Limited 1163 29-Jun-20 3.0

Greentown Management Holdings Company Limited 9979 29-Jun-20 3.0

Immunotech Biopharm Ltd - B 6978 29-Jun-20 3.0

Ocumension Therapeutics - B 1477 29-Jun-20 3.5
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Company
Stock
code

Date of
[REDACTED] [REDACTED]

(%)

Smoore International Holdings Limited 6969 29-Jun-20 2.0

Zhenro Services Group Limited 6958 29-Jun-20 2.3

Ganglong China Property Group Limited 6968 29-Jun-20 4.0

Redsun Services Group Limited 1971 24-Jun-20 2.5

Shenzhen Hepalink Pharmaceutical Group Co., Ltd. 9989 24-Jun-20 3.5

Honliv Healthcare Management Group Company Limited 9906 24-Jun-20 3.0

Financial Street Property Co., Limited 1502 19-Jun-20 1.8

MBV International Limited 1957 18-Jun-20 15.0

Hygeia Healthcare Holdings Co., Limited 6078 16-Jun-20 3.0

Kangji Medical Holdings Limited 9997 16-Jun-20 3.0

Hygieia Group Limited 1650 12-Jun-20 15.0

Litian Pictures Holdings Limited 9958 10-Jun-20 3.0

JD.com, Inc. - W 9618 8-Jun-20 1.0

As set out above, the [REDACTED] of the [REDACTED] Comparables is in range from 1.0%

to 17.5% with an average of approximately 4.9%. Therefore, the [REDACTED] chargeable by the

[REDACTED] is within the range of [REDACTED] of the [REDACTED] Comparables and as such

the [REDACTED] chargeable by the [REDACTED] is in our view in line with market practice.

Accordingly, we are of the view that the [REDACTED] chargeable by [REDACTED] is fair and

reasonable so far as the Independent Shareholders are concerned and is in the interests of the

Company and the Shareholders as a whole.

4. The Whitewash Waiver

As at the Latest Practicable Date, Mr. Chan and parties acting in concert with him in aggregate

hold approximately 38.45% of the issued share capital of the Company. Upon the completion of the

Subscription, the [REDACTED] and the allotment and issue of the Consideration Shares, Mr. Chan

and parties acting in concert with him will in aggregate hold approximately [REDACTED]% of the

issued share capital of the Company as enlarged by the Company’s Subscription Shares,

[REDACTED] and Consideration Shares in full. As such, Mr. Chan and parties acting in concert with

him would be required to make a mandatory general offer for all the issued shares of the Company

(not already owned or agreed to be acquired by Mr. Chan and parties acting in concert with him) under

Rule 26.1 of the Takeovers Code, unless a waiver from strict compliance with Rule 26.1 of the

Takeovers Code is granted by the [REDACTED].
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Mr. Chan and parties acting in concert with him have made an application to the [REDACTED]

for granting of the Whitewash Waiver pursuant to Note 1 on dispensations under Rule 26 of the

Takeovers Code. The Whitewash Waiver, if granted by the [REDACTED], would be subject to, among

other things, the approval of at least 75% and 50% of the votes cast by the Independent Shareholders

at the SGM by way of poll on the resolutions approving the Whitewash Waiver and the Subscription

respectively, in which Mr. Chan and parties acting in concert with him and those who are involved

in or interested in the Proposed Restructuring, the Subscription and/or the Whitewash Waiver shall

abstain from voting on the relevant resolution(s).

If the Whitewash Waiver is granted by the [REDACTED] and approved by at least 75% of the

votes cast by the Independent Shareholders, Mr. Chan and parties acting in concert with him will not

be required to make a mandatory offer which would be otherwise required as a result of the

Subscription. The [REDACTED] may or may not grant the Whitewash Waiver. In the event that any

of the conditions to the Subscription Agreement are not fulfilled, the Subscription Agreement shall

lapse.

As stated in the above paragraph, if the Whitewash Waiver is not granted, the Subscription

Agreement shall lapse. In light of the reasons for and possible benefits of the Proposed Restructuring

as discussed above, and that the terms under the Proposed Restructuring being fair and reasonable so

far as the Independent Shareholders are concerned, we are of the opinion that the approval of the

Whitewash Waiver, which is one of the conditions precedent to the Subscription Agreement which is

crucial to the implementation of the Proposed Restructuring, is in the interests of the Company and

the Shareholders as a whole and is fair and reasonable for the purpose of proceeding with the Proposed

Restructuring.

5. The Special Deal

The proposed settlement of the indebtedness due to the Concert Group (who is interested in

approximately 38.45% of the total issued share capital of the Company as at the Latest Practicable

Date), which is not extended to all the other Shareholders, constitutes a special deal under Rule 25

of the Takeovers Code and therefore requires (i) consent by the [REDACTED]; (ii) the Independent

Financial Adviser to publicly state that in its opinion the repayment and the terms thereunder are fair

and reasonable; and (iii) approval by the Independent Shareholders at the SGM.

Mr. Chan and his associates and parties acting in concert with any of them, and those who are

interested in and involved in the Proposed Restructuring, the Whitewash Waiver and/or the Special

Deal will be required to abstain from voting on the relevant resolution(s). The Company has applied

to the [REDACTED] for the consent to the Special Deal under Rule 25 of the Takeovers Code.

After considering that (i) the Group has no ability to generate cashflow from its operations as

well as obtaining external financing facilities, and thus unable to repay its existing indebtedness from

both internal and external resources; (ii) if any of the resolutions to be proposed at the SGM to

approve the Acquisition, the Subscription, the [REDACTED], the [REDACTED], the Whitewash

Waiver, the Special Deal and the transactions contemplated hereunder is voted down by the

Independent Shareholders, the Company may be required to submit another proposal for the

resumption of trading in the Shares, and there is no guarantee that such new proposal will be approved

by the Stock Exchange; (iii) the settlement of the indebtedness due to Mr. Chan would allow the
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Proposed Restructuring and the transactions contemplated thereunder to proceed and thus lead to

resumption of trading in the Shares; (iv) Mr. Chan and his associates and parties acting in concert with

any of them, and those who are interested in and involved in the Proposed Restructuring, the

Whitewash Waiver and/or the Special Deal will be required to abstain from voting on the relevant

resolution(s); and (v) all Independent Shareholders are entitled to vote for or against the resolutions

in respect of the Special Deal at the SGM, we are of the view that the terms of the Special Deal are

fair and reasonable.

6. Effects on the Company’s Shareholdings Structure

Set out below is the shareholding structure of the Company (i) as at the Latest Practicable Date;

(ii) immediately after the completion of Subscription; (iii) immediately after the completion of

Subscription and [REDACTED]; and (iv) immediately after the completion of Subscription,

[REDACTED] and allotment and issue of all Consideration Shares, assuming there are no other

changes in the share capital of the Company from the Latest Practicable Date to the date of allotment

and issue of the Consideration Shares:

Case I — assuming full acceptance of [REDACTED] by the Qualifying Shareholders under the
[REDACTED] and the public take up all the [REDACTED] under the [REDACTED]

As at the Latest

Practicable Date

Immediately after

the completion of

Subscription

Immediately after

the completion of

Subscription and

[REDACTED]

Immediately after

the completion of

Subscription,

[REDACTED] and

upon allotment and

issue of

Consideration

Shares

Number of

Shares

Approx.

%

Number of

Shares

Approx.

%

Number of

Shares

Approx.

%

Number of

Shares

Approx.

%

Mr. Chan and parties

acting in concert with

him

Mr. Chan 127,775,152 14.9 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Winsley Investment Limited

(Note 1) 202,575,000 23.6 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Sub-total 330,350,152 38.5 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Mr. Chang — — — — — — [REDACTED] [REDACTED]

Public

Mr. Lin Huiwen

(Note 2) 196,880,000 22.9 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Existing public Shareholders 331,916,286 38.6 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

New Public Shareholders — — — — [REDACTED] [REDACTED] [REDACTED] [REDACTED]

859,146,438 100.0 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]
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Case II — assuming none of the Qualifying Shareholders subscribed for the [REDACTED] under
the [REDACTED] and the public take up 50% of the number of [REDACTED]

As at the Latest

Practicable Date

Immediately after

the completion of

Subscription

Immediately after

the completion of

Subscription and

[REDACTED]

Immediately after

the completion of

Subscription,

[REDACTED] and

upon allotment and

issue of

Consideration

Shares

Number of

Shares

Approx.

%

Number of

Shares

Approx.

%

Number of

Shares

Approx.

%

Number of

Shares

Approx.

%

Mr. Chan and parties

acting in concert with

him

Mr. Chan 127,775,152 14.9 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Winsley Investment Limited

(Note 1) 202,575,000 23.6 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Sub-total 330,350,152 38.5 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Mr. Chang — — — — — — [REDACTED] [REDACTED]

Public

Mr. Lin Huiwen (Note 2) 196,880,000 22.9 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Existing public Shareholders 331,916,286 38.6 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

New Public Shareholders — — — — [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Independent subscriber(s)

procured by the

[REDACTED] — — — — [REDACTED] [REDACTED] [REDACTED] [REDACTED]

859,146,438 100.0 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Notes:

(1) Winsley Investment Limited is owned by Mr. Chan as to 98.0%, Ms. Lucy Lo as to 1.0% and Mr. Kingsley Chan as to

1.0%.

(2) Mr. Lin Huiwen is an independent third party and not acting in concert with Mr. Chan.

As set out in the paragraph headed “Change in shareholding structure of the Company” in the

Letter from the Board, the shareholding of the existing public Shareholders would be reduced from

approximately 38.6% as at the Latest Practicable Date to, (i) assuming full acceptance of

[REDACTED] by the Qualifying Shareholders under the [REDACTED] and the public take up all the

[REDACTED] under the [REDACTED], approximately [REDACTED]% immediately after the

completion of Subscription, [REDACTED] and upon allotment and issue of the Consideration Shares,

representing a dilution effect of approximately [REDACTED]%; and (ii) assuming none of the
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Qualifying Shareholders subscribed for the [REDACTED] under the [REDACTED] and the public

take up 50% of the number of [REDACTED], approximately [REDACTED]% immediately after the

completion of Subscription, [REDACTED] and upon allotment and issue of the Consideration Shares,

representing a dilution effect of approximately [REDACTED]%.

We noted the aforementioned potential substantial dilution to the existing public Shareholders’

shareholding interests in the Company. Nonetheless, taking into account that (i) the Group is heavily

insolvent; (ii) the Company was under prolonged suspension of trading in the Shares since 23 January

2018 and was placed into third delisting stage since 18 February 2019; (iii) the implementation of the

[REDACTED] and the Acquisition are crucial for the Company and the Shareholders as a whole as

it provides an opportunity to restore a net asset position of the Group, to achieve Resumption and to

allow Shareholders to recover their investments, and failing which the Company will be delisted; and

(iv) the terms under the Proposed Restructuring being fair and reasonable so far as the Independent

Shareholders are concerned, we are of the view that the aforementioned level of dilution to the

shareholding interests of the existing public Shareholders being inevitable but acceptable.

7. Financial effects of the Proposed Restructuring

The possible financial effects of the Proposed Restructuring are based on the unaudited pro

forma financial information of the Enlarged Group (the “Pro Forma”) as contained in Appendix III

to the Circular which demonstrated the financial effects on the Group upon Completion:

(a) Net assets/(liabilities) and gearing

According to the Pro Forma, assuming the Acquisition had taken place on 30 June 2020,

the Group’s financial position would improve from net liabilities of approximately

HK$[REDACTED] as at 30 June 2020 to net assets of approximately HK$[REDACTED].

Based on the foregoing, the gearing level of the Group (calculated on the basis of the

Group’s total debts divided by total assets) would improve upon Completion.

(b) Earnings

According to the Pro Forma, assuming the Acquisition had taken place on 1 January 2019,

the Enlarged Group is expected to record a pro forma loss for the year of approximately

HK$[REDACTED], which was mainly attributable to the acquisition-related costs of

approximately HK$[REDACTED] which including fees to legal advisors, financial advisors,

reporting accountants, and other expenses, thereby resulting in a net loss for the Enlarged Group.

Nonetheless, in view of the profit-making track record of the Target Group, it is expected that

the Acquisition would bring a positive impact to the earnings of the Enlarged Group in the

future.
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(c) Working capital

As at 30 June 2020, the Group only had cash and bank balances of approximately HK$0.3

million. Upon Completion, the cash and bank balances of the Enlarged Group will be increased

by the remaining portion of the proceeds from the [REDACTED] after settling the consideration

of the Acquisition.

As disclosed in the paragraph headed “Working capital” in the section headed “Financial

information of the Group” as set out in Appendix II to the Circular, the Directors, after due and

careful enquiry and based on the assumption that (i) the Proposed Restructuring will be

successfully implemented; and (ii) the business of the Target Group will be carried on as usual,

are of the opinion that following the completion of the Proposed Restructuring, after taking into

account the financial resources available to the Enlarged Group, including internally generated

funds and the available banking facilities, the Enlarged Group has sufficient working capital for

its present requirements for at least the next 12 months from the date of the Circular, in the

absence of unforeseeable circumstances. As such, following Completion, it is expected that the

Enlarged Group’s working capital position will be strengthened and the Enlarged Group will be

able to meet its working capital requirements in the near future.

RECOMMENDATION

Despite (i) the potential substantial dilution to the existing public Shareholders’ shareholding

interest in the Company; and (ii) the risk factors in relation to the business of the Target Group as

disclosed in the section headed “Risk Factors” in the Circular, nevertheless, having considered and

balanced by the abovementioned principal factors and reasons for the Proposed Restructuring, the

Whitewash Waiver and the Special Deal, in particular that:

(i) the Acquisition will allow the Enlarged Group to have a sufficient level of operation upon

Completion to satisfy the resumption condition and to support the continuing listing of the

Company;

(ii) the Stock Exchange is likely to cancel the listing of the Shares on the Stock Exchange if

the Resumption Proposal fails to proceed;

(iii) the proceeds from the Subscription and the [REDACTED] will fund the Acquisition and

strengthen the financial and liquidity position of the Enlarged Group upon Completion;

(iv) the [REDACTED] provides the Qualifying Shareholders an opportunity to participate in the

future growth and development of the Group upon successful restructuring of the

Company;

(v) the expected positive outlook in the Hong Kong construction market combined with the

competitive strengths of the Target Group and subject to the major risk factors disclosed

in the section headed “Risk Factor” of the Circular that are inherent to the business of the

Target Group, such that the Target Group will be benefited from the growth momentum of

the market in the future; and
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(vi) the Completion is conditional on, among others, the transactions contemplated under the

Proposed Restructuring, including the Acquisition, the Subscription, the [REDACTED] and

the Whitewash Waiver, having been approved,

we are of the view that the terms under the Proposed Restructuring, including the Acquisition, the

Subscription, the [REDACTED], the Whitewash Waiver, the Special Deal and the respective

transactions contemplated thereunder are fair and reasonable so far as the Independent Shareholders

are concerned, and are in the interest of the Company and the Shareholders as a whole. Accordingly,

we advise the Independent Board Committee to recommend, and we ourselves recommend, the

Independent Shareholders to vote in favour of the resolutions in relation to the Acquisition, the

Subscription, the [REDACTED], the Whitewash Waiver and the Special Deal to be proposed at the

SGM.

Yours faithfully,

For and on behalf of

Red Sun Capital Limited
Robert Siu

Managing Director

Mr. Robert Siu is a licensed person registered with the Securities and Future Commission of Hong Kong and a responsible

officer of Red Sun Capital Limited to carry out type 1 (dealing in securities) and type 6 (advising on corporate finance)

regulated activities under the SFO and has over 22 years of experience in corporate finance industry.
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This circular contains forward-looking statements that involve substantial known and unknown

risks and uncertainties. Any statements that express, or involve discussions with respect to

expectations, beliefs, plans, objectives, assumptions or future events or performance (in general,

using words such as “aim”, “anticipate”, “believe”, “continue”, “could”, “estimate”, “expect”,

“intend”, “may”, “plan”, “potential”, “predict”, “project”, “propose”, “seek”, “should”, “will”,

“would” or other similar expressions) are not historical facts, may be forward-looking and may

involve estimates and assumptions and are subject to risks (including those discussed under the

section headed “Risk factors” in this circular), uncertainties, and other factors some of which are

beyond the control of the Enlarged Group and the Target Group and which are difficult to predict.

Forward-looking statements in this circular include, without limitation, statements relating to:

• the Enlarged Group’s business prospects;

• the Enlarged Group’s business and operating strategies and its ability to implement such

strategies;

• the Enlarged Group’s ability to effectively manage its operational and project development

costs;

• prospective financial matters regarding the Enlarged Group’s business, results of

operations and financial condition;

• the Target Group’s profit estimate;

• the amount and nature of, and potential for, future development of the Enlarged Group’s

business;

• the Enlarged Group’s ability to retain and recruit qualified and experienced workers;

• the trends and conditions in the industry in which the Enlarged Group operates;

• the regulatory environment; and

• general political and economic conditions.

FORWARD-LOOKING STATEMENTS

− 108 −

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.



These forward-looking statements reflect the current views of the management of the Enlarged

Group and/or the Target Group as to future events and are not guarantees of future performance.

Accordingly, the future results and achievements of the Enlarged Group and/or the Target Group may

differ materially and adversely from those expressed. Subject to the requirements of the applicable

laws, rules (including the Listing Rules and Takeovers Code) and regulations, the Enlarged Group

and/or the Target Group does not have any obligation to update or otherwise revise the

forward-looking statements in this circular, whether as a result of new information, future events or

otherwise. Statements of or references to the intentions of the Enlarged Group and/or the Target Group

are made as at the date of this circular. Any such intentions may change in light of future

developments.

Given these risks and uncertainties, you should not place undue reliance on such

forward-looking statements. All forward-looking statements in this circular are qualified by reference

to this cautionary statement.
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You should carefully consider all of the information in this circular including the risks and

uncertainties described below. The business, financial condition or results of operation of the

Enlarged Group could be materially and adversely affected by any of these risks and uncertainties.

In addition to the risks and uncertainties described below, other risks and uncertainties not

presently known to the Enlarged Group, or not expressed or implied below, or that the Enlarged

Group currently deems immaterial, may also adversely affect the business, operating results and

financial condition of the Enlarged Group in a material respect.

The Enlarged Group considers that there are certain risks involved in its business and operations

and in connection with the Acquisition. Such risks can be categorised into: (i) risks relating to the

Acquisition, the [REDACTED] and the Subscription; (ii) risks relating to the Target Group; (iii) risks

relating to the industry in which the Target Group operates; (iv) risks relating to Hong Kong in

general; and (v) risks relating to this circular.

RISKS RELATING TO THE ACQUISITION, THE [REDACTED] AND THE SUBSCRIPTION

Acquisition Completion is subject to the fulfilment of the conditions precedent and there is no

assurance that they can be fulfilled and/or the Acquisition will be completed as contemplated

A number of the conditions precedent to Acquisition Completion as set out under the paragraph

headed “The Acquisition — Conditions precedent” in the section headed “Letter from the Board” in

this circular involve the decisions of third parties, including, among others, approvals by the

Independent Shareholders at the SGM, the entering into of the Acquisition Agreement, the

[REDACTED], the [REDACTED], the [REDACTED] granting the Whitewash Waiver and consent for

the Special Deal, and approval by the [REDACTED] for the resumption of trading and the listing of

and permission to deal in the Consideration Shares, the Subscription Shares and the [REDACTED].

As fulfilment of such conditions precedent are not within the control of the parties involved in the

Acquisition, there is no assurance that the Acquisition will be completed in a timely manner as

contemplated, or at all.

The shareholding percentage of the existing Shareholders in the Company will be substantially

diluted immediately following the completion of the transactions contemplated under the

Acquisition Agreement, the Subscription Agreement and the [REDACTED]

Under the [REDACTED], the Company will allot and issue an aggregate of [REDACTED], and

[REDACTED] will be available for subscription by the Qualifying Shareholders as [REDACTED]

under the [REDACTED], and the remaining [REDACTED] will be available for subscription by the

public. Under the Acquisition Agreement, the Company will issue an aggregate of [REDACTED]

Consideration Shares to the Vendor. The Company and Mr. Chan have entered into the Subscription

Agreement and the Supplemental Agreements pursuant to which an aggregate of [REDACTED] new

Shares will be subscribed by Mr. Chan. As a result, the shareholding percentages of the existing

Shareholders in the Company would be substantially diluted. Any value enhancement of the

Consideration Shares as a result of the Acquisition may not necessarily be reflected in their market

price and may not offset the dilution effect to the existing Shareholders.
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RISKS RELATING TO THE TARGET GROUP

The Target Group’s revenue mainly derives from projects awarded through successful tenders
or quotations which are non-recurring in nature

During the Track Record Period, most of the Target Group’s projects are undertaken on a

project-by-project basis. As such, the revenue derived from such projects is non-recurring in nature

and the Target Group cannot guarantee that its customers will provide it with new business after the

current projects are completed. In addition, depending on intensity and scope of services to be

provided, the amount of fees and other income from mandates varies from project to project. The

terms and conditions of each tender, including its payment schedule, may vary in each case after

negotiation with customers.

Furthermore, most of the Target Group’s revenue is derived from contracts awarded through

competitive tendering or quotation process, and is not recurring in nature. The ability of the Target

Group in securing contracts through tendering and quotation invitation is critical to its success. There

is no assurance that the Target Group would be invited to the tendering or quotation process and the

Target Group’s tenders or quotations would be selected by customers. Also there is no right of first

refusal upon expiry of the on-going contracts, and there is a risk that the Target Group may not

succeed in tendering for the same customer’s project upon the expiry of the existing contract. For the

years ended 30 September 2017, 2018 and 2019 and the nine months ended 30 June 2020, the Target

Group’s success rates in tendering contract were approximately 22.9%, 15.6%, 21.2% and 21.9%,

respectively. In the event that the Target Group is unable to maintain its reputation, business

relationships with its existing customers or its industry expertise, its business and revenue will be

adversely affected. The Target Group may need to lower its profit margin or offer more favourable

terms to its customers in order to maintain the competitiveness during the tendering or quotation

process. The revenue and operation results of the Target Group may therefore become unpredictable

and subject to significant fluctuation. There is no assurance that the business or operation results of

the Target Group will be sustained.

The Target Group determines the tender or quotation price based on the estimated time and
costs to be involved in a project. The estimated time and costs incurred may deviate from the
actual time and costs involved due to unexpected circumstances, thereby adversely affect the
Target Group’s operations

During the Track Record Period, the Target Group’s projects are generally awarded through

invitations for tender or quotation by customers for their construction. The Target Group generally

adopts a cost-plus pricing model and determines the price of the tender or quotation based on its costs,

time and resources estimate required to complete the works and a certain mark-up margin. The actual

time and costs incurred by the Target Group in completing its construction projects, however, may be

adversely affected by various uncontrollable factors, including (i) shortage and cost escalation in

materials, machinery and direct labour; (ii) site location and conditions and adjacent risk of the

structures nearby; (iii) the specifications and difficulties of the project; (iv) delay due to inefficiency;

(v) unforeseeable difficulties faced on site; (vi) disputes with future subcontractors, main contractors

and/or customers; (vii) change in design by the Target Group’s customers; (viii) changes in market

conditions; and (ix) changes in government policies. Such relevant factors may give rise to delay in

completion or costs overrun by the Target Group, and there is no assurance that the actual time and
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costs incurred by the Target Group would match its initial estimate. Furthermore, these factors may

cause the Target Group’s financial performance to be worse than what the Target Group expected or

may expose the Target Group to litigation or claims from customers in case of delays. If the Target

Group is unable to reallocate its resources in an efficient manner or enter into a variation order with

its customers, this may result in drop of the Target Group’s profitability.

As the Target Group from time to time engages subcontractors, the Target Group may bear

responsibilities for any non-performance, delayed performance, sub-standard performance and

non-compliance of its subcontractors

During the Track Record Period, the Target Group subcontracted certain portions of its projects,

including certain civil engineering works to its subcontractors who are Independent Third Parties. For

the years ended 30 September 2017, 2018 and 2019 and the nine months ended 30 June 2020, the total

subcontracting charges amounted to approximately HK$63.3 million, HK$97.0 million, HK$141.8

million and HK$107.4 million, respectively, representing approximately 33.4%, 38.7%, 49.6% and

50.8% of the Target Group’s cost of services, respectively. For details of the Target Group’s

arrangements with subcontractors, please refer to the paragraph headed “Business of the Target Group

— Suppliers of the Target Group — Subcontractors of the Target Group” in this circular.

Subcontracting may expose the Target Group to risks associated with non-performance, delayed

performance, sub-standard performance by its subcontractors. There is no assurance that after

Acquisition Completion, the Target Group would be able to monitor the performance of its future

subcontractors as directly and efficiently as with its own staff. Inability to ensure the service quality

of these third-party service providers and sub-consultants could also hinder the Target Group’s ability

to deliver services to customers in a timely and satisfactory manner.

In the event that any of the Target Group’s future subcontractors violate any laws, rules or

regulations in relation to health, safety and environmental matters, the Target Group may also be held

liable for their violations, and be subject to claims for losses and damages if such violations result

in any personal injuries and/or property damages.

The Target Group faces liquidity risks and possible negative operating cash flow as it may be

required to pay for some operating expenditures before receiving progress payments from the

Target Group’s customers

Before commencing new projects, the Target Group is generally required to incur significant

upfront costs in the early stage before such costs can be recovered from its customers. The upfront

costs of the Target Group’s projects generally include raw material costs, subcontracting charges, staff

costs and other project-related costs. For the nine months ended 30 June 2019, the Target Group

recorded negative operating cash outflow of approximately HK$13,000. Further, there are time lags

between making payments to the Target Group’s suppliers and receiving progress payments from the

Target Group’s customers when undertaking projects, resulting in possible negative cash outflow. If

the Target Group fails to properly manage its cash flows and liquidity position, the Target Group’s

business operation, and financial condition may be materially and adversely affected.
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The Target Group is exposed to the credit risks of and may experience increasing balance of

trade receivables from customers and longer trade receivables’ turnover days in the future due

to delays and/or defaults of progress payments and/or retention monies by Target Group’s

customers which would adversely affect its cash flows or financial results

The Target Group is subject to the credit risks of its customers and its liquidity is dependent on

the prompt payment of its customers.

As at 30 September 2017, 2018 and 2019 and 30 June 2020, the trade receivables (net of ECL

allowances) from the Target Group’s customers amounted to approximately HK$28.3 million,

HK$40.6 million, HK$55.0 million and HK$49.3 million respectively, representing an increase of

approximately HK$12.3 million or 43.3% from approximately HK$28.3 million as at 30 September

2017 to HK$40.6 million as at 30 September 2018, and an increase of approximately HK$14.4 million

or 35.5% to HK$55.0 million as at 30 September 2019 and a decrease of approximately HK$5.7

million or 10.3% to HK$49.3 million as at 30 June 2020 when compared with that as at 30 September

2019 whereas the respective amounts of trade receivables from customers accounted for 44.8%,

35.2%, 39.1% and 31.8% of its total assets respectively. As at 30 September 2017, 2018 and 2019 and

30 June 2020, the trade receivables which were yet to be settled after 60 days of the date of the

issuance of certificates of customers amounted to approximately HK$10.3 million, HK$10.1 million,

HK$12.2 million and HK$23.7 million respectively. As at the Latest Practicable Date, approximately

HK$23.4 million of HK$24.0 million trade receivables which were yet to be settled after 60 days of

the date of the issuance of certificates of customers as at 30 June 2020 had been subsequently settled.

In addition, the trade receivables’ turnover days were approximately 36 days, 42 days, 52 days

and 58 days for each of the years ended 30 September 2017, 2018 and 2019 and the nine months ended

30 June 2020, respectively. For details of reasons of the fluctuations in trade receivables’ turnover

days, please refer to the section headed “Financial information of the Target Group” in this circular.

There is no assurance that the Target Group will be able to recover all or any part of the amounts

due from its customers for contract work according to the billing schedule as stated on the service

contract or that the Target Group will be able to collect all or any part of the progress billings

receivable from customers within the credit terms granted by the Target Group to its customers or at

all. There is also a possibility that the Target Group may take longer than the debtors’ turnover days

to collect payments. Further, in the event that disputes arise between the Target Group and its

customer as to the variation orders, there is a possibility that longer credit period may be needed to

collect payments. This will negatively affect the Target Group’s cash flow and financial performance.
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The Target Group may not be able to complete the projects on time and deliver the works to its

customers according to the terms of the contracts, which could have a material adverse impact

on the results of operation and financial condition of the Target Group and expose the Target

Group to litigation risks which will affect the brand and financial condition of the Target Group

The construction projects undertaken by the Target Group may take over a year or longer before

net cash flow may be generated through billing from customers. As a result, the Target Group’s cash

flow and results of operations may be significantly affected by its project development schedules. The

schedules of the Target Group depend on numerous factors, including, among others, the performance

and efficiency of subcontractors and the Target Group’s ability to finance construction. Other specific

factors that could adversely affect the Target Group’s projects development schedules include:

• natural catastrophes and adverse weather conditions;

• changes in market conditions, economic downturns and decreases in business;

• consumer sentiment in general;

• changes in relevant regulations and government policies;

• shortages of materials, equipment, subcontractors and skilled labour;

• disputes with labour, subcontractors and/or customers;

• construction accidents; and

• errors in judgement on the selection and congenital condition of potential sites.

If a project is not completed on time and/or the works are not delivered to the Target Group’s

customers according to the tender, the customers would be entitled to compensation for late delivery.

If the delay extends beyond a certain period, the customers would be entitled to terminate their

contracts and claim damages. There is no assurance that the Target Group will not experience

significant delays in completion or delivery of its works in the future. Should such event occurs, the

Target Group’s results of operation and financial condition may be materially and adversely affected.

The Target Group is subject to the risk of legal claims and proceedings in the ordinary course of its

business. Any litigation or legal proceedings could expose the Target Group to financial liability,

divert its resources away from its business and the reputation, as well as financial condition of the

Target Group could be adversely affected.
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The growth prospects of the Enlarged Group depend on continual and successful operation and
growth of the Target Group and the failure of which would adversely affect the Enlarged
Group’s operations, financial performance and prospects

The members of the Target Group will become the main operating subsidiaries of the Company

upon Acquisition Completion. Upon completion of the Acquisition Agreement, the existing assets and

indebtedness of the Target Group will be consolidated into the accounts of the Company. The results

of operations, financial condition and business prospects of the Enlarged Group will depend on those

of the Target Group and may be materially and adversely affected if the Target Group is not able to

maintain the continual and successful operation and growth of its business.

The Target Group is reliant on the Target Group’s key management personnel in operating its
business and any failure to retain them or to attract suitable successors or employ additional
management personnel would have an adverse impact on the operations of the Target Group

During the Track Record Period, the Target Group relied heavily on its professional staff, key

management such as Mr. Chang, a founding director and now the managing director of the Target

Group, and other personnel to render comprehensive construction services to its customers. The

Target Group’s professional staff may voluntarily serve notice of termination of their employment

with the Target Group for any reason at any time and it may not be able to retain them. The Target

Group may not be able to find suitable replacement and even if there is suitable replacement, it may

be costly and the recruitment process can be time-consuming. The loss of service of these professional

staff and possible failure to find suitable replacements could adversely and significantly affect the

Target Group’s operations and financial position.

Negative publicity or damage to the Target Group’s business reputation may have a potential
adverse impact on its project engagement

The Target Group’s ability to secure new projects depends heavily upon its reputation and the

reputation of the Target Group’s team as business is principally obtained by invitation to tender.

Negative publicity associated with the Target Group or its team could result in the loss of customers

or lead to increasing difficulty to be awarded new projects in the tendering process. In the event that,

(i) any customer is not satisfied with the Target Group’s work; (ii) any delay in completing a project

because of the quality of work or other parties; and (iii) any party raises any complaint regarding the

Target Group which comes to the attention of the public, its existing or potential customers, the

business and brand of the Target Group may be adversely affected, which will in turn, significantly

affect its growth prospects and financial condition.

Failure to register under the RSTCS or to renew the registration may result in the Target Group
not being able to participate in public sector construction projects

RSTCS was established and is administered by the CIC under the Construction Industry Council

Ordinance. Although it is not a statutory requirement for the subcontractors to be registered under the

RSTCS, the qualification of being a Registered Specialist Trade Contractors and/or a Registered

Subcontractor under the RSTCS will be the contractual requirements for most of the major public

sector projects in Hong Kong. Please refer to the paragraph headed “Regulatory Overview —

Contractor registration system” in this circular for further details.
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The CIC stipulates the criteria that must be satisfied before registrations are granted or renewed.

The requirements laid down by the CIC may change from time to time, and there is no assurance that

the Target Group will be able to meet the changing requirements and renew its registration in a timely

manner or at all, in which case the Target Group may be required to suspend its operations at public

sector in the future, which would have a material adverse effect on its business and results of

operations.

Any failure, damage or loss of the Target Group’s machinery, or failure to invest in suitable

machinery may adversely affect the Target Group’s market competitiveness

The Target Group’s capacity to carry out works for its customers depends on, among others, the

availability of machinery, whether they are owned by the Target Group, subcontractors or machinery

vendors. There is no assurance that the machinery used will not be damaged or lost as a result of,

including but not limited to, improper operation, accidents, fire, adverse weather conditions, theft or

robbery.

In addition, machinery may break down or fail to function normally due to wear and tear or

mechanical issues. Any failure, damage or loss of the Target Group’s machinery may delay its works,

adversely affect its operations and unexpected cost may be incurred to arrange for a replacement of

machinery. If the Target Group fails to stay abreast of market trends, invest in suitable machinery to

cope with changing regulations or meet customers’ demands and specifications, the Target Group’s

overall competitiveness and financial position and operation results may also be adversely affected.

The Target Group is subject to potential exposure to disputes and other proceedings arising from

the Target Group’s operations from time to time and may face professional liabilities

The Target Group principally provides construction services to its customers. In the event that

the Target Group’s customers who may suffer a loss due to the negligence of the Target Group in

providing such services, it may request for compensation from the Target Group.

Notwithstanding the quality control measures adopted by the Target Group, there is no assurance

that these measures can completely eliminate any professional negligence, misconduct or fraudulent

act on the part of the Target Group’s employees, in which case the Target Group could be exposed to

claims or lawsuits, and the same may have an adverse impact on the Target Group’s reputation.

Further, regarding disputes that may arise from various matters, there is no assurance that the

Target Group may be able to resolve every instance of disputes by way of negotiation and/or

mediation with relevant parties. If the Target Group fails to do so, it may lead to legal and other

proceedings against the Target Group, and consequently the Target Group may have to incur huge

expenditures in defending or initiating proceedings against other parties to protect its interest. It can

be time-consuming and costly to handle litigations and legal proceedings, and they may significantly

divert the efforts and resources of the Target Group’s management.
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The Target Group’s insurance may not fully cover all potential losses and claims, and any

uninsured losses incurred could be substantial and therefore adversely affect its operations and

financial results

Where the Target Group performs the role as a subcontractor in a project, employees’

compensation insurance and contractors’ all risks insurance should be taken out by the project’s main

contractor for the staff at construction site. As to the machinery deployed at the works sites, the Target

Group is generally required to maintain its own insurance policy. For details, please refer to the

paragraph headed “Business of the Target Group — Insurance” in this circular. Nonetheless, there is

no assurance that all potential losses and expenses incurred from damages or liabilities in relation to

the Target Group’s business can be fully covered by insurance. In the event that the Target Group

suffers any losses, damages or liabilities in the course of its business operations which its insurance

does not cover, it may not have sufficient funds to cover such losses, damages or liabilities. The

resulting payment to cover such losses, damages or liabilities may have a material adverse effect on

the Target Group’s business, results of operations and financial position.

The outbreak of any severe communicable disease, in particular the COVID-19, if remains

uncontrollable, could adversely affect the Target Group’s results of operations

The Target Group’s business could be adversely affected by any outbreak of severe

communicable disease, such as COVID-19, avian flu, Ebola virus, H1N1 flu, H7N9 flu, H3N2 flu,

Severe Acute Respiratory Syndrome (SARS), Middle East Respiratory Syndrome (MERS) and/or

other adverse public health developments in Hong Kong. Such events could severely disrupt the

Target Group’s business operations if its workers are infected, or the government orders a lockdown

of the city to stop the spread of the virus. The spread of any severe communicable disease, either

locally, regionally or globally, may materially affect the operations of the Target Group’s customers

and suppliers, which in turn could have a material and adverse effect on the Target Group’s business,

financial position, results of operations and the implementation of the Target Group’s future plans.

RISKS RELATING TO THE INDUSTRY IN WHICH THE TARGET GROUP OPERATES

Any deterioration in the prevailing market conditions in the construction industry may

adversely affect the Target Group’s performance and financial condition

During the Track Record Period, all of the Target Group’s business operations are located in

Hong Kong. The Target Group’s customers are main contractors and subcontractors of construction

works. The number of projects awarded to the Target Group depends highly on the prevailing market

conditions in the construction industry, including availability of skilled labour; economic fluctuations

in Hong Kong, availability of new projects in the private and public sectors (such as the Ten Major

Infrastructure Projects, Third Runway Project of Hong Kong International Airport and the Central

Kowloon Route Project released by the Hong Kong government), and general conditions and

development of Hong Kong economy. If there is any significant deterioration in any of these factors,

the Target Group’s operating results and financial conditions could be adversely affected.
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The Target Group faces intense competition

According to the Industry Consultant’s Report, the specialised construction works

subcontracting industry is considered to be relatively fragmented with 3,341 subcontractors registered

under the trade group of “Structural and Civil” with CIC. Further, customers tend to appoint

construction service provider based on its track record, technical skills and tender price. As such, the

Target Group has to compete with other service providers in terms of price, quality and delivery.

Construction service providers may intensify competition if the market experiences a slowdown,

which may induce price competition. Further, new participants may enter the industry provided that

they possess all the various licences, resources and qualifications required. If the Target Group fails

to compete effectively, this may result in lower operating margins and loss of market share, which will

bring an adverse impact on the Target Group’s profitability and results of operations.

The Target Group relies on a stable workforce to carry out its projects. If the Target Group or

its subcontractors experience any shortage of labour, industrial actions, strikes or material

increased in labour costs, the Target Group’s operations and financial results would be adversely

affected

The Target Group relies on a stable workforce to carry out its projects. In particular, the Target

Group requires a large number of construction workers and machinery operators with various skills

and expertise. According to the Industry Consultant’s Report, the specialised construction works

subcontracting industry is suffering from challenges of aging construction workers, labour shortages

and difficulties when attracting new workers. In order to secure sufficient workers, the Target Group

may be required to increase the wages of the workers, which may affect the financial position of the

Target Group.

In view of the current situation in the labour market, the Target Group cannot ensure that it will

not experience these problems in the future. There can be no assurance that the Target Group will

possess sufficient resources for such purpose. If the Target Group cannot retain or recruit sufficient

number of skilled workers to handle its projects in a timely manner, the Target Group may experience

delay in project completion and its ability to handle future projects would in turn be significantly

impaired.

The Target Group is exposed to environmental liability

According to the Industry Consultant’s Report, in recent years, the Hong Kong public has

become increasingly more concerned with the environment, with the government having responded by

making additional concerted efforts to deal with environmental issues and provide better living

conditions for Hong Kong residents. The Environmental Protection Department of Hong Kong has

ensured compliance with strict environmental regulations by setting requirements for construction

sites in terms of air pollution, noise control, water pollution, and waste disposal.
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In the event that the Target Group fails to comply with the relevant laws and regulations in

relation to environmental protection, it may be imposed fines and penalty by relevant authorities

which would adversely affect its business, financial condition and results of operations.

Changes in the rules and regulations governing the construction industry in relation to work

safety responsibilities may adversely affect the Target Group’s operations and profitability

Under the relevant laws of Hong Kong, contractors undertaking construction works are required

to comply with certain registration requirements and fulfil certain safety responsibilities. In the event

that there is any change in the current regulatory regime that governs the construction industry, the

Target Group may incur more costs in complying with the new requirements, and failing which may

lead to the suspension or ceasing of its relevant registration to operate its business or result in

regulatory non-compliances and, in turn, adversely affect its operation and financial results.

Any failure to adopt new and eco-friendly construction techniques may adversely affect the

Target Group’s operations and financial performance

According to the Industry Consultant’s Report, the construction techniques currently used in

Hong Kong is considered to be out-of-date, less efficient and less eco-friendly. Thus, industry

developments in or demand for different construction techniques may require the Target Group to

adopt new construction techniques. If the Target Group fails to remain attentive to and invest in

suitable construction techniques, to cope with any latest development or changes in such market

trends or demands and to cater to different needs and requirements of different customers, the Target

Group’s overall competitiveness, financial performance and operation results may be adversely

affected.

RISKS RELATING TO HONG KONG IN GENERAL

The state of economy in Hong Kong may adversely affect the Target Group’s performance and

financial condition

All of the Target Group’s revenue during the Track Record Period was derived from projects in

Hong Kong. A downturn in the economy of Hong Kong may result in private sector construction

projects being put on hold or slowed down, which may adversely affect the Target Group’s overall

business, results of operations and financial position.

The state of political environment in Hong Kong may be unstable

Hong Kong is a special administrative region of the PRC under the principle of “one country,

two system”. Any change of the political system or disruption of trade either in response to or as a

result of protests or social unrest may have a significant impact on the stability of the economy of

Hong Kong, and thereby adversely affecting the business operations and financial position of the

Target Group, since all of the Target Group’s operations are based in Hong Kong.
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RISK RELATING TO THIS CIRCULAR

Undue reliance should not be placed on facts, forecasts and other statistics in this circular

relating to the economy and the Target Group’s industry obtained from public or official sources

This circular contains facts, forecasts and other statistics relating to the economy and the

industry in which the Target Group operates its business that have been derived from various

publications and industry-related sources prepared by government officials or Independent Third

Parties. In addition, certain facts and information have been extracted from an industry report

commissioned by the Company and prepared by China Insights Industry Consultancy Limited, an

independent professional market research consulting company. The Company and the Target Group

believe that the sources of such information are appropriate and reasonable due care has been

exercised in extracting and reproducing such information. The Company and the Target Group have

no reason to believe that such information is false, misleading or has been omitted. However, the

information has not been independently verified by the Company, the Directors, the directors of the

Target Company, the Sole Sponsor, nor any parties involved in the [REDACTED], other than China

Insights Industry Consultancy Limited with respect to the information contained in the Industry

Consultant’s Report, and no representation is given as to its accuracy. Due to discrepancies between

standards or levels of accuracy between published information and market practice, the Company and

the Target Group make no representation as to the accuracy of the information contained in such

sources. Accordingly, such industry information and statistics contained herein may not be accurate

and should not be unduly relied upon.
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Certain information and statistics set out in this section and elsewhere in this circular
relating to the construction industry in Hong Kong are derived from the Industry Consultant’s
Report prepared by the Industry Consultant, an independent industry consultant which was
commissioned by the Company. The Company and the Target Group believe that the sources of such
information and statistics are appropriate for such information and statistics and have taken
reasonable care in extracting and reproducing such information and statistics. The Company and
the Target Group have no reason to believe that such information and statistics are false or
misleading or that any fact has been omitted that would render such information and statistics false
or misleading in any material respect. The directors of the Target Company have further confirmed,
after making reasonable enquiries and exercising reasonable care, that there is no adverse change
in the market information since the date of publication of the Industry Consultant’s Report or any
of the other reports which may qualify, contradict or have an impact on the information in this
section. No independent verification has been carried out on such information and statistics by the
Company, the Target Group, the Sole Sponsor, any of their respective directors, officers or
representatives or any other person involved except the Industry Consultant in the [REDACTED]
and no representation is given as to its accuracy, completeness or fairness. Accordingly, you should
not place undue reliance on such information and statistics.

The Company commissioned the Industry Consultant, a market research and consulting company
and an Independent Third Party, to conduct research and analysis of, and to produce a report on the
construction industry and specialised construction works subcontracting industry in Hong Kong for
the period from 2014 to 2024. The Industry Consultant’s Report has been prepared by the Industry
Consultant independent of the influence of the Company, the Target Group and other interested
parties. The Company paid the Industry Consultant a total fee of HKD370,000 for the preparation and
use of the Industry Consultant’s Report, and the Company believes that such fees are consistent with
the market rate. The Industry Consultant is a consulting firm founded in Hong Kong and provides
professional industry consulting services across multiple industries. The Industry Consultant’s
services include industry consultancy services, commercial due diligence and strategic consulting.

In compiling and preparing the Industry Consultant’s Report, the Industry Consultant has
adopted the following assumptions: (i) the economic and industry development in Hong Kong is likely
to maintain a steady growth in the next decade; (ii) related key industrial drivers are likely to continue
to drive the growth of the construction industry and specialised construction works subcontracting
industry in Hong Kong during the forecast period, such as large amount of mega public infrastructure
projects by the Hong Kong government, fast growing numbers of high-rise buildings and skyscrapers
in Hong Kong, increasing residential property projects in Hong Kong, and high attention put on the
old building reconstruction plan by the Hong Kong government; and (iii) no extreme force majeure
event or industry regulation will have a dramatic or fundamental impact on the market.

The Industry Consultant has conducted primary research which involved interviewing key
industry experts and leading industry participants. The Industry Consultant has also conducted
secondary research which involved analysing data from various publicly available data sources, such
as Hong Kong Census and Statistics Department (HKC&SD) and industry associations. Parameters
used in the Industry Consultant’s Report include: (i) nominal GDP in Hong Kong; (ii) gross value of
construction works performed by main contractors; (iii) gross value of foundation works performed
by main contractors and subcontractors; (iv) gross value of site formation works performed by main
contractors and subcontractors; and (v) gross value of reinforced concrete structure works performed
by main contractors and subcontractors.
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CONFIRMATION OF THE DIRECTORS OF THE TARGET COMPANY

The directors of the Target Company confirm that, after taking reasonable care, there is no
material adverse change in the market information since the date of the Industry Consultant’s Report
which may qualify, contradict or have an impact on the information in this section.

MARKET OVERVIEW OF THE CONSTRUCTION INDUSTRY IN HONG KONG

The gross output value of Hong Kong’s construction industry increased from HKD199.7 billion
in 2014 to HKD236.4 billion in 2019, representing a CAGR of 3.4% between 2014 and 2019. Hong
Kong’s economy and population kept growing steadily during the past few years, which have driven
demand for infrastructure facilities, residential buildings, and commercial buildings. This large
demand has stimulated the construction industry to keep expanding accordingly. It is expected that the
gross output value of Hong Kong’s construction industry will reach HKD242.4 billion by 2024,
representing a CAGR of 0.5% between 2019 and 2024.

Main contractors outsource parts of the construction works because (i) the subcontractors can
perform the same work for lower costs; (ii) the main contractor does not have the expertise in certain
areas; (iii) the main contractor needs to share project workload due to the large project size,
complexity and tight deadline; and (iv) the main contractor does not have the registration required to
tender for a particular project.

It is common industry practice for a customer (main contractor or sub-contractor) to provide the
required construction materials or pay on behalf of its subcontractors for certain project expenses,
whereby such expenses would be deducted from its payments to that subcontractor in settling its fee.
Such payment arrangement is referred to as the “contra-charge arrangement” and the amounts
involved are referred to as the “contra-charge”.

The following chart sets forth the historical and forecast gross output value of construction
works in Hong Kong for the periods indicated:

Gross output value of construction works,
Hong Kong, 2014-2024E
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Note: The data above refers to the gross value of construction works in nominal terms performed by main contractors.
Subcontractors’ contribution to projects is included in the gross value of construction works performed by main
contractors for whom they have worked for.

Source: Industry Consultant’s Report
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MARKET OVERVIEW OF THE SPECIALISED CONSTRUCTION WORKS
SUBCONTRACTING INDUSTRY IN HONG KONG

Overview of the Foundation Works Industry in Hong Kong

Foundation works such as land piling are precursors for most construction works and conducted
upon the commencement of a foundation project. From 2014 to 2019, the number of consents issued
by the Building Authority to commence foundation works remained relatively stable around 150
projects per year. During the past five years, mega infrastructure projects greatly stimulated the
market growth, including the Ten Major Infrastructure Projects. For private sector, the growth was
mainly attributed to the steady growth of residential properties. The increasing demand of residential
units in Hong Kong as well as Hong Kong government’s plan for increasing public housing supply
together helped the foundation works industry to keep growing.

The gross output value of Hong Kong’s foundation works performed by main contractors reached
HKD12.6 billion in 2019 with a CAGR of -3.9% between 2014 and 2019. The gross output value of
Hong Kong’s foundation works performed by subcontractors reached HKD8.8 billion in 2019 with a
CAGR of -2.5% between 2014 and 2019. It is expected that the gross output value of Hong Kong’s
foundation works performed by main contractors will reach HKD13.9 billion in 2024 with a CAGR
of 1.9% between 2019 and 2024, and the gross output value of Hong Kong’s foundation works
performed by subcontractors will reach HKD10.4 billion in 2024 with a CAGR of 3.4% between 2019
and 2024.

The following chart sets forth the historical and forecast gross value of foundation works
performed by main contractors and subcontractors in Hong Kong for the periods indicated:

Gross value of foundation works performed by main contractors and subcontractors,
Hong Kong, 2014-2024E
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Note: The data above refers to gross value of foundation works in nominal terms performed by main contractors.
Subcontractors’ contribution to projects is included in the gross value of foundation works performed by main
contractors for whom they worked.

Source: Industry Consultant’s Report

Overview of the Reinforced Concrete Structure Works Industry in Hong Kong

The gross output value of Hong Kong’s reinforced concrete structure works performed by main
contractors reached HKD80.1 billion in 2019 with a CAGR of 9.6% between 2014 and 2019. The gross
output value of Hong Kong’s reinforced concrete structure works performed by subcontractors
reached HKD56.1 billion in 2019 with a CAGR of 11.2% between 2014 and 2019.
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Superstructure is part of structure constructed above plinth level. Generally columns, walls and
other are components of superstructure. From 2014 to 2019, the number of consents issued by the
Building Authority to commence reinforced concrete structure works remained relatively stable above
150 projects per year.

It is expected that the gross output value of reinforced concrete structure works performed by
main contractors will reach HKD83.4 billion in 2024 with a CAGR of 0.8% between 2019 and 2024,
and the gross output value of Hong Kong’s reinforced concrete structure works performed by
subcontractors will reach HKD62.6 billion in 2024 with a CAGR of 2.2% between 2019 and 2024.

The following chart sets forth the historical and forecast gross value of reinforced concrete
structure works performed by main contractors and subcontractors in Hong Kong for the periods
indicated:

Gross value of reinforced concrete structure works performed by main contractors and
subcontractors, Hong Kong, 2014-2024E
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Note: Data refers to gross value of reinforced concrete structure works in nominal terms performed by main
contractors. Subcontractors’ contribution to projects is included in the gross value of reinforced concrete
structure works performed by main contractors for whom they worked.

Source: Industry Consultant’s Report

Overview of the Site Formation Works Industry in Hong Kong

Site formation work refers to preparation of a piece of land by clearing and levelling off an
uneven, undeveloped, or obstructed area in order to accommodate buildings or facilities that are to be
built within the area. From 2014 to 2019, the number of consents issued by the Building Authority
to commence site formation works remained relatively stable above 100 projects per year.

The gross output value of Hong Kong’s site formation works performed by main contractors
reached HKD11.3 billion in 2019 with a CAGR of 28.7% between 2014 and 2019. The gross output
value of Hong Kong’s site formation works performed by subcontractors reached HKD7.9 billion in
2019 with a CAGR of 30.3% between 2014 and 2019. It is expected that the gross output value of
Hong Kong’s site formation works performed by main contractors will reach HKD11.6 billion in 2024
with a CAGR of 0.6% between 2019 and 2024, and the gross output value of Hong Kong’s site
formation works performed by subcontractors will reach HKD8.6 billion in 2024 with a CAGR of
1.8% between 2019 and 2024.
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The following chart sets forth the historical and forecast gross value of site formation works

performed by main contractors and subcontractors in Hong Kong for the periods indicated:

Gross value of site formation and clearance works performed by main contractors and
subcontractors, Hong Kong, 2014-2024E
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Note: Data refers to gross value of site formation works in nominal terms performed by main contractors.

Subcontractors’ contribution to projects is included in the gross value of site formation works performed by main

contractors for whom they worked.

Source: Industry Consultant’s Report

Market Drivers of Hong Kong’s Specialised Construction Works Subcontracting Industry

(i) Large amount of mega public infrastructure projects by the Hong Kong government. The Ten

Major Infrastructure Projects released by the Hong Kong government have provided a great

boost to Hong Kong’s specialised construction works subcontracting industry since these

projects are large in scale and require a large amount of specialised construction works and

related general building works in keeping with the high level of investment. Furthermore, there

were also more mega infrastructure projects being announced in Hong Kong such as the Third

Runway Project of Hong Kong International Airport, Central Kowloon Route, etc. With more

projects expected to commence during the forecast period, it is expected that Hong Kong’s

specialised construction works subcontracting industry will receive a further boost accordingly,

ultimately benefitting in the long run from these mega public infrastructure projects.

(ii) Fast growing numbers of high-rise buildings and skyscrapers in Hong Kong. Given its small

geographical size, high-rise buildings and skyscrapers are popular in Hong Kong in

accommodating its large population. At present, there are approximately 8,000 high-rise

buildings and skyscrapers in Hong Kong, with this number continually growing. Since these

buildings require a large amount of investment in specialised construction works to meet

building requirements, it is expected that Hong Kong’s specialised construction subcontracting

industry will be stimulated by an increasing number of new projects focused on constructing

high-rise buildings and skyscrapers.
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(iii) Increasing residential property projects in Hong Kong. The Hong Kong government plans to

increase the supply of residential land for public and private housing in order to satisfy

increasing demand for new housing units and in an attempt to stabilise what is now an

overheated property market. According to its 2016-17 Budget Speech, the Hong Kong

government has adopted a public housing supply target of 280,000 units in accommodating this

growing demand, providing access to more land for the ten-year period between 2016-17 and

2025-26. The Hong Kong government will also provide public land for projects launched by the

Urban Renewal Authority and the MTR Corporation. These policies will drive the specialised

construction works subcontracting industry in Hong Kong, with demand for specialised

construction and general building works expected to continue increasing over the next five

years.

(iv) High attention put on the old building reconstruction plan by the Hong Kong government.
Apart from construction projects for new buildings, there are also a number of planned projects

for rebuilding older buildings in Hong Kong. Since most of these older buildings are located in

the city centre with higher population densities, specialised construction works will require

special technology, such as frictional pre-bored H-piles with lower noise and vibration, in order

to be relatively more eco-friendly.

Challenges of the Hong Kong’s specialised construction works subcontracting industry

(i) Aging construction workers and labour shortage. Aging workers, insufficient access to

experienced and skilled labour and general labour shortages have been viewed as major threats

to Hong Kong’s specialised construction works subcontracting industry. The gap between the

number of hired workers and the number of workers needed to meet growing demand in the

specialised construction works subcontracting industry can be attributed to the fact that this

industry faces major hurdles when attracting new workers. Furthermore, some workers may even

be attracted to take positions in Macau and mainland China instead, receiving better offers

compared with local companies, which leaves the industry with an even larger gap to fill.

(ii) Increasing costs. Specialised construction works projects are both labour and capital intensive.

Overall costs are increasing due to increased costs for both labour and materials. Labour costs

have become particularly burdensome, with the average wage for construction workers in Hong

Kong having increased from approximately HKD62.9 per hour in 2011 to approximately

HKD147.6 per hour in 2019. These increasing costs may lead to lower profit margins for
specialised construction works companies currently operating in this industry.

Future Trends of the Hong Kong’s specialised construction works subcontracting industry

(i) Continuous practice of subcontracting in the specialised construction works subcontracting
industry. Subcontracting is a common practice in the construction industry. Main contractors
usually perform pilling works by themselves while subcontracting other parts of the specialised
construction works, such as pile caps and ELS, to subcontractors. Moreover, leading
subcontractors usually focus on the same parts of a specialised construction project and possess
extensive experience in these areas. The current industry practices associated with
subcontracting are therefore likely to continue throughout the forecast period.
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(ii) On-site training offered by contractors. Specialised construction works requires the use of

skilled workers in order to successfully conduct a project. However, labour shortages have

become an increasingly important challenge in Hong Kong, especially as concerns skilled

construction workers. In order to overcome the challenges posed by a shortage of skilled workers

in the specialised construction works subcontracting industry, specialised construction works

and general building works contractors in Hong Kong have begun hiring less experienced

workers, and have opted instead to provide them with more support and on-site training.

(iii) Technological advancement. In order to achieve better cost efficiency in the specialised

construction subcontracting industry, companies are continuously seeking ways to enhance their

technological capabilities in order to meet the stricter requirements of their clients. For example,

advanced machines used in conducting specialised construction work have been introduced into

the market, with these new machines having several key advantages, including being more

eco-friendly and having better cost efficiency. It is expected that the adoption of these kinds of

technologies will become a major trend within Hong Kong’s specialised construction

subcontracting industry.

Raw Material Price Analysis of Hong Kong’s Construction Industry

Steel reinforcement

Between January 2013 and December 2019, the price of steel reinforcement in Hong Kong

decreased from HKD5,611 per metric tonne to HKD4,657 per metric tonne, with a negative CAGR of

3.1%. This price drop was mainly caused by an overproduction of steel in the PRC and a weak global

demand for steel. However, this price drop for steel reinforcement did not have an obvious impact on

construction costs for buildings given that raw material suppliers retain strong negotiating power.

Portland cement

Between January 2013 and December 2019, the price of portland cement (ordinary) in Hong

Kong increased slightly from HKD698 per metric tonne to HKD730 per metric tonne. The demand for

cement within Hong Kong’s construction industry meanwhile received a boost from the

implementation of various government construction plans, including the Ten Major Infrastructure

Projects and the Public Housing Plan, with this rising demand helping to push up prices.

Diesel fuel

The price of diesel fuel increased from HKD2,058 per 200-litre drum in January 2013 to

HKD2,544 per 200-litre drum in December 2019, with a CAGR of 3.6%. This price increase was

mainly due to the OPEC (Organization of the Petroleum Exporting Countries)’s supply cuts and

healthy demand driven by the economy growth.
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The following charts set forth the price of main raw materials in Hong Kong’s construction
industry for the period indicated:

Steel reinforcement, High tensile steel bars,
10mm to 40mm, Hong Kong, Jan. 2013-Dec. 2019

Portland cement (ordinary), Hong Kong,
Jan. 2013-Dec. 2019
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Labour Cost Analysis

Between 2011 and 2019, the average wage for construction workers in Hong Kong increased
from HKD62.9 per hour to HKD147.6 per hour. Due to the Hong Kong government’s prohibition on
foreign labour inflows and the problem associated with an aging workforce in the construction
industry, the shortage of construction workers has become an increasingly serious issue. The
relatively low supply of labour in Hong Kong’s construction industry has been the major factor
driving up the wage level of its workers.

The following charts set forth the average construction worker hourly wage in Hong Kong for
the period indicated:

Average construction worker hourly wage, Hong Kong, 2011-2019
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COMPETITIVE LANDSCAPE OF HONG KONG’S SPECIALISED CONSTRUCTION WORKS
SUBCONTRACTING INDUSTRY

Subcontracting is a common practice in the construction industry in Hong Kong, particularly in
the specialised construction works subcontracting industry. The specialised construction works
subcontracting industry is relatively fragmented.

As of 30 June 2020, there were 3,341 registered subcontractors under the trade group of
“Structural and Civil”, according to Hong Kong’s Construction Industry Council. Top subcontractors
accounted for approximately 10% of the total market share, and tier-1 subcontractors accounted for
approximately 15% to 20% of the market share.

The Target Group is a tier-1 subcontractor, generating revenue of approximately HKD335.2
million from specialised construction works in 2019, accounting for a market share of approximately
0.25%. There are less than 40 top contractors, approximately less than 80 tier-1 subcontractors,
approximately less than 150 tier-2 subcontractors.

The following chart sets forth the competitive landscape of the Hong Kong’s specialised
construction works subcontracting industry in 2019:

8
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Source: Industry Consultant’s Report

Success Factors of Hong Kong’s Specialised Construction Works Subcontracting Industry

(i) Sufficient capital. With sufficient capital reserves, leading companies in Hong Kong’s
specialised construction subcontracting industry are able to take advantage of many benefits.
Some of these benefits include purchasing machinery to reduce costs, hire additional workers to
perform more projects and absorb any impacts from ongoing labour shortages, as well as gaining
a competitive advantage when making tenders, since some clients place more requirements on
specialised construction works contractors in terms of their financial status.

(ii) Experienced management team. Due to the nature of specialised construction works, every site
is different from the next given that the characteristics for each site vary, including differences
in soil and natural features, the lay of surrounding buildings, and so on. These differences
increase the level of complexity when carrying out specialised construction work projects. An
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experienced management team, one with extensive experience in completing previous projects,
is well positioned to deal with all kinds of onsite problems while controlling the overall cost of
any given project. Thus, an experienced management team is considered one of the key success
factors for any participant in Hong Kong’s specialised construction subcontracting industry.

(iii) Proven track record. In order to become a successful company in Hong Kong’s specialised
construction subcontracting industry, a proven track record is essential. With a proven track
record, companies are able to establish their reputation within the industry while fostering
long-term partnerships with their clients in building up their business networks. In this way,
companies with a proven track record are able to secure an advantage when tendering for future
projects.

(iv) Technological advancement. As a harbour city with a high population density, Hong Kong is
normally much more concerned about the surrounding environment around construction sites. In
order to meet stricter requirements, the leading companies in Hong Kong’s specialised
construction subcontracting industry make use of specialised technology for specialised
construction works, including the most advanced, high-tech machinery. This kind of advanced
technology not only ensures that the environment is protected when carrying out construction
work, but also improves the overall efficiency of this work.

Entry Barriers of Hong Kong’s Specialised Construction Works Subcontracting Industry

(i) Capital requirement. Access to sufficient capital is the first entry barrier for the Hong Kong’s
construction industry. Most of the payment schedules for construction projects are based on the
project’s progression, which means that payment is collected after a certain portion of
construction work is finished where cost of raw materials and labour are paid upfront. Thus,
solid capital and healthy cash flow are critical for contractors in order to carry out construction
work smoothly. Otherwise, a minimum working capital is also required for contractors when
applying for government certifications.

(ii) Experienced Staff. An experienced and qualified team of skilled workers and management
professionals is important for delivering high-quality construction projects with a high safety
standard. However, issues surrounding labour shortages have become increasingly more serious
in recent years. Thus, attracting experienced and qualified staff has become a major challenge
for new market players in an already competitive industry.

(iii) Proven track record of successful project completions. A proven track record is one of the most
important criteria for property developers when choosing main contractors for their construction
projects. Contractors need to start with small-scale projects, and then accumulate years of
construction experience while maintaining excellent service quality in order to obtain a proven
track record, which thus sets up a major challenge for new market entrants.

(iv) Qualifications. Government qualifications are essential for construction contractors if they are
to take on public projects, and with experience in serving public work projects also being a plus
that private developers value. However, new market entrants are unable to obtain these
qualifications without accumulating a sufficient degree of past experience and a proven track
record.
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This section sets forth a summary of the laws and regulations applicable to the business of the

Target Group in Hong Kong. As this is a summary, it does not contain detailed analysis of the Hong

Kong laws which are relevant to the business of the Target Group.

CONTRACTOR REGISTRATION SYSTEM

Generally speaking, as long as the main contractor holds all the required registrations for the

project (for example, registered with the Buildings Department as a registered general building

contractor or a registered specialist contractor under the suitable categories for the private sector

projects; and/or listed under the Works Branch of the Development Bureau as an approved specialist

contractor for public works under the suitable categories for the public sector projects commissioned

by the Development Bureau), the subcontractors (at any tiers) are not required to hold the same

registrations as the main contractor for such project.

Nevertheless, being registered under the RSTCS is in practice necessary for the subcontractors

(at any tiers) to participate in most of the major public sector projects commissioned by certain

government departments and statutory bodies, including the Development Bureau, the Airport

Authority Hong Kong, the Hong Kong Construction Association, the Hong Kong Housing Authority,

the Hong Kong Housing Society and the MTR Corporation Limited.

Registered Specialist Trade Contractors Scheme of the CIC established and administered under
sections 5(e) and 7(2)(g) of the Construction Industry Council Ordinance (Chapter 587 of the
Laws of Hong Kong)

With effect from 1 April 2019, the Subcontractor Registration Scheme (the “SRS”) has been

renamed as the RSTCS together with a couple of enhancements.

All subcontractors who are registered under the seven trades namely concreting, concreting

formwork, curtain wall, demolition, erection of concrete precast component, reinforcement bar fixing

and scaffolding of the SRS have automatically become the Registered Specialist Trade Contractors

under the RSTCS (the “RSTC”) and no application is required. All subcontractors who are registered

under the remaining trades of the SRS have been retained as the Registered Subcontractors under

RSTCS (the “RS”) and no application is required. All reference to the SRS shall be substituted by the

RSTCS with effect from 1 April 2019.

For existing construction contracts where subcontractors are required to register under the

relevant trades available in the SRS, such subcontractors shall be deemed to have fulfilled that

requirement if they are registered under the relevant trades in the RSTCS.

The CIC received supports from many supporting organisations since implementation of the

RSTCS in April 2019. The provision of engagement of the RSTC and the RS were subsequently

incorporated into the relevant construction projects and contracts under a number of stakeholders,

including the Development Bureau, the Airport Authority Hong Kong, the Hong Kong Construction

Association, the Hong Kong Housing Authority, the Hong Kong Housing Society and the MTR

Corporation Limited.
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In other words, although it is not a statutory requirement for the subcontractors (at any tiers) to

be registered under the RSTCS, the qualifications of being the RSTC and/or the RS will be the

contractual requirements for most of the major public sector projects in Hong Kong.

The register of RSTC comprises of businesses carrying out works in seven designated trades,

including (1) demolition; (2) reinforcement bar fixing; (3) erection of concrete precast component; (4)

concreting formwork; (5) concreting; (6) scaffolding; and (7) curtain wall.

An applicant for registration as a RSTC may make an application for registration to the

committee on RSTCS (“Committee”) established by the CIC and shall satisfy the Committee that it

meets all the relevant registration requirements (as set out in Schedule 2 of the Rules and Procedures

for the Register of Specialist Trade Contractors) and is suitable for registration.

Generally, any registration of a RSTC shall expire on a date not less than 36 months after the

date on which the Committee approves the application for registration or renewal of registration. A

RSTC may apply for the renewal of its registration and such an application shall be made to the

Committee not earlier than six months before and not later than three months before the expiration

date of the registration.

A RSTC shall be responsible for the good behaviours of its employees and agents in relation to

any construction works undertaken by it and shall establish and promulgate the code of conduct with

reference to Schedule 3 of the Rules and Procedures for the Register of Specialist Trade Contractors.

The Committee may conduct an inquiry into any conduct of a RSTC if the Committee has

reasonable cause to suspect the RSTC no longer meets any of the registration requirements or has

fallen into any of the circumstances set of below. In such a case, the RSTC shall answer to queries

or provide information within prescribed time as specified by the Committee.

The circumstances that may lead to regulatory actions be taken against a RSTC include, but are

not limited to: (1) a petition for winding-up or bankruptcy has been filed against the RSTC or other

financial problems; (2) RSTC’s failure to answer queries or provide information relevant to the

registration within the prescribed time specified by the Committee; (3) misconduct or suspected

misconduct of the RSTC; (4) court conviction or violation of any law by the RSTC; (5) matters of

public interest; (6) serious or suspected serious poor performance or other serious causes in any public

or private sector projects; and (7) the RSTC’s failure to comply with any provisions of the rules and

procedures for the RSTCS.

When there is a prima facie case for conducting a hearing, the secretariat of the CIC shall give

the RSTC concerned not less than 14 calendar days written notice advising the time and place for the

hearing and the grounds for initiating regulatory proceedings. After the hearing, the Committee may

impose regulatory actions by directing that (a) written warning be given to the RSTC; (b) the RSTC

be suspended from registration for a specified period; (c) the grouping of a RSTC be changed; or (d)

the registration of the RSTC be revoked.
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As at the Latest Practicable Date, PCL is registered under the RSTCS as follows:

RSTC

Four designated trades: (i) concreting; (ii) concreting formwork; (iii) reinforcement bar fixing;

and (iv) scaffolding

RS

Trade code Trade specialty

Foundation and piling Sheet piles

Structural steelwork —

General civil works Earthwork, roadworks, road drainage and sewer, and marine

works

Other structural and civil trades Surveying and setting out

Tanking and waterproofing —

The expiry date of the above registrations is 16 September 2022.

CONSTRUCTION WORKERS REGISTRATION ORDINANCE (CHAPTER 583 OF THE LAWS

OF HONG KONG) (THE “CONSTRUCTION WORKERS REGISTRATION ORDINANCE”)

The Construction Workers Registration Ordinance provides for the registration of construction

workers and related matters.

According to section 3 of the Construction Workers Registration Ordinance, a person shall not

personally carry out on a construction site construction work unless the person is a registered

construction worker. A person who contravenes section 3 commits an offence and is liable on

conviction to a fine at level 3 (currently at HK$10,000). The establishment of CIC under the

Construction Industry Council Ordinance (Chapter 587 of the Laws of Hong Kong) is responsible for

the registration of construction workers.

Further, section 5 of the Construction Workers Registration Ordinance provides that no person

shall employ unregistered construction workers to carry out on construction sites construction work.

A person who contravenes section 5 commits an offence and is liable on conviction to a fine at level

5 (currently at HK$50,000).
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According to section 2 of the Construction Workers Registration Ordinance, there are five

categories of construction worker registration as at the Latest Practicable Date. The following table

sets forth the qualifications of each of the five categories of construction worker registration:

Registration category Qualifications for registration

Registered skilled worker (for

designated trade division)

Holds a trade test certificate set out in Schedule 1 of the

Construction Workers Registration Ordinance;

a registered skilled worker (provisional) who completes a

specified training course and passes the assessment; or

holds other qualifications as specified by the Construction

Workers Registration Ordinance

Registered skilled worker

(provisional) (for designated

trade division)

As at 29 December 2005, possesses not less than six years of

experience in personally carrying out construction work of a

trade division with documentary proof

Registered semi-skilled worker

(for designated trade division)

Holds an intermediate trade test certificate set out in

Schedule 1 of the Construction Workers Registration

Ordinance; or holds other specified qualifications

Registered semi-skilled worker

(provisional) (for designated

trade division)

As at 29 December 2005, possesses not less than two years

of experience in personally carrying out construction work

of a trade division with documentary proof

Registered general worker Holds a valid “green card”

Upon registering a person as a registered construction worker, the registrar of construction

workers shall issue to him/her a construction workers registration card, which is a smart card with the

name of the registered worker, registered trade (if applicable) and the validity period of the

registration printed on the card and stored in its embedded chip for checking and verifying through

the electronic card reading system. A normal validity of worker registration is five years. Every

registered construction worker is required to carry his/her valid registration card when he/she

personally carries out construction work on a construction site.

The “designated workers for designated skills” requirement under the Construction Workers

Registration Ordinance became effective on 1 April 2017 which was about forbidding any person from

carrying out construction work of designated trade divisions unless he/she is a registered

skilled/semi-skilled worker of relevant trade division or working under the “instruction and

supervision” of registered skilled/semi-skilled worker(s) of relevant trade division.

To enable the industry stakeholders to adapt gradually, the following construction works will

temporarily not be subject to the regulation of “designated workers for designated skills” requirement

under section 2B of the Construction Workers Registration Ordinance:

— maintenance work, carried out under a term contract for maintenance, of specified structure

owned by a public body or a specified body set out in schedule 2 of the Construction

Workers Registration Ordinance;
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— class I and class II minor works as defined by section 2(2) of the Building (Minor Works)

Regulation (Note: class III minor works are not regulated by the Construction Workers

Registration Ordinance); and

— construction works under a construction contract with a total value of all construction

operations not exceeding HK$10 million.

The Development Bureau and the CIC would closely monitor the implementation of the

“designated workers for designated skills” requirement and after extensive consultation with the

industry stakeholders, determine an appropriate time to extend the “designated workers for designated

skills” requirement to all construction works.

FACTORIES AND INDUSTRIAL UNDERTAKINGS ORDINANCE (CHAPTER 59 OF THE

LAWS OF HONG KONG) (THE “FACTORIES AND INDUSTRIAL UNDERTAKINGS

ORDINANCE”)

The Factories and Industrial Undertakings Ordinance provides for the safety and health

protection to workers in an industrial undertaking. Under the Factories and Industrial Undertakings

Ordinance, it is the duty of a proprietor (including person for the time being having the management

or control of the business carried on in such industrial undertaking and also the occupier of any

industrial undertaking) of an industrial undertaking to take care of, so far as is reasonably practicable,

the health and safety at work of all persons employed by him at the industrial undertaking. The duties

of a proprietor extend to include:

— providing and maintaining plant and work systems that do not endanger safety or health;

— making arrangement for ensuring safety and health in connection with the use, handling,

storage and transport of articles and substances;

— providing all necessary information, instruction, training, and supervision for ensuring

safety and health;

— providing and maintaining safe access to and egress from the workplaces; and

— providing and maintaining a safe and healthy work environment.

A proprietor of an industrial undertaking who contravenes these duties commits an offence and

is liable to a fine of HK$500,000. A proprietor who contravenes these duties wilfully and without

reasonable excuse commits an offence and is liable to a fine of HK$500,000 and to imprisonment for

6 months.
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Matters regulated under the subsidiary regulations of the Factories and Industrial Undertakings

Ordinance, including the Construction Sites (Safety) Regulations (Chapter 59I of the Laws of Hong

Kong), include (i) the prohibition of employment of persons under 18 years of age (save for certain

exceptions); (ii) the maintenance and operation of hoists; (iii) the duty to ensure safety of places of

work; (iv) prevention of falls; (v) safety of excavations; (vi) the duty to comply with miscellaneous

safety requirements; and (vii) provision of first aid facilities. Non-compliance with any of these rules

constitutes an offence and different levels of penalty will be imposed and a contractor guilty of the

relevant offence could be liable to a fine up to HK$200,000 and imprisonment up to 12 months.

Pursuant to section 6BA of the Factories and Industrial Undertakings Ordinance, persons

employed at industrial undertakings engaging in construction work must attend a relevant safety

training course recognised under the Factories and Industrial Undertakings Ordinance and be issued

a construction industry safety training certificate (also known as “green card”) for attendance of such

safety training course. A “green card” is valid for a period from one year to three years after the day

on which it was issued.

It shall be the duty of every relevant person employed at an industrial undertaking engaging in

construction work who has been issued a “green card” which has not expired to, among other things,

carry with his person the “green card” or an equivalent document while at work at the undertaking,

and it is the duty of every proprietor of an industrial undertaking engaging in construction work not

to employ at the undertaking a relevant person who has not been issued a “green card” or whose

“green card” has expired.

Any proprietor who contravenes section 6BA of the Factories and Industrial Undertakings

Ordinance commits an offence and is liable to a fine of HK$50,000. Nevertheless, it shall be a defence

for an offence contrary to section 6BA of the Factories and Industrial Undertakings Ordinance for the

proprietor to show that he believed, and that it was reasonable for him to believe, that the relevant

person to whom the offence relates had been issued with a “green card” and that the certificate had

not expired.

OCCUPATIONAL SAFETY AND HEALTH ORDINANCE (CHAPTER 509 OF THE LAWS OF

HONG KONG) (THE “OCCUPATIONAL SAFETY AND HEALTH ORDINANCE”)

The Occupational Safety and Health Ordinance provides for the safety and health protection to

employees in workplaces, both industrial and non-industrial.

Employers must as far as reasonably practicable ensure the safety and health in their workplaces

by:

— providing and maintaining plant and work systems that do not endanger safety or health;

— making arrangement for ensuring safety and health in connection with the use, handling,

storage or transport of plant or substances;
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— providing all necessary information, instruction, training, and supervision for ensuring

safety and health;

— providing and maintaining safe access to and egress from the workplaces; and

— providing and maintaining a safe and healthy work environment.

Failure to comply with the above requirements constitutes an offence and the employer is liable

on conviction to a fine of HK$200,000. An employer who fails to do so intentionally, knowingly or

recklessly commits an offence and is liable on conviction to a fine of HK$200,000 and to

imprisonment for six months.

The Commissioner for Labour may also issue improvement notices against non-compliance of

the Occupational Safety and Health Ordinance or the Factories and Industrial Undertakings Ordinance

or suspension notice against activity of workplace which may create imminent hazard to the

employees. Failure to comply with such notices constitutes an offence punishable by a fine of

HK$200,000 and HK$500,000 respectively and imprisonment of up to 12 months.

EMPLOYEES’ COMPENSATION ORDINANCE (CHAPTER 282 OF THE LAWS OF HONG

KONG) (THE “EMPLOYEES’ COMPENSATION ORDINANCE”)

The Employees’ Compensation Ordinance establishes a no-fault and non-contributory employee

compensation system for work injuries and lays down the rights and obligations of employers and

employees in respect of injuries or death caused by accidents arising out of and in the course of

employment, or by prescribed occupational diseases.

Under the Employees’ Compensation Ordinance, if an employee sustains an injury or dies as a

result of an accident arising out of and in the course of his employment, his employer is in general

liable to pay compensation even if the employee might have committed acts of faults or negligence

when the accident occurred. Similarly, an employee who suffers incapacity or dies arising from an

occupational disease is entitled to receive the same compensation as that payable to employees injured

in occupational accidents.

According to section 15(1A) of the Employees’ Compensation Ordinance, employer shall report

work injuries of its employee to the Commissioner for Labour not later than 14 days after the accident.

According to section 24 of the Employees’ Compensation Ordinance, a main contractor shall be

liable to pay compensation to subcontractors’ employees who are injured in the course of their

employment to the subcontractor. The main contractor is, nonetheless, entitled to be indemnified by

the subcontractor who would have been liable to pay compensation to the injured employee

independently of this section. The employees in question are required to serve a notice in writing on

the main contractor before making any claim or application against such main contractor.
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According to section 40 of the Employees’ Compensation Ordinance, all employers (including

contractors and subcontractors) are required to take out insurance policies to cover their liabilities

both under the Employees’ Compensation Ordinance and at common law for injuries at work in

respect of all their employees (including full-time and part-time employees). Where a main contractor

has undertaken to perform any construction work, it may take out an insurance policy for an amount

not less than HK$100 million per event (where the number of employees in relation to who the policy

is in force does not exceed 200) and no less than HK$200 million per event (where the number of

employees in relation to whom the policy is in force exceeds 200) to cover his liability and that of

his subcontractor(s) under the Employees’ Compensation Ordinance and at common law.

An employer who fails to comply with the Employees’ Compensation Ordinance to secure an

insurance cover commits an offence and is liable on conviction upon indictment to a fine of

HK$100,000 and to imprisonment for two years and on a summary conviction to a fine of HK$100,000

and to imprisonment for one year.

EMPLOYMENT ORDINANCE (CHAPTER 57 OF THE LAWS OF HONG KONG) (THE
“EMPLOYMENT ORDINANCE”)

A main contractor is subject to the provisions on subcontractor’s employees’ wages in the

Employment Ordinance. Section 43C of the Employment Ordinance provides that if any wages

become due to an employee who is employed by a subcontractor on any work which the subcontractor

has contracted to perform, and such wages are not paid within the period specified in the Employment

Ordinance, such wages shall be payable by the main contractor and/or every superior subcontractor

jointly and severally. A main contractor’s (and/or, where applicable, superior subcontractor’s)

liability shall be limited (a) to the wages of an employee whose employment relates wholly to the

work which the main contractor has contracted to perform and whose place of employment is wholly

on the site of the building work; and (b) to the wages due to such an employee for two months (such

months shall be the first two months of the period in respect of which the wages are due).

According to section 43D of the Employment Ordinance, an employee who has outstanding wage

payments from subcontractor must serve a notice in writing on the main contractor within 60 days

after the wage due date. A main contractor and superior subcontractor (where applicable) shall not be

liable to pay any wages to the employee of the subcontractor if that employee fails to serve a notice

on the main contractor. Upon receipt of such notice from the relevant employee, a main contractor

shall, within 14 days after receipt of the notice, serve a copy of the notice on every superior

subcontractor to that subcontractor (where applicable) of whom he is aware. A main contractor who

without reasonable excuse fails to serve notice on the superior subcontractors shall be guilty of an

offence and shall be liable on conviction to a fine at level 5 (currently at HK$50,000).

According to section 43F of the Employment Ordinance, if a main contractor or superior

subcontractor pays to an employee any wages under section 43C of Employment Ordinance, the wages

so paid shall be a debt due by the employer of that employee to the main contractor or superior

subcontractor, as the case may be. The main contractor or superior subcontractor may either (1) claim

contribution from every superior subcontractor to the employee’s employer or from the main

contractor and every other such superior subcontractor as the case may be, or (2) deduct by way of

set-off the amount paid by him from any sum due or may become due to the subcontractor in respect

of the work that he has subcontracted.
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MANDATORY PROVIDENT FUND SCHEMES ORDINANCE (CHAPTER 485 OF THE LAWS
OF HONG KONG) (THE “MANDATORY PROVIDENT FUND SCHEMES ORDINANCE”)

Under the Mandatory Provident Fund Schemes Ordinance, employers are required to enrol their

regular employees (except for certain exempt persons) aged between at least 18 but under 65 years

of age and employed for 60 days or more in a Mandatory Provident Fund (“MPF”) scheme within the

first 60 days of employment.

For both employees and employers, it is mandatory to make regular contributions into a MPF

scheme. For an employee, subject to the maximum and minimum levels of income (HK$25,000 and

HK$7,100 per month, respectively before 1 June 2014 or HK$30,000 and HK$7,100 per month,

respectively on or after 1 June 2014), an employer will deduct 5% of the relevant income on behalf

of an employee as mandatory contributions to a registered MPF scheme with a ceiling of HK$1,250

before 1 June 2014 or HK$1,500 on or after 1 June 2014.

Employer will also be required to contribute an amount equivalent to 5% of an employee’s

relevant income to the MPF scheme, subject only to the maximum level of income (HK$25,000 per

month before 1 June 2014 or HK$30,000 on or after 1 June 2014).

Industry Scheme

Industry Schemes were established under the MPF system for employers in the construction and

catering industries in view of the high labour mobility in these two industries, and the fact that most

employees in these industries are “casual employees” whose employment is on a day-to-day basis or

for a fixed period of less than 60 days.

For the purpose of the Industry Schemes, the construction industry covers the following eight

major categories:

1. foundation and associated works;

2. civil engineering and associated works;

3. demolition and structural alteration works;

4. refurbishment and maintenance works;

5. general building construction works;

6. fire services, mechanical, electrical and associated works;

7. gas, plumbing, drainage and associated works; and

8. interior fitting-out works.
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The Mandatory Provident Fund Schemes Ordinance does not stipulate that employers in these

two industries must join the Industry Schemes. The Industry Schemes provide convenience to the

employers and employees in the construction and catering industries. Casual employees do not have

to switch schemes when they change jobs within the same industry, so long as their previous and new

employers are registered with the same Industry Scheme. This is convenient for scheme members and

saves administrative costs.

MINIMUM WAGE ORDINANCE (CHAPTER 608 OF THE LAWS OF HONG KONG) (THE
“MINIMUM WAGE ORDINANCE”)

The Minimum Wage Ordinance provides for a prescribed minimum hourly wage rate (currently

set at HK$37.5 per hour) during the wage period for every employee engaged under a contract of

employment under the Employment Ordinance. Any provision of the employment contract which

purports to extinguish or reduce the right, benefit or protection conferred on the employee by the

Minimum Wage Ordinance is void.

AIR POLLUTION CONTROL (NON-ROAD MOBILE MACHINERY) (EMISSION)
REGULATION (CHAPTER 311Z OF THE LAWS OF HONG KONG) (THE “NRMM
REGULATION”)

The NRMM Regulation came into effect on 1 June 2015 to introduce regulatory control on the

emissions of non-road mobile machinery (the “NRMM”), including non-road vehicles and regulated

machines such as excavators and air compressors.

Unless exempted, NRMM which is regulated under this provision is required to comply with the

emission standards prescribed under this regulation. From 1 September 2015, all regulated machines

sold or leased for use in Hong Kong must be approved or exempted with a proper label in a prescribed

format issued by the Environmental Protection Department pursuant to section 4 of the NRMM

Regulation. Under section 5 of the NRMM Regulation, starting from 1 December 2015, only approved

or exempted NRMM with a proper label can be used in specified activities and locations including

construction sites. However, existing NRMM which is already in Hong Kong on or before 30

November 2015 will be exempted from complying with the emission requirements pursuant to section

11 of the NRMM Regulation.

Any person who sells or leases a regulated machine for use in Hong Kong, or uses a regulated

machine in specified activities or locations without (i) exemption or the approval of the

Environmental Protection Department is liable to a fine of up to HK$200,000 and imprisonment for

up to six months, and (ii) a proper label is liable to a fine of up to HK$50,000 and imprisonment for

up to three months.

Pursuant to the Technical Circular (Works) No. 1/2015 issued by the Works Branch of the

Development Bureau on 8 February 2015 (the “Technical Circular”), there is an implementation plan

to phase out the use of four types of exempted NRMM (namely generators, air compressors,

excavators and crawler cranes) (the “Implementation Plan”) under which all new capital works

contracts of public works including design and build contracts with an estimated contract value

exceeding $200 million and tenders invited on or after 1 June 2015 shall require the contractor to

allow no exempted generator and air compressor to be used after 1 June 2015 and the number of
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exempted excavators and crawler cranes not to exceed 50%, 20% and 0% of the total units of

exempted NRMMs from 1 June 2015, 1 June 2017 and 1 June 2019 respectively. Notwithstanding the

Implementation Plan, exempted NRMM may still be permitted at the discretion of the respective

architect/engineer designated by the government if there is no feasible alternative.

FACTORIES AND INDUSTRIAL UNDERTAKINGS (LOADSHIFTING MACHINERY)
REGULATION (CHAPTER 59AG OF THE LAWS OF HONG KONG) (THE “LOADSHIFTING
MACHINERY REGULATION”)

According to section 3 of the Loadshifting Machinery Regulation, the responsible person of a

loadshifting machine shall ensure that the machine is only operated by a person who (i) has attained

the age of 18 years; and (ii) holds a valid certificate applicable to the type of loadshifting machine

to which that machine belongs.

According to section 4 of the Loadshifting Machinery Regulation, the responsible person of a

loadshifting machine shall ensure the provision to each of his employees who is instructed (whether

directly or indirectly) by him to operate a loadshifting machine of a training course conducted for the

type of loadshifting machine to which that machine belongs, unless the relevant employee already

holds a valid applicable certificate.

A responsible person who without reasonable excuse contravenes section 3 or section 4(1)

commits an offence and is liable to a fine at level 5 (currently at HK$50,000).

FACTORIES AND INDUSTRIAL UNDERTAKINGS (LIFTING APPLIANCES AND LIFTING
GEAR) REGULATIONS (CHAPTER 59J OF THE LAWS OF HONG KONG) (THE “LIFTING
APPLIANCES AND LIFTING GEAR REGULATIONS”)

Safety of lifting appliances used at construction sites is mainly regulated by the Lifting

Appliances and Lifting Gear Regulations administered by the Labour Department.

The Lifting Appliances and Lifting Gear Regulations lay down requirements with respect to the

construction, inspection, testing, thorough examination, operation, erection, dismantling and

alteration of lifting appliances, including cranes. For instance, the Lifting Appliances and Lifting

Gear Regulations specifically require the owner, among other matters, to ensure that all lifting

appliances shall be of good mechanical construction, made of strong and sound materials, free from

patent defect and properly maintained, and that the arrangements for fixing and anchoring the

appliance are adequate to secure its safety. The owner of a crane shall ensure that it is not erected,

dismantled or altered except under the supervision of a competent person.

According to the Lifting Appliances and Lifting Gear Regulations, before a lifting appliance is

used at or moved in an industrial undertaking, the owner of the appliance shall take appropriate

precautions to ensure its stability. The owner of a crane shall ensure that the crane can only be

operated by a person who (i) has attained the age of 18 years; (ii) holds a valid certificate issued by

CIC or any other person specified by the Commissioner for Labour; and (iii) in the opinion of the

owner, is competent to operate the crane by virtue of his experience.

REGULATORY OVERVIEW

− 141 −

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.



For the purposes of the Lifting Appliances and Lifting Gear Regulations, “owner”, in relation to

any lifting appliance or lifting gear, includes the lessee or hirer thereof, and any overseer, foreman,

agent or person in charge or having the control or management of the lifting appliance or lifting gear,

and the contractor who has control over the way any construction work which involves the use of the

lifting appliance or lifting gear is carried out and, in the case of a lifting appliance or lifting gear

situated on or used in connection with work on a construction site, also includes the contractor

responsible for the construction site.

Any contraventions by the owners of any crane or lifting appliance of the Lifting Appliances and

Lifting Gear Regulations will attract penalties from a fine of HK$50,000 to a fine of HK$200,000 and

12 months imprisonment.

CODES OF PRACTICE FOR SAFE USE OF EXCAVATORS AND MOBILE CRANES (THE
“CODES”)

The Codes are prepared by the Occupational Safety and Health Branch of the Labour

Department. They were approved and issued by the Commissioner for Labour under section 7A of the

Factories and Industrial Undertakings Ordinance to complement the legislative framework at an

operational level. They provide practical guidance to the industry as to how to use excavators and

mobile cranes safely and properly with a view to assisting the duty holders in preventing accidents.

The Codes provide guidance on the safe use and operation of excavators and mobile cranes to

ensure safety of personnel working at or near by those excavators/cranes. The Code for excavator

provides practical guidance on the safe use and operation of excavators for excavating and earth

moving operations on construction site. The Code for mobile crane covers management and planning

of lifting operation of mobile cranes, requirements for operations, slingers and signallers, siting,

erection, dismantling, maintenance and testing of mobile cranes. It also contains guidance pertaining

to the selection, safe use and specific precautions when mobile cranes are operating within a

workplace.

Although failure to observe any guidance contained in the Codes is not in itself an offence, that

failure may be taken by a court in criminal proceedings as a relevant factor in determining whether

or not a person has breached any of the provisions of the regulations to which the guidance relates.

ROAD TRAFFIC ORDINANCE (CHAPTER 374 OF THE LAWS OF HONG KONG) (THE
“ROAD TRAFFIC ORDINANCE”)

The usage, licensing and maintenance of crane trucks, lorries and other vehicles are mainly

regulated by the Road Traffic Ordinance and its subsidiary regulations.

According to section 42 of the Road Traffic Ordinance, no person shall drive a motor vehicle or

no person shall permit a motor vehicle to be driven by a person on a road unless the driver is a holder

of a driving license in respect of a vehicle of the class of vehicle which he is driving, except as

otherwise provided by the Road Traffic Ordinance. Any person who contravenes this section commits

an offence and is liable, in the case of a first conviction to a fine of HK$5,000 and to imprisonment

for three months, and in the case of a second or subsequent conviction to a fine of HK$10,000 and

to imprisonment for six months.
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According to sections 78 and 88B of the Road Traffic Ordinance, private cars manufactured not

less than six years before licensing, all goods vehicles and commercial vehicles are required to

undergo examination prior to re-licensing.

According to section 25(1) of the Road Traffic Ordinance, the Commissioner for Transport may

refuse to license or cancel the licence of a motor vehicle if, among others: (i) the vehicle or any

equipment thereof does not comply with any requirement imposed by regulations made under section

43(1) of the Air Pollution Control Ordinance (Chapter 311 of the Laws of Hong Kong) in relation to

the prohibition or control of the emission of air pollutants from motor vehicles; (ii) on vehicle

examination the vehicle is found to be not roadworthy; or (iii) no valid insurance in respect of third

party risks as required by the Motor Vehicles Insurance (Third Party Risks) Ordinance (Chapter 272

of the Laws of Hong Kong) is in force in respect of the vehicle.

MOTOR VEHICLES INSURANCE (THIRD PARTY RISKS) ORDINANCE (CHAPTER 272 OF

THE LAWS OF HONG KONG) (THE “MOTOR VEHICLES INSURANCE (THIRD PARTY

RISKS) ORDINANCE”)

According to section 4 of the Motor Vehicles Insurance (Third Party Risks) Ordinance, any

person (including the registered vehicle owner and driver) has the responsibility of ensuring the

presence of a valid third party risks insurance policy for the vehicle concerned whilst using it on

roads. Person who contravenes such requirement commits an offence and is liable to a fine of

HK$10,000 and imprisonment for 12 months, and will also be disqualified from holding or obtaining

a driving licence (for a period of 12 months to three years). The Commissioner for Transport may

refuse to license the vehicle concerned or cancel the vehicle licence concerned.

ROAD TRAFFIC (CONSTRUCTION AND MAINTENANCE OF VEHICLES) REGULATIONS

(CHAPTER 374A OF THE LAWS OF HONG KONG) (THE “ROAD TRAFFIC

(CONSTRUCTION AND MAINTENANCE OF VEHICLES) REGULATIONS”)

According to regulation 121 of the Road Traffic (Construction and Maintenance of Vehicles)

Regulations, any person who uses or permits to be used on any road any vehicle which does not

comply in all respects with the provisions of any enactment relating to the Road Traffic (Construction

and Maintenance of Vehicles) Regulations commits an offence and is liable to a fine of HK$10,000

and to imprisonment for six months.

AIR POLLUTION CONTROL ORDINANCE (CHAPTER 311 OF THE LAWS OF HONG KONG)

(THE “AIR POLLUTION CONTROL ORDINANCE”)

The Air Pollution Control Ordinance regulates the emission of air pollutants and noxious odour

from construction, industrial and commercial activities and other sources of pollution. Its subsidiary

regulations impose control on air pollutant emissions from certain operations through the issue of

licences and permits.
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A contractor shall observe and comply with the Air Pollution Control Ordinance and its

subsidiary regulations, particularly the Air Pollution Control (Open Burning) Regulation, Air

Pollution Control (Construction Dust) Regulation and Air Pollution Control (Smoke) Regulation. For

instance, a contractor responsible for a construction site shall devise and arrange methods of carrying

out the works in a manner that minimises the impact of dust on the surrounding environment of the

construction site, and shall provide experienced personnel with suitable training to ensure that these

methods are implemented. Asbestos control provisions in the Air Pollution Control Ordinance require

building works involving asbestos to be conducted only by registered qualified personnel under the

supervision of a registered consultant.

NOISE CONTROL ORDINANCE (CHAPTER 400 OF THE LAWS OF HONG KONG) (THE
“NOISE CONTROL ORDINANCE”)

The Noise Control Ordinance regulates, amongst others, the noise from construction activities.

A contractor shall comply with the Noise Control Ordinance and its subsidiary regulations in

carrying out construction works. For construction activities that are to be carried out during the

restricted hours and for percussive piling during the daytime, not being a general holiday, construction

noise permits are required from the Noise Control Authority in advance. The carrying out of

percussive piling is prohibited between 7:00 p.m. and 7:00 a.m. or at any time on general holidays.

Under the Noise Control Ordinance, construction works that use powered mechanical equipment

(other than percussive piling) are not allowed between 7:00 p.m. and 7:00 a.m. or at any time on

general holidays, unless prior approval has been granted by the Noise Control Authority through the

construction noise permit system. The use of certain equipment is also subject to restrictions.

Hand-held percussive breakers and air compressors must comply with noise emissions standards

and be issued with a noise emission label from the Noise Control Authority. Schedule 1 of the Noise

Control (Hand Held Percussive Breakers) Regulations (Chapter 400D of the Laws of Hong Kong) sets

out the maximum permissible sound power levels based on the different masses of the hand-held

percussive breakers. Similarly, Schedule 1 of the Noise Control (Air Compressors) Regulations

(Chapter 400C of the Laws of Hong Kong) sets out the maximum permissible sound power levels

based on the different air flows of the air compressors.

Any person who carries out any construction work except as permitted is liable on a first

conviction to a fine of HK$100,000 and on a second or subsequent conviction to a fine of

HK$200,000, and in any case to a fine of HK$20,000 for each day during which the offence continues.

WASTE DISPOSAL ORDINANCE (CHAPTER 354 OF THE LAWS OF HONG KONG) (THE
“WASTE DISPOSAL ORDINANCE”)

The Waste Disposal Ordinance controls the production, storage, collection and disposal

including treatment, reprocessing and recycling of wastes. At present, livestock waste and chemical

waste are subject to specific controls whilst unlawful deposition of waste is prohibited. Import and

export of waste is generally controlled through a permit system.
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A contractor shall observe and comply with the Waste Disposal Ordinance and its subsidiary

regulations, including without limitation the Waste Disposal (Charges for Disposal of Construction

Waste) Regulation (Chapter 354N of the Laws of Hong Kong) and the Waste Disposal (Chemical

Waste) (General) Regulation (Chapter 354C of the Laws of Hong Kong).

Under the Waste Disposal (Charges for Disposal of Construction Waste) Regulation,

construction waste can only be disposed at designated prescribed facilities and a main contractor who

undertakes construction work with a value of HK$1 million or above will be required, within 21 days

after being awarded the contract, to establish a billing account in respect of that particular contract

with the Director of the Environmental Protection Department to pay any disposal charges for the

construction waste generated from the construction work under that contract.

Under the Waste Disposal (Chemical Waste) (General) Regulation, a person who produces

chemical waste or causes it to be produced has to register as a chemical waste producer. Any chemical

waste produced must be packaged, labelled and stored properly before disposal. Only a licensed waste

collector can transport the waste to a licensed chemical waste disposal site for disposal. Chemical

waste producers also need to keep records of their chemical waste disposal for inspection by the

Environmental Protection Department.

PUBLIC HEALTH AND MUNICIPAL SERVICES ORDINANCE (CHAPTER 132 OF THE

LAWS OF HONG KONG) (THE “PUBLIC HEALTH AND MUNICIPAL SERVICES

ORDINANCE”)

Pursuant to section 127 of the Public Health and Municipal Services Ordinance, where a

nuisance notice is served on the person by reason of whose act, default or sufferance the nuisance

arose or continues, or of that person cannot be found on the occupier or owner of the premises or

vessel on which the nuisance exists, then if either the nuisance to which the notice relates arose by

reason of the wilful act or default of that person; or that person fails to comply with any of the

requirements of the notice within the period specified therein, that person shall be guilty of an

offence.

Emission of dust from any building under construction or demolition in such manner as to be a

nuisance is actionable under the Public Health and Municipal Services Ordinance. Maximum penalty

is HK$10,000 (level 3) upon conviction with a daily fine of HK$200.

Any placing or throwing of any solid matter, mud or waste (except such as is contained in

ordinary house sewage) in or into any public sewer or drain or any sewer, drain, inlet or other drainage

work communicating with any public sewer or drain, or over any grate communicating with any public

sewer and drain is actionable under the Public Health and Municipal Services Ordinance. Maximum

fine is HK$50,000 (level 5).

Any accumulation of water on any premises found to contain mosquito larvae or pupae is

actionable under the Public Health and Municipal Services Ordinance. Maximum penalty is

HK$25,000 (level 4) upon conviction and a daily fine of HK$450.
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Any accumulation of refuse which is a nuisance or injurious to health is actionable under the

Public Health and Municipal Services Ordinance. Maximum penalty is HK$10,000 (level 3) upon

conviction and a daily fine of HK$200.

Any premises in such a state as to be a nuisance or injurious to health is actionable under the

Public Health and Municipal Services Ordinance. Maximum penalty is HK$10,000 (level 3) upon

conviction and a daily fine of HK$200.

COMPETITION ORDINANCE (CHAPTER 619 OF THE LAWS OF HONG KONG) (THE

“COMPETITION ORDINANCE”)

The Competition Ordinance, which was entered into force on 14 December 2015 (i) prohibits

conduct that prevents, restricts or distorts competition in Hong Kong; (ii) prohibits mergers that

substantially lessen competition in Hong Kong; and (iii) provides for incidental and connected

matters.

The Competition Ordinance includes the First Conduct Rule which provides that an undertaking

shall not make or give effect to an agreement, engage in a concerted practice, or, as a member of an

association of undertakings, make or give effect to a decision of the association, if the object or effect

of the agreement, concerted practice or decision is to prevent, restrict or distort competition in Hong

Kong, and the Second Conduct Rule, which prohibits anti-competitive conduct by a party with

substantial market power and provides that an undertaking that has a substantial degree of market

power in a market must not abuse that power by engaging in conduct that has as its object or effect

the prevention, restriction, or distortion of competition in Hong Kong.

The Competition Tribunal may impose pecuniary penalty, director disqualifications, and

prohibition, damage and other orders. Pursuant to section 93 of the Competition Ordinance, the

Competition Tribunal may award a penalty of up to 10% of the turnover of the undertakings concerned

for up to three years in which the contravention occurs.

PROPOSED SECURITY OF PAYMENT LEGISLATION FOR THE CONSTRUCTION

INDUSTRY (THE “SOPL”)

The Development Bureau issued a consultation document on the proposed SOPL for the

construction industry in June 2015.

The proposed SOPL will apply to all contracts under which the government (and certain

specified statutory and/or public bodies and corporations) procure construction activities or related

services, materials or plant. Relevant construction activities include new build works and repair,

maintenance and renovation projects amongst others. Subcontracts of all tiers will also be covered

regardless of value.
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The proposed SOPL will also apply to private sector contracts, but only where the employer is

procuring construction activities or related services, materials or plant for construction of a “new

building”. Also, the employer’s main contract value must exceed a specified amount (tentatively

HK$5,000,000 for construction contracts and HK$500,000 for professional services and supply only

contracts). Where the main contract is subject to the proposed SOPL, then sub-contracts of all tiers

will also be subject to the proposed SOPL regardless of value. Where the main contract is not subject

to the proposed SOPL, then the sub-contracts will not be subject to the proposed SOPL.

Under the proposed SOPL, parties will still retain a large degree of freedom to agree on the

payment terms that best suit their needs. Nevertheless, the proposed SOPL will impose certain

obligations, in particular, “pay when paid” clauses will not be effective or enforceable.

Pursuant to the report on public consultation of the proposed SOPL issued by the Development

Bureau in April 2016, the government intends to proceed with the legislation. The next step is for the

Development Bureau to finalise the framework of the legislation and to prepare the bill for submission

to the Legislative Council of Hong Kong. As at the Latest Practicable Date, the implementation date

of the SOPL had not been announced.

It is probable that some of the contracts of PCL will be caught by the new SOPL legislation and

where such contracts are subject to SOPL, PCL will have to ensure that the contract terms comply with

the legislation in this regard.

COMPLIANCE WITH THE RELEVANT REQUIREMENTS

The directors of the Target Company confirmed that, so far as the Hong Kong laws are

concerned, PCL has obtained all relevant permits, registrations and licences for its existing operations

in Hong Kong as at the Latest Practicable Date.

REGULATORY OVERVIEW

− 147 −

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.



HISTORY AND DEVELOPMENT

The history of the Target Group can be traced back to April 2013 when Mr. Chang established

PCL, with his personal wealth accumulated from his previous employments, together with Mr. Mak

and two Independent Third Parties, who were all former colleagues working at a private group

engaging in civil engineering contracting business in Hong Kong, and began to provide engineering

services. There were various shareholding changes after the incorporation of PCL and since December

2014, Mr. Chang became the sole shareholder of PCL.

Awarded with two projects with aggregated initial contract sum of approximately HK$203.6

million for reinforced concrete structure works at Tai Po Water Treatment Works around the end of

2014 and seven projects with aggregated initial contract sum of approximately HK$275.8 million for

the Hong Kong-Zhuhai-Macao Bridge project between 2015 and 2017, PCL had undergone a stable

and sustainable growth in its business for the subsequent years of operation.

Mr. Mak rejoined PCL as the director in September 2017 and under the effort of Mr. Chang and

Mr. Mak, PCL started to diversify into foundation works in private sector.

For the purpose of the Reorganisation, Mr. Chang established the Target Company on 8 July

2019 as the sole shareholder and transferred his entire shareholding in PCL to the Target Company

at a consideration of HK$10,000.00 on 31 July 2019.

Over the years, the Target Group has built up its reputation as a reliable subcontractor carrying

out civil engineering works including (i) foundation works; (ii) reinforced concrete structure works;

(iii) site formation works; and (iv) other civil works in both public and private sectors in Hong Kong.

HISTORY, REORGANISATION AND CORPORATE STRUCTURE OF THE TARGET GROUP
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BUSINESS DEVELOPMENT AND MILESTONES

The following is a summary of key milestones in the development of the Target Group:

Year Major milestones

2013 PCL was incorporated by Mr. Chang, Mr. Mak and two Independent

Third Parties to engage in provision of engineering services. PCL was

registered as a subcontractor with CIC

2014 PCL was awarded two projects with aggregated initial contract sum of

approximately HK$203.6 million for reinforced concrete structure

works at Tai Po Water Treatment Works

2015 PCL was awarded a project with an initial contract sum of approximately

HK$130.7 million for reinforced concrete structure works for a road

tunnel located at the Hong Kong-Zhuhai-Macao Bridge Hong Kong Link

Road

2016 The annual revenue of PCL achieved approximately HK$200.0 million

2017 PCL was accredited with ISO 9001:2015 for quality management system

by Accredited Certification International Limited

PCL was registered as specialist trade contractor with CIC

PCL started to diversify into foundation works in private sector, and was

awarded its first project in foundation works with an initial contract sum

of approximately HK$12.2 million in July 2017

PCL was awarded a project with an initial contract sum of approximately

HK$152.9 million for site formation works at Anderson Road Quarry

Site

2018 PCL was accredited with ISO 14001:2015 for environmental

management system by Accredited Certification International Limited

PCL was accredited with OHSAS 18001:2007 for occupational health

and safety management system by Accredited Certification International

Limited

The number of employees (including employed on permanent and

temporary basis) of the Target Group reached 100

2019 The Target Company was incorporated in the BVI in July 2019 for the

purpose of the Reorganisation

The number of employees (including employed on permanent and

temporary basis) of the Target Group reached 300

2020 PCL was accredited with ISO 45001:2018 for OHS Management System

by Accredited Certification International Limited
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CORPORATE DEVELOPMENT

The Target Company

The Target Company was incorporated in BVI on 8 July 2019 as a limited liability company with

an authorised share capital of US$50,000.00 divided into 50,000 shares with a par value of US$1.00

each. It is an investment holding company. On 25 July 2019, one share of the Target Company was

allotted and issued for cash at par to Mr. Chang. The Target Company was wholly-owned by Mr.

Chang prior to the Acquisition Completion.

On 7 August 2019, the Company and Mr. Chang entered into the Acquisition Agreement,

pursuant to which the Company has conditionally agreed to acquire and Mr. Chang has conditionally

agreed to sell, the Sale Share and the Sale Loan for a total consideration of HK$350.0 million, which

shall be settled according to the manner as stipulated in the Acquisition Agreement. For further

details, please refer to the paragraph headed “Letter from the Board — The Acquisition —

Consideration” in this circular. Upon the Acquisition Completion, the Target Company will be

wholly-owned by the Company.

PCL

PCL was incorporated with limited liability in Hong Kong on 25 April 2013. Upon its

incorporation, it was owned by Mr. Chang, Mr. Mak and two Independent Third Parties in equal

shares.

As at 1 October 2016, being the commencement date of the Track Record Period, PCL had

10,000 shares in issue, and was entirely owned by Mr. Chang. There had been no change in the

shareholding in PCL since 1 October 2016 until immediately before the Reorganisation.

As the result of the Reorganisation, PCL has become a direct wholly-owned subsidiary of the

Target Company, details of which are set out in the paragraph headed “Reorganisation” in this section.

REORGANISATION

In preparation for the Acquisition, the Target Group carried out the following restructuring

step(s):

Acquisition of PCL by the Target Company

On 31 July 2019, Mr. Chang transferred 10,000 shares of PCL (representing the then entire

issued share capital of PCL) to the Target Company at an aggregated consideration of HK$10,000.00.

Upon completion of the above shares transfer, PCL became a direct wholly-owned subsidiary of the

Target Company.
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ACQUISITION

Upon the Acquisition Completion, the Company will acquire the entire issued share capital in

the Target Company, as a result of which the Target Company will be wholly-owned by the Company.

The following chart sets out the corporate and shareholding structure of the Target Group

immediately before the Reorganisation:

100%

100%

Mr. Chang

Mr. Chang

PCL

(Hong Kong)

The Target Company

(BVI)

The following chart sets out the corporate and shareholding structure of the Target Group

immediately after completion of the Reorganisation:

100%

100%

Mr. Chang

PCL

(Hong Kong)

The Target Company

(BVI)
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The following chart sets out the corporate and shareholding structure of the Enlarged Group

immediately after completion of the Reorganisation, Acquisition Completion, completion of

Subscription, [REDACTED] and allotment and issue of the Consideration Shares, assuming all the

Qualifying Shareholders take up their entitlements in the [REDACTED]:

100%

100%

Mr. Chan

Other subsidiaries of 

the Company (Note 3)

Mr. Chang

Company

(Bermuda)

Target Company

(BVI)

PCL

(Hong Kong)

Winsley Investment

Limited (Note 1)

Existing public 

Shareholders

Public Shareholders

[REDACTED]

subscribers
Mr. Lin 

Huiwen (Note 2)

[REDACTED]%[REDACTED]%[REDACTED]%[REDACTED]%[REDACTED]%[REDACTED]%

Notes:

1. Winsley Investment Limited is owned as to 98.0% by Mr. Chan, as to 1.0% by Ms. Lucy Lo and as to 1.0% by Mr.

Kingsley Chan.

2. Mr. Lin Huiwen is an Independent Third Party and not acting in concert with Mr. Chan.

3. It includes Victory BVI, Victory Motors, Victory Investment, HK Waho, Victory Capital, Jumbo Chance, Sky Dragon and

Wakit Motors.
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The following chart sets out the corporate and shareholding structure of the Enlarged Group

immediately after completion of the Reorganisation, Acquisition Completion, completion of

Subscription, [REDACTED] and allotment and issue of the Consideration Shares, assuming none of

the Qualifying Shareholders take up their entitlements in the [REDACTED]:

100%

100%

Mr. Chan

Other subsidiaries of 

the Company (Note 3)

Mr. Chang

Company

(Bermuda)

Target Company

(BVI)

PCL

(Hong Kong)

Winsley Investment

Limited (Note 1)

Existing public 

Shareholders

Public Shareholders

[REDACTED]

subscribers
Mr. Lin 

Huiwen (Note 2)

[REDACTED]% [REDACTED]% [REDACTED]% [REDACTED]% [REDACTED] [REDACTED]%

Notes:

1. Winsley Investment Limited is owned as to 98.0% by Mr. Chan, as to 1.0% by Ms. Lucy Lo and as to 1.0% by Mr.

Kingsley Chan.

2. Mr. Lin Huiwen is an Independent Third Party and not acting in concert with Mr. Chan.

3. It includes Victory BVI, Victory Motors, Victory Investment, HK Waho, Victory Capital, Jumbo Chance, Sky Dragon and

Wakit Motors.
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BUSINESS OVERVIEW

PCL, a wholly owned subsidiary of the Target Group, is a Hong Kong-based subcontractor

established in April 2013 and principally engaged in the carrying out of civil engineering works

including (i) foundation works; (ii) reinforced concrete structure works; (iii) site formation works;

and (iv) other civil works in both public and private sectors in Hong Kong. The Target Group sources

its projects mainly by tenders or quotation. The Target Group generally adopt a cost-plus pricing

model and determine the tender/quotation price taking into consideration of various factors.

The Target Group has generated revenue of approximately HK$218.1 million, HK$298.1 million,

HK$335.2 million and HK$245.4 million for the years ended 30 September 2017, 2018 and 2019 and

the nine months ended 30 June 2020, respectively. Such increase was mainly attributable to the

increase in the revenue generated from foundation works and site formation works and partly off-set

by the decrease in revenue generated from reinforced concrete structure works and other civil works

during the Track Record Period.

The following tables set out the revenue breakdown of the Target Group by (i) business sector

and (ii) type of construction works:

Revenue by business sector

For the year ended 30 September For the nine months ended 30 June

2017 2018 2019 2019 2020

HK$’000 % of total

revenue

HK$’000 % of total

revenue

HK$’000 % of total

revenue

HK$’000

(unaudited)

% of total

revenue

HK$’000 % of total

revenue

Public sector 189,020 86.7 194,763 65.3 127,360 38.0 96,881 41.3 132,992 54.2

Private sector 29,046 13.3 103,386 34.7 207,833 62.0 137,734 58.7 112,393 45.8

Total 218,066 100.0 298,149 100.0 335,193 100.0 234,615 100.0 245,385 100.0

Revenue by type of construction works

For the year ended 30 September For the nine months ended 30 June

2017 2018 2019 2019 2020

HK$’000 % of total
revenue

HK$’000 % of total
revenue

HK$’000 % of total
revenue

HK$’000
(unaudited)

% of total
revenue

HK$’000 % of total
revenue

Foundation
works 18,524 8.5 97,763 32.8 146,277 43.7 120,145 51.3 68,397 27.9

Reinforced
concrete
structure
works 176,575 81.0 128,478 43.1 92,234 27.5 41,402 17.6 81,647 33.3

Site formation
works 13,627 6.2 43,059 14.4 90,928 27.1 68,109 29.0 94,370 38.4

Other civil
works 9,340 4.3 28,849 9.7 5,754 1.7 4,959 2.1 971 0.4

Total 218,066 100.0 298,149 100.0 335,193 100.0 234,615 100.0 245,385 100.0
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During the Track Record Period, the Target Group had 41 completed projects with recognised

revenue of approximately HK$[725.4] million. As at the Latest Practicable Date, the Target Group has

19 projects on hand (including projects in progress and projects yet to commence) with a total

awarded contract sum of approximately HK$[772.9] million. Approximately HK$[88.0] million is

expected to be recognised as revenue for the period from 1 July 2020 to 30 September 2020 and

approximately HK$[328.3] million is expected to be recognised as revenue after the year ending 30

September 2020 from the aforesaid on-going projects. The Target Group’s projects on hand are

expected to be completed during the period from September 2020 to June 2022. For further

information in relation to the projects of the Target Group, please refer to the paragraph headed

“Projects of the Target Group” in this section.

The Target Group acquires its own machinery and equipment and motor vehicles for performing

different types of civil engineering works. The machinery and equipment include excavators,

generators, concrete pump truck and crane lorries. The directors of the Target Company believe that

the investment in machinery and equipment and motor vehicles has placed the Target Group in a

position to cater for civil engineering works of different scales and to meet the expected growing

demand in the construction industry in Hong Kong in the foreseeable future. For the three years ended

30 September 2017, 2018 and 2019 and the nine months ended 30 June 2020, the Target Group

acquired machinery and equipment and motor vehicles, including those by way of finance lease, in

the amount of approximately HK$[4.8] million, HK$[11.2] million, HK$[90,000] and HK$[339,000],

respectively. From time to time, the Target Group may also lease machinery and equipment as a lessee

on a project-by-project basis to provide the Target Group with flexibility to supplement its owned

fleet of machinery. For further information in relation to the machinery and equipment of the Target

Group, please refer to the paragraph headed “Machinery and equipment” in this section.

The Target Group also has its own team of experienced and well-trained operations staff and

workers (including project manager, assistant project manager, senior superintendent, registered

safety officer, quantity surveyors, electrician, engineer, foremen, machinery operators and site

workers) who have the requisite skills and experience to handle the civil engineering works

undertaken by the Target Group. As at the Latest Practicable Date, the Target Group had one project

manager, one assistant project manager, one senior superintendent, one registered safety officer, two

quantity surveyors, one electrician, one engineer, seven foremen, 11 machinery operators and 255 site

workers to operate various types of machinery and carry out necessary site works.

Outbreak of COVID-19

Beginning early 2020, the world encountered an outbreak of COVID-19, a highly contagious

disease. The directors of the Target Company confirm that the outbreak of COVID-19 had no material

adverse impact on the Target Group up to the Latest Practicable Date and currently do not expect

material adverse impact on the Target Group, barring unforeseen circumstances.

The Target Group has implemented certain measures and formulated a contingency plan to deal

with the outbreak of COVID-19. For details of the contingency plan, please refer to the paragraph

headed “Occupational health and safety — Hygienic working environment” in this section. As at the

Latest Practicable Date, none of its staff has failed to report duty due to illness caused by COVID-19.
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Nevertheless, the COVID-19 outbreak is still ongoing and there is no guarantee that the situation

will not deteriorate or the outbreak shall come to an end in the near future. In the extreme and unlikely

event that the business operations of the Target Group are completely suspended on a temporary basis

and no additional revenue and corresponding expenses occurred during the suspension period, on the

assumptions that: (a) the Target Group has to continue to bear certain items of administrative and

operating expenses which are fixed cost in nature, such as salaries, rental expenses, and interest

expenses; (b) existing financing arrangement remain in force and no change in repayment schedule

and revolving credit facilities available; and (c) one-off expenses are excluded, to the best estimate

of the directors of the Target Company, the cash outflow in such situation would be approximately

HK$2.2 million per month, with reference to the audited results of the Target Group for the nine

months ended 30 June 2020 and unaudited result for one month ended 31 July 2020.

On the basis that (a) the cash and cash equivalents of the Target Group as at 30 June 2020 was

approximately HK$[18.0] million; (b) the recent relief plan announced by the Hong Kong government

to subsidise the salary of staff for up to HK$9,000 per staff for six months; and (c) no dividend will

be declared and paid, the directors of the Target Company believe that the Target Group will have

sufficient working capital for its business and remain financially viable for at least the next 12 months

from January 2021. The abovementioned analysis is for illustrative purpose only and the directors of

the Target Company currently assessed that the likelihood of such situation is remote.

COMPETITIVE STRENGTHS

The directors of the Target Company believe that the following competitive strengths contribute

to the Target Group’s success and differentiate from its competitors:

The Target Group possesses an experienced and qualified management team

The Target Group has an experienced and qualified management team led by the directors of the

Target Company, Mr. Chang and Mr. Mak, each has over 24 years of experience in the construction

industry in Hong Kong and possesses extensive industry knowledge which are essential for the

success and business growth of the Target Group. With the experience of the qualified management

team, the Target Group has completed 41 projects in total for the three years ended 30 September 2019

and the nine months ended 30 June 2020.

The Target Group imposes stringent quality control and commits to maintain safety standard

The Target Group places high emphasis on the work quality and has received a number of

accreditations in recognition of its sound management systems, including ISO 9001:2015 (quality

management), ISO 14001:2015 (environmental management) and OHSAS 18001:2007 (occupational

health and safety management) and ISO 45001:2018 (occupational health and safety management).

The Target Group has established procedures and quality manual to ensure the work performed

complies with the international standard. The directors of the Target Company are of the view that

their stringent quality control and commitment to work safety allow the Target Group to deliver

quality work within budget and enhance the industry reputation.
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The Target Group’s capacity to carry out a variety of civil engineering works for its customers

The Target Group has proven track record in performing a variety of civil engineering works in

public and private sectors. In particular, the Target Group is experienced and capable of executing

various trades of works including ELS works and pile cap construction in foundation works, formwork

erection and dismantling, fixing of reinforcements and concrete casting for the substructures in

reinforced concrete structure works, and clearance of site, excavation, construction of retaining walls

and access roads and drainage system in site formation works.

The Target Group has experienced and professional staff in carrying out construction works

As at the Latest Practicable Date, the Target Group had a team of technical staff, machinery

operators and workers of a total of 281 staff members directly employed by the Target Group with

relevant skills to ensure that the Target Group can complete quality construction works efficiently. As

at the Latest Practicable Date, the Target Group had one project manager, one assistant project

manager, one senior superintendent, one registered safety officer, two quantity surveyors, one

electrician, one engineer, seven foremen, 11 machine operators and 255 site workers to operate

various types of machinery and carry out necessary site works. According to the directors of the

Target Company and the Industry Consultant’s Report, the shortage of skilled workers in the

construction industry in Hong Kong has been a common problem to contractors. Therefore, the

directors of the Target Company are of the view that the possession of the Target Group’s own team

of site staff and direct labour is one of its competitive strengths. The Target Group also put in efforts

for training and development of its employees. Induction training will be provided to the Target

Group’s new employees before they commence on-site work and on-the-job training will also be

provided to Target Group’s employees from time to time. The directors of the Target Company believe

that these efforts would help increase the overall efficiency and loyalty of the employees to the Target

Group, and also help retain and promote quality employees in the long run.

Stable relationship with the Target Group’s major customers and suppliers

The Target Group has established stable business relationships with its major customers and one

of which has six years of business relationship with the Target Group. Among its top five customers

by revenue, during the Track Record Period, the Target Group has been providing services to them for

a period ranging from about one to six years, with a majority being about three to four years.

The Target Group also has established stable business relationships with its major suppliers and

one of which has nearly six years of business relationship with the Target Group. Among its top five

suppliers by costs of services, during the Track Record Period, the five major suppliers has been

providing products/services to the Target Group for a period ranging from one to nearly six years, with

a majority being about one to three years.

The directors of the Target Company are of the view that the Target Group’s operating history,

together with the stable relationships with its customers and suppliers, would increase its

competitiveness and visibility in the market and enable the Target Group to attract potential business

opportunities.
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BUSINESS STRATEGIES

Strengthen the Target Group’s team to maintain high quality of civil engineering works provided

to its customers

The directors of the Target Company believe that an experienced team equipped with extensive

industry knowledge and good relationship with customers are crucial to the continuing success of the

Target Group.

As an active market participant, the Target Group will continue to expand its professional team

following Resumption by recruiting additional assistant project manager, quantity surveyors and

engineers. The number of new recruits and the recruitment timetable will depend on the market

condition and the number and size of new projects available for tendering by the Target Group.

The strengthening of the Target Group’s professional team will increase its capacity for

undertaking more projects and ensure the construction work will be performed more promptly and

efficiently.

Strengthen the Target Group’s Hong Kong market position to secure stable revenue growth

According to the Industry Consultant’s Report, the total supply of public rental housing and

private residential housing has achieved a growth momentum with a CAGR of 3.2% between 2014 and

2019, and the total completion of usable floor space within private non-domestic premises has

expanded substantially with a CAGR of 17.0% during the same period. Moving forward, according to

the 2020-21 Budget Speech of the Hong Kong government and the forecast from Rating and Valuation

Department, the supply of buildings and housings is expected to grow at a more moderate pace in the

next few years. The sustained housings and buildings supply in Hong Kong will continue to drive

Hong Kong’s construction industry in the future.

Since the announcement of the “Ten Major Infrastructure Projects” by the Hong Kong

government in 2007, a number of these projects are still ongoing, including the West Kowloon

Cultural District Project and the Kai Tak Development Project. These projects together with the Third

Runway Project for the Hong Kong International Airport have created and will continue to create a

lot of business opportunities for Hong Kong construction industry.

In view of the growth prospects for both public and private development projects, the Target

Group intends to strengthen its market position in Hong Kong and to secure stable revenue growth.

The Target Group intends to strengthen its market position through (i) investing in more

machinery and equipment to avoid any disruption of work due to machinery breakdown, and to allow

the Target Group to submit more tenders which is not possible if there is insufficient machinery and

equipment; and (ii) active participation in events organised by construction related trade association

to expand the business network of the Target Group and to strengthen relationship with established

customers.
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SERVICES OF THE TARGET GROUP

The Target Group’s principal business is the carrying out of (i) foundation works, (ii) site

formation works, (iii) reinforced concrete structure works; and (iv) other civil works. Descriptions of

each type of such works are as follows:

Foundation works

(i) ELS works

ELS works typically involve excavation work for urban building development and civil

engineering works and the provision of lateral support for stable excavation work. During the Track

Record Period, the Target Group was involved in the excavation and disposal of excavated materials

of ELS works and installation of strut and waling.

(ii) Pile cap construction

A pile cap is a thick concrete that rests on concrete piles that have been driven into soft or

unstable ground to provide a suitable stable foundation. It usually forms part of the foundation of a

building, typically a multi-story building or structure.

Site formation works

Site formation work is carried out to prepare a site to the required levels or topography for

accommodating subsequent foundation works, building works and other works such as construction

of access roads, drainage system and other related services, both temporary or permanent in nature.

Site formation works generally include clearance of site such as demolition and removal of buildings

and unwanted structures, excavation by cutting into slope or other land area, site levelling,

stabilisation of existing slopes, construction of retaining walls and formation of access roads and

drainage system.

Reinforced concrete structure works

The reinforced concrete structure work undertaken by the Target Group during the Track Record

Period includes (i) traditional or system formwork erection; (ii) erection & dismantling of falseworks;

(iii) fixing of reinforcements; and (iv) concrete casting.

(i) Traditional or system formwork erection

Formwork is temporary or permanent moulds into which concrete or similar materials are

poured. It is used to contain and shape wet concrete until it is self-supporting. Depending on the

design of the formwork, a temporary structured called falsework would be used for support of the

formwork. The formwork services the Target Group provides include constructing formwork system

that best suits the needs of the construction project, dismantling the formwork after the concrete

reaches the requisite strength to be self-supporting.
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Primarily, the Target Group provides two types of formwork systems, namely, traditional

formwork and system formwork. The materials the Target Group uses for both traditional formwork

and system formwork may include timber and steel. The features of these two types of formwork

systems are set out below:

Types of formwork systems the Target Group provides

(i) Traditional formwork

Traditional formwork is usually made in timber in the form of plywood, planking, batten and

joist. Installation of the formwork is labour-intensive and limited machinery is required in the

installation process. Traditional formwork allows tailor-made design work and it is suitable especially

for buildings with complicate shape or layout and it is efficient for small scale and non-typical

building projects where identical component cannot be used.

(ii) System formwork

System formwork is built out of prefabricated modules with a metal frame with large casting

panel. System formwork has good casting quality, faster erection and lower life-cycle costs compared

to the traditional formwork. However, the initial investment of system formwork is higher than the

traditional one. Therefore, the more cycle times the system formwork is to be used, the more

economical it will be. A good example is the repeated typical floors of a high-rise building.

Materials used in the formwork

The materials the Target Group uses for both traditional formwork and system formwork include

timber and steel. The choice of materials of the Target Group to be used for each formwork project

is subject to the characteristics of individual projects. The characteristics of each of these materials

are set out below:

(1) Timber formwork

Timber formwork is in general assembled on site and is the most flexible type of formwork, it

is easy to erect and dismantle, lightweight, flexible in terms of shape, size and height and it is

economical for projects of relatively smaller scale. However, timber formwork in general has a shorter

life span and is time consuming to construct in large scale projects. Therefore, timber formwork is

recommended in situations where labour costs are low, or where a flexible formwork is required for

projects with complex concrete sections.

(2) Steel formwork

Steel formwork is becoming more popular due to its long service life and the capability of

multiple reuses. Although it is costly, steel formwork is useful for multiple projects, and it is a viable

option when many opportunities for reuse are expected. The steel formwork is strong and durable,

offers a better finish on the concrete surface and has a longer lifespan. It is easy to erect and dismantle

and is suitable for constructing round concrete structures.
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(ii) Erection & dismantling of falseworks

In the course of formwork erection, falsework is sometimes involved. Falsework is a system of

framework structures which locates and retains the formwork in the desired position in a stable and

safe manner until the formwork becomes self-supporting. During the Track Record Period, the Target

Group was responsible for falsework erection and dismantling in some of the projects.

(iii) Fixing of reinforcements

The Target Group in general provides on-site steel reinforcement installations. The major

material required for steel reinforcement works is steel reinforcing bars, which are used as a

tensioning device to reinforce concrete structures to help hold the concrete in a compressed state. To

offer the steel reinforcement works, the Target Group is provided by its customers with steel

reinforcing bars in most of the customer’s projects and for some of the projects, the Target Group

would purchase steel reinforcing bars according to the contract terms and conditions of each project.

The Target Group’s major task is to provide labour to install these steel reinforcing bars and tie them

in position based on structural engineering drawings. Once these steel reinforcing bars are placed,

they are tied with annealed steel wires. These services are customised to suit the varied requirements

and specifications of customers.

(iv) Concrete casting

The Target Group also performs concrete casting works. The Target Group’s task is to provide

labour and machines to pour the concrete into the formwork moulds supported by steel reinforcing

bars. Concrete is then allowed to set. When the concrete reaches the requisite strength, the formwork

will be dismantled.

Other civil works

The other civil works undertaken by the Target Group include smaller scale reinforcement

concrete structure works.
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OPERATION PROCESS

Set out below is the flow chart summarising the typical workflow of the construction projects

undertaken by the Target Group:

Post-execution

Yes

No Yes

No

No

Yes

Tender invitation

Evaluation and 
assessment

Feasible?
Submission of tender 

/ quotation

Success?End

Start

Project acceptance 
(Letter of acceptance 

/ contract)

Formulate project 
team

Resources planning 
(Labour / materials / 

machines)

Interview / enquiries 
/ revision of tender

Arrangement with 
subcontractors

Monitoring and
Quality Control

Issue of  interim 

payment certificate

Variation orders

Project completion 
and inspection

Any
defect?

Agreement on final 
account and 
settlement

End

Planning Execution

Remedial works
Retention period 
(About 1 year)

Tender Stage

(Within 10 weeks)

Execution

(About 2 to 26 

months)

Note: The time frame is illustrative only and actual time frame of a given project may vary significantly as it depends

on various factors, such as negotiation process, the complexity of the project, the contract period as specified

by the customer, the master construction programme required by the customer, weather condition, variation

orders, etc.
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Invitation, preparation and submission of tender or quotation

As a general practice, the Target Group is invited by its customers, which are main contractors

or subcontractors of construction projects, to submit a tender or provide a quotation. In general, the

Target Group receives written invitation of tender or quotation by way of email and/or tender

documents.

Before the Target Group decides to submit the tender/quotation, the directors of the Target

Company will perform an evaluation and assessment on the feasibility to undertake the project by

considering factors such as (i) the estimated number and types of workers required; (ii) the difficulties

and methodology of the project; (iii) the estimated number and types of machines required; (iv) the

availability of the Target Group’s manpower and resources; (v) the completion time requested by

customers; (vi) any further subcontracting is expected to be necessary; (vii) the overall cost in

undertaking the project; (viii) the past prices offered to such customers; (ix) the prevailing market

conditions; and (x) the specification stated in the tender/quotation documents.

After the directors of the Target Company consider that it is feasible for the Target Group to

undertake the project, the following steps would be taken for the preparation and submission of the

tender/quotation documents:

(i) The directors of the Target Company, project manager or senior superintendent will

perform a site visit and/or review the tender/quotation documents before determining the

project quotation price. During the site visit, the directors of the Target Company will

estimate the manpower of the project, length of the project, availability of machinery and

the difficulties of the project.

(ii) After the site visit, the directors of the Target Company or QS Manager will be responsible

for estimating the price of the tender/quotation by considering factors such as the estimated

number of and types of workers, machinery and materials required, whether any

subcontracting is necessary, the specification of the project stated in the tender/quotation

documents and the overall costs in undertaking the project.

(iii) Quotations on the subcontractors (if necessary) and suppliers for materials would be

obtained by the Target Group according to the specification stated in the tender/quotation

documents under the instructions of the directors of the Target Company.

(iv) After obtaining the necessary quotations from the subcontractors and/or suppliers, the QS

Manager will fill in the bill of quantities/quotation as requested in the tender/quotation

documents and pass the bill of quantities/quotation to one of the directors of the Target

Company for signing as final endorsement.
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(v) The QS Manager will then prepare tender/quotation documents including (i) the budget

which clearly states the estimated total cost of the project, the price for the project and the

estimated profit margin for the project; and (ii) the bill of quantities/quotation and pass the

completed tender/quotation documents to the directors of the Target Company for review

and approval.

(vi) Upon obtaining approval from the directors of the Target Company, the QS Manager will

arrange for the submission of the tender/quotation documents.

Tenders/quotations submitted during the Track Record Period

During the Track Record Period, the Target Group was involved in a total of 62 projects. 8

projects were existing projects at the beginning of Track Record Period, 54 projects were obtained

from tenders/quotations submitted during the Track Record Period.

During the Track Record Period and up to the Latest Practicable Date, 41 of the Target Group’s

projects were obtained through the process of tendering while 13 projects were secured by quotation

invitation. The following table sets out the tender success rates during the Track Record Period:

For the years ended
30 September

For the
nine

months
ended

30 June
2020

From
1 July

2020 up to
the Latest

Practicable
Date

2017 2018 2019

Number of tenders submitted 35 96 52 32 10

Number of successful tenders 8 15 11 7 —

Tender success rate (%) 22.9 15.6 21.2 21.9 —

Note: Out of the total 32 tenders submitted for the nine months ended 30 June 2020, 7 tenders were successful, 23

tenders were unsuccessful, and 2 tenders were still under evaluation by the potential customers as at Latest

Practicable Date. All of the 10 tenders submitted from 1 July 2020 up to the Latest Practicable Date were still

under evaluation by the potential customers.
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The following table sets out the success rates of quotation during the Track Record Period:

For the years ended
30 September

For the
nine

months
ended

30 June
2020

From
1 July

2020 up to
the Latest

Practicable
Date

2017 2018 2019

Number of quotations submitted 6 20 6 6 —

Number of successful

quotations — 8 3 2 —

Quotation success rate (%) — 40.0 50.0 33.3 —

Note: Out of the total 6 quotations submitted for the nine months ended 30 June 2020, 2 quotations were successful

and 4 quotations were unsuccessful as at Latest Practicable Date.

Project acceptance

Interview/enquiries/revision of tender

Subsequent to the tender/quotation submission, the customers may raise enquiries on the

submitted tender/quotation and request for revision of the submitted documents. Reply to such

enquiries and the revisions requested will be handled by the director(s) of the Target Group in charge

with the assistance from the QS Manager. Upon request of the customer, the Target Group may also

attend interviews with the customer for further clarification of the details of the tender/quotation

submission.

Project acceptance

Once the customer decides to engage the Target Group as the subcontractor, the Target Group

will normally receive the project acceptance by way of signed tender document/quotation or contract

or notice of collection of the signed tender document. After that, the Target Group will sign the

contract with the customer and proceed to project execution.

Project execution

Formulating a project team

According to the nature of different projects, the Target Group will assign different project team

members for executing project works. The following are the main responsibilities of each key member

of a typical project team:
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Project manager

The project manager is required from time to time to monitor the progress of projects by

referring to the master programme of the main contractor and communicating with the customer, the

subcontractors and the foreman of the Target Group to ensure the project work is on schedule. On an

ongoing basis, the Target Group’s project manager reports directly to the directors of the Target

Company for the projects they oversee.

QS Manager

The QS Manager of the Target Group is responsible for assisting in reviewing and monitoring

the performance of the subcontractors and suppliers. The QS Manager is also responsible for

certifying payment and work done from the subcontractors.

Foreman

The foreman of the Target Group is the person who supervises all workers and subcontractors

on construction sites. The project manager is required to communicate with foreman from time to time

to understand the status of the project including the progress of work, any request of machinery and

labour for the project and other matters related to the ongoing project.

Safety representative

The safety representative is responsible for monitoring the work safety on the construction sites

of the projects. The safety representative will in general notify the main contractor orally or over the

phone of work injuries occurred in the construction sites for the main contractor to take follow-up

actions.

The safety representative is also required to perform safety inspection on the construction site

on a regular basis.

Site workers

The site workers are in general responsible for the general site works and site preparation works

in project sites.

Resources planning and arrangement with subcontractors

Unless the Target Group is provided with materials by its customers under contra-charge

arrangements, the Target Group will procure construction materials from the suppliers directly. The

Target Group sources construction materials from its approved list of suppliers.

The Target Group will in general use the machinery and equipment acquired or leased by the

Target Group for undertaking the customer’s projects. Occasionally, the Target Group would make use

of the machinery and equipment of the main contractor stationed on the project site which will be

operated by the staff of the main contractor for doing the project work if necessary.
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During the Track Record Period, the Target Group engaged subcontractors to carry out certain

site works such as works on reinforced concrete structure, rebar fixing, structure steel, road works,

drainage works and other general works. The directors of the Target Company together with the QS

Manager are responsible for the subcontracting.

Monitoring and quality control

The foreman at the construction site will communicate with the project manager from time to

time in order for the project manager to understand the progress, the quality of work and any request

of machinery and labour of the project. The foreman will also prepare site daily record setting out the

number of workers and description of the work they have performed for the project manager and the

directors of the Target Company in charge to review.

Meetings between the customer and the project manager are held regularly and/or subject to the

customer’s request from time to time for the project manager to report the progress of the project.

Before the meeting, the site agent or QS Manager will prepare the progress report for parties’

reference.

Issue of interim payment certificate

The Target Group will generally issue interim payment application to its customers once a

month. The monthly progress cut-off date for interim payment application should make reference to

either the date specified by the customer or project commencement date.

Four to five days before month end the foreman will submit a work done record to the QS

Manager. The QS Manager will then verify the up-to-date site progress with the project manager and

the foreman. Upon finishing the progress verification, a payment application will be prepared for the

review of the director(s) of the Target Company in charge and the project manager before sending out

the payment application to the customer. A payment certificate will be issued from the customer if the

payment application has been approved.

Upon receipt of payment certificate from the customer, the QS Manager is responsible for

verifying the certified amount with the certified supporting document provided. Further

communication with customer may be necessary if the certified amount is in query or not agreed by

the QS Manager. If the certified amount is correct, the customers of the Target Group usually settle

the bills, net of the agreed retention money within the period as agreed in the contract after certifying

the payment applications. In general, the Target Group will review and pay its subcontractors on a

regular basis based on the work completed by the subcontractors.
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Variation orders

The customer may from time to time request the Target Group to perform additional work on the

project. When the Target Group received request from the customer, the Target Group will review the

requirement of the variation orders and carry out such variation orders after approval of the directors

of the Target Company has been obtained. A list will be kept by the Target Group for projects with

variation orders for record and reference.

Project completion and inspection

When the project comes to a stage that it will be finished within one to two months, the project

manager will inform the directors of the Target Company and the customer.

If the customer considers that the work is completed and satisfactory, the project manager will

inform the directors of the Target Company and arrange for handover of the project site upon approval

from the directors of the Target Company.

If the customer identifies defect on the work performed by the Target Group, the project manager

will perform remedial work until the customer is satisfied. When defect is remedied, the project

manager will arrange handover of the project site again for the customer to confirm status of

completion. The customer will issue completion certificate to the Target Group confirming the

completion of the project work.

Retention period

In general, for public sector projects, half of the retention amount will be released upon

completion of the work performed by the Target Group and another half will be retained until one year

after whole project being completed by main contractor. For private sector projects, half of the

retention amount will be released upon completion of the work performed by the Target Group and

another half would be retained until the expiry of defect liability period as stated in the subcontracts

entered into between the Target Group and its customers. If there are no incomplete items or defects

after such defect liability period, the remaining retention amount will be released by the customer.
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PROJECTS OF THE TARGET GROUP

Completed projects

During the Track Record Period, the Target Group has completed the following projects:

No.
Project
code Project location

Sector
(Private/
Public)

Type of
works

Commencement
date (mm/yy)

(Note 1)

Completion
date (mm/yy)

(Note 2)

Initial
contract

sum
HK$’000

Amount of
variation

orders
(Note 3)

Amount of re-
measurements

(Note 4)

Final
contract

sum
HK$’000
(Note 5)

Accumulated
revenue

recognised
during Track

Record Period
HK$’000

1. J004 Tai Po Public Reinforced
concrete
structure
works

11/14 05/17 128,785 2,707 76,538 208,030 11,466

2. J007 Tung Chung Public Reinforced
concrete
structure
works

07/15 03/19 130,685 13,316 (5,062) 138,939 47,882

3. J005 Tai Po Public Reinforced
concrete
structure
works

11/14 05/17 74,817 5,487 (2,874) 77,430 6,452

4. J039 Kai Tak Private Foundation
works

07/18 01/20 54,000 23,176 — 77,176 77,176

5. J022 Lian Tang Public Reinforced
concrete
structure
works

12/17 06/20 34,372 26,216 12,290 72,878 72,878

6. J015 Tung Chung Public Reinforced
concrete
structure
works

04/17 09/18 29,273 36,577 571 66,421 66,421

7. J013 Tung Chung Public Reinforced
concrete
structure
works

12/16 09/17 33,297 31,014 (456) 63,855 63,855

8. J021 Ma On Shan Private Foundation
works

12/17 07/18 49,200 9,791 (7,465) 51,526 51,526

9. J047 Wan Chai Private Foundation
works

02/19 01/20 41,578 9,411 (869) 50,120 50,120

10. J014 Tung Chung Public Site
formation
works

02/17 03/20 34,522 376 (3,132) 31,766 31,766

11. J011 Kowloon Tong Public Reinforced
concrete
structure
works

12/16 03/17 18,625 10,054 284 28,963 28,963

12. J053 Ho Man Tin Private Reinforced
concrete
structure
works

06/19 09/19 22,263 2,699 (364) 24,598 24,598

13. J023 Tung Chung Public Reinforced
concrete
structure
works

11/17 09/19 19,876 1,030 (491) 20,415 20,415

14. J008 Tung Chung Public Foundation
works

04/16 11/17 17,740 1,793 (219) 19,314 11,751
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No.
Project
code Project location

Sector
(Private/
Public)

Type of
works

Commencement
date (mm/yy)

(Note 1)

Completion
date (mm/yy)

(Note 2)

Initial
contract

sum
HK$’000

Amount of
variation

orders
(Note 3)

Amount of re-
measurements

(Note 4)

Final
contract

sum
HK$’000
(Note 5)

Accumulated
revenue

recognised
during Track

Record Period
HK$’000

15. J019 Lai Chi Kok Private Foundation
works

07/17 01/18 15,191 3,669 (1,428) 17,432 17,432

16. J024 Chek Lap Kok Public Other civil
works

11/17 10/18 1,215 13,392 (263) 14,344 14,344

17. J051 Tuen Mun Private Reinforced
concrete
structure
works

05/19 11/19 14,841 402 (1,642) 13,601 13,601

18. J016 Hin Keng & Ma Chai
Hang

Private Reinforced
concrete
structure
works

05/17 08/17 9,256 3,382 (405) 12,233 12,233

19. J052 Wong Chuk Hang Private Reinforced
concrete
structure
works

06/19 09/19 11,200 902 (411) 11,691 11,691

20. J048 Kwai Chung Private Reinforced
concrete
structure
works

04/19 11/19 12,925 189 (2,054) 11,060 11,060

21. J017 Fung Tak Private Other civil
works

05/17 11/17 8,304 2,232 11 10,547 10,547

Sub-total 1,022,339 656,177

Other 20 projects each with final contract sum being less than HK$10,000,000 71,613 69,175

Total 1,093,952 725,352

Subsequent to the Track Record Period and up to the Latest Practicable Date, the Target Group

has completed the following projects:

No.
Project
code Project location

Sector
(Private/
Public)

Type of
works

Commencement
date (mm/yy)

(Note 1)

Completion
date (mm/yy)

(Note 2)

Initial
contract

sum
HK$’000

Amount of
variation

orders
(Note 3)

Amount of
re-measurements

(Note 4)

Final
contract

sum
HK$’000
(Note 5)

Accumulated
revenue

recognised up
to the Latest

Practicable
Date

HK$’000

1. J028A Lantau Island Public Other civil
works

02/20 07/20 — 159 — 159 159

2. J059 Tuen Mun Private Reinforced
concrete
works

11/19 07/20 15,600 — 220 15,820 15,820

Total 15,600 159 220 15,979 15,979
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Projects on hand (in progress and not yet commenced)

As at the Latest Practicable Date, the Target Group had 19 projects on hand (including projects

in progress and projects which are awarded to the Target Group but have not yet commenced), details

of which are set out in the following table:

No.
Project
code

Project
location

Sector
(Private/
Public)

Type of
works

Commencement
date

Expected
completion

date

Initial
contract

sum

Amount of
variation

orders
Amount of

re-measurements

Total
contract

sum

Accumulated
revenue

recognised
during the

Track
Record
Period

Estimated
revenue

recognised
for the

three
months

ending 30
September

2020

Outstanding
contract

sum after
the three

months
ending 30

September
2020

(mm/yy)
(Note 1)

(mm/yy)
(Note 2) HK$’000 (Note 3) (Note 4)

HK$’000
(Note 5) HK$’000

HK$’000
(Note 6)

HK$’000
(Note 6)

1. J020 Anderson Public Site
formation
works

01/18 09/21 152,923 4 — 152,927 77,234 18,069 57,624

2. J032 Anderson Public Site
formation
works

04/18 12/21 90,884 13 — 90,897 57,996 3,893 29,008

3. J045 Ho Man Tin Private Foundation
works

10/18 10/21 69,698 868 — 70,566 17,396 179 52,991

4. J058 Tung Chung Public Reinforced
concrete
structure
works

11/19 06/21 64,500 — — 64,500 19,935 10,305 34,260

5. J056 Sai Kung Private Site
formation
works

10/19 04/21 59,200 396 — 59,596 21,734 11,437 26,425

6. J066 Airport Private Site
formation
works

07/20 06/22 49,445 — — 49,445 — 4,300 45,145

7. J062 Tuen Mun Private Reinforced
concrete
structure
works

04/20 07/21 42,175 — — 42,175 1,264 9,239 31,672

8. J055 Ap Lei
Chau

Private Foundation
works

11/19 12/20 39,356 2,625 — 41,981 41,947 4 30

9. J041 Tung Chung Public Reinforced
concrete
structure
works

11/18 12/20 37,464 1,299 — 38,763 27,624 6,038 5,101

10. J037 Mid-Levels Private Foundation
works

06/18 09/20 30,639 1,227 — 31,866 30,963 903 —

11. J036 Tai Po Public Site
formation
works

07/18 10/20 23,983 836 — 24,819 18,462 5,083 1,274

12. J061 Wong Chuk
Hang

Private Reinforced
concrete
structure
works

04/20 01/21 22,750 — — 22,750 1,787 9,651 11,312

13. J065 Tseung
Kwan O

Public Other
civil
works

09/20 06/21 19,000 — — 19,000 — — 19,000

14. J064 Kwun Tong Public Reinforced
concrete
structure
works

04/20 01/21 18,760 — — 18,760 1,360 6,150 11,250

15. J057 Fanling Public Reinforced
concrete
structure
works

11/19 12/20 12,950 — — 12,950 8,885 2,019 2,046

16. J018 Sai Kung Private Foundation
works

07/17 12/20 12,175 123 — 12,298 11,679 — 619

17. J038 Yau Ma Tei Public Site
formation
works

07/18 09/20 6,656 3,595 714 10,965 10,779 186 —
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No.
Project
code

Project
location

Sector
(Private/
Public)

Type of
works

Commencement
date

Expected
completion

date

Initial
contract

sum

Amount of
variation

orders
Amount of

re-measurements

Total
contract

sum

Accumulated
revenue

recognised
during the

Track
Record
Period

Estimated
revenue

recognised
for the

three
months

ending 30
September

2020

Outstanding
contract

sum after
the three

months
ending 30

September
2020

(mm/yy)
(Note 1)

(mm/yy)
(Note 2) HK$’000 (Note 3) (Note 4)

HK$’000
(Note 5) HK$’000

HK$’000
(Note 6)

HK$’000
(Note 6)

18. J060 Kwun Tong Public Reinforced
concrete
structure
works

02/20 09/20 4,824 131 — 4,955 4,662 293 —

19. J027 Yau Ma Tei Public Reinforced
concrete
structure
works

05/18 01/21 3,286 358 — 3,644 2,904 247 493

760,668 11,475 714 772,857 356,611 87,996 328,250

Notes:

1. The commencement date is based on the management’s best estimates according to the date which was mutually agreed

by the Target Group and the customer.

2. The completion date/expected completion date is based on the date when all of the costs in relation to a project have

been recorded in the accounting records of the Target Group.

3. The Target Group may be instructed or ordered by customers for variations, which may include additions, substitution

or omission of works, and hence the contract sum will be adjusted to reflect the value of such variation. The amount

of variation orders represents the agreed value of variation orders throughout the project.

4. Re-measurements occur when the actual as-built quantity of the work done differs from the quantity that is originally

contracted and such changes are anticipated at the time of entering into the contract.

5. The total/final contract amount equals the initial contract sum and the amount derived from subsequent variation order(s)

and re-measurements from the relevant project, if any, as agreed by the Target Group and the customer up to the Latest

Practicable Date.

6. Revenue expected to be recognised in subsequent financial periods after the Track Record Period represents the

management’s best estimate with reference to the (i) master programme of the project; (ii) turnover previously

recognised; (iii) the Target Group’s estimate on the customer’s progress of certification of its future works done. The

estimated revenue also excludes value of variation orders which has not been agreed with or instructed by the customer.

The estimated revenue in this column is thus inherently subject to great uncertainties.
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Project backlog

The table below sets out the movement of the number of contracts and the contract sum during

the Track Record Period:

Number of
contracts Contract sum

(Note 1) HK$’000

As at 1 October 2016

Existing contracts (Note 2) 5 427,398

During the year ended 30 September 2017

Contracts completed (6) (399,958)

New contracts awarded and/or commenced (Note 3) 9 171,023

Variation order certified (Note 4) 50,589

Re-measurement certified and estimated (Note 5) 5,794

Total value of new contracts awarded and/or commenced,

re-measurements and variation orders which were

certified during the year ended 30 September 2017 227,406

As at 1 October 2017

Existing contracts (Note 2) 8 254,846

During the year ended 30 September 2018

Contracts completed (14) (191,594)

New contracts awarded and/or commenced (Note 3) 25 546,353

Variation order certified (Note 4) 79,282

Re-measurement certified and estimated (Note 5) (3,779)

Total value of new contracts awarded and/or commenced,

re-measurements and variation orders which were

certified during the year ended 30 September 2018 621,856

As at 1 October 2018

Existing contracts (Note 2) 19 685,108

During the year ended 30 September 2019

Contracts completed (10) (229,595)

New contracts awarded and/or commenced (Note 3) 12 284,912

Variation order certified (Note 4) 64,163

Re-measurement certified and estimated (Note 5) 2,967

Total value of new contracts awarded and/or commenced,

re-measurements and variation orders which were

certified during the year ended 30 September 2019 352,042
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Number of
contracts Contract sum

(Note 1) HK$’000

As at 1 October 2019

Existing contracts (Note 2) 21 807,555

During the nine months ended 30 June 2020

Contracts completed (11) (272,805)

New contracts awarded and/or commenced (Note 3) 11 250,281

Variation order certified (Note 4) 13,329

Re-measurement certified and estimated (Note 5) (10,688)

Total value of new contracts awarded and/or commenced,

re-measurements and variation orders which were

certified during the nine months ended 30 June 2020 252,922

As at 30 June 2020

Existing contracts (Note 2) 21 787,672

For the period between 1 July 2020 and up to the Latest
Practicable Date

Contracts completed (2) (15,979)

Variation order certified (Note 4) 1,140

Re-measurement certified and estimated (Note 5) 24

Total value of new contracts awarded and/or commenced,

re-measurements and variation orders which were

certified for the period between 1 July 2020 and up to

the Latest Practicable Date 1,164

As at the Latest Practicable Date

Existing contracts (Note 2) 19 772,857

Notes:

1. There may be more than one contract granted by the Target Group’s customers in the same location that cover

different scopes or stages of works.

2. The amount of existing contracts includes the aggregate re-measurements and/or variation orders (where

applicable) since commencement of a project and up to the dates as indicated.

3. The amount of new contracts awarded and/or commenced represents the initial contract value of a contract.

4. Variation orders occur when there are additional works, omissions or changes requested by the customer for

specifications not included in the original contract.

5. Re-measurements occur when the actual as-built quantity of the work done differs from the quantity that is

originally contracted and such changes are anticipated at the time of entering into the contract. The amount of

remeasurement includes the amount already certified and the estimated amount yet to be certified.
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SALES AND MARKETING

During the Track Record Period, the Target Group’s projects were primarily awarded by way of

tender or quotation submitted to the Target Group’s customers directly. The directors of the Target

Company consider that their relationship with the customers, expertise, reputation in the industry and

past project references are important to securing future projects as the Target Group relies on

word-of-mouth by its customers to attract new referrals for future projects and the quality of services

provided by the Target Group in the existing projects is also one of the keys to retain the Target

Group’s existing customers. The directors of the Target Company are generally responsible for

maintaining the customers’ relationship, and keeping abreast of market developments and potential

business opportunities.

The directors of the Target Company believe that the Target Group’s past performance can

support its reputation and hence its future business in the industry.

Pricing Strategy

The pricing of the Target Group is determined based on a cost-plus pricing model in general with

markup determined on a project-by-project basis. The Target Group estimates its cost of undertaking

a project with reference to the following factors:

• The estimated number and types of workers required;

• The difficulties and methodology of the project;

• The estimated number and types of machines required;

• The availability of the Target Group’s manpower and resources;

• The completion time requested by customers;

• Any further subcontracting is expected to be necessary;

• The overall cost in undertaking the job;

• The past prices offered to such customers;

• The prevailing market conditions; and

• The specification stated in the tender/quotation document.
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During the Track Record Period and up to the Latest Practicable Date, the Target Group did not

experience any loss-making projects as a result of material delay in projects, inaccurate estimation or

cost overruns.

CUSTOMERS OF THE TARGET GROUP

During the Track Record Period, the customers of the Target Group are contractors and

subcontractors of various types of civil engineering works of construction projects in public and

private sectors in Hong Kong. A number of the customers of the Target Group are recurring customers

with whom the Target Group has established close working relationships and the Target Group

believes such customers have a good understanding of the strengths and capabilities of the Target

Group. The Target Group does not have any long-term contract with its customers and the contracts

of the Target Group with its customers are entered into on a project-by-project basis.

For the years ended 30 September 2017, 2018 and 2019 and the nine months ended 30 June 2020,

the top five customers of the Target Group were Independent Third Parties, and the total revenue

attributable to them amounted to approximately HK$216.2 million, HK$223.8 million, HK$264.5

million and HK$209.8 million, representing approximately 99.1%, 75.1%, 78.9% and 85.5% of the

total revenue of the Target Group respectively. During the same period, the total revenue attributable

to the largest customer of the Target Group amounted to approximately HK$70.9 million, HK$65.8

million, HK$67.9 million and HK$59.1 million, representing approximately 32.5%, 22.1%, 20.2% and

24.1% of the total revenue of the Target Group respectively.

None of the Directors or directors of the Target Company, the Shareholders (who, to the

knowledge of the Directors and the directors of the Target Company, own more than 5% of the issued

share capital of the Company as at the Latest Practicable Date) or their respective close associates had

any interest in any of the top five customers of the Target Group during the Track Record Period.

During the Track Record Period, the Target Group did not experience any material delay or

default of payment by its major customers. As confirmed by the directors of the Target Company, to

their best knowledge, none of the major customers of the Target Group have experienced material

financial difficulties that may materially affect the Target Group’s business.
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The following tables set out the details of the top five customers of the Target Group during the

Track Record Period:

For the year ended 30 September 2017

Rank
Customer
(Note 1)

Approximate
length of business
relationship with
the Target Group

as at 30 June
2020

Service provided by
the Target Group

Revenue
HK$’000

Approximate %
of the Target
Group’s total

revenue Credit period
Settlement
method

1 Max China
Engineering
Limited
(Note 2)

6 Reinforced concrete
structure works,
foundation works,
other civil works

70,932 32.5% Within 30 days after
issuance of payment
certificate

cheque

2 Customer A
(Note 3)

4 Reinforced concrete
structure works

63,855 29.3% Within 30 days after
issuance of payment
certificate

cheque

3 Customer B
(Note 4)

4 Reinforced concrete
structure works, site
formation works

38,410 17.6% Within 30 days after
issuance of payment
certificate

cheque

4 Customer C
(Note 5)

4 Site formation
works, reinforced
concrete structure
works, other civil
works

36,045 16.5% Within 30 days after
issuance of payment
certificate

cheque/bank
transfer

5 Customer D
(Note 6)

3 Foundation works 6,963 3.2% Within 30 days after
issuance of payment
certificate

cheque

Subtotal 216,205 99.1%

For the year ended 30 September 2018

Rank
Customer
(Note 1)

Approximate
length of business
relationship with
the Target Group

as at 30 June
2020

Service provided by
the Target Group

Revenue
HK$’000

Approximate %
of the Target
Group’s total

revenue Credit period
Settlement
method

1 Customer C
(Note 5)

4 Site formation
works, reinforced
concrete structure
works, other civil
works

65,786 22.1% Within 30 days after
issuance of payment
certificate

cheque/bank
transfer

2 Max China
Engineering
Limited
(Note 2)

6 Reinforced concrete
structure works,
foundation works,
other civil works

58,249 19.5% Within 30 days after
issuance of payment
certificate

cheque

3 Customer E
(Note 7)

3 Foundation works 51,526 17.3% Within 45 days from
the date of period
ending stated in
payment application

cheque/bank
transfer

4 Customer B
(Note 4)

4 Site formation
works, other civil
works

27,800 9.3% Within 60 days after
period ending stated
in the payment
certificate

cheque

5 Good Mind
Engineering
Limited
(Note 8)

3 Reinforced concrete
structure works,
other civil works

20,481 6.9% Within 30 days after
issuance of payment
certificate

cheque

Subtotal 223,842 75.1%
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For the year ended 30 September 2019

Rank
Customer
(Note 1)

Approximate
length of business
relationship with
the Target Group

as at 30 June
2020

Service provided by
the Target Group

Revenue
HK$’000

Approximate %
of the Target
Group’s total

revenue Credit period
Settlement
method

1 Yat Shing
Machine
Engineering
Company
Limited
(Note 9)

2 Foundation works 67,869 20.2% Within 14 days upon
receipt payment from
its customer

cheque

2 Customer C
(Note 5)

4 Site formation
works, foundation
works

63,926 19.1% Within 30 days after
issuance of payment
certificate

cheque/bank
transfer

3 Customer F
(Note 10)

2 Reinforced concrete
structure works

60,736 18.1% Within 30 days after
issuance of payment
application

cheque

4 Customer G
(Note 11)

3 Site formation
works, foundation
works

42,413 12.7% Within 30 days after
issuance of payment
application

cheque

5 Customer H
(Note 12)

6 Site formation
works, foundation
works, other civil
works

29,567 8.8% Within 30 days after
issuance of payment
certificate

cheque

Subtotal 264,511 78.9%

For the nine months ended 30 June 2020

Rank
Customer
(Note 1)

Approximate
length of business
relationship with
the Target Group

as at 30 June
2020

Service provided by
the Target Group

Revenue
HK$’000

Approximate %
of the Target
Group’s total

revenue Credit period
Settlement
method

1 Customer G
(Note 11)

3 Site formation
works, foundation
works

59,099 24.1% Within 30 days after
issuance of payment
application

cheque

2 Customer B
(Note 4)

4 Site formation
works, foundation
works

55,804 22.7% Within 30 days after
period ending stated
in the payment
certificate

cheque

3 Customer F
(Note 10)

2 Reinforced concrete
structure works

51,083 20.8% Within 30 days after
issuance of payment
application

cheque/bank
transfer

4 Customer I
(Note 13)

2 Reinforced concrete
structure works

22,118 9.0% Within 31 days upon
receipt payment from
its customers

cheque

5 Customer J
(Note 14)

1 Site formation works 21,734 8.9% Within 30 days after
issuance of payment
application

cheque/bank
transfer

Subtotal 209,838 85.5%

Notes:

1. For customers who were one of the Target Group’s top five suppliers for the three years ended 30 September 2019 and

the nine months ended 30 June 2020 as a result of the contra-charge arrangement, please refer to the paragraph headed

“Contra-charge arrangement with customers” of this section for details.
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2. Max China Engineering Limited is a Hong Kong incorporated contractor which principally carries out civil engineering

works. It is a subsidiary of a listed company, the shares of which are listed on the Shanghai Stock Exchange and its

consolidated revenue was approximately RMB205.5 billion for the year ended 31 December 2019, out of which the

revenue generated from construction works was approximately RMB166.3 billion.

3. Customer A is a Hong Kong incorporated contractor which principally carries out foundation works. It is a subsidiary

of a listed company, the shares of which are listed on the Main Board of the Stock Exchange and its consolidated revenue

was approximately HK$180.4 million for the year ended 31 March 2020, out of which the revenue generated from

foundation works and superstructure building works was approximately HK$177.8 million.

4. Customer B is a Hong Kong incorporated contractor which principally engages in the provision of construction

machinery rental and carries out site formation works. It is a subsidiary of a listed company, the shares of which are

listed on the Main Board of the Stock Exchange and its consolidated revenue was approximately HK$312.1 million for

the year ended 31 March 2020, out of which the revenue generated from construction works was approximately

HK$118.4 million.

5. Customer C is a Hong Kong incorporated contractor which principally carries out civil engineering works.

6. Customer D is a Hong Kong incorporated contractor which principally carries out site formation works.

7. Customer E is a Hong Kong incorporated contractor which principally carries out civil engineering works. It is a

subsidiary of a company incorporated in the British Virgin Islands.

8. Good Mind Engineering Limited is a Hong Kong incorporated contractor which principally carries out civil engineering

works. It is a subsidiary of a listed company, the shares of which are listed on GEM of the Stock Exchange and its

consolidated revenue was approximately HK$80.8 million for the year ended 31 December 2019.

9. Yat Shing Machine Engineering Company Ltd is a Hong Kong incorporated contractor which principally carries out

foundation works.

10. Customer F is a group of companies incorporated in Hong Kong which principally carries out civil engineering works.

It is a group of companies wholly owned or substantially owned by a company incorporated in the British Virgin Islands.

11. Customer G is a Hong Kong incorporated contractor which principally carries out civil engineering works.

12. Customer H is a group of companies incorporated in Hong Kong which principally carries out civil engineering works.

It is subsidiaries of a listed company, the shares of which are listed on the Main Board of the Stock Exchange and its

consolidated revenue was approximately HK$61.7 billion for the year ended 31 December 2019, out of which the

revenue generated from construction works was approximately HK$26.3 billion.

13. Customer I is a Hong Kong incorporated contractor which principally carries out waterworks.

14. Customer J is a Hong Kong incorporated contractor which principally carries out civil engineering works.
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Contra-charge arrangement with customers

According to the Industry Consultant’s Report, it is common industry practice for a customer to

provide the required construction materials or pay on behalf of its contractor for certain project

expenses, whereby such expenses would be deducted from its payments to that contractor in settling

its contractual fees for the project. This contractual procedure is known as contra-charge arrangement

and the amounts involved are referred to as the contra-charge amounts.

During the Track Record Period, the Target Group had contra-charge arrangement with some of

its major customers. Such contra-charge generally included the cost of materials, rental of machinery

and other miscellaneous expenses without charging markup of costs against the Target Group. In the

contra-charge arrangement with some of the Target Group’s customers, part of the contra-charge were

paid by the Target Group on behalf of its subcontractors for materials to be provided to the

subcontractors. Subsequently the Target Group will contra-charge the subcontractor the same amount

without charging markup of costs. The directors of the Target Company confirmed that the Target

Group had no material dispute with its customers regarding the contra-charge arrangement during the

Track Record Period.

For the three years ended 30 September 2019 and the nine months ended 30 June 2020, the total

contra-charge amounts were approximately HK$104.2 million, HK$108.7 million, HK$105.2 million

and HK$28.1 million respectively, representing 54.9%, 43.3%, 36.8% and 13.3% of the cost of

services for the respective period.

The following table sets out the contra-charge amounts with the Target Group’s major customers

and the total revenue, cost and weighted average of gross profit margin during the Track Record

Period:

For the year ended 30 September

For the nine
months ended

30 June
2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Max China Engineering
Limited

Revenue derived and
approximate % of total
revenue 70,932 32.5% 58,249 19.5% 24,164 7.2% 1,160 0.5%

Contra-charge amounts
(including those
contra-charged to
subcontractors) 34,926 23,548 4,875 —

Contra-charge amounts and
approximate % of total cost
of services 29,833 15.7% 21,863 8.7% 4,875 1.7% — —%

Weighted average of gross
profit margin (Note) 9.3% 18.5% 18.2% 17.6%

Customer C
Revenue derived and

approximate % of total
revenue 36,045 16.5% 65,786 22.1% 63,926 19.1% 9,541 3.9%

Contra-charge amounts
(including those
contra-charged to
subcontractors) 11,770 25,232 22,116 4,153

Contra-charge amounts and
approximate % of total cost
of services 11,770 6.2% 25,232 10.1% 379 0.1% — —%
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For the year ended 30 September

For the nine
months ended

30 June
2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Weighted average of gross
profit margin (Note) 15.4% 14.9% 15.5% 15.2%

Customer A
Revenue derived and

approximate % of total
revenue 63,855 29.3% — —% — —% — —%

Contra-charge amounts
(including those
contra-charged to
subcontractors) 38,684 — — —

Contra-charge amounts and
approximate % of total cost
of services 38,684 20.4% — —% — —% — —%

Weighted average of gross
profit margin (Note) 13.1% —% —% —%

Customer B
Revenue derived and

approximate % of total
revenue 38,410 17.6% 27,800 9.3% 26,596 7.9% 55,804 22.7%

Contra-charge amounts
(including those
contra-charged to
subcontractors) 16,797 3,614 — 422

Contra-charge amounts and
approximate % of total cost
of services 15,635 8.2% 3,614 1.4% — —% — —%

Weighted average of gross
profit margin (Note) 18.0% 15.5% 14.9% 12.7%

Customer D
Revenue derived and

approximate % of total
revenue 6,963 3.2% 10,469 3.5% — —% — —%

Contra-charge amounts
(including those
contra-charged to
subcontractors) 1,978 5,978 — —

Contra-charge amounts and
approximate % of total cost
of services 18 0.0% 321 0.1% — —% — —%

Weighted average of gross
profit margin (Note) 11.9% 11.9% —% —%

Customer E
Revenue derived and

approximate % of total
revenue — —% 51,526 17.3% — —% — —%

Contra-charge amounts
(including those
contra-charged to
subcontractors) — 33,026 — —

Contra-charge amounts and
approximate % of total cost
of services — —% 32,823 13.1% — —% — —%

Weighted average of gross
profit margin (Note) —% 16.0% —% —%

Good Mind Engineering
Limited

Revenue derived and
approximate % of total
revenue — —% 20,481 6.9% 935 0.3% — —%

Contra-charge amounts
(including those
contra-charged to
subcontractors) — 9,139 495 —

Contra-charge amounts and
approximate % of total cost
of services — —% 7,741 3.1% 495 0.2% — —%

Weighted average of gross
profit margin (Note) —% 13.4% 13.0% —%
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For the year ended 30 September

For the nine
months ended

30 June
2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Yat Shing Machine
Engineering Company
Limited

Revenue derived and
approximate % of total
revenue — —% 9,009 3.0% 67,869 20.2% 299 0.1%

Contra-charge amounts
(including those
contra-charged to
subcontractors) — 1,681 45,363 —

Contra-charge amounts and
approximate % of total cost
of services — —% 1,681 0.7% 43,978 15.4% — —%

Weighted average of gross
profit margin (Note) —% 14.8% 14.6% 12.7%

Customer G
Revenue derived and

approximate % of total
revenue — —% 9,040 3.0% 42,413 12.7% 59,099 24.1%

Contra-charge amounts
(including those
contra-charged to
subcontractors) — 2,211 11,059 14,602

Contra-charge amounts and
approximate % of total cost
of services — —% 2,211 0.9% 9,512 3.3% 11,298 5.3%

Weighted average of gross
profit margin (Note) —% 13.3% 13.8% 13.6%

Customer F
Revenue derived and

approximate % of total
revenue — —% 3,783 1.3% 60,736 18.1% 51,083 20.8%

Contra-charge amounts
(including those
contra-charged to
subcontractors) — 1,354 18,231 —

Contra-charge amounts and
approximate % of total cost
of services — —% 1,354 0.5% — —% — —%

Weighted average of gross
profit margin (Note) —% 13.2% 13.6% 14.6%

Customer H
Revenue derived and

approximate % of total
revenue 1,861 0.9% 14,797 5.0% 29,567 8.8% 11,817 4.8%

Contra-charge amounts
(including those
contra-charged to
subcontractors) — 1,141 1,744 127

Contra-charge amounts and
approximate % of total cost
of services — —% 1,141 0.5% 1,538 0.5% 127 0.1%

Weighted average of gross
profit margin (Note) 13.7% 14.9% 15.4% 14.0%

Customer I
Revenue derived and

approximate % of total
revenue — —% — —% 5,506 1.6% 22,118 9.0%

Contra-charge amounts
(including those
contra-charged to
subcontractors) — — 1,550 5,579

Contra-charge amounts and
approximate % of total cost
of services — —% — —% 1,550 0.5% 5,579 2.6%

Weighted average of gross
profit margin (Note) —% —% 14.9% 15.0%
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For the year ended 30 September

For the nine
months ended

30 June
2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Customer J
Revenue derived and

approximate % of total
revenue — —% — —% — —% 21,734 8.9%

Contra-charge amounts
(including those
contra-charged to
subcontractors) — — — 2,366

Contra-charge amounts and
approximate % of total cost
of services — —% — —% — —% — —%

Weighted average of gross
profit margin (Note) —% —% —% 13.5%

Note: Weighted average of gross profit margin equals to the simple average of project gross profit margin weighted by project

revenue, which is equivalent to the sum of project gross profit divided by the sum of project revenue.

Major terms of contracts of the Target Group

The contracts the Target Group entered into with its customers vary from project to project, and

were generally based on the standard forms provided by its customers subject to variations by the

parties. The major terms of the Target Group’s typical contracts are summarised below:

Major contract terms Description

Basis of contract sum The basis on which the contract sum payable to the Target

Group is calculated.

Contract period The period within which the project has to be completed

based on the completion timeline in each contract.

Contract sum The sum of money payable to the Target Group for the project

work.

Scope of work The scope of services and type of works to be carried out by

the Target Group are specified in the contract.

Site location The location of the project site.

Terms of payment The Target Group will generally submit interim payment

applications to the Target Group’s customers on a monthly

basis. The credit term is generally 30 to 60 days from the date

of issuance of certificates for payment by the customer

Variation orders The customer may from time to time during the project period

order the Target Group to make variations to its works and the

variations are usually valued by (i) referencing to the rates

and prices in the bills of quantities or schedule of rates in the

contract; or (ii) decided by the customer after the Target

Group provided the information of the additional costs to be

incurred by the Target Group as a result of the variation order.
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Major contract terms Description

Retention monies The customers are usually entitled to withhold approximately

10% of each progress payment due to the Target Group as

retention monies, but the total amount of retention monies

shall not exceed approximately 5% of the total sum of the

subcontracts.

Defect liability period The Target Group is required to remain responsible for

remedying any defects or imperfections discovered in

relation to the Target Group’s works done for a period of 12

months in general after completion of the subcontract work

by the Target Group.

Insurance In general, the main contractor of the construction project,

will be responsible for the proper insurance policies against

damages, claims and compensation in respect of the persons

who are employed (including those employed by

subcontractors) to work at the construction sites.

Performance bond On request of the customer, the Target Group is required to

provide its customers with performance bond in the amount

not less than 5% of the awarded contract sum to ensure the

Target Group’s due performance of the terms of the contracts.

Liquidated damages Subject to the terms of the extension of the contract period,

if applicable, the Target Group may be required to

compensate its customers for delays in the completion of the

project works.

Termination If the employment of the main contractor under the main

contract is terminated before the Target Group has fully

performed its obligation under the subcontract, the main

contractor may at any time thereafter by written notice to

Target Group to terminate the subcontract and the

subcontractor shall be entitled to be paid the full value of all

work properly executed under the subcontract.

If the Target Group fails to execute the subcontract works or

to perform its other obligations in accordance with the

subcontract after being required in writing so to do by the

main contractor, then the customer may by written notice to

the Target Group to terminate the subcontract.

The directors of the Target Company confirmed that the Target Group had stable long-term

relationship with the Target Group’s customers and had no material dispute with its customers in

respect of the projects awarded to the Target Group during the Track Record Period.
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Credit policy

Before acceptance of a construction project from a customer, the Target Group normally

examines the Target Group’s internal record regarding the payment history of the customer. The Target

Group will perform company search, and business registration search to ensure the due incorporation

and existence of the customers. The directors of the Target Company confirm that the Target Group

will also from time to time obtain information of the credibility of its customers from the market

peers. For new customers, the Target Group will fill in a client acceptance form to provide information

including (i) the customer’s background; (ii) whether there is relationship with the Group and/or the

Target Group; and (iii) the granting of credit terms. The Target Group’s major contracts with its

customers generally would specify the credit term, including the payment timing, retention money to

be withheld and its release timing.

The Target Group generally grants customers a credit period of 30 to 60 days from the date of

issuance of certificates for payment by the customer. The customers generally retain up to 10% of

each interim payment and up to a maximum limit of 5% of the total contract sum as retention money.

During the Track Record Period, the Target Group recorded no default in payment from its

customers and therefore no provisions had been made for bad debts.

For details on the trade receivables’ turnover days of the Target Group, please refer to the

paragraph headed “Financial Information — Discussion of certain consolidated statements of

financial position items” of this circular.

During the Track Record Period, the Target Group recorded no loss of retention sum receivables.

Seasonality

The directors of the Target Company believe that the construction industry in Hong Kong does

not exhibit any significant seasonality.

SUPPLIERS OF THE TARGET GROUP

During the Track Record Period, the suppliers of the Target Group principally included the

suppliers of construction materials and subcontractors.

Procurement of construction materials

In general, the Target Group is provided with construction materials by its customers under

contra-charge arrangements. For details of the contra-charge arrangement, please refer to the

paragraph headed “Customers of the Target Group — Contra-charge arrangement with customers” of

this section. If additional or other necessary construction materials are required for a project, the

Target Group will source from other suppliers of materials and obtain prior approval from the

customers for the selection of such suppliers.
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The suppliers mainly supply the Target Group with construction materials such as concrete,

rebar, structural steel, fuel and oil and/or services which primarily include machinery rental. The

Target Group generally orders the construction materials or required services on an order-by-order

basis and did not enter into any long-term contract with its suppliers.

Subcontractors of the Target Group

Depending on the Target Group’s capacity, types of civil engineering works and cost

effectiveness, the Target Group may subcontract certain work in a project to other subcontractors in

Hong Kong. During the Track Record Period, the Target Group’s subcontracted works mainly included

works on reinforced concrete structure, rebar fixing, structure steel, road works, drainage works and

other general works. According to the Industry Consultant’s Report, subcontracting is a common

practice in the construction industry in Hong Kong.

Price of supplies

The price of the supplies is determined by reference to pre-agreed quotation of the suppliers on

an order-by-order basis.

For the three years ended 30 September 2019 and the nine months ended 30 June 2020, the top

five suppliers of the Target Group were Independent Third Parties, and the purchase of

materials/services and other related costs (excluding subcontracting fee, depreciation and staff costs)

were approximately HK$118.5 million, HK$129.3 million, HK$136.4 million, and HK$84.6 million,

representing approximately 62.4%, 51.6%, 47.8% and 40.1% of the total cost of services.

Selection of suppliers

As at the Latest Practicable Date, there were approximately 109 suppliers of construction

materials (for the avoidance of doubt, the suppliers do not include the Target Group’s customers who

provided construction materials to the Target Group under contra-charge arrangement) on the Target

Group’s list of approved suppliers and approximately 41 subcontractors on the Target Group’s list of

approved subcontractors, which are reviewed and updated by the QS Manager of the Target Group

regularly. The Target Group selects its suppliers based on the factors including (i) the background of

the supplier; (ii) the quality of product/service of the supplier; (iii) the price of the supplies offered

by the supplier; (iv) the delivery time of the supplier;(v) the customer service provided by the

supplier; and (vi) the reputation of the supplier. For purchases from suppliers with amount more than

HK$500,000, at least three individual quotations would be obtained by the Target Group for

consideration. The Target Group has the flexibility to engage alternative suppliers with comparable

quality and prices.

BUSINESS OF THE TARGET GROUP

− 186 −

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.



During the Track Record Period, the Target Group did not experience any material fluctuation

of prices of supplies that the Target Group required and did not experience any material difficulties

or delays in performing its contracts due to material difficulties in identifying or engaging the

required subcontractors. The directors of the Target Company believe the Target Group is not

materially affected by the increase in prices of supplies since the price is fixed when the construction

contract was signed with customers.

Usual terms of contract with the suppliers of construction materials

The major terms of the suppliers of construction materials generally include, among other

things:

(i) the descriptions of the goods, quantity of the goods, the total contract price, payment terms;

(ii) the location of delivery and transportation charge; and

(iii) liability on defective goods.

The suppliers of construction materials (not including the Target Group’s customers who

provided construction materials to the Target Group under contra-charge arrangement) generally grant

the Target Group a credit period of 30 days from the date of invoices for payment by the Target Group

and the Target Group generally settles the payment by cheque.

Usual terms of contract with subcontractors

As the customers engage the Target Group on a project-by-project basis, the Target Group has

not entered into any long-term contract with the Target Group’s subcontractors. The usual terms of the

subcontracting contracts include pricing, scope of works, time of performance, arrangement of further

subcontracting, arrangement of construction materials, safety requirements and termination.

In general, the Target Group is responsible to its customers for the works performed in a project,

including those carried out by the Target Group’s subcontractors. To protect the Target Group’s

interest, it is provided in the subcontracts entered into between the Target Group and its

subcontractors that the Target Group has legal rights to hold its subcontractors liable for any loss and

damages suffered by the Target Group as a result of the defaults or delay of such subcontractor.

The subcontractors generally grant the Target Group a credit period of 30 days from the date of

issuance of certificates for payment by the Target Group for settling their payment applications and

the Target Group generally settles the payment by cheque or bank transfer.
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The following tables set out the details of the top five suppliers of the Target Group during the

Track Record Period:

For the year ended 30 September 2017

Rank Supplier

Principal
business
activities

Major
materials/
services
purchased

Approximate
length of
business
relationship
with the
Target Group
as at 30 June
2020

Amount of
costs

incurred

Approximate %
of the Target
Group’s total

cost of services Credit period
Settlement
method

HK$’000

1 Customer A Construction

contractor

Concrete and

metal

4 38,684 20.4% contra-charge contra-charge

(Note 7)

2 Max China

Engineering

Limited

Construction

contractor

Concrete and

metal

6 29,833 15.7% contra-charge contra-charge

(Note 7)

3 Supplier A

(Note 1)

Construction

contractor

Reinforced

concrete

structure

6 22,249 11.7% within 30 days

after issuance

of payment

certificate

cheque/bank

transfer

4 Customer B Construction

contractor

Concrete and

metal

4 15,939 8.4% contra-charge contra-charge

(Note 7)

5 Customer C Construction

contractor

Concrete and

metal

4 11,770 6.2% contra-charge contra-charge

(Note 7)

Subtotal 118,475 62.4%

For the year ended 30 September 2018

Rank Supplier

Principal
business
activities

Major
materials/
services
purchased

Approximate
length of
business
relationship
with the
Target Group
as at 30 June
2020

Amount of
costs

incurred

Approximate %
of the Target
Group’s total

cost of services Credit period
Settlement
method

HK$’000

1 Customer E Construction

contractor

Concrete and

metal

3 32,823 13.1% contra-charge contra-charge

(Note 7)

2 Jun Yat

Construction

Co., Limited

(Note 2)

Construction

contractor

Foundation

work

3 26,310 10.5% within 30 days

after issuance

of payment

certificate

cheque

3 Customer C Construction

contractor

Concrete and

metal

4 25,232 10.1% contra-charge contra-charge

(Note 7)

4 Supplier A

(Note 1)

Construction

contractor

Reinforced

concrete

structure

6 23,099 9.2% within 30 days

after issuance

of payment

certificate

cheque/bank

transfer

5 Max China

Engineering

Limited

Construction

contractor

Concrete and

metal

6 21,863 8.7% contra-charge contra-charge

(Note 7)

Subtotal 129,327 51.6%
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For the year ended 30 September 2019

Rank Supplier

Principal
business
activities

Major
materials/
services
purchased

Approximate
length of
business
relationship
with the
Target Group
as at 30 June
2020

Amount of
costs

incurred

Approximate %
of the Target
Group’s total

cost of services Credit period
Settlement
method

HK$’000

1 Yat Shing

Machine

Engineering

Company

Limited

Construction

contractor

Concrete and

metal

2 43,978 15.4% contra- charge contra-charge

(Note 7)

2 Wai Hang

Construction

Company

Limited

(Note 3)

Construction

contractor

Reinforced

concrete

structure

4 34,338 12.0% within 30 days after

issuance of

payment certificate

cheque

3 Jun Yat

Construction

Co., Limited

(Note 2)

Construction

contractor

Foundation

work

3 21,406 7.5% within 30 days after

issuance of

payment certificate

cheque

4 Supplier B

(Note 4)

Construction

contractor

Rebar fixing 1 19,018 6.7% within 30 days after

issuance of

payment certificate

cheque

5 Supplier A

(Note 1)

Construction

contractor

Reinforced

concrete

structure

6 17,687 6.2% within 30 days after

issuance of

payment certificate

cheque

Subtotal 136,427 47.8%

For the nine months ended 30 June 2020

Rank Supplier

Principal
business
activities

Major
materials/
services
purchased

Approximate
length of
business
relationship
with the
Target Group
as at 30 June
2020

Amount of
costs

incurred

Approximate %
of the Target
Group’s total

cost of services Credit period
Settlement
method

HK$’000

1 Jun Yat

Construction

Co., Limited

(Note 2)

Construction

contractor

Foundation

work

3 19,365 9.2% within 30 days after

issuance of

payment certificate

cheque

2 Supplier A

(Note 1)

Construction

contractor

Reinforced

concrete

structure

6 18,216 8.6% within 30 days after

issuance of

payment certificate

cheque/bank

transfer

2 Supplier C

(Note 5)

Construction

contractor

Rebar fixing 1 17,358 8.2% within 30 days after

issuance of

payment certificate

cheque

3 Supplier D

(Note 6)

Construction

contractor

Drainage

work

1 16,008 7.6% within 30 days after

issuance of

payment certificate

cheque

5 Supplier B

(Note 4)

Construction

contractor

Rebar fixing 1 13,664 6.5% within 30 days after

issuance of

payment certificate

cheque

Subtotal 84,611 40.1%
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Notes:

1. Supplier A is a Hong Kong incorporated contractor which principally carries out reinforced concrete structure works.

2. Jun Yat Construction Co., Limited is a Hong Kong incorporated contractor which principally carries out foundation work

and provides construction machinery rental service.

3. Wai Hang Construction Company Limited is a Hong Kong incorporated contractor which principally carries out

reinforced concrete structure works.

4. Supplier B is a Hong Kong incorporated contractor which principally carries out reinforced concrete structure works.

5. Supplier C is a Hong Kong incorporated contractor which principally carries out rebar fixing works.

6. Supplier D is a Hong Kong incorporated contractor which principally carries out civil engineering works.

7. Any costs of construction materials provided by customers to the Target Group under contra-charge arrangement would

be offset and reflected in the interim payment to the Target Group.

None of the Directors or directors of the Target Company, the Shareholders (who, to the

knowledge of the Directors and the directors of the Target Company, own more than 5% of the issued

share capital of the Company as at the Latest Practicable Date) or their respective close associates had

any interest in any of the top five suppliers of the Target Group during the Track Record Period.

During the Track Record Period, the Target Group did not experience any material difficulties

or delays in the project works caused by material shortage or delay in the supply of goods and/or

services that the Target Group required.

Control over subcontractors

In order to monitor the work of the subcontractors, the Target Group typically carries out the

following:

i) In general, works performed by the subcontractors are inspected and monitored by the

on-site personnel of the Target Group based on its quality management systems and

environmental management systems, which are in conformity with the requirements of the

ISO 9001:2015 and ISO 14001:2015 standards respectively, as well as the in-house safety

rules and measures of the Target Group; and

ii) In general, meetings are held from time to time to collect feedback from subcontractors and

the project team will adjust the work process and schedule as necessary.
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The directors of the Target Company are of the view that the Target Group had stable long-term

relationship with its subcontractors. During the Track Record Period and up to the Latest Practicable

Date, there were no material disputes between the Target Group and its customers in respect of the

quality of work performed by the Target Group and the subcontractors, or regarding any delay in work

resulting in liquidated damages payable by the Target Group.

Contra-charge arrangement with subcontractors

Similar to the contra-charge arrangement with its customers, the Target Group also had

contra-charge arrangement with its subcontractors.

During the Track Record Period, the Target Group had contra-charge arrangement with some of

its major subcontractors. Such contra-charge generally included the cost of materials without charging

markup of costs against the subcontractors. The directors of the Target Company confirm that the

Target Group had no material dispute with its subcontractors regarding the contra-charge arrangement

during the Track Record Period.

For the three years ended 30 September 2019 and the nine months ended 30 June 2020, the total

contra-charge amounts were approximately HK$7.8 million, HK$9.6 million, HK$45.4 million and

HK$10.4 million respectively, representing 4.1%, 3.8%, 15.9% and 4.9% of the cost of services for

the respective period.

The following table sets out the contra-charge amounts with the Target Group’s major

subcontractors and the total costs of services during the Track Record Period:

For the year ended 30 September

For the nine
months ended

30 June
2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Supplier A
Cost-incurred and approximate

% of total cost of services 22,249 11.7% 23,099 9.2% 17,687 6.2% 18,216 8.6%
Contra-charge amounts and

approximate % of total cost
of services 3,122 1.6% 7,055 2.8% 1,385 0.5% 2,366 1.1%

Jun Yat Construction Co.,
Limited

Cost-incurred and approximate
% of total cost of services 1,914 1.0% 26,310 10.5% 21,406 7.5% 19,365 9.2%

Contra-charge amounts and
approximate % of total cost
of services — —% 35 0.0% 542 0.2% 1,134 0.5%

Wai Hang Construction
Company Limited

Cost-incurred and approximate
% of total cost of services 2,112 1.1% 1,838 0.7% 34,338 12.0% 6,446 3.0%

Contra-charge amounts and
approximate % of total cost
of services 1 0.0% — —% 21,737 7.6% 4,153 2.0%
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For the year ended 30 September

For the nine
months ended

30 June
2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Supplier B
Cost-incurred and approximate

% of total cost of services — —% — —% 19,018 6.7% 13,664 6.5%
Contra-charge amounts and

approximate % of total cost
of services — —% — —% 10,854 3.8% 878 0.4%

Supplier C
Cost-incurred and approximate

% of total cost of services — —% — —% 9,161 3.2% 17,358 8.2%
Contra-charge amounts and

approximate % of total cost
of services — —% — —% — —% — —%

Supplier D
Cost-incurred and approximate

% of total cost of services — —% — —% — —% 16,008 7.6%
Contra-charge amounts and

approximate % of total cost
of services — —% — —% — —% 422 0.2%

INVENTORY

The Target Group does not maintain inventories during the Track Record Period as the Target

Group’s construction materials are (i) purchased and consumed on a project-by-project basis and (ii)

usually delivered by the suppliers directly to the construction sites for immediate consumption. The

directors of the Target Company consider that the amounts of construction materials remained at the

customer’s construction sites during the Track Record Period were insignificant to the Target Group.

MACHINERY AND EQUIPMENT

The Target Group relies on the machinery, equipment and motor vehicles to complete the Target

Group’s civil engineering works. These mainly include excavators, generators, concrete pump truck

and crane lorries. The machinery in general is stored on the construction site where it is operated. For

the years ended 30 September 2017, 2018 and 2019 and the nine months ended 30 June 2020, the

Target Group acquired new machinery, equipment and motor vehicles in the amount of approximately

HK$4.8 million, HK$11.2 million, HK$90,000 and HK$339,000 respectively. As at 30 June 2020, the

Target Group’s machinery, equipment and motor vehicles carried a net book value of approximately

HK$7.3 million. In general, the Target Group requires its subcontractors to provide the necessary

machinery for carrying out their construction works.
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The following table sets out the major types of machinery and equipment acquired and used by

the Target Group:

Machinery/equipment Number of units Usage

Excavator 10 For digging, demolition, general

grading and landscaping

Concrete pump truck 1 For transferring liquid concrete by

pumping it to the construction site

Bar-bending machine 1 For bending steel rebars into various

shapes and arcs

Generator 9 For generation of electricity

Roller 2 For compaction of soil, gravel,

concrete, or asphalt in the construction

of roads and foundations

Motor vehicles 6 For the transport of the Target Group

in its daily business operation

The following table sets out the number of units, expected useful life, average age and average

remaining useful life of the major types of machinery and equipment acquired by the Target Group

as at 30 June 2020:

Machinery/equipment Number of units

Expected
useful life
(Years)

Average age
(Years)

Average
remaining
useful life
(Years)

Excavator 10 5-7 1.8 5.0

Concrete pump truck 1 7 2.0 5.0

Bar-bending machine 1 5 4.2 0.8

Generator 9 3 0.4 2.6

Roller 2 3 0.6 2.4

Motor vehicles 6 3.3 2.6 0.7
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The Target Group adopts a straight-line depreciation policy on its machinery and equipment. For

details of relevant accounting policies and estimates, please refer to note 3.3 of the Accountants’

Report of the Target Group set out in Appendix I to this circular.

The Target Group from time to time engages third party service providers to repair and maintain

the Target Group’s machinery if necessary. For the years end 30 September 2017, 2018 and 2019 and

the nine months ended 30 June 2020, the expenses of Target Group in repairing and maintaining its

machinery and equipment amounted to approximately HK$139,000, HK$185,000, HK$343,000 and

HK$415,000, respectively. During the Track Record Period and up to the Latest Practicable Date, the

Target Group did not experience any material work interruption due to malfunction of its machinery

or equipment.

The directors of the Target Company are of the view that the existing machinery and equipment

of the Target Group were in good condition as at the Latest Practicable Date. The Target Group does

not have a pre-determined or regular replacement cycle for its machinery and equipment and

replacement decisions are made on a case-by-case basis having regard to the operating condition of

the individual units of machinery and equipment.

Finance leases agreements for the purchase of machinery and equipment and motor vehicles

During the Track Record Period, about six of the machinery and equipment and motor vehicles

owned by the Target Group were purchased by way of finance lease with financial institutions. Since

the terms of the relevant finance lease hire-purchase agreements transfer substantially all the risks and

rewards of ownership of the machinery and equipment and motor vehicles to the Target Group as the

lessee, the relevant machinery and equipment and motor vehicles were accounted for as the Target

Group’s assets under the category of plant and equipment.

Service capacity and utility rate

Due to the nature of the Target Group’s business and operations, it is not feasible and not

practicable to quantify and disclose detailed service capacity and utilisation rate of the machinery and

equipment for the following reasons:

(i) different projects require different types of machinery or equipment depending on their

scope of work and it is therefore not feasible and meaningful to quantify the capacity of

each piece of machinery or equipment by making reference to an objective and comparable

scale or standard of measurement;

(ii) a typical construction project requires the use of different machinery and equipment at

different stages, and machinery and equipment from time to time is left unused in active

construction sites pending completion of other stages;
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(iii) in addition to the Target Group’s own machinery and equipment, the Target Group also

leases machinery and equipment to and from independent third parties, which cannot be

taken into account in the typical calculation method of utilisation rate; and

(iv) the Target Group will from time to time subcontract parts of its works to subcontractors,

some of which had their own fleet of machinery and equipment for performing the

subcontracted works. It is impracticable to keep track of the subcontractors’ machinery and

equipment usage. If any of the Target Group’s machinery and equipment is idle, the same

type of machinery and equipment owned by its subcontractors may be in use in the

customer’s projects. Therefore, the calculation of utilisation rate may be misleading

regarding the construction activities of the customers’ projects.

In view of the above, it would be difficult and impracticable to define appropriate and accurate

utilisation rate of machinery and equipment in general and to make a full account of the daily/hourly

usage of each individual machinery. Nevertheless, for the owned machinery and equipment of the

Target Group, the directors of the Target Company use their best endeavours to minimise idling time

and loss time due to repair and maintenance by proper scheduling of works to avoid over usage.

Leasing of machinery and equipment

The Target Group as lessee

From time to time, the Target Group may lease machinery and equipment as a lessee on a

project-by-project basis to provide the Target Group with flexibility to supplement its fleet of

machinery. For the three years ended 30 September 2019 and the nine months ended 30 June 2020,

the Target Group had incurred machinery leasing expenses of approximately HK$12.4 million,

HK$21.5 million, HK$18.8 million and HK$9.6 million respectively. The Target Group confirmed that

all machinery and equipment leased during the Track Record Period were from Independent Third

Parties.

Compliance with NRMM Regulation and the Technical Circular

With the implementation of the NRMM Regulation and the Technical Circular, the Target Group

has obtained approval or exemption for the regulated machines in accordance with the relevant

requirements. As at the Latest Practicable Date, the Target Group has obtained approval or exemption

for 10 regulated machines in accordance with the relevant requirement. Nine machines were approved

NRMMs and the remaining one was exempted NRMM. The other machinery and equipment of the

Target Group did not fall within the regulated machines requirement and therefore were not subject

to the NRMM Regulation.
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The directors of the Target Company consider that the impact of the NRMM Regulation and the

Technical Circular is not material to the Target Group’s business operations. For details of the NRMM

Regulation and the Technical Circular, please refer to the paragraph headed “Regulatory overview —

Air pollution control (non-road mobile machinery) (emission) regulation (Chapter 311Z of the Laws

of Hong Kong) (the “NRMM Regulation”)” of this circular.

To the best knowledge of the directors of the Target Company and upon their reasonable enquiry,

in general, it is not expected that there will be any material price difference in respect of the costs

of the NRMMs with similar specifications, or different emission standards, whether approved or

exempted, despite the launch of the NRMM Regulation.

QUALITY CONTROL

The Target Group has in place a quality control policy to comply with and to improve its quality

management system. This ensures that the Target Group provide quality civil engineering works that

consistently meet legal requirement, safety standards and its customers’ expectations. The Target

Group has the ISO 9001:2015, ISO 14001:2015, OHSAS 18001:2007 and ISO 45001:2018

certifications. Please refer to the paragraph headed “Major qualifications, licences and

certification-Certification” in this section for details.

The Target Group’s project manager and quantity surveying manager, are responsible for

overseeing quality issues of the Target Group’s works, materials and workmanship of subcontractors.

The directors of the Target Company believe that quality assurance is the key to customer relationship

management. The project manager of the Target Group, from time to time holds meetings with its

customers to understand the Target Group’s performance in terms of quality.

Quality control on the services of the Target Group

The Target Group is liable for the works carried out by its employees and subcontractors. The

Target Group ensures that its customers’ projects are completed with respect to the standard and

specifications stated in the contract with its customers.

Foreman of the Target Group is the person who supervises all the workers and subcontractors on

sites. The project manager or superintendent of the Target Group is required to communicate with

foreman from time to time to understand the quality of work carried out, the progress of work, the job

performance of the workers, any request of machinery and labour for the project and other matters

related to the ongoing project raised by the customer.
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Foreman of the Target Group is responsible for preparing the site daily record to properly record

the description of works performed by the workers. The site daily record should then be passed to the

project manager or the senior superintendent of the Target Group for review. The site daily record

should be kept by the project manager or the senior superintendent of the Target Group in site office.

The directors of the Target Company may provide spot check on the daily records.

The Target Group would normally held progress meeting with customers from time to time if

necessary. Upon request of the customer, site agent/quantity surveying manager of the Target Group

is required to prepare the progress report of the meeting.

Project manager of the Target Group is required to attend the progress meeting and report the

project progress to the customer. Also, the project manager of the Target Group is required to record

all comments/request from the customer and report to the directors of the Target Company in charge.

The frequency of progress meeting with the customer is subject to change upon customers request.

Project manager of the Target Group is required, from time to time, to monitor the progress of

project and compare with master programme of the main contractor to ensure that the work schedule

is under control.

For further details of quality control on the subcontractors of the Target Group, please refer to

the paragraph headed “Suppliers of the Target Group — Control over subcontractors” in this section.

During the Track Record Period and up to the Latest Practicable Date, there were no material

disputes between the Target Group and its customers in respect of the quality of work performed by

the Target Group and its subcontractors.

Quality control on the construction materials of the Target Group

Regarding the construction materials, if the customers do not provide the Target Group with the

necessary construction materials, the Target Group will procure materials from its list of approved

suppliers with whom the Target Group have satisfactory past business relationships for supply of

quality construction materials. The main contractor will deliver materials provided to the Target

Group under contra-charge arrangement or purchased from the Target Group’s approved suppliers to

third party testing centres for sample testing to ensure that the quality of such materials meet the

required standards. During the Track Record Period, the Target Group recorded no return or

replacement of construction materials as a result of defects of the construction materials provided by

the suppliers.

During the Track Record Period and up to the Latest Practicable Date, the Target Group had not

received any material complaint or request for any kind of compensation from its customers due to

or in relation to the quality of the construction materials used by the Target Group.
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MAJOR QUALIFICATIONS, LICENSES AND CERTIFICATION

Subcontractor registration

As advised by the Target Group’s legal advisers as to Hong Kong laws, other than the business

registration under the Business Registration Ordinance (Chapter 310 of the Laws of Hong Kong), the

Target Group is not required in its capacity as a subcontractor to obtain any specific licenses or

permits to conduct its business in Hong Kong. It is because the main contractors will hold all the

required licenses and permits for the construction projects undertaken by them. Nevertheless, for

public sector projects, there is a requirement for subcontractors to register under the RSTCS.

As at the Latest Practicable Date, the Target Group has the following major registration:

Registration Issuing body Trade(s) Specialties Expiry date

Registered

Subcontractor

CIC Foundation and

piling, structural

steelwork,

general civil

works, other

structural and

civil trades,

tanking and

waterproofing

Sheet piles,

earthwork,

roadworks, road

drainage and

sewer, marine

works, surveying

and setting out

16/9/2022

Specialist Trade

Contractor

CIC — Concreting,

concreting

formwork,

reinforcement bar

fixing,

scaffolding

16/9/2022

Under the RSTCS, the application of renewal should be submitted not earlier than six months

before and not later than three months before the expiration date of the registration.

The directors of the Target Company confirm that the Target Group had obtained all relevant

registrations, licences and qualifications for its existing operations in Hong Kong during the Track

Record Period and up to the Latest Practicable Date.

The directors of the Target Company further confirm that the Target Group had not experienced

any material difficulties in obtaining and/or renewing the above registration and certification during

the Track Record Period and up to the Latest Practicable Date. The directors of the Target Company

are not aware of any circumstances that would significantly hinder or delay the renewal of such

registration and certification.
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Certification

In recognition of the Target Group’s quality control system, the Target Group has obtained a

number of certifications which are set out as follows:

Year of grant
Award or
recognition

Issuing
organization Description Expiry date

2017 ISO 9001:2015 Accredited

Certification

International

Limited

Quality

Management

System Standard

02/09/2023

2018 ISO 14001:2015 Accredited

Certification

International

Limited

Environmental

Management

System Standard

12/05/2021

2018 OHSAS

18001:2007

Accredited

Certification

International

Limited

OHS

Management

System Standard

31/03/2021(Note)

2020 ISO 45001:2018 Accredited

Certification

International

Limited

OHS

Management

System Standard

21/05/2021

Note: The OHSAS 18001:2007 standard will be withdrawn in March 2021 and replaced by the ISO 45001:2018

standard.

COMPETITION

Subcontracting is a common practice in the construction industry in Hong Kong, particularly in

the specialised construction works subcontracting industry. The specialised construction works

subcontracting industry is relatively fragmented.

According to the Industry Consultant’s Report, as of 30 June 2020, there were 3,341 registered

subcontractors under the trade group of “structural and civil”, according to the Industry Consultant.

Top subcontractors accounted for approximately 10% of the total market share, and tier-1

subcontractors accounted for approximately 15% to 20% of the market share.

The Target Group is a tier-1 subcontractor, generating a revenue of HK$335.4 million from

specialised construction works in 2019, accounting for a market share of approximately 0.25%.
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The Target Group considers that its competitive strengths have contributed to its success. As

such, even though subcontracting of the construction industry in Hong Kong may remain competitive

in the future, the Target Group is confident that it is able to withstand the intense competition with

its competitive advantages. For further details of the Target Group’s competitive advantages, please

refer to the paragraph headed “Competitive strengths” in this section.

EMPLOYEES

As at the Latest Practicable Date, the Target Group has 287 full-time employees who were

directly employed by the Target Group in Hong Kong. The following table sets out the number of the

employees of the Target Group by functions:

Department Numbers

Management 2

Finance 2

Administrative 2

Quantity surveying 2

Site operation team 12

Front line site workers (Note) 267

Total 287

Note: The number of front line site workers include the full-time workers employed by the Target Group on a permanent basis

(who are entitled to a fixed monthly salary) and temporary basis (who are paid based on the number of days they work

at the site).

The Target Group generally recruits its employees from referrals and placing recruitment

advertisement. The Target Group recruits employees based on a number of factors such as their work

experience, educational background, qualifications or certifications possessed. An induction training

will be provided to its new employees before commencing onsite work and on-the-job training will

be provided to its employees.

The Target Group entered into separate employment contracts with each of its employees in

accordance with the applicable employment laws, rules and regulations in Hong Kong. The

remuneration offered to employees includes salaries and yearly discretionary bonuses. In general, the

Target Group determines salaries of its employees based on their qualifications, position and seniority.

The Target Group has not set up any trade union for its employees. The Target Group has not

had any strikes or other material labour disputes that have materially disrupted the Target Group’s

operations, during the Track Record Period and up to the Latest Practicable Date. The directors of the

Target Company believe that the Target Group has maintained a good working relationship with its

employees.
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The directors of the Target Company confirm that during the Track Record Period and up to the

Latest Practicable Date, it had no material non-compliance with all the applicable employment laws,

rules and regulations in Hong Kong and did not experience any labour shortages in staffing its

projects.

The Target Group operates MPF scheme for all its qualifying employees in Hong Kong. During

the three years ended 30 September 2019 and the nine months ended 30 June 2020, the total expenses

recognised in the consolidated statements of comprehensive income amounted to approximately

HK$0.5 million, HK$1.0 million, HK$1.4 million and HK$1.5 million, respectively, which represents

contributions payable to the scheme by the Target Group at rates specified in the rules of the MPF

scheme.

PROPERTY INTERESTS

As at the Latest Practicable Date, the Target Group did not own any property and had entered

into tenancy agreement with the landlord of one property in Hong Kong. The landlord is an

Independent Third Party.

The summary of the leased property of the Target Group is as follows:

Address

Approximate
gross floor

area
Use of the
property

Term of the
contract
period

Monthly
rental

expenses

(square feet) (HK$)

Office B & C, 20th Floor,

Kings Tower, No. 111 King

Lam Street, Kowloon

2,190 Office 20/10/2019 to

19/10/2021

(both days

inclusive)

45,000

INTELLECTUAL PROPERTY RIGHTS

Trademark

As at the Latest Practicable Date, the Target Group has registered one trademark in Hong Kong

and the details are as follows:

Trademark

Registered

Owner Class

Place of

Registration

Trademark

number

Registration

date Expiry date

Mr. Chang,

PCL(Note)

37 Hong Kong 304329577 9 November

2017

8 November

2027
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Note: Mr. Chang applied to the Intellectual Property Department of Hong Kong in August 2020 to assign all rights,

title and interest of whatever nature in and to the above trademark to the Target Group at a consideration of

HK$1.0. As at the Latest Practicable Date, such application is still in process.

Domain name

As at the Latest Practicable Date, the Target Group had registered one domain name and the

details are as follows:

Domain name Registered owner Registration date Expiry date

partneer.com.hk Partneer Construction

Limited

30 May 2013 31 May 2021

Information relating to the Target Group’s intellectual property rights is set out in the paragraph

headed “Statutory and general information — C. Further information about the Target Group — 2.

Intellectual property rights of the Company and the Target Group” in Appendix VIII to this circular.

As at the Latest Practicable Date, the Target Group is not aware of any infringement (i) by the

Target Group of any intellectual property rights owned by any third parties; or (ii) by any third party

of any intellectual property rights owned by the Target Group. During the Track Record Period and

up to the Latest Practicable Date, there had not been any pending or threatened material claims made

against the Target Group, nor had there been any material claims made by the Target Group against

third parties, with respect to the infringement of intellectual property rights owned by the Target

Group or third parties.

RESEARCH & DEVELOPMENT

During the Track Record Period and as at the Latest Practicable Date, the Target Group did not

engage in any research and development activities.

ENVIRONMENT

For details of the laws and regulations in relation to environmental protection applicable to the

Target Group’s business, please refer to the section headed “Regulatory overview” in this circular. The

directors of the Target Company are of the view that the annual cost of compliance with the applicable

environmental laws and regulations was not material during the Track Record Period and the cost of

such compliance is not expected to be material in the coming years.

During the Track Record Period and up to the Latest Practicable Date, the Target Group was not

prosecuted for any breach of any applicable environmental laws and regulations.
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In recognition of the Target Group’s environmental policies, the Target Group was awarded the

ISO 14001:2015 certificate (environment management system accreditation) in 2018. For details,

please refer to the paragraph headed “Major qualifications, licenses and Certification —

Certification” in this section.

OCCUPATIONAL HEALTH AND SAFETY

Safe working environment

The Target Group is committed to provide a safe working environment and has implemented

systems in compliance with the requirements of OHSAS 18001:2007 and ISO 45001:2018

international standards in place for occupational health and safety.

The implementation of the safety policy of the Target Group include the following:-

(i) All workers and related staff members will be provided with induction safety training

within the first day when they first enter the site.

(ii) The Target Group also provides training regularly to workers at the construction sites to

raise their awareness about working safety.

(iii) The project manager or senior superintendent is in charge of keeping up-to-date safety and

health information, including changes of regulations, new codes of practice, newly

identified hazards and new work practices. He is also responsible for disseminating safety

information to all concerned parties, the relevant suppliers and subcontractors.

(iv) Workers are required by the Target Group to be equipped with personal protective gear

before entering the project site such as safety helmets, safety belts, safety shoes, eye

goggles and hearing protectors. The workers are required to enter the construction site with

a permit and from a safety passage. The workers are also required to follow the safety rules

of the Target Group when they perform tasks in the construction sites and shall notify the

project manager or safety supervisor immediately if they discover any unsafe situations in

the construction site.

(v) The Target Group also has eight safety supervisors who possess the necessary

qualifications and capability to assist the safety officer in promoting the safety and health

of persons employed by the Target Group.

(vi) The Target Group also has engaged an external registered safety auditor to carry out safety

audit semi-yearly.
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The Target Group has put in place an internal policy setting out the procedures for recording,

handling and reporting all work-related accidents and injuries. The key procedures are as follows:

(i) After understanding the details of the accident, the foreman of the Target Group will inform

the project manager of the Target Group and provide accurate and comprehensive

information about the accident including date, time, location, eyewitnesses, nature of

injury and other details;

(ii) Upon receiving notification from the foreman and doctor certificate (if any), the project

manager of the Target Group will assist the main contractor to prepare the written accident

investigation report; and

(iii) The main contractor is responsible for reviewing the insurance policy of the project and

perform follow-up actions such as understanding the cause of the accident, and arranging

for compensation under the insurance policy for the project.

The Target Group also maintain an internal record of all accidents at the construction sites.

During the Track Record Period and up to the Latest Practicable Date, the Target Group recorded the

following accident:

No. Date of the accident

Details of the
accident and nature
of injuries(Note 1)

Last date to
commence an
employees’
compensation
claim(Note 2)

Last date to
commence a
personal
injury claim
(Note 3)

1 2/12/2017 An employee of the

Target Group suffered

injury in the thumb

and small finger of

left hand whilst

performing work with

a crane

1/12/2019

The injured individual

has made a claim

under the Employees’

Compensation

Ordinance on 27

March 2018. The

claim has been

settled.

1/12/2020

The injured

individual has

commenced a

personal

injuries action

in the High

Court in

August 2018.

Such High

Court action is

still ongoing as

at the Latest

Practicable

Date.
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No. Date of the accident

Details of the
accident and nature
of injuries(Note 1)

Last date to
commence an
employees’
compensation
claim(Note 2)

Last date to
commence a
personal
injury claim
(Note 3)

2 3/7/2018 An employee of the

subcontractor suffered

injury in the right

ankle in the course of

work

2/7/2020 2/7/2021

3 24/8/2018 An employee of the

subcontractor suffered

injury in the head and

right arm in the

course of work

23/8/2020 23/8/2021

4 16/6/2020 An employee of the

Target Group suffered

injury in the head in

the course of work

15/6/2022 15/6/2023

Notes:

1. The directors of the Target Company confirm that the potential amount to be borne by the Target Group in the

incidents shall be covered by the relevant insurance policies as the incidents have been duly reported to the main

contractor and the Target Group’s entire conduct of defence against such claims, if any, in the future will be taken

up by the relevant insurers.

2. The time limit for a plaintiff to commence legal proceedings for an employees’ compensation claim is two years

from the date of the relevant incident.

3. The time limit for a personal injury claim against the Target Group under common law is three years from the date

of the relevant incident.
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During the Track Record Period and up to the Latest Practicable Date, save for the incident

disclosed above, the Target Group did not record any work-related accidents or injuries.

The following table sets out a comparison of the industrial accident rate per 1,000 workers and

the industrial fatality rate per 1,000 workers in the construction industry in Hong Kong between the

Target Group and the industry average during the periods indicated:

Construction
industry in
Hong Kong

(Note 1)

The Target Group
(Note 2)

From
1 January 2017 to
31 December 2017

For the year ended
30 September 2017

Industrial accident rate per 1,000 workers in

construction industry 32.9 —
Industrial fatality rate per 1,000 workers in

construction industry 0.185 —

From
1 January 2018 to
31 December 2018

For the year ended
30 September 2018

Industrial accident rate per 1,000 workers in

construction industry 31.7 1.37
Industrial fatality rate per 1,000 workers in

construction industry 0.125 —

From
1 January 2019 to
31 December 2019

For the year ended
30 September 2019

Industrial accident rate per 1,000 workers in

construction industry 29.0 —
Industrial fatality rate per 1,000 workers in

construction industry 0.157 —

From
1 January 2020 to

30 June 2020
For nine months 30

June 2020

Industrial accident rate per 1,000 workers in

construction industry N/A 0.45

Industrial fatality rate per 1,000 workers in

construction industry N/A —

BUSINESS OF THE TARGET GROUP

− 206 −

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.



Notes:

1. The statistics are obtained from the Industry Consultant’s Report, the Occupational Safety and Health Statistics

Bulletin Issue No. 20 (August 2020) and Summary of Occupational Safety and Health Statistics 2019 published

by Occupational Safety and Health Branch of the Labour Department, which are the latest issues as at the Latest

Practicable Date.

2. The Target Group’s accident rate is calculated as the occurrence of accident during the financial year divided by

the average construction site workers in the construction sites during the financial year and multiply the result

by 1,000. The average construction site workers include employees of the Target Group and its subcontractors.

The Target Group had recorded nil, three, nil and one reportable accidents for the years ended

30 September 2017, 2018, 2019 and the nine months ended 30 June 2020, respectively. The accident

and fatality rate at the Target Group’s construction sites was lower than the construction industry

average in Hong Kong for the three years ended 30 September 2019. The accident and fatality rate

of the construction industry average in Hong Kong for 2020 was not yet available as at the Latest

Practicable Date.

A table showing the Target Group’s lost time injuries frequency rates (“LTIFR(s)”) is set out

below:

For the year ended 30 September 2017 —

For the year ended 30 September 2018 6.19

For the year ended 30 September 2019 —

For the nine months ended 30 June 2020 2.74

Notes:

1. LTIFR is a frequency rate that shows how many lost time injuries occurred over a specified time (e.g. per

1,000,000 hours) worked in a period. The LTIFRs shown above are calculated by multiplying the number of lost

time injuries in terms of lost days of the Target Group that occurred during the relevant calendar year or period

by 1,000,000 divided by the number of hours worked by site workers over the same calendar year or period. It

is assumed that the number of working hours of each worker is 9 hours per day. The number of working days for

the three calendar years ended 30 September 2017, 2018 and 2019 and the nine months ended 30 June 2020 were

297 days, 294 days, 297 days and 220 days, respectively.

2. Employees of the Target Group and its subcontractors are included in the LTIFRs shown above.
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The fluctuation of the Target Group’s LTIFR during the Track Record Period is in line with the

respective accident rates per 1,000 workers as disclosed above.

The following table sets out the nature and type of material industrial accidents which occurred

during the Track Record Period and the corresponding safety measures and requirements the Target

Group undertook and implemented to prevent the occurrence of similar accidents to protect the

workers of the Target Group and its subcontractors:

Nature and type of industrial accidents
Safety measures and requirements
undertaken

Contusion, bruise and/or fracture injury

caused in connection with objects falling

from height.

The Target Group requires the workers at

construction site to wear safety helmets with

chin strap. Training to workers in relation to the

potential hazards at the construction site will be

conducted from time to time to increase the

workers’ awareness of work safety at

construction sites.

Contusion, laceration, sprain and/or fracture

injury caused in connection with the

conditions of the machines/equipment in

the construction sites

The Target Group will check the conditions of

machines/equipment in the construction sites

regularly and will replace the machines/

equipment with poor conditions. The Target

Group will fence off relevant areas of the

construction site where the

machines/equipment are in operation to avoid

danger caused by failure of conditions of the

machines/equipment.

Contusion, laceration, sprain and/or fracture

injury caused in connection with working

near machines in operation

The Target Group will conduct safety

inspections from time to time to avoid workers

to work or stay near the machines/equipment

operated by other workers. Training to workers

in relation to the potential hazards at the

construction site will be conducted from time to

time to increase the workers’ awareness of

work safety at construction sites.

To ensure that abovementioned safety measures will be followed by the Target Group’s workers

and the workers of its subcontractors, the Target Group’s foreman and safety officer, will from time

to time carry out visits and inspections at the construction sites. In particular, the foreman will stop

any unsafe act and suspend any dangerous operation upon noticing the same during visits and

inspection, and will ensure that all plant and equipment are safe and suitable for work. The safety

officer will ensure the implementation of safety management system, communicate with the safety

officers of other contractors at all tiers, and develop safety training program to ensure that the Target
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Group’s workers and the workers of its subcontractors are properly trained in order to follow its safety

rules. The directors of the Target Company will have safety meetings with the Target Group’s foreman

and safety officer from time to time to review the safety rules and policies, and if necessary, update

and revise the same.

Hygienic working environment

In view of the outbreak of COVID-19 in Hong Kong, the Target Group had formulated a business

contingency plan (“BCP”) in April 2020.

As part of the BCP, the Target Group sets out measures to ensure safety to staff, safety within

the Target Group’s premises and business continuity in the event of disaster caused by factors beyond

the Target Group’s control. These measures include, inter alia, monitoring of staff, ensuring good

personal hygiene practices are adopted by staff, temperature screening, limitation of social contact

within and outside of the Target Group’s workspace and regular cleaning of office premises. The

Target Group has also taken measures to ensure sufficient stock for personal protective equipment,

hand sanitizer and disinfectant products for the use of the staff when necessary.

The Target Group has reminded all staff that they are required to familiarise themselves with the

requirements of the BCP and ensure that all the workers under their supervision fully comply with the

requirements. The Target Group will brief its workers on the proper use of the personal protective

equipment (if applicable) and will check whether such equipment are functional and clean and

workers are using them correctly.

With regard to the Target Group’s subcontractors, they have confirmed that none of their workers

have been diagnosed with COVID-19 as at the Latest Practicable Date, and they have adopted

measures to curb and manage the coronavirus outbreak such as temperature screening.

INSURANCE

According to section 40 of the Employees’ Compensation Ordinance, all employers (including

contractors and subcontractors) are required to take out insurance policies to cover their liabilities

both under the Employees’ Compensation Ordinance and at common law for injuries at work in

respect of all their employees (including full-time and part-time employees).

Where a main contractor has undertaken to perform any construction work, it may take out an

insurance policy for an amount not less than HK$100 million per event (where the number of

employees in relation to whom the policy is in force does not exceed 200) and no less than HK$200

million per event (where the number of employees in relation to whom the policy is in force exceeds

200) to cover its liability and that of its subcontractor(s) under the Employees’ Compensation

Ordinance and at common law. As a subcontractor, the Target Group’s liability in respect of the claims

from employees of the Target Group and the Target Group’s subcontractors arising out of and in the

course of their employment will be covered by the insurance policy taken out by the relevant main

contractor.
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The directors of the Target Company confirm that during the Track Record Period, all the Target

Group’s construction projects were covered and protected by the employees’ compensation insurance

taken out by the relevant main contractor of project where the Target Group worked as subcontractor.

Such insurance policies covered and protected all employees of main contractors and subcontractors

of all tiers working in the relevant construction site.

During the Track Record Period, the Target Group maintained insurance coverage for (i) the

property of the Target Group office and the employees who work at the Target Group office; (ii)

third-party liability in relation to the use of the Target Group’s vehicles and a concrete pump truck.

Certain types of risks, such as the risk in relation to the collectability of the Target Group’s trade

and retention receivables and liabilities arising from events such as epidemics, natural disasters,

adverse weather conditions, political unrest and terrorist attacks, are generally not covered by

insurance because they are either uninsurable or it is not cost justifiable to insure against such risks.

The directors of the Target Company believe that the Target Group’s current insurance policies

are adequate and consistent with industry norm having regard to its current operations and the

prevailing industry practice. For the years ended 30 September 2017, 2018 and 2019 and the nine

months ended 30 June 2020, the Target Group’s insurance expenses amounted to approximately

HK$28,000, HK$102,000, HK$98,000 and HK$32,000, respectively. During the Track Record Period

and up to the Latest Practicable Date, the Target Group had not made, and had not been the subject

of, any material insurance claim.

LITIGATION AND REGULATORY COMPLIANCE

Mr. Chang has entered into the Deed of Indemnity whereby Mr. Chang has agreed to indemnify

the Enlarged Group, subject to the terms and conditions of the Deed of Indemnity, in respect of any

liabilities and penalties which may arise as a result of any work injuries (if any), outstanding

litigations (including criminal litigations) (if any), claims, and non-compliances of the Target Group

on or before the Acquisition Completion. Further details of the Deed of Indemnity are set out in the

paragraph headed “K. Tax and other indemnities” in Appendix VIII to this circular.
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Claims pending or threatened against the Target Group

Ongoing civil proceedings

Nature of the Claim
Date of
incident Applicant (s)

Amount / estimated
quantum of damages
claimed

Status as at
the Latest
Practicable
Date

Personal injury claim

against, among others,

PCL, in relation to a car

accident happened on 25

June 2018

25 June 2018 The parties

involved in

the car

accident

The conduct of the

case has been taken

over by the insurance

company and the

amount of claim will

be subject to the

assessment made by

the Court. The

directors of the Target

Company consider that

the exposure of and the

financial impact to the

Target Group are

insignificant.

Ongoing. The

conduct of the

case has been

taken over by

the insurance

company.

Personal injury claim

initiated by an employee

of the Target Group who

has suffered injury in

the thumb and small

finger of his left hand

whilst performing work

with a crane.

2 December

2017

Employee of

PCL

The case is ongoing

and the amount of

claim will be subject

to the assessment made

by the Court. The

directors of the Target

Company consider that

the exposure of and the

financial impact to the

Target Group are

insignificant.

Ongoing. To

the best of the

directors of

the Target

Company

knowledge,

information

and belief,

having made

all reasonable

enquiries, the

conduct of the

case has been

taken over by

the insurance

company.

BUSINESS OF THE TARGET GROUP

− 211 −

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.



Save as disclosed in this subsection headed “Litigation and regulatory compliance”, the directors

of the Target Company confirm that no member of the Target Group was engaged in any claim,

litigation or arbitration of material importance and no claim, litigation or arbitration of material

importance is known to the directors of the Target Company to be pending or threatened against any

member of the Target Group.

Regulatory compliance

The directors of the Target Company confirm that the Target Group has complied with all

applicable laws and regulations in all material respects in Hong Kong during the Track Record Period

and up to the Latest Practicable Date.

The Target Group’s compliance culture is reflected by the following measures:

• designation of personnel to ensure regulatory compliance of the Target Group, including

but not limited to the obtaining and renewal of licences and registrations relevant to its

operation;

• compilation of a manual and checklists providing guidance on the types, frequency and

timing of documents to be filed or reported to regulatory authorities or insurance company,

as the case may be; and

• designation of handling personnel and provision of guidelines on how non-compliance and

litigation should be managed.

The Target Group will also review the above measures from time to time, and update the manual,

checklists and guidelines as and when necessary, with the assistance of external legal adviser who will

also provide training if there is any new regulations applicable to the Target Group. In the event of

any non-compliance, the Target Group will identify the cause leading to such non-compliance and

either improve the relevant manual, checklist or guideline, or to take such action as is necessary to

ensure its strict compliance.
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RISK MANAGEMENT AND INTERNAL CONTROL

The directors of the Target Company consider that during the ordinary course of its business, the

Target Group is primarily exposed to (i) operational risks; (ii) credit risks; and (iii) market risks

relating to the changes in macroeconomic environment.

Operational risks

For the business operations of the Target Group, it is primarily exposed to labour shortage risk,

project delay risk and health and safety risk.

Labour shortage risk

The labour shortage has become increasingly more severe in Hong Kong. The Target Group has

leveraged on the good relationship with its labour and subcontractors to mitigate this risk. The Target

Group has a list of approved subcontractors which are reviewed and updated by the QS Manager of

the Target Group regularly and the subcontractors the Target Group worked with had been able to call

for adequate labour for its works. During the planning meeting of each project, the directors of the

Target Company will discuss with the project manager or the senior superintendent of the Target

Group the position, competency and quantity of manpower required.

Project delay risk

Any delay in project (which may or may not be caused by the Target Group) would affect the

timing of the Target Group’s cash inflows and outflows. The project manager or the senior

superintendent of the Target Group from time to time communicates with the foreman of the Target

Group to understand the progress of work and any request of machinery and labour for the project.

Subject to the customers’ request, the project manager of the Target Group will in general hold

progress meeting with the customers from time to time and report the project progress to the

customers. The project manager of the Target Group is required, from time to time, to monitor the

progress of projects to ensure the work schedule is under control.

Health and safety risk

The Target Group has adopted a safety policy for its staff.

All workers and related staff members will be provided with induction safety training within the

first day when they first enter the site.

The project manager, senior superintendent or the safety representative of the Target Group is

required to perform safety inspection from time to time if necessary on the machinery and equipment

of the construction site to ensure all workers work in a safe environment.
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The safety representative of the Target Group is also required to arrange safety audit/ review

semi-yearly by a registered safety auditor for the Target Group according to Factories and Industrial

Undertakings (Safety Management) Regulation (Chapter 59AF of the Laws of Hong Kong).

Credit risks

The Target Group is exposed to risk of increase in bad debts if the credit granted are not closely

monitored by it. To minimise credit risks, the Target Group adopted the following internal control

measures:

(i) before acceptance of a construction project from a customer, the Target Group normally

examines the Target Group’s internal record regarding the payment history of the customer.

If necessary, the Target Group will perform company search and business registration

search to ensure the due incorporation and existence of the customers. The directors of the

Target Company confirm that the Target Group will also from time to time obtain

information of the credibility of its customers from the market peers. For new customers,

the Target Group will fill in a client acceptance form to provide information including (i)

the customer’s background; (ii) whether there is relationship with the Group and/or the

Target Group; and (iii) the granting of credit terms.

(ii) material overdue payments of the customers are monitored continuously by the Target

Group and evaluated on a case-by-case basis as to the appropriate follow-up actions

considering the customer’s normal payment processing procedures, the relationship with

the customer, the customer’s history of making payments, the customer’s financial position

as well as the general economic environment. Follow-up actions of the Target Group to

recover overdue trade receivables include but not limited to active communications with

the customers’ appropriate personnel (such as the relevant department responsible for

processing payments) as well as legal actions for the recovery of the outstanding payment;

and

(iii) the Target Group reviews the recoverable amount of each individual trade receivable

balance at the end of each reporting period to ensure adequate impairment losses are

provided for irrecoverable amounts.

Market risks

The Target Group is exposed to market risks relating to changes in the social, political and

economic conditions in Hong Kong. Delays in project commencement for property development may

affect the Target Group’s project portfolio and original plans of purchase of construction materials or

deployment of labour. The directors of the Target Company will closely monitor and keep abreast of

the latest development of the market and industry to adjust the Target Group’s business strategies and

assess its participation in the construction projects. It is the directors of the Target Company’s

responsibility to identify and assess the prevailing economic condition and market risks and adopt

different policies from time to time to mitigate market risks.
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Risk management and internal control system of the Target Group

The Target Group endeavours to maintain a sound and effective internal control system to

safeguard the Shareholders’ value and the Target Group’s assets. In order to improve the internal

control system of the Target Group , in February 2020, the Company engaged Sam K. M. Ng CPA

Limited (the “IC Consultant”), an independent internal control adviser and a corporate practice

registered with the Hong Kong Institute of Certified Public Accountants, to perform evaluation under

the Committee of Sponsoring Organizations of the Treadway Commission’s 2013 framework of the

adequacy and effectiveness of the Target Group’s internal control system, including the areas of

financial, operation, corporate governance, compliance and risk management. The IC Consultant has

been engaged by a few listing applicants of the Stock Exchange to perform similar internal control

review. The IC Consultant performed an internal control review in March 2020. Upon completion of

such review, the IC Consultant identified certain findings in relation to the Target Group’s internal

control policies and procedures and the Target Group has fully implemented all the recommended

measures suggested by the IC Consultant. The IC Consultant has also performed a follow-up review

in July 2020 to understand the status of the Target Group’s implementation of the recommended

measures. The IC Consultant has formed its view that the Target Group has satisfactorily implemented

all the recommended measures based on its follow-up review.

Corporate governance

In addition, it is the responsibility of the board of the Enlarged Group to ensure that it maintains

a sound and effective internal control and corporate governance system to safeguard the Shareholders’

interest and the Enlarged Group’s assets at all time. As such, the Enlarged Group has adopted a series

of corporate governance measures which are set out in the section headed “Relationship with

controlling and substantial shareholders” in this circular.

The directors of the Target Company are of the view that the Target Group has adequate and

effective internal control measures for its operations, compliance and corporate governance.
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SUBSTANTIAL AND CONTROLLING SHAREHOLDERS

Immediately after the completion of the Subscription, the [REDACTED] and upon allotment and

issue of the Consideration Shares assuming full acceptance of the [REDACTED] by the Qualifying

Shareholders under the [REDACTED] and the public take up all the [REDACTED] under the

[REDACTED], the following persons/entities will be the substantial Shareholders under the Listing

Rules:

Name of Shareholder Capacity Number of Shares

Approximate
percentage of
shareholding

(%)

Mr. Chan (Note 1) Beneficial owner [REDACTED] [REDACTED]

Mr. Chang Beneficial owner [REDACTED] [REDACTED]

Note:

1. Mr. Chan is personally interested in [REDACTED] Shares representing approximately [REDACTED]% of the

total number of Shares in issue immediately after the completion of the Subscription, the [REDACTED] and

allotment and issue of the Consideration Shares and Winsley Investment Limited, which is owned as to 98% by

Mr. Chan and 1% by Ms. Lucy Lo and 1% by Mr. Kingsley Chan is beneficially interested in [REDACTED] Shares

representing approximately [REDACTED]% of the total number of Shares in issue immediately after the

completion of the Subscription, the [REDACTED] and allotment and issue of the Consideration Shares.

Immediately after the completion of the Subscription, the [REDACTED] and upon allotment and

issue of the Consideration Shares assuming full acceptance of the [REDACTED] by the Qualifying

Shareholders under the [REDACTED] and the public take up all the [REDACTED] under the

[REDACTED], Mr. Chan will be directly and indirectly interested in approximately [REDACTED]%

of the issued share capital of the Company. Accordingly, Mr. Chan will be the Controlling Shareholder

of the Enlarged Group.

Details of the Enlarged Group structure immediately after the completion of the Subscription,

the [REDACTED] and upon allotment and issue of the Consideration Shares are set out in the section

headed “History, Reorganisation and Corporate Structure of the Target Group” in this circular.

COMPETITION

None of the Directors, proposed Director, Controlling Shareholder, nor any of their respective

close associates is a director or a shareholder of any company, firm, corporation, business or

enterprise (in whatever form) engaged in a business similar to or in competition with the existing

business of the Enlarged Group or any of its subsidiaries, either directly or indirectly, apart from the

Enlarged Group itself, in light of their size, nature and targeted customers.
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Deed of Non-Competition

Pursuant to the Deed of Non-Competition to be entered into between the Company and Mr.

Chang (the “Covenantor”) on Acquisition Completion, the Covenantor will undertake with the

Company (for itself and for the benefits of its subsidiaries) that he shall not, and shall procure that

his associates and entities or companies controlled by him or his associates not to, either on its own

account or for any other person, firm or company, directly or indirectly be interested or involved or

engaged in or acquire or hold an interest (in each case whether as a shareholder, partner, agent,

consultant, employee or otherwise and whether for profit, reward or otherwise) in any business which

competes or is likely to compete, directly or indirectly, with the Enlarged Group’s business of carrying

out civil engineering works including (i) foundation works; (ii) site formation works; (iii) reinforced

concrete structure works; and (iv) other civil works in both public and private sectors in Hong Kong

as at the date of the Deed of Non-Competition (the “Restricted Activity”).

The Covenantor will also undertake and agree that (a) he shall promptly provide the Company,

in writing (by email, facsimile or otherwise) with any relevant information in respect of any new

business opportunity (other than certain business opportunities as set out below) which competes or

may compete with the Restricted Activity which he or his associates may have knowledge for the

Company to assess such new business opportunity. The Company shall, as soon as practicable upon

provision by the Covenantor of such new business opportunities, submit such business opportunities

to the independent non-executive Directors of the Company for assessment as to whether the Company

would pursue such opportunities. Neither the Covenantor nor any of his associates shall pursue such

business opportunities until the Company confirms that it will not pursue such business opportunities;

(b) the Covenantor shall provide all information reasonably required or necessary to the Company for

the enforcement of the Deed of Non-Competition; and (c) the Covenantor shall make an annual

declaration in favour of the Company on whether he has fully complied with his obligations under the

Deed of Non-Competition, for inclusion in the annual report of the Company in the manner consistent

with the principles of making voluntary disclosures in the section headed “Corporate Governance

Report” of the annual reports prepared in accordance with the requirements of the Listing Rules from

time to time.

The said Deed of Non-Competition and the rights and obligations thereunder are subject to and

conditional upon (1) the Stock Exchange having granted approval for the [REDACTED] of, and

permission to deal in, the Shares in connection with the Resumption; (2) the Resumption taking place;

and (3) the Acquisition Completion. The obligations of the Covenantor under the said Deed of

Non-Competition cease to be of any force and effect on the earliest of the date on which: (a) the

Shares cease to be listed on the Main Board; and (b) the date upon which the Covenantor and his close

associates, individually or collectively, cease to own 10% or more of the then issued share capital of

our Company directly or indirectly, or are otherwise ceased to be regarded as substantial shareholder

under the Listing Rules.
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According to the said Deed of Non-Competition, the Covenantor undertake to and agree and

covenant with the Company (for itself and for the benefits of its subsidiaries) to indemnify each

member of the Enlarged Group and their respective directors and officers (collectively, the

“Indemnified Parties” and individually, an “Indemnified Party”) and keep each of the Indemnified

Party fully and effectively indemnified on a continuing basis and on demand against all actions,

claims and proceedings from time to time made against, and all losses and damage suffered and all

payments, costs or expenses (except for any loss or damage arisen out of any wilful default, gross

negligence, fraud or wilful breach of the terms of the Deed of Non-Competition on the part of the

Company) made or incurred by, such Indemnified Party arising out of or in connection with or by

reason of any breach or alleged breach on the part of the Covenantor of any of their obligations under

or the representations and warranties or other provisions of the Deed of Non-Competition.

NON-DISPOSAL UNDERTAKINGS

Undertakings to the Stock Exchange

Undertaking by the Company

Pursuant to Rule 10.08 of the Listing Rules, the Company undertakes to the Stock Exchange that

except pursuant to the [REDACTED], no further Shares or securities convertible into equity securities

of the Company (whether or not of a class already listed) may be issued by the Company or form the

subject of any agreement to such an issue by the Company within six months from the date of

Resumption (whether or not such issue of Shares or securities of the Company will be completed

within six months from the date of Resumption), except in certain circumstances prescribed by Rule

10.08 of the Listing Rules.

Undertaking by the Controlling Shareholder

Pursuant to Rule 10.07 of the Listing Rules, the Controlling Shareholder undertakes to the Stock

Exchange and to the Company that except pursuant to the [REDACTED], he will not at any time:

(a) during the period commencing on the date of Resumption and ending on the date falling six

months from the date of Resumption (the “First Six-month Period“), dispose of, or enter

into any agreement to dispose of or otherwise create any options, rights, interests or

encumbrances in respect of, any of the securities of the Company in respect of which he

is shown to be the beneficial owner in this circular; or

(b) in the six-month period commencing on the expiry of the First Six-month Period set out in

paragraph (a) above (the “Second Six-month Period“), dispose of, or enter into any

agreement to dispose of or otherwise create any options, rights, interests or encumbrances

in respect of, any of the securities mentioned in paragraph (a) if, immediately following

such disposal or upon the exercise or enforcement of such options, rights, interests or

encumbrances, he/she/it would cease to be a controlling shareholder of the Company for

the purposes of the Listing Rules.
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Pursuant to Note (3) to Rule 10.07(2) of the Listing Rules, the Controlling Shareholder has

further undertaken to the Stock Exchange and to the Company that within the period commencing on

the date of Resumption and to the date which is 12 months from the date of Resumption, he will:

(a) when he pledges or charges any securities of the Company or interests therein beneficially

owned by him in favour of any authorised institution pursuant to Note (2) to Rule 10.07(2)

of the Listing Rules, immediately inform the Company of such pledge or charge together

with the number of securities so pledged or charged; and

(b) when he receives indications, either verbal or written, from the pledgee or chargee that any

of the securities of the Company pledged or charged will be disposed of, immediately

inform the Company of such indications.

INDEPENDENCE FROM THE CONTROLLING SHAREHOLDER

The Directors and the proposed Director do not expect there to be any significant transactions

between the Enlarged Group and the Controlling Shareholder upon the Resumption.

The Directors and the proposed Director consider that the Enlarged Group is capable of

operating its business independently from the Controlling Shareholder and his close associates

following the Resumption, having taken into consideration the following factors:

(a) Management independence

Upon the Resumption, the Board will comprise of four executive Directors and three

independent non-executive Directors. Save as disclosed in the section headed “Directors,

proposed Director and senior management of the Enlarged Group” in this circular, there is no

other relationship among the Directors and the proposed Director.

The Directors and the proposed Director are of the view that the Enlarged Group is capable

of maintaining management independence as:

(i) the Enlarged Group’s strategies, management, operations and affairs are formulated,

led, managed and/or supervised by the Board and not by any individual Director or

the proposed Director. All major and important corporate actions of the Company are

and will be fully deliberated and determined by the Board collectively and objectively

as a collective body;

(ii) the Company has maintained and will continue to maintain a balanced composition of

executive Directors and independent non-executive Directors with diversified

expertise and experience, so that a strong independent element is present to

effectively exercise independent judgment on the corporate actions of the Company

and a sufficient degree of checks and balances among members of the Board can be

ensured;
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(iii) pursuant to the terms of the service contracts entered into between the Company and

the executive Directors, every executive Director is required to devote substantially

the whole of his time, attention and abilities during normal business hours and such

additional hours as may reasonably be requisite to the Company;

(iv) in the event that there is a potential conflict of interest in or arising out of any

transaction to be considered and approved by the Board, the interested Director(s)

shall abstain from voting at the relevant meeting of the Board considering and

approving such transaction and shall not be counted towards the quorum of such

Board meeting unless this is otherwise permitted under the bye-laws of the Company

and/or the Listing Rules;

(v) the Company has three independent non-executive Directors, who are not associated

with the Controlling Shareholder or his close associates. Resolutions of the Board

approving any matters in which any of the executive Directors has a potential conflict

of interest and/or material interest will, for so long as all the executive Directors or

their respective associates are also controlling shareholders and are relatives of the

others, only be considered and approved by the independent non-executive Directors

(as under the provisions of the bye-laws of the Company and the Listing Rules, the

executive Directors will then be prohibited from voting on the resolution(s) and will

not be counted towards the quorum of the relevant Board meetings at which the

relevant resolution(s) is/are approved). The independence of the Board’s decisions in

respect of any matters in which any of the Enlarged Group’s executive Directors has

a potential conflict of interest and/or material interest is and can be ensured;

(vi) the Company has established corporate governance procedures in safeguarding the

interests of the Shareholders and enhancing Shareholders’ value. Each Director is

fully aware of his fiduciary duty to the Company, and will abstain from voting on any

matter where there is or may be a conflict of interest as required under and in

accordance with the bye-laws of the Company and the Listing Rules; and

(vii) the Board from time to time delegates certain functions to, and is assisted by its senior

management in the implementation of the business plan and strategy as laid down by

the Board. The day-to-day management and operations of the Enlarged Group are

operated independently from the influence of the Controlling Shareholder and his

close associates.
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(b) Financial independence

The Enlarged Group has an independent financial system and makes financial decisions

according to its own business needs. As at 31 December 2017, 31 December 2018 and 31

December 2019, the aggregate amounts due to the Directors, Controlling Shareholder and his

close associates amounted to approximately HK$8,000, HK$8,000 and HK$619,000,

respectively. The above amounts will be settled upon Resumption. Save as disclosed above, the

Directors and the proposed Director are of the view that the Enlarged Group is not financially

dependent on the Controlling Shareholder or his associates in the business operations and the

Enlarged Group is able to obtain external financing on market terms and conditions for the

business operations as and when required.

(c) Operational independence

The operations of the Enlarged Group are independent of and not connected with the

Controlling Shareholder. The Enlarged Group has established its own organisational structure

comprising individual departments including quality control, cost management, accounting and

finance, procurement, sales and marketing, customer services, legal, human resources, internal

control and risk management, each with specific areas of responsibilities. The Enlarged Group

has also established various internal control procedures to facilitate the effective operation of its

business.

During the Track Record Period and up to the Latest Practicable Date, the Enlarged Group

had independent access to suppliers of the Enlarged Group for the business operation and all of

the customers are Independent Third Parties. All of the operating subsidiaries of the Company

hold the licences necessary for the operation of the Enlarged Group’s business in their own

names.

CORPORATE GOVERNANCE MEASURES

The Directors believe that there are adequate corporate governance measures in place to manage

any potential conflicts of interest and ensure compliance with the Deed of Non-Competition. In

addition, the Company has adopted the following corporate governance measures to further strengthen

protection of the interests of the Shareholders:

(i) the Company is committed to ensuring that the Board has a balanced composition of

executive and non-executive Directors (including independent non-executive Directors) so

that there is a strong independent element on the Board, which can effectively exercise

independent judgment. The independent non-executive Directors, details of whom are set

out in the section headed “Directors, proposed Director and senior management of the

Enlarged Group” in this circular, together possess the requisite industry knowledge and

experience for their views to carry weight. The majority of the independent non-executive

Directors have experience as directors of listed companies and will be able to provide

impartial and professional advice to protect the interests of the minority shareholders;
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(ii) any Director with material interest in any matter in respect of which a conflict or potential

conflict of interest with the Enlarged Group may arise must make full disclosure in respect

of such matter to the Board, and any conflicted Director, will abstain from participation in

any board meeting when matters relating to any rights granted in favour of the Company

under the Deed of Non-Competition, unless his attendance is requested by a majority of the

independent non-executive Directors. Notwithstanding his attendance, he shall not vote or

be counted towards the quorum in respect of such matters;

(iii) the independent non-executive Directors will review the compliance by the Covenantor and

enforcement of the Deed of Non-Competition on an annual basis. The Covenantor will

provide all information requested by the Enlarged Group which is necessary for such

review by the independent non-executive Directors and the Enlarged Group will disclose

such matters received by the independent non-executive Directors in its annual reports or

by way of announcements; and

(iv) the Covenantor will make an annual declaration on its compliance with the Deed of

Non-Competition in the annual report of the Company and ensure that the disclosure of

details of the compliance with and the enforcement of the Deed of Non-Competition is

consistent with the principles of disclosure under the Corporate Governance Code

contained in Appendix 14 to the Listing Rules.
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The Company has sought the following waivers from strict compliance with the relevant

provisions of the Listing Rules and the CWUMPO:

WAIVER IN RELATION TO RULE 10.04 OF THE LISTING RULES

Pursuant to Rule 10.04 of the Listing Rules, an existing Shareholder may only subscribe for or

purchase any securities for which listing is sought which are being marketed by or on behalf of a new

applicant either in his or its own name or through nominees if two conditions are fulfilled. One of the

conditions set out in Rule 10.03(1) of the Listing Rules is that no securities are offered to the existing

Shareholders on a preferential basis and no preferential treatment is given to them in the allocation

of the securities.

Since [REDACTED] that are available for subscription by the Qualifying Shareholders as

[REDACTED] under the [REDACTED] will contravene Rule 10.03(1) of the Listing Rules, the

Company has made an application to the Stock Exchange for a waiver from strict compliance with

Rule 10.04 of the Listing Rules for allowing the Qualifying Shareholders to participate in the

[REDACTED].

WAIVER IN RELATION TO RULE 4.04(1) OF THE LISTING RULES

Rule 4.04(1) of the Listing Rules requires the Company to include in this circular an

accountants’ report covering the consolidated results of the Target Group in respect of each of the

three financial years immediately preceding the issue of this circular or such shorter period as may

be acceptable to the Stock Exchange.

The accountants’ report of the Target Group for each of the three years ended 30 September 2019

and the nine months ended 30 June 2020 had been prepared and is set out in Appendix I to this

circular.

The Company has applied for a waiver from the Stock Exchange from strict compliance with

Rule 4.04(1) of the Listing Rules in relation to the inclusion of the Target Group’s audited financial

results for the three years ended 30 September 2020 in this circular on the following grounds:

(a) considering that the reporting accountants of the Target Group would have to undertake a

considerable amount of work to prepare, update and finalise the accountants’ report to

cover an additional three-month period from 1 July 2020 to 30 September 2020, strict

compliance with Rule 4.04(1) of the Listing Rules would be burdensome as there would not

be sufficient time for the reporting accountants of the Target Group to finalise the audited

financial statements of the Target Group for the year ended 30 September 2020 for

inclusion in this circular to meet with the timetable for the Resumption. The additional

audit work to be done by the reporting accountants would not only involve additional costs

and expenses but also require substantial volume of work to be carried out for audit

purposes. It would not be possible for the audited results of the Target Group for the year
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ended 30 September 2020 to be finalised within less than two months after the financial
year end. If the full year results for the financial year ended 30 September 2020 are to be
included, there will be a significant delay in the publication of this circular and the
proposed Resumption. The Directors consider that the additional risks, works and expenses
involved may not be justified given that there has not been any material adverse change in
the financial position or prospects of the Target Group since 30 June 2020, being the date
to which the latest audited consolidated financial statements for the Target Group were
made up. The delay in the timetable for the Resumption would further jeopardise the
interest and benefit of the Shareholders, who have been prejudiced since the suspension of
trading in the Shares on the Stock Exchange from 23 January 2018;

(b) the Directors confirm that sufficient due diligence on the Target Group has been performed
and after conducting all due enquiries they are not aware of any event since 30 June 2020
that would adversely and materially affect the information shown in the Accountants’
Report of the Target Group as set out in Appendix I to this circular and other financial
information related to the Target Group set out in this circular. The Directors and directors
of the Target Company also confirm that, save for the [REDACTED], there has been no
material adverse change in the financial and trading positions or prospects of the Group and
the Target Group since the date to which their respective last audited financial statements
were prepared. The Directors consider that this circular includes all information as may be
reasonably necessary to enable Shareholders and the potential investors to make an
informed assessment of the activities, assets and liabilities and financial position of the
Target Group and the exemption from strict compliance with the relevant requirements of
Rule 4.04(1) of the Listing Rules would not prejudice the interests of the investing public;

(c) a profit estimate of the Target Group for the year ended 30 September 2020 has been
included in this circular. Shareholders and the investing public would be given guidance as
to the date to which their respective last audited financial statements were prepared the
Target Group’s financial performance for the year ended 30 September 2020; and

(d) the Company will publish its annual results and annual report within the time prescribed
under Rules 13.49(1) and 13.46(1) of the Listing Rules.

The Stock Exchange has granted the Company a waiver from strict compliance with Rule 4.04(1)
of the Listing Rules on the conditions that:

(i) this circular shall be issued within two months after the latest year end of the Target
Company, i.e. on or before 30 November 2020 and the trading of the Shares will be resumed
on the Stock Exchange within three months after the latest year end of the Target Company,
i.e. before 31 December 2020;

(ii) a profit estimate of the Target Group for the year ended 30 September 2020, which
complies with Rules 11.17 to 11.19 of the Listing Rules, shall be included in this circular;
and

(iii) a statement from the Directors and the directors of the Target Group that, save for the
[REDACTED], there is no material adverse change to the financial and trading positions
or prospect of the Group and the Target Group respectively with specific reference to the
results of the Group and the Target Group since the date to which their respective last
audited financial statements were prepared, shall be included in this circular.
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WAIVER IN RELATION TO SECTION 342(1) OF THE CWUMPO

Pursuant to section 342(1) of the CWUMPO, the [REDACTED] shall include an accountant’s

report which contains the matters specified in the Third Schedule to the CWUMPO.

Pursuant to paragraph 27 of Part I of the Third Schedule to the CWUMPO, the Company is

required to include in the [REDACTED] a statement as to the gross trading income or sales turnover

(as the case may be) of the Company during each of the three financial years immediately preceding

the issue of the [REDACTED] as well as an explanation of the method used for the computation of

such income or turnover and a reasonable breakdown of the more important trading activities.

Pursuant to paragraph 31 of Part II of the Third Schedule to the CWUMPO, the Company is

required to include in the [REDACTED] a report by auditors of the Company with respect to the

financial results of the Group for each of the three financial years immediately preceding the issue

of the [REDACTED].

Pursuant to section 342A(1) of the CWUMPO, the SFC may issue, subject to such conditions (if

any) as the SFC thinks fit, a certificate of exemption from compliance with the relevant requirements

under the CWUMPO if, having regard to the circumstances, the SFC considers that the exemption will

not prejudice the interests of the investing public and compliance with any or all of such requirements

would be irrelevant or unduly burdensome, or is otherwise unnecessary or inappropriate.

If necessary, the Company will make an application to the SFC for a certificate of exemption

from strict compliance with the requirements under paragraph 27 of Part I and paragraph 31 of Part

II of the Third Schedule to the CWUMPO.
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DIRECTORS AND SENIOR MANAGEMENT

The board of Directors of the Company immediately following the Resumption will consist of

seven Directors, comprising of four executive Directors and three independent non-executive

Directors.

The following table sets forth a summary of information regarding the Directors, the proposed

Director and the senior management of the Enlarged Group upon Resumption:

Name Age

Position/
Proposed
position

Date of
joining the
Group

Date of
appointment
as Director

Roles and
responsibilities

Relationship with
other Directors,
the proposed
Director, senior
management and
Controlling
Shareholder

Executive Directors

Mr. Chan Chun
Choi (陳進財)

75 Chairman
and
executive
Director

5 September
1997

5 September
1997

Responsible for
strategic planning,
corporate
development and
overall operations
and management
of the Enlarged
Group

Father of Mr.
Kingsley Chan,
Husband of Ms.
Lucy Lo

Mr. Chang Man
Weng (曾萬榮)

46 Executive
Director

Upon
Resumption

Upon
Resumption

Responsible for
overall
management and
formulation of
business strategies
of the Enlarged
Group

Nil

Mr. Chan Kingsley
Chiu Yin
(陳釗然)

33 Deputy
Chairman
and
executive
Director

15 August
2012

15 August
2012

Responsible for
strategic planning,
corporate
development and
overall operations
and management
of the Enlarged
Group

Son of Mr. Chan

Ms. Lo So Wa
Lucy (盧素華)

51 Executive
Director

6 October
2003

6 October
2003

Responsible for
strategic planning,
corporate
development and
overall operations
and management
of the Enlarged
Group

Wife of Mr. Chan
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Name Age

Position/
Proposed
position

Date of
joining the
Group

Date of
appointment
as Director

Roles and
responsibilities

Relationship with
other Directors,
the proposed
Director, senior
management and
Controlling
Shareholder

Independent non-executive Directors

Mr. Ip Ka Keung
Patrick (葉家強)

51 Independent
non-executive
Director

18 January
2010

18 January
2010

Responsible for
providing
independent advice
on issues of
strategy, policy,
performance,
accountability,
resources and
standard of
conduct of the
Enlarged Group

Chairman of the
audit committee
and a member of
the remuneration
committee and the
nomination
committee

Nil

Dr. Lam King
Hang (林勁恒)

49 Independent
non-executive
Director

1 June 2010 1 June 2010 Responsible for
providing
independent advice
on issues of
strategy, policy,
performance,
accountability,
resources and
standard of
conduct of the
Enlarged Group

Chairman of the
remuneration
committee and a
member of the
audit committee
and the nomination
committee

Nil
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Name Age

Position/
Proposed
position

Date of
joining the
Group

Date of
appointment
as Director

Roles and
responsibilities

Relationship with
other Directors,
the proposed
Director, senior
management and
Controlling
Shareholder

Mr. Cheung Man
Fu (張文富)

47 Independent
non-executive
Director

1 August
2011

1 August
2011

Responsible for
providing
independent advice
on issues of
strategy, policy,
performance,
accountability,
resources and
standard of
conduct of the
Enlarged Group

Chairman of the
nomination
committee and a
member of the
audit committee
and the
remuneration
committee

Nil

Senior management

Mr. Mak Chi Tong
Tommy (麥志堂)

49 Project
director

Upon
Resumption

Not
applicable

Responsible for
projects operation
and
implementation of
quality
management of the
Enlarged Group

Nil
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EXECUTIVE DIRECTORS AND PROPOSED EXECUTIVE DIRECTOR

Mr. CHAN Chun Choi (陳進財), aged 75, is the chairman and managing director of the Company.

Together with his ex-wife, Madam Lam Mo Kuen, Anna, Mr. Chan founded the Company in

mid-1980s and has been an executive Director since 1997. Mr. Chan has over 30 years of experience

in the distribution and marketing of automotive products, principally in the PRC. Mr. Chan is

responsible for the strategic planning and business development of the Group. He had been a member

of the Consultative Conference of Guangdong Province, a committee member of the China Council

for the Promotion of Peaceful National Reunification, an honorary citizen of Jiangmen and Enping,

the PRC, and the honorary chairman of the Federation of Hong Kong Guangdong Community

Organization Limited. Mr. Chan is the spouse of Ms. Lucy Lo and the father of Mr. Kingsley Chan,

both of them executive Directors of the Company.

Mr. Chan was a director of the following companies, which were dissolved (but not due to

members’ voluntary winding-up), with details as follows:

Name of company
Place of
incorporation

Date of
dissolution

Nature of
proceeding

Nature of
business
before
dissolution

Victory Trading (China)

Limited

Hong Kong 24 January

2003

Dissolved by

striking off

(Note 1)

Inactive

Kam Tak Lee (Group)

Company Limited

Hong Kong 25 April 2003 Dissolved by

striking off

(Note 1)

Inactive

Richplan Industrial Limited Hong Kong 8 April 2005 Dissolved by

striking off

(Note 1)

Inactive

Aventura Networks (Asia)

Limited

Hong Kong 8 December

2006

Dissolved by

striking off

(Note 1)

Inactive

Well Profit Shipping Limited Hong Kong 22 August 2008 Dissolved by

striking off

(Note 1)

Inactive

C&S Asia (Consultant)

Limited

Hong Kong 17 October

2008

Dissolved by

striking off

(Note 1)

Inactive
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Name of company
Place of
incorporation

Date of
dissolution

Nature of
proceeding

Nature of
business
before
dissolution

C&S Asia Trading Company

Limited

Hong Kong 17 October

2008

Dissolved by

striking off

(Note 1)

Inactive

C&S Investment (Holdings)

Limited

Hong Kong 17 October

2008

Dissolved by

striking off

(Note 1)

Inactive

C&S Oil Development

(Holdings) Limited

Hong Kong 17 October

2008

Dissolved by

striking off

(Note 1)

Inactive

Hua Hong Shi Zhou

Investment Co., Limited

Hong Kong 22 February

2013

Dissolved by

deregistration

(Note 2)

Inactive

Victory Inc. Limited Hong Kong 27 December

2013

Dissolved by

deregistration

(Note 2)

Inactive

AC Cars Limited Hong Kong 31 August 2018 Dissolved by

deregistration

(Note 3)

Inactive

Bao Li Hua Holdings Limited Hong Kong 31 August 2018 Dissolved by

deregistration

(Note 3)

Inactive

Vic Step International

Limited

Hong Kong 31 August 2018 Dissolved by

deregistration

(Note 3)

Inactive

Bao Li Securities Limited Hong Kong 20 September

2019

Dissolved by

deregistration

(Note 3)

Inactive

Victory Global Trading

Limited

Hong Kong 20 September

2019

Dissolved by

deregistration

(Note 3)

Inactive

Notes:

1. Under Section 291 of the Predecessor Companies Ordinance, where the Registrar of Companies in Hong Kong has

reasonable cause to believe that a company is not carrying on business or in operation, the Registrar of Companies

in Hong Kong may strike the name of the company off the register after the expiration of a specified period.
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2. Under Section 291AA of the Predecessor Companies Ordinance, an application for deregistration can only be

made if (a) all the members of such company agreed to such deregistration; (b) such company has never

commenced business or operation, or has ceased to carry on business or ceased operation for more than three

months immediately before the application and (c) such company has no outstanding liabilities.

3. Under Section 751 of the Companies Ordinance, an application for de-registration can only be made if (a) all the

members of such company agreed to such deregistration; (b) such company has never commenced business or

operation, or has ceased to carry on business or ceased operation for more than three months immediately before

the application; (c) such company has no outstanding liabilities; (d) such company is not a party to any legal

proceedings; (e) such company’s assets do not consist of any immovable property situated in Hong Kong; and (f)

if such company is a holding company, none of the subsidiary’s assets consist of any immovable property situated

in Hong Kong.

Mr. Chan confirmed that the above-mentioned companies had remained solvent and had no

outstanding liabilities on or before their dissolutions, and have not been involved in any material

non-compliance incidents, claims, litigations or legal proceedings and there were no claims against

himself in relation to the above-mentioned companies. Mr. Chan further confirmed that there was no

wrongful act on his part leading to the dissolutions of the above-mentioned companies.

Save as disclosed in this circular, as at the Latest Practicable Date, Mr. Chan (i) had no interests

in the Shares within the meaning of Part XV of the SFO; (ii) did not have any other relationship with

any Directors, the proposed Director, senior management of the Company, substantial shareholders or

controlling shareholders; and (iii) did not hold any directorship in any public companies, the

securities of which were listed on any securities market in Hong Kong or overseas in the last three

years.

Mr. CHANG Man Weng (曾萬榮), aged 46, is proposed to be appointed as an executive Director.

Mr. Chang is one of the founders of the Target Group. He has been a director of the Target

Company since July 2019 and a director of PCL since April 2013. He has been responsible for the

overall management and formulation of business strategies of the Target Group.

Mr. Chang has more than 24 years of experience in the construction industry. Prior to the

establishment of the Target Group in April 2013, Mr. Chang worked as a technical apprentice at

Gammon Construction Limited from December 1995 to March 1998. From March 1998 to September

1999, he worked as a resident works supervisor at Mott Connell Limited (currently known as Mott

MacDonald Hong Kong Limited). From September 1999 to April 2000, he worked as a works

supervisor at Montgomery Watson Hong Kong Limited (currently known as MWH Hong Kong

Limited). From April 2000 to September 2001, he worked as a works supervisor at Binnie Black &

Veatch (NEA) Limited (currently known as Black & Veatch (Asia) Limited). From September 2001

to March 2004, he worked as a works supervisor at Mott Connell Limited (currently known as Mott

MacDonald Hong Kong Limited). From March 2004 to April 2007, he worked as a works supervisor

at Scott Wilson Limited (currently known as AECOM Consulting Services Limited). From April 2007

to April 2009, he worked as a resident assistant inspector of works at Maunsell Consultants Asia

Limited (currently known as AECOM Asia Company Limited). From May 2009 to March 2011, he

worked as a resident inspector of works at AECOM Asia Company Limited. From March 2011 to May

2013, he worked as a senior site agent at Ming Hing Engineering (HK) Company Limited.
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Mr. Chang completed a construction supervisor trainee programme in civil engineering

supervisors at the Construction Industry Training Authority (currently known as Construction Industry

Training Board) in 1995. He obtained a certificate in civil engineering studies from the Vocational

Training Council in 1996. He then obtained a higher certificate in civil engineering from the Hong

Kong Technical Colleges (currently known as the Hong Kong Institute of Vocational Education) in

2001. He completed a construction safety officer course at the Construction Industry Training

Authority (currently known as Construction Industry Training Board) in 2002. He obtained a

certificate in location of underground electricity cables from The Hong Kong Polytechnic University

in 2003. He completed the water pipe and fitting works course at Industrial Centre, The Hong Kong

Polytechnic University in 2005. He also completed the polyethylene (PE) pipes electro-fusion course

at Department of Computing & Information Management, Hong Kong Institute of Vocational

Education (Haking Wong) in 2006. He obtained a bachelor’s degree in civil engineering from the

Leeds Metropolitan University (currently known as the Leeds Beckett University) in 2012. He has

been a chartered member of the Macau Institution of Engineers since 2013.

Save as disclosed in this circular, as at the Latest Practicable Date, Mr. Chang (i) had no interests

in the Shares within the meaning of Part XV of the SFO; (ii) did not have any other relationship with

any Directors, senior management of the Company, substantial shareholders or controlling

shareholders; and (iii) did not hold any directorship in any public companies, the securities of which

were listed on any securities market in Hong Kong or overseas in the last three years.

Mr. CHAN Kingsley Chiu Yin (陳釗然), aged 33, was appointed an executive director of the

Company on 15 August 2012. He first joined the Group in 2009 as a general manager and has since

gained over a decade of experience in the principal businesses of the Group. Mr. Kingsley Chan is the

son of Mr. Chan, the chairman and managing director of the Company and ex-director Madam Lam

Mo Kuen Anna.

Save as disclosed in this circular, as at the Latest Practicable Date, Mr. Kingsley Chan (i) had

no interests in the Shares within the meaning of Part XV of the SFO; (ii) did not have any other

relationship with any Directors, the proposed Director, senior management of the Company,

substantial shareholders or controlling shareholders; and (iii) did not hold any directorship in any

public companies, the securities of which were listed on any securities market in Hong Kong or

overseas in the last three years.

Mr. Kingsley Chan was a director of the following companies, which were dissolved (but not due

to members’ voluntary winding-up), with details as follows:

Name of company
Place of
incorporation

Date of
dissolution

Nature of
proceeding

Nature of
business
before
dissolution

Hua Hong Shi Zhou

Investment Co., Limited

Hong Kong 22 February

2013

Dissolved by

deregistration

(Note 1)

Inactive

DIRECTORS, PROPOSED DIRECTOR AND
SENIOR MANAGEMENT OF THE ENLARGED GROUP

− 232 −

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.



Name of company
Place of
incorporation

Date of
dissolution

Nature of
proceeding

Nature of
business
before
dissolution

Bao Li Hua Holdings Limited Hong Kong 31 August 2018 Dissolved by

deregistration

(Note 2)

Inactive

Victory Global Trading

Limited

Hong Kong 20 September

2019

Dissolved by

deregistration

(Note 2)

Inactive

Notes:

1. Under Section 291AA of the Predecessor Companies Ordinance, an application for deregistration can only be

made if (a) all the members of such company agreed to such deregistration; (b) such company has never

commenced business or operation, or has ceased to carry on business or ceased operation for more than three

months immediately before the application and (c) such company has no outstanding liabilities.

2. Under Section 751 of the Companies Ordinance, an application for de-registration can only be made if (a) all the

members of such company agreed to such deregistration; (b) such company has never commenced business or

operation, or has ceased to carry on business or ceased operation for more than three months immediately before

the application; (c) such company has no outstanding liabilities; (d) such company is not a party to any legal

proceedings; (e) such company’s assets do not consist of any immovable property situated in Hong Kong; and (f)

if such company is a holding company, none of the subsidiary’s assets consist of any immovable property situated

in Hong Kong.

Mr. Kingsley Chan confirmed that the above-mentioned companies had remained solvent and

had no outstanding liabilities on or before their dissolutions, and have not been involved in any

material non-compliance incidents, claims, litigations or legal proceedings and there were no claims

against himself in relation to the above-mentioned companies. Mr. Kingsley Chan further confirmed

that there was no wrongful act on his part leading to the dissolutions of the above-mentioned

companies.

Ms. LO So Wa Lucy (盧素華), aged 51, formerly known as Ms. Lu Su Hua, was appointed an

executive director of the Company on 6 October 2003.

Prior to joining the Group, Ms. Lucy Lo worked as a deputy general manager for a company

primarily engaged in LED business. She graduated from the Beijing Foreign Studies University in

1999, and obtained a Master of Business Administration (MBA) degree from the University of

Ballarat in Australia in 2003. Ms. Lucy Lo is also a director of certain subsidiaries of the Company

and the spouse of Mr. Chan, the chairman and managing director of the Company.
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Ms. Lucy Lo was a director of the following company, which was dissolved (but not due to

members’ voluntary winding-up), with details as follows:

Name of company
Place of
incorporation

Date of
dissolution

Nature of
proceeding

Nature of
business
before
dissolution

Bao Li Securities Limited Hong Kong 20 September

2019

Dissolved by

deregistration

(Note)

Inactive

Note: Under Section 751 of the Companies Ordinance, an application for de-registration can only be made if (a) all the

members of such company agreed to such deregistration; (b) such company has never commenced business or

operation, or has ceased to carry on business or ceased operation for more than three months immediately before

the application; (c) such company has no outstanding liabilities; (d) such company is not a party to any legal

proceedings; (e) such company’s assets do not consist of any immovable property situated in Hong Kong; and

(f) if such company is a holding company, none of the subsidiary’s assets consist of any immovable property

situated in Hong Kong.

Ms. Lucy Lo confirmed that the above-mentioned company had remained solvent and had no

outstanding liabilities on or before its dissolution, and has not been involved in any material

non-compliance incidents, claims, litigations or legal proceedings and there were no claims against

herself in relation to the above-mentioned company. Ms. Lucy Lo further confirmed that there was no

wrongful act on her part leading to the dissolution of the above-mentioned company.

Save as disclosed in this circular, as at the Latest Practicable Date, Ms. Lucy Lo (i) had no

interests in the Shares within the meaning of Part XV of the SFO; (ii) did not have any other

relationship with any Directors, the proposed Director, senior management of the Company,

substantial shareholders or controlling shareholders; and (iii) did not hold any directorship in any

public companies, the securities of which were listed on any securities market in Hong Kong or

overseas in the last three years.
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INDEPENDENT NON-EXECUTIVE DIRECTORS

Mr. IP Ka Keung Patrick (葉家強) (“Mr. Ip”), aged 51, was appointed an independent

non-executive Director of the Company on 18 January 2010.

Mr. Ip started his career with one of the big six auditing firms in London and Hong Kong. After

which he joined the Regulatory and Legal division of the telecom arm of a Hong Kong Blue Chip

company. He was also the CFO of a SFC Type 9 regulated corporation. Mr. Ip holds a bachelor’s

degree in accounting and finance from University of Leeds and a bachelor’s degree in law from the

University of London in the UK. Mr. Ip is a Certified Public Accountant in Hong Kong and a

Chartered Financial Analyst.

Mr. Ip was a director of the following companies, which were dissolved (but not due to members’

voluntary winding-up), with details as follows:

Name of company
Place of
incorporation

Date of
dissolution

Nature of
proceeding

Nature of
business
before
dissolution

Allied Star Enterprise

Limited

Hong Kong 16 February

2001

Dissolved by

deregistration

(Note)

Inactive

Century Eagle Enterprise

Limited

Hong Kong 16 February

2001

Dissolved by

deregistration

(Note)

Inactive

Charter Capital Investments

Limited

Hong Kong 16 February

2001

Dissolved by

deregistration

(Note)

Inactive

Country Star International

Limited

Hong Kong 16 February

2001

Dissolved by

deregistration

(Note)

Inactive

Eternal Base Investments

Limited

Hong Kong 16 February

2001

Dissolved by

deregistration

(Note)

Inactive

Genuine Ocean Investments

Limited

Hong Kong 16 February

2001

Dissolved by

deregistration

(Note)

Inactive

Grand Elite Investments

Limited

Hong Kong 16 February

2001

Dissolved by

deregistration

(Note)

Inactive
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Name of company
Place of
incorporation

Date of
dissolution

Nature of
proceeding

Nature of
business
before
dissolution

Grand Perfect Enterprise

Limited

Hong Kong 16 February

2001

Dissolved by

deregistration

(Note)

Inactive

Pacific Supreme Investments

Limited

Hong Kong 16 February

2001

Dissolved by

deregistration

(Note)

Inactive

Perfect Capital Development

Limited

Hong Kong 16 February

2001

Dissolved by

deregistration

(Note)

Inactive

Sino Billion Enterprise

Limited

Hong Kong 16 February

2001

Dissolved by

deregistration

(Note)

Inactive

Sino Fortress Enterprise

Limited

Hong Kong 16 February

2001

Dissolved by

deregistration

(Note)

Inactive

Sino Reliance Investments

Limited

Hong Kong 16 February

2001

Dissolved by

deregistration

(Note)

Inactive

Sino System Development

Limited

Hong Kong 16 February

2001

Dissolved by

deregistration

(Note)

Inactive

Solar Success International

Limited

Hong Kong 16 February

2001

Dissolved by

deregistration

(Note)

Inactive

South Global Investments

Limited

Hong Kong 16 February

2001

Dissolved by

deregistration

(Note)

Inactive

Union Hero Enterprise

Limited

Hong Kong 16 February

2001

Dissolved by

deregistration

(Note)

Inactive
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Name of company
Place of
incorporation

Date of
dissolution

Nature of
proceeding

Nature of
business
before
dissolution

World Rank International

Limited

Hong Kong 16 February

2001

Dissolved by

deregistration

(Note)

Inactive

Mark Universal Investments

Limited

Hong Kong 9 March 2001 Dissolved by

deregistration

(Note)

Inactive

Goldland Interior Designs

Limited

Hong Kong 19 July 2002 Dissolved by

deregistration

(Note)

Inactive

Metro Cosmos Investments

Limited

Hong Kong 14 November

2003

Dissolved by

deregistration

(Note)

Inactive

Metro Smart Enterprise

Limited

Hong Kong 19 December

2003

Dissolved by

deregistration

(Note)

Inactive

China Occasion Limited Hong Kong 9 January 2004 Dissolved by

deregistration

(Note)

Inactive

First Victory Investments

Limited

Hong Kong 9 January 2004 Dissolved by

deregistration

(Note)

Inactive

Genuine Pacific Investments

Limited

Hong Kong 9 January 2004 Dissolved by

deregistration

(Note)

Inactive

Grand Million International

Investment Limited

Hong Kong 9 January 2004 Dissolved by

deregistration

(Note)

Inactive

Max Glory Enterprise

Limited

Hong Kong 9 January 2004 Dissolved by

deregistration

(Note)

Inactive
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Name of company
Place of
incorporation

Date of
dissolution

Nature of
proceeding

Nature of
business
before
dissolution

Nice Eagle Investments

Limited

Hong Kong 9 January 2004 Dissolved by

deregistration

(Note)

Inactive

Seesight Limited Hong Kong 9 January 2004 Dissolved by

deregistration

(Note)

Inactive

T&I International Limited Hong Kong 9 January 2004 Dissolved by

deregistration

(Note)

Inactive

Kin Union Trading Limited Hong Kong 20 February

2004

Dissolved by

deregistration

(Note)

Inactive

Pak Fai Investments Limited Hong Kong 28 May 2004 Dissolved by

deregistration

(Note)

Inactive

Speedy Rich Limited Hong Kong 30 July 2004 Dissolved by

deregistration

(Note)

Inactive

Goldland Properties

Consultants Limited

Hong Kong 29 April 2005 Dissolved by

deregistration

(Note)

Inactive

Note: Under Section 291AA of the Predecessor Companies Ordinance, an application for deregistration can only be

made if (a) all the members of such company agreed to such deregistration; (b) such company has never

commenced business or operation, or has ceased to carry on business or ceased operation for more than three

months immediately before the application and (c) such company has no outstanding liabilities.

Mr. Ip confirmed that the above-mentioned companies had remained solvent and had no

outstanding liabilities on or before their dissolutions, and have not been involved in any material

non-compliance incidents, claims, litigations or legal proceedings and there were no claims against

himself in relation to the above-mentioned companies. Mr. Ip further confirmed that there was no

wrongful act on his part leading to the dissolutions of the above-mentioned companies.

DIRECTORS, PROPOSED DIRECTOR AND
SENIOR MANAGEMENT OF THE ENLARGED GROUP

− 238 −

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.



Save as disclosed in this circular, as at the Latest Practicable Date, Mr. Ip (i) had no interests

in the Shares within the meaning of Part XV of the SFO; (ii) did not have any other relationship with

any Directors, the proposed Director, senior management of the Company, substantial shareholders or

controlling shareholders; and (iii) did not hold any directorship in any public companies, the

securities of which were listed on any securities market in Hong Kong or overseas in the last three

years.

Dr. LAM King Hang (林勁恒) (“Dr. Lam”), aged 49, was appointed an independent

non-executive Director of the Company on 1 June 2010.

Dr. Lam received a bachelor’s degree in engineering from the University of Hong Kong in 1995.

He worked in the building services industry for several years after graduation and joined the

University of Hong Kong photovoltaic research team in 1998. His research focus was on photovoltaic

applications in Hong Kong. In 2007, he received a doctoral degree in architecture at The University

of Hong Kong and was appointed as Honorary Lecturer at the University of Hong Kong in 2009. Dr.

Lam had been a senior manager in a solar energy company from 2007 to 2013 and is currently a

lecturer of the Department of Electrical and Electronic Engineering at the University of Hong Kong.

Dr. Lam was a director of the following company, which was dissolved (but not due to members’

voluntary winding-up), with details as follows:

Name of company
Place of
incorporation

Date of
dissolution

Nature of
proceeding

Nature of
business
before
dissolution

Advanced Clean Technologies

Limited

Hong Kong 4 March 2016 Dissolved by

deregistration

(Note)

Engineering

Note: Under Section 751 of the Companies Ordinance, an application for de-registration can only be made if (a) all the

members of such company agreed to such deregistration; (b) such company has never commenced business or

operation, or has ceased to carry on business or ceased operation for more than three months immediately before

the application; (c) such company has no outstanding liabilities; (d) such company is not a party to any legal

proceedings; (e) such company’s assets do not consist of any immovable property situated in Hong Kong; and

(f) if such company is a holding company, none of the subsidiary’s assets consist of any immovable property

situated in Hong Kong.

Dr. Lam confirmed that the above-mentioned company had remained solvent and had no

outstanding liabilities on or before its dissolution, and has not been involved in any material

non-compliance incidents, claims, litigations or legal proceedings and there were no claims against

himself in relation to the above-mentioned company. Dr. Lam further confirmed that there was no

wrongful act on his part leading to the dissolution of the above-mentioned company.
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Save as disclosed in this circular, as at the Latest Practicable Date, Dr. Lam (i) had no interests

in the Shares within the meaning of Part XV of the SFO; (ii) did not have any other relationship with

any Directors, the proposed Director, senior management of the Company, substantial shareholders or

controlling shareholders; and (iii) did not hold any directorship in any public companies, the

securities of which were listed on any securities market in Hong Kong or overseas in the last three

years.

Mr. CHEUNG Man Fu (張文富) (“Mr. Cheung”), aged 47, was appointed an independent

non-executive Director of the Company on 1 August 2011.

Mr. Cheung graduated from Wu Yi University with a Bachelor of Science degree in Electronics

Engineering in 1996. He has over 9 years of experience in the auto mechanics and LED businesses.

Save as disclosed in this circular, as at the Latest Practicable Date, Mr. Cheung (i) had no

interests in the Shares within the meaning of Part XV of the SFO; (ii) did not have any other

relationship with any Directors, the proposed Director, senior management of the Company,

substantial shareholders or controlling shareholders; and (iii) did not hold any directorship in any

public companies, the securities of which were listed on any securities market in Hong Kong or

overseas in the last three years.

Disclosure of relationships

Save as disclosed above and elsewhere in this circular, each of the Directors and the proposed

Director confirmed with respect to him/herself that: (i) apart from the Company, he/she has not held

directorships in the last three years in other public companies the securities of which are listed on any

securities market in Hong Kong or overseas; (ii) he/she does not have any interests in the Shares

within the meaning of Part XV of the SFO; (iii) there is no other information that should be disclosed

for him/herself pursuant to Rule 13.51(2) of the Listing Rules; and (iv) to the best of the knowledge,

information and belief of the Directors having made all reasonable enquiries, there are no other

matters with respect to his/her existing or proposed appointment as a Director that need to be brought

to the attention of the Shareholders.

AUDIT COMMITTEE

The Company has established an audit committee with written terms of reference in compliance

with the Corporate Governance Code and Rule 3.21 as set out in the Listing Rules. The primary duties

of the audit committee are mainly (i) to make recommendations to the Board on the appointment and

removal of external auditors; (ii) to review and revise the Group’s financial statements and render

advice in respect of financial reporting; (iii) to oversee internal control procedures and corporate

governance of the Group; and (iv) to supervise internal control systems of the Group. All members

of the audit committee are appointed by the Board. The audit committee currently consists of all three

of the independent non-executive Directors, namely Mr. Ip Ka Keung Patrick, Dr. Lam King Hang and

Mr. Cheung Man Fu. Mr. Ip Ka Keung Patrick is the chairman of the audit committee.
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REMUNERATION COMMITTEE

The Company has established a remuneration committee with written terms of reference in

compliance with the Corporate Governance Code and Rule 3.25 as set out in the Listing Rules. The

primary duties of the remuneration committee are mainly (i) to review and make recommendations to

the Board on the overall remuneration policy and structure relating to all Directors and senior

management of the Group; (ii) to review other remuneration-related matters, including

benefits-in-kind and other compensation payable to the Directors and senior management; and (iii) to

review the performance based remunerations and to establish a formal and transparent procedure for

developing policy in relation to remuneration. The remuneration committee currently consists of Dr.

Lam King Hang, Mr. Ip Ka Keung Patrick and Mr. Cheung Man Fu. Dr. Lam King Hang is the

chairman of the remuneration committee.

NOMINATION COMMITTEE

The Company has established a nomination committee pursuant with written terms of reference

in compliance with the Corporate Governance Code. The primary duties of the nomination committee

are mainly (i) to review the structure, size, composition and diversity of the Board on a regular basis;

(ii) to identify individuals suitably qualified to become Board members; (iii) to assess the

independence of independent non-executive Directors; (iv) to make recommendations to the Board on

relevant matters relating to the appointment or re-appointment of Directors; and (v) to make

recommendations to the Board regarding the candidates to fill vacancies on the Board. The

nomination committee currently consists of Mr. Cheung Man Fu, Dr. Lam King Hang and Mr. Ip Ka

Keung Patrick. Mr. Cheung Man Fu is the chairman of the nomination committee.

SENIOR MANAGEMENT

Mr. MAK Chi Tong Tommy (麥志堂), aged 49, is proposed to be appointed as a project director

of the Company.

Mr. Mak is one of the founders of the Target Group. He has been a director of the Target

Company since July 2019. He was first appointed as the director of PCL in April 2013 and resigned

in December 2014. He was subsequently appointed again and has been the director of PCL since

September 2017. He has been responsible for projects operation and implementation of quality

management of the Target Group.

Mr. Mak has more than 24 years of experience in the construction industry. Prior to joining the

Target Group, he worked as a project manager at Gammon Construction Limited from December 1995

to December 2010. From December 2010 to May 2013, he worked as a project manager at Ming Hing

Engineering (HK) Company Limited. From May 2014 to August 2016, he worked as an assistant
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project manager at China National Chemical Engineering Group Corporation (currently known as

China National Chemical Engineering Group Corporation Limited). From September 2016 to

September 2017, before resuming his directorship in PCL, he worked as a contract manager at

Shanghai Construction Overseas Engineering Limited.

Mr. Mak obtained a bachelor’s degree in civil engineering from the McGill University in Canada

in 1995. He was admitted as a member of the Institution of Civil Engineers and the Institution of

Highways and Transportation in December 2000 and January 2008, respectively.

COMPANY SECRETARY

Ms. Leung Wai Kei (梁慧姬) (“Ms. Leung”), joined the Company as the company secretary in

August 2011. Ms. Leung is a member of Hong Kong Institute of Certified Public Accountants. Ms.

Leung does not have any current or past directorships in any listed companies in the last three years

prior to the Latest Practicable Date.

AUTHORISED REPRESENTATIVES

Mr. Chan and Ms. Lucy Lo are the authorised representatives of the Company for the purpose

of the Listing Rules.

REMUNERATION OF DIRECTORS AND SENIOR MANAGEMENT

Remuneration policy

During the Track Record Period, the total remuneration (including salaries and allowance,

discretionary bonuses and contributions to defined contribution retirement benefits scheme) paid by

the Group to the Directors for the three years ended 31 December 2019 were approximately HK$1.5

million, HK$1.8 million and HK$1.8 million respectively.

During the Track Record Period, the total remuneration (including salaries and allowance,

discretionary bonuses and contributions to defined contribution retirement benefits scheme) paid by

the Target Group to the proposed Director for the years ended 30 September 2019 and nine months

ended 30 June 2020 were approximately HK$518,000, HK$898,000, HK$978,000 and HK$734,000

respectively.

Under the arrangements currently in force, the aggregate remuneration and benefits-in-kind to

the Directors and the proposed Director paid or payable (excluding any commission or discretionary

bonus) in respect of the year ending 31 December 2020 is estimated to be approximately HK$[2.8]

million.

The Group’s principal policies concerning remuneration of Directors, senior management and

employees are determined based on the relevant individual’s duties, responsibilities, experience,

skills, time commitment, performance of the Group and comparable market levels. The executive

Directors and senior management may receive discretionary bonuses that shall be determined by the

Board with regard to the performance of the relevant individual and operating results of the Group as

a whole in respect of the financial year. The independent non-executive Directors receive

compensation in the form of director fees.
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The proposed Director will enter into a service contract with the Company for an initial term of

three years with effect from the date of Resumption which will continue thereafter until terminated

by not less than three months’ notice in writing.

COMPLIANCE ADVISER

The Company has appointed Grand Moore Capital Limited as the compliance adviser pursuant

to Rule 3A.19 of the Listing Rules. Pursuant to Rule 3A.23 of the Listing Rules, the compliance

adviser will advise the Company in the following circumstances:

(1) before the publication of any regulatory announcement, circular or financial report;

(2) where a transaction, which might be a notifiable or connected transaction, is contemplated,

including but not limited to share issues and share repurchases; and

(3) where the Stock Exchange makes an inquiry of the Company regarding unusual movements

in the price or trading volume of the Shares.

Term

The term of appointment of the compliance adviser shall commence on the date of Resumption

and end on the date on which the Company distribute the financial results for the first full financial

year commencing after the date of Resumption.
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You should read this section in conjunction with financial information including the notes

thereto, as set out in the Accountants’ Report of the Target Group in Appendix I to this circular.

This historical consolidated financial information is not necessarily indicative of the future

performance of the Target Group or the Enlarged Group. The Target Group’s consolidated financial

information have been prepared in accordance with Hong Kong Financial Reporting Standards

issued by the Hong Kong Institute of Certified Public Accountants.

The following discussion and analysis contain forward-looking statements that involve risks

and uncertainties. The Target Group’s future results could differ materially from those discussed

in such forward-looking statements as a result of various factors, including those set forth under

the section headed “Risk Factors” and elsewhere in this circular.

Any discrepancies in any table or elsewhere in this circular between totals and sums of

amounts listed herein are due to rounding.

OVERVIEW

The Target Group is a Hong Kong-based subcontractor principally engaged in carrying out of

civil engineering works including (i) foundation works; (ii) reinforced concrete structure works; (iii)

site formation works; and (iv) other civil works in both public and private sectors in Hong Kong.

During the Track Record Period, the Target Group had 41 completed projects with recognised

revenue of approximately HK$725.4 million. As at the Latest Practicable Date, the Target Group has

19 projects on hand (including the projects in progress and projects yet to commence) with a total

awarded contract sum of approximately HK$772.9 million. The Target Group’s projects on hand are

expected to be completed during the period from September 2020 to June 2022.

For the years ended 30 September 2017, 2018 and 2019 and the nine months ended 30 June 2020,

the revenue of the Target Group was approximately HK$218.1 million, HK$298.1 million, HK$335.2

million and HK$245.4 million, respectively. The profit and total comprehensive income of the Target

Group for the years ended 30 September 2017, 2018 and 2019 and the nine months ended 30 June 2020

was approximately HK$20.9 million, HK$34.1 million, HK$36.2 million and HK$24.9 million,

respectively.

BASIS OF PRESENTATION

The Target Company was incorporated in the BVI with limited liability on 8 July 2019 and

became the holding company of PCL comprising the Target Group pursuant to the Reorganisation.

Details of the Reorganisation are set out in the section headed “History, Reorganisation and Corporate

Structure of the Target Group” in this circular.
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The Target Group resulting from the Reorganisation is regarded as a continuing entity since all

the companies comprising the Target Group were under common control of the controlling shareholder

before and after the Reorganisation.

The financial information of the Target Group has been prepared in accordance with accounting

policies which conform with HKFRSs issued by the Hong Kong Institute of Certified Public

Accountants as set out in note 3 of the Accountants’ Report of the Target Group contained in Appendix

I to this circular.

SIGNIFICANT FACTORS AFFECTING RESULTS OF OPERATIONS AND FINANCIAL

CONDITION OF THE TARGET GROUP

The Target Group’s operations and financial condition have been and will continue to be affected

by a number of factors, many of which may be beyond the Target Group’s control, including but not

limited to those set forth in the section headed “Risk factors” in this circular and set out as below:

Hong Kong’s economic conditions and market demand in the construction industry

All of the Target Group’s business operations are located in Hong Kong. The number of projects

awarded to the Target Group depends highly on the prevailing market conditions in the construction

industry, such as the government’s plan on infrastructure, supply of land, population growth and

general economic conditions of Hong Kong, etc. If there is any significant deterioration in any of

these factors, the Target Group’s operating results and financial conditions could be adversely

affected.

Cost control and management

The key cost of services of the Target Group are, among others, (i) subcontracting charges; (ii)

cost of construction materials; and (iii) staff costs. For the years ended 30 September 2017, 2018 and

2019 and the nine months ended 30 June 2020, the aggregate of subcontracting charges, cost of

construction materials and staff costs represented approximately 91.2%, 86.8%, 85.6% and 90.5% of

the total cost of services of the Target Group, respectively. For the details of the components

comprising the Target Group’s cost of services, please refer to the paragraph headed “Description of

selected components of consolidated statements of profit or loss and other comprehensive income —

cost of services” in this section.

Fluctuation in the costs mentioned above will directly affect the Target Group’s profit. As the

Target Group’s projects are generally awarded through invitations for tender or quotation by

customers, which is based on estimated time and costs required to complete the works. In the event

that the costs of services increase unexpectedly giving rise to costs overrun and the Target Group is

not compensated for such unexpected increase, this may result in drop of the Target Group’s

profitability.
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The following sensitivity analysis illustrates the impact of hypothetical changes in

subcontracting charges, which corresponds to the CAGR in average construction worker hourly wage

of 11.3% for the period from 2011 to 2019 as shown in the Industry Consultant’s Report and is

therefore considered reasonable for the purpose of this sensitivity analysis:

Hypothetical fluctuation in subcontracting charges +/- 5% +/- 10% +/- 15%

HK$’000 HK$’000 HK$’000

Change in profit before income tax

For the year ended 30 September 2017 3,166 6,332 9,498

For the year ended 30 September 2018 4,850 9,701 14,551

For the year ended 30 September 2019 7,088 14,176 21,263

For the nine months ended 30 June 2020 5,370 10,740 16,110

The following sensitivity analysis illustrates the impact of hypothetical changes in cost of

construction materials, which corresponds to the CAGR in the price of steel reinforcement, Portland

cement and diesel fuel ranging from 0.7% to 3.6% for the period from 2013 to 2019 as shown in the

Industry Consultant’s Report and is therefore considered reasonable for the purpose of this sensitivity

analysis:

Hypothetical fluctuation in cost of construction
materials +/- 2% +/- 4% +/- 6%

Change in profit before income tax

For the year ended 30 September 2017 1,976 3,952 5,927

For the year ended 30 September 2018 1,926 3,853 5,779

For the year ended 30 September 2019 1,315 2,629 3,944

For the nine months ended 30 June 2020 803 1,606 2,410

The following sensitivity analysis illustrates the impact of hypothetical changes in staff costs,

which corresponds to the CAGR in average construction worker hourly wage of 11.3% for the period

from 2011 to 2019 as shown in the Industry Consultant’s Report and is therefore considered

reasonable for the purpose of this sensitivity analysis:

Hypothetical fluctuation in staff costs +/- 5% +/- 10% +/- 15%

Change in profit before income tax

For the year ended 30 September 2017 537 1,074 1,612

For the year ended 30 September 2018 1,215 2,430 3,645

For the year ended 30 September 2019 1,857 3,713 5,570

For the nine months ended 30 June 2020 2,184 4,368 6,552
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Collectability and timing of collection of the Target Group’s trade receivables and retention
receivables

The Target Group generally grants customers a credit period of 30 to 60 days from the date of

issuance of certificates for payment by the customers. The customers generally retain up to [10]% of

each interim payment and up to a maximum limit of 5% of the total contract sum as retention money.

In general, for public sector projects, half of the retention amount will be released upon

completion of the work performed by the Target Group and another half will be retained until 1 year

after whole project being completed by main contractor. For private sector projects, half of the

retention amount will be released upon completion of the work performed by the Target Group and

another half would be retained until the expiry of defect liability period as stated in the subcontracts

entered into between the Target Group and its customers. If there are no incomplete items or defects

after such defect liability period, the remaining retention amount will be released by the customer.

There is no assurance that the Target Group will be able to recover all or any part of the amounts

due from its customers for contract work according to the billing schedule as stated on the service

contract or that the Target Group will be able to collect all or any part of the progress billings

receivable from customers within the credit terms granted by the Target Group to its customers or at

all. Any late payment, whether arising from payment practice of its customers or delay in completion

of the entire project of the main contractor will therefore negatively affect the Target Group’s cash

flow and financial performance.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The discussion and analysis of the Target Group’s financial position and results of operations

included in this circular is based on the consolidated financial information, which has been prepared

pursuant to accounting policies that conform with HKFRSs. These accounting policies are important

for an understanding of the Target Group’s financial position and results of operations and are set

forth in note 5 of the Accountants’ Report of the Target Group as set out in Appendix I to this circular.

The management of the Target Group are required to make judgements, estimates and

assumptions in relation to the reported amounts of assets and liabilities, disclosure of contingent

assets and liabilities and revenue and expenses. The estimates and assumptions are subject to their

continuing review and evaluation based on the available information from time to time, the Target

Group’s historical experience and various assumptions that are believed to be reasonable under the

relevant circumstances. The results of their continuing review and evaluation will in turn form the

basis for them to make judgments and estimates for the carrying values of its assets and liabilities.

The Target Group believe that the following accounting policies and estimates are critical as they

involve the most significant accounting judgements and estimates used in the preparation of its

consolidated financial information:

Revenue recognition

Revenue arises mainly from the contracts for the construction work.
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To determine whether to recognise revenue, the Target Group follows a 5-step process:

1. Identifying the contract with a customer

2. Identifying the performance obligations

3. Determining the transaction price

4. Allocating the transaction price to the performance obligations

5. Recognising revenue when/as performance obligation(s) are satisfied

In all cases, the total transaction price for a contract is allocated amongst the various

performance obligations based on their relative stand-alone selling prices. The transaction price for

a contract excludes any amounts collected on behalf of third parties.

Revenue is recognised either at a point in time or over time, when (or as) the Target Group

satisfies performance obligations by transferring the promised goods or services to its customers.

Where the contract contains a financing component which provides a significant financing

benefit to the customer for more than 12 months, revenue is measured at the present value of the

amount receivable, discounted using the discount rate that would be reflected in a separate financing

transaction with the customer, and interest income is accrued separately under the effective interest

method. Where the contract contains a financing component which provides a significant financing

benefit to the Target Group, revenue recognised under that contract includes the interest expense

accreted on the contract liability under the effective interest method.

The Target Group takes advantage of the practical expedient in paragraph 63 of HKFRS 15 and

does not adjust the consideration for any effects of a significant financing component if the period of

financing is 12 months or less.

Further details of the Target Group’s revenue recognition policies are as follows:

Revenue from construction contracts

The Target Group carries out construction works under contracts with customers. Such contracts

are normally entered into before the services begin. Under the terms of the contracts, the Target Group

is contractually required to perform the services at the customers’ specified sites that the Target

Group’s performance creates and enhances an asset that the customer controls as the Target Group

performs. Revenue generated from construction works is therefore recognised over time using input

method, i.e. based on actual costs incurred over the total budget costs. The management of the Target

Group considers that input method would faithfully depict the Target Group’s performance towards

complete satisfaction of these performance obligation under HKFRS 15.

Interest income

Interest income is recognised on a time proportion basis using the effective interest method.
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ADOPTION OF HKFRS 9, HKFRS 15 AND HKFRS 16

The Target Group’s historical financial information has been prepared in accordance with the

accounting policies set out in note 3 of the Accountants’ Report of the Target Group as set out in

Appendix I to this circular, which conform with HKFRSs (includes all applicable individual Hong

Kong Financial Reporting Standards, Hong Kong Accounting Standards (“HKAS”) and

Interpretations) issued by the HKICPA which are effective for the accounting period beginning on 1

January 2019 (including adoption of HKFRS 16 “Leases”, HKFRS 9 “Financial Instruments” and

Amendments to HKFRS 9 “Prepayment Features with Negative Compensation” and HKFRS 15

“Revenue from Contracts with Customers”) throughout the Track Record Period.

RESULTS OF OPERATIONS

Consolidated statements of profit or loss and other comprehensive income

The following table sets out the consolidated statements of profit or loss and other

comprehensive income of the Target Group during the Track Record Period, which are extracted from,

and should be read in conjunction with, the consolidated financial information provided in the

Accountants’ Report of the Target Group set out in Appendix I to this circular.

Year ended 30 September
Nine months ended

30 June
2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
(Unaudited)

Revenue 218,066 298,149 335,193 234,615 245,385
Cost of services (189,587) (250,887) (285,563) (199,499) (211,353)

Gross profit 28,479 47,262 49,630 35,116 34,032
Other income — 4 74 72 653
ECL (allowances)/reversal

of trade receivables and

contract assets, net (380) (576) 122 216 (218)
Administrative and other

operating expenses (3,019) (5,675) (5,895) (4,259) (4,237)
Finance costs (67) (218) (722) (530) (697)

Profit before income tax 25,013 40,797 43,209 30,615 29,533
Income tax expense (4,160) (6,648) (6,989) (4,978) (4,629)

Profit and total
comprehensive income
for the year/period 20,853 34,149 36,220 25,637 24,904
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DESCRIPTION OF SELECTED COMPONENTS OF CONSOLIDATED STATEMENTS OF

PROFIT OR LOSS AND OTHER COMPREHENSIVE INCOME

Revenue and gross profit and gross profit margin

The revenue of the Target Group was principally generated from civil engineering works

including (i) foundation works; (ii) reinforced concrete structure works; (iii) site formation works;

and (iv) other civil works. The following table sets forth the breakdown of the revenue of the Target

Group by type of construction works during the Track Record Period:

Type of construction
works

For the year ended 30 September For the nine months ended 30 June

2017 2018 2019 2019 2020

HK$’000

% of
total

revenue HK$’000

% of
total

revenue HK$’000

% of
total

revenue HK$’000

% of
total

revenue HK$’000

% of
total

revenue

(Unaudited)

Foundation works 18,524 8.5 97,763 32.8 146,277 43.7 120,145 51.3 68,397 27.9

Reinforced concrete
structure works 176,575 81.0 128,478 43.1 92,234 27.5 41,402 17.6 81,647 33.3

Site formation works 13,627 6.2 43,059 14.4 90,928 27.1 68,109 29.0 94,370 38.4

Other civil works 9,340 4.3 28,849 9.7 5,754 1.7 4,959 2.1 971 0.4

Total revenue 218,066 100.0 298,149 100.0 335,193 100.0 234,615 100.0 245,385 100.0

During the Track Record Period, the Target Group was involved in a total of 62 projects, of

which 41 projects were completed and 21 contracts were still ongoing as at the end of the Track

Record Period. The following table sets forth a list of projects which contributed revenue to the Target

Group during the Track Record Period:

No.
Project
Code Project Location Type of works

Revenue recognised for the year
ended 30 September

Revenue
recognised

for the
nine

months
ended

30 June
2020

Accumulative
revenue

recognised
during the

Track
Record
Period

Percentage
of

completion
as at 30

June 20202017 2018 2019

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 %

1 J004 Tai Po Reinforced concrete
structure works

11,466 — — — 11,466 100

2 J005 Tai Po Reinforced concrete
structure works

6,452 — — — 6,452 100

3 J007 Tung Chung Reinforced concrete
structure works

41,963 2,666 3,253 — 47,882 100

4 J008 Tung Chung Foundation works 9,700 2,051 — — 11,751 100

5 J010 Lian Tang Other civil works 1,351 77 — — 1,428 100

6 J011 Kowloon Tong Reinforced concrete
structure works

28,963 — — — 28,963 100
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No.
Project
Code Project Location Type of works

Revenue recognised for the year
ended 30 September

Revenue
recognised

for the
nine

months
ended

30 June
2020

Accumulative
revenue

recognised
during the

Track
Record
Period

Percentage
of

completion
as at 30

June 20202017 2018 2019

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 %

7 J012 Lantau Island Site formation works 9,447 — — — 9,447 100

8 J013 Tung Chung Reinforced concrete
structure works

63,855 — — — 63,855 100

9 J014 Tung Chung Site formation works 4,180 8,450 17,856 1,280 31,766 100

10 J015 Tung Chung Reinforced concrete
structure works

11,643 54,778 — — 66,421 100

11 J016 Hin Keng & Ma
Chai Hang

Reinforced concrete
structure works

12,233 — — — 12,233 100

12 J017 Fung Tak Other civil works 7,989 2,558 — — 10,547 100

13 J018 Sai Kung Foundation works 1,861 9,818 — — 11,679 95

14 J019 Lai Chi Kok Foundation works 6,963 10,469 — — 17,432 100

15 J020 Anderson Site formation works — 4,434 28,703 44,097 77,234 51

16 J021 Ma On Shan Foundation works — 51,526 — — 51,526 100

17 J022 Lian Tang Reinforced concrete
structure works

— 50,806 20,911 1,161 72,878 100

18 J023 Tung Chung Reinforced concrete
structure works

— 19,481 934 — 20,415 100

19 J024 Chek Lap Kok Other civil works — 14,247 97 — 14,344 100

20 J025 Anderson Other civil works — 897 — — 897 100

21 J026 Tung Chung Other civil works — 1,520 2,712 694 4,926 100

22 J027 Yau Ma Tei Reinforced concrete
structure works

— 747 894 1,263 2,904 80

23 J028 Lantau Island Other civil works — 3,178 2,125 — 5,303 100

24 J028A Lantau Island Other civil works — — — 110 110 92

25 J029 Tung Chung Foundation works — 2,649 — — 2,649 100

26 J030 Airport Site formation works — 2,393 — — 2,393 100

27 J031 Lantau Island Site formation works — 6,967 — — 6,967 100

28 J032 Anderson Site formation works — 17,543 26,596 13,857 57,996 64

29 J033 Tseung Kwan O Foundation works — 2,773 1,252 — 4,025 100

30 J034 Cheung Sha Wan Foundation works — 1,079 4,959 — 6,038 100

31 J035 Tuen Mun Other civil works — 4,800 — — 4,800 100

32 J036 Tai Po Site formation works — 282 7,744 10,436 18,462 76

33 J037 Mid-Levels Foundation works — 4,606 11,555 14,802 30,963 97

34 J038 Yau Ma Tei Site formation works — 2,990 5,023 2,766 10,779 98

35 J039 Kai Tak Foundation works — 9,009 67,869 298 77,176 100

36 J040 Wong Chuk Hang Foundation works — 3,500 — — 3,500 100

37 J041 Tung Chung Reinforced concrete
structure works

— — 5,506 22,118 27,624 72

38 J042 Tseung Kwan O Other civil works — 572 820 — 1,392 100

39 J043 Chek Lap Kok Other civil works — 1,000 — — 1,000 100

40 J044 Shouson Hill Foundation works — 283 — — 283 100

41 J045 Ho Man Tin Foundation works — — 16,986 410 17,396 25

42 J046 Tung Chung Site formation works — — 2,851 — 2,851 100
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No.
Project
Code Project Location Type of works

Revenue recognised for the year
ended 30 September

Revenue
recognised

for the
nine

months
ended

30 June
2020

Accumulative
revenue

recognised
during the

Track
Record
Period

Percentage
of

completion
as at 30

June 20202017 2018 2019

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 %

43 J047 Wan Chai Foundation works — — 43,219 6,901 50,120 100

44 J048 Kwai Chung Reinforced concrete
structure works

— — 9,481 1,579 11,060 100

45 J049 North Point Reinforced concrete
structure works

— — 3,640 638 4,278 100

46 J050 Tseung Kwan O Site formation works — — 2,155 200 2,355 100

47 J051 Tuen Mun Reinforced concrete
structure works

— — 11,326 2,275 13,601 100

48 J052 Wong Chuk Hang Reinforced concrete
structure works

— — 11,691 — 11,691 100

49 J053 Ho Man Tin Reinforced concrete
structure works

— — 24,598 — 24,598 100

50 J054 Sai Kung Foundation works — — 437 4,039 4,476 100

51 J055 Ap Lei Chau Foundation works — — — 41,947 41,947 99

52 J056 Sai Kung Site formation works — — — 21,734 21,734 36

53 J057 Fanling Reinforced concrete
structure works

— — — 8,885 8,885 69

54 J058 Tung Chung Reinforced concrete
structure works

— — — 19,935 19,935 31

55 J059 Tuen Mun Reinforced concrete
structure works

— — — 14,720 14,720 94

56 J060 Kwun Tong Reinforced concrete
structure works

— — — 4,662 4,662 97

57 J061 Wong Chuk Hang Reinforced concrete
structure works

— — — 1,787 1,787 8

58 J062 Tuen Mun Reinforced concrete
structure works

— — — 1,264 1,264 3

59 J063 Tseung Kwan O Other civil works — — — 167 167 100

60 J064 Kwun Tong Reinforced concrete
structure works

— — — 1,360 1,360 7

61 J065 Tseung Kwan O Other civil works — — — — — 0

62 J066 Airport Site formation works — — — — — 0

Total revenue 218,066 298,149 335,193 245,385 1,096,793
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The following table sets forth the revenue of the Target Group by business sector during the

Track Record Period:

For the year ended 30 September For the nine months ended 30 June
Business Sector 2017 2018 2019 2019 2020

HK$’000 % HK$’000 % HK$’000 % HK$’000 % HK$’000 %

(Unaudited)

Public 189,020 86.7 194,763 65.3 127,360 38.0 96,881 41.3 132,992 54.2

Private 29,046 13.3 103,386 34.7 207,833 62.0 137,734 58.7 112,393 45.8

Total revenue 218,066 100.0 298,149 100.0 335,193 100.0 234,615 100.0 245,385 100.0

During the Track Record Period, the revenue of Target Group derived from private sector

projects amounted to approximately HK$29.0 million, HK$103.4 million, HK$207.8 million and

HK$112.4 million, representing approximately 13.3%, 34.7%, 62.0% and 45.8% of the total revenue

of the Target Group, respectively. The increase in the proportion of the Target Group’s revenue

derived from private sector was primarily due to the fact that there was an increase in number of

private projects awarded for the year ended 30 September 2018 and the decrease in number of public

projects awarded for the year ended 30 September 2019. The proportion of the Target Group’s revenue

derived from private sector decreased to approximately 45.8% for the nine months ended 30 June 2020

was mainly due to three public projects in Anderson Quarry and Tung Chung with relatively large

contract sum awarded and revenue recognised to the Target Group.

Cost of services

The cost of services of the Target Group primarily consisted of subcontracting charges, cost of

construction materials, staff costs, machinery and equipment leasing expense, fuel and oil,

depreciation charges and others. The following table sets forth the breakdown of the cost of services

of the Target Group during the Track Record Period:

For the year ended 30 September For the nine months ended 30 June
2017 2018 2019 2019 2020

HK$’000 % HK$’000 % HK$’000 % HK$’000 % HK$’000 %

(Unaudited)

Subcontracting charges 63,322 33.4 97,007 38.7 141,755 49.6 80,682 40.5 107,397 50.8

Cost of construction
materials 98,791 52.1 96,317 38.4 65,727 23.0 61,905 31.0 40,162 19.0

Staff costs 10,743 5.7 24,303 9.7 37,134 13.0 24,318 12.2 43,678 20.7

Machinery and equipment
leasing expense 12,448 6.6 21,538 8.6 18,848 6.6 14,797 7.4 9,592 4.5

Fuel and oil — 0.0 1,056 0.4 9,733 3.4 7,384 3.7 6,049 2.9

Depreciation charges 626 0.3 1,611 0.6 2,514 0.9 1,971 1.0 1,638 0.8

Others (Note) 3,657 1.9 9,055 3.6 9,852 3.5 8,442 4.2 2,837 1.3

Total cost of services 189,587 100.0 250,887 100.0 285,563 100.0 199,499 100.0 211,353 100.0

Note: Others include sundry, disposal charge, insurance and general expenses.
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Subcontracting charges

Subcontracting charges represent charges and fees paid to the subcontractors which performed

the works, including providing labour and services, undertaken by the Target Group. For the three

years ended 30 September 2019 and the nine months ended 30 June 2020, the subcontracting charges

of the Target Group amounted to approximately HK$63.3 million, HK$97.0 million, HK$141.8

million and HK$107.4 million, representing approximately 33.4%, 38.7%, 49.6% and 50.8% of the

total cost of services of the Target Group, respectively. The constant upward trend of the

subcontracting charges of the Target Group during the Track Record Period was primarily due to (i)

the increase in number of projects undertaken by the Target Group which was in line with the increase

in the revenue recognised during the respective period; and (ii) the increase in number of projects

undertaken by the Target Group, which the Target Group engaged subcontractors to carry out the

contract works as it allows higher flexibility over hiring new site workers.

Cost of construction materials

Cost of construction materials represent the expenses for the purchase of construction materials,

such as concrete, rebar and structural steel, these costs are directly charged to the Target Group’s

project works. For the three years ended 30 September 2019 and the nine months ended 30 June 2020,

the cost of construction materials of the Target Group amounted to approximately HK$98.8 million,

HK$96.3 million, HK$65.7 million and HK$40.2 million, representing approximately 52.1%, 38.4%,

23.0% and 19.0% of the total cost of services of the Target Group, respectively. The cost of

construction materials does not tie with the increase of the revenue recognised by the Target Group

for the Track Record Period as (i) the consumption of construction materials can be very fluctuated

for different projects i.e. there were certain projects, such as the project in Anderson Quarry, were

more machine intensive or labour intensive with lower consumption of construction materials, and (ii)

less construction materials are provided by its customers under contra-charge arrangement during the

Track Record Period.

Staff costs

Staff costs represent salaries and benefits to the labour of the Target Group for its civil

engineering works. For the three years ended 30 September 2019 and the nine months ended 30 June

2020, the staff costs of the Target Group amounted to approximately HK$10.7 million, HK$24.3

million, HK$37.1 million and HK$43.7 million, representing approximately 5.7%, 9.7%, 13.0% and

20.7% of the total cost of services of the Target Group, respectively. The Target Group deployed more

labour, especially front-line workers, to cope with the increasing workloads due to the increase in

number of projects undertaken by the Target Group.
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Machinery and equipment leasing expense

Machinery and equipment leasing expense represents the expenses for the rental of machinery

and site equipment for carrying out the Target Group’s civil engineering works as the Target Group

lease machinery and equipment as a lessee on a project-by-project basis to provide the Target Group

flexibility to supplement its fleet of machinery. For the three years ended 30 September 2019 and the

nine months ended 30 June 2020, the machinery and equipment leasing expense of the Target Group

amounted to approximately HK$12.4 million, HK$21.5 million, HK$18.8 million and HK$9.6 million,

representing approximately 6.6%, 8.6%, 6.6% and 4.5% of the total cost of services of the Target

Group, respectively.

Fuel and oil

Fuel and oil represent the expenses of fuel and oil for the Target Group’s machinery that are

directly deployed in its projects. For the three years ended 30 September 2019 and the nine months

ended 30 June 2020, the fuel and oil of the Target Group amounted to approximately nil, HK$1.1

million, HK$9.7 million and HK$6.0 million, representing approximately 0.0%, 0.4%, 3.4% and 2.9%

of the total cost of services of the Target Group, respectively. The main reason for the sharp increase

in fuel and oil consumption for the year ended 30 September 2018 and 2019 was due to the acquisition

and usage of nine excavators and one concrete pump track in July 2018 and August 2018, respectively.

Depreciation charges

Depreciation charges represents the depreciation in respect of the Target Group’s owned

machinery that are directly deployed in its projects. For the three years ended 30 September 2019 and

the nine months ended 30 June 2020, the depreciation charges of the Target Group amounted to

approximately HK$626,000, HK$1.6 million, HK$2.5 million and HK$1.6 million, representing

approximately 0.3%, 0.6%, 0.9% and 0.8% of the total cost of services of the Target Group,

respectively.

Others

Others include insignificant miscellaneous direct costs for carrying out the civil engineering

works undertaken by the Target Group, which mainly include sundry, disposal charge, insurance and

general expenses. For the three years ended 30 September 2019 and the nine months ended 30 June

2020, others cost of services of the Target Group amounted to approximately HK$3.7 million, HK$9.1

million, HK$9.9 million and HK$2.8 million, representing approximately 1.9%, 3.6%, 3.5% and 1.3%

of the total cost of services of the Target Group, respectively.

Gross profit and gross profit margin

The gross profit of the Target Group was approximately HK$28.5 million, HK$47.3 million,

HK$49.6 million and HK$34.0 million for the three years ended 30 September 2019 and the nine

months ended 30 June 2020, respectively. The gross profit margin of the Target Group was

approximately 13.1%, 15.9%, 14.8% and 13.9% for the three years ended 30 September 2019 and the

nine months ended 30 June 2020, respectively.

FINANCIAL INFORMATION OF THE TARGET GROUP

− 255 −

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.



The following table sets forth the breakdown of the gross profit and gross profit margin by

nature of construction works of the Target Group during the Track Record Period:

Gross profit For the year ended 30 September
For the nine months

ended 30 June

2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Foundation works 2,194 14,325 21,156 17,141 8,901

Reinforced concrete

structure works 22,569 20,862 13,749 6,801 12,023

Site formation works 2,345 6,776 13,762 10,348 12,942

Other civil works 1,371 5,299 963 826 166

Total gross profit 28,479 47,262 49,630 35,116 34,032

For the year ended 30 September
For the nine months

ended 30 June

2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Public 24,245 31,848 20,045 15,400 18,952

Private 4,234 15,414 29,585 19,716 15,080

Total gross profit 28,479 47,262 49,630 35,116 34,032

Gross profit margin For the year ended 30 September
For the nine months

ended 30 June

2017 2018 2019 2019 2020

(Unaudited)

Foundation works 11.8% 14.7% 14.5% 14.3% 13.0%

Reinforced concrete

structure works 12.8% 16.2% 14.9% 16.4% 14.7%

Site formation works 17.2% 15.7% 15.1% 15.2% 13.7%

Other civil works 14.7% 18.4% 16.7% 16.7% 17.1%

Overall gross profit margin 13.1% 15.9% 14.8% 15.0% 13.9%
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For the year ended 30 September
For the nine months

ended 30 June

2017 2018 2019 2019 2020

(Unaudited)

Public 12.8% 16.4% 15.7% 15.9% 14.3%

Private 14.6% 14.9% 14.2% 14.3% 13.4%

Overall gross profit margin 13.1% 15.9% 14.8% 15.0% 13.9%

The gross profit margin of the Target Group varied from project to project which was mainly

attributable to (i) the Target Group’s pricing strategies; (ii) the stage of the project according to the

completion schedule requirement; (iii) the amount of rectification works during the defects liability

period; (iv) unexpected conditions at the works site; and (v) the variation orders.

The gross profit margin of the Target Group achieved in a financial year is not an accurate

indicator of its gross profit margin that may be achieved in a subsequent financial year. Accordingly,

for all types of construction works of the Target Group, public or private, no clear benchmark of profit

margin could be established as it varies from project-to-project.

The pricing of the Target Group was based on a cost-plus pricing model in general with mark-up

determined on a project-by-project basis. The mark-up is determined with reference to contract value

of projects and estimated cost of undertaking a project.

The Target Group estimate its cost of undertaking a project with reference to the following

factors: (i) the estimated number and types of workers required; (ii) the difficulties and methodology

of the project; (iii) the estimated number and types of machines required; (iv) the availability of the

Target Group’s manpower and resources; (v) the completion time requested by customers; (vi) any

future subcontracting is expected to be necessary; (vii) the overall cost in undertaking the project;

(viii) the past prices offered to the customers; (ix) the prevailing market conditions; and (x) the

specifications stated in the tender/quotation documents.
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Other income

Other income mainly represents bank interest income, gain on disposal of property, plant and

equipment and government grants for Employment Support Scheme under Anti-epidemic Fund. The

following table sets forth the breakdown of other revenue and income of the Target Group during the

Track Record Period:

Year ended 30 September
Nine months ended

30 June

2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Other revenue

Interest income — 4 7 5 3

Other income

Gain on disposal of

property, plant and

equipment — — 64 64 —

Government grants — — — — 616

Sundry income — — 3 3 34

— 4 74 72 653

ECL (allowances)/reversal of trade receivables and contract assets, net

For trade receivables and contract assets, the Target Group applies a simplified approach in

calculating expected credit loss (“ECL”) and recognises a loss allowance by classifying customers

into two types (i.e. listed companies and private companies) based on lifetime ECL at each reporting

date. For the two years ended 30 September 2018 and the nine months ended 30 June 2020, the ECL

allowances of trade receivables and contract assets amounted to approximately HK$380,000,

HK$576,000 and HK$218,000, respectively, and the Target Group recognised an ECL reversal of trade

receivables and contract assets amounted to approximately HK$122,000 for the year ended 30

September 2019.
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Administrative and other operating expenses

The administrative and other operating expenses of the Target Group mainly comprises staff

costs, including director’s remuneration and housing allowance, depreciation of property, plant and

equipment, entertainment and other miscellaneous administrative expenses. In general, the Target

Group’s administrative and other operating expenses increased with the overall expansion of the

Target Group’s operations. The Target Group’s administrative and other operating expenses

represented approximately 1.4%, 1.9%, 1.8% and 1.7% of the total revenue for the three years ended

30 September 2019 and the nine months ended 30 June 2020, respectively.

The following table sets forth the breakdown of administrative and other operating expenses of

the Target Group for the years/periods indicated:

Years ended 30 September
Nine months ended

30 June

2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Staff costs, including

directors’ remuneration

and housing allowance 2,195 3,688 3,706 2,859 2,715

Depreciation of property,

plant and equipment 122 709 541 404 412

Entertainment 237 487 572 472 196

Audit and professional fees 143 148 243 43 383

Motor vehicle expense 227 215 139 109 151

Utility and office expenses 15 203 196 130 118

Bank charge — 52 123 115 125

Travelling and

transportation 7 74 154 62 65

Others (Note) 73 99 221 65 72

Total 3,019 5,675 5,895 4,259 4,237

Note: Others mainly comprises sundry expense, uniform, insurance, medical, stamp duty and trademark fee.
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Finance costs

The finance costs of the Target Group represent interests on bank borrowings and interests on

lease liabilities. The finance costs increased from approximately HK$67,000 for the year ended 30

September 2017 to approximately HK$218,000 for the year ended 30 September 2018 to

approximately HK$722,000 for the year ended 30 September 2019 was mainly due to the increase in

interests on bank borrowings, which was in line with the increase of secured bank borrowings of

approximately HK$5.1 million as at 30 September 2018 and unsecured bank loans of approximately

HK$11.6 million of the Target Group as at 30 September 2019. The finance costs of the Target Group

increased from approximately HK$530,000 for the nine months ended 30 June 2019 to approximately

HK$697,000 for the nine months ended 30 June 2020 mainly due to the increase in the interests on

bank borrowings outweighed the decrease in the interests on lease liabilities as at 30 June 2020. The

following table set forth the breakdown of the finance costs of the Target Group during the Track

Record Period:

Year ended 30 September
Nine months ended

30 June

2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Interests on bank

borrowings — 54 517 366 581

Interests on leases liabilities 67 164 205 164 116

67 218 722 530 697
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Income tax expense

Income tax expense represents the sum of the tax currently payable and deferred tax. The

following table sets forth a breakdown of the Target Group’s income tax expense during the Track

Record Period:

For the year ended 30 September
For the nine months

ended 30 June
2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
(Unaudited)

Current Hong Kong

profits tax
− Current year 3,932 5,799 7,140 5,013 4,681
− Over provision in

respect of prior years (30) (20) — — —

3,902 5,779 7,140 5,013 4,681
Deferred Tax 258 869 (151) (35) (52)

4,160 6,648 6,989 4,978 4,629

Effective tax rate 16.6% 16.3% 16.2% 16.3% 15.7%

During the Track Record Period, the Target Group was subject to Hong Kong Profits Tax for its

operation in Hong Kong. The statutory tax rate in Hong Kong was 16.5% on the assessable profit for

the year ended 30 September 2017. For the years ended 30 September 2018 and 2019 and the nine

months ended 30 June 2020, the income tax expenses of the Target Group were calculated in

accordance with the two-tiered profits tax rates regime, which The Inland Revenue (Amendment) (No.

7) Bill 2017 was signed into law on 28 March 2018 and was gazetted on the following day. Under the

two-tiered profits tax rate regime, the first HK$2 million of profits of qualifying corporations will be

taxed at 8.25%, and profits above HK$2 million will be taxed at 16.5%. For the three years ended 30

September 2019 and the nine months ended 30 June 2020, the effective tax rate of the Target Group

was approximately 16.6%, 16.3%, 16.2% and 15.7%, respectively. The effective tax rate of the Target

Group remained stable with a slight decrease due to the receipt of tax exempted government grants

for Employment Support Scheme under Anti-epidemic Fund and the adoption of two-tiered profits tax

rates regime during the Track Record Period.

Pursuant to the applicable laws, rules and regulations of the BVI, the Target Company is not

subject to any profits tax in the BVI.

The directors of the Target Company confirm that they have made all required tax filing in all

relevant jurisdictions and paid all tax liabilities that have become due. The Target Group had not been

subject to any dispute or potential dispute with any tax authorities.
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COMPARISON OF RESULTS OF OPERATIONS

Nine months ended 30 June 2020 compared to nine months ended 30 June 2019

Revenue

The revenue of the Target Group increased by approximately HK$10.8 million, or 4.6% from
approximately HK$234.6 million for the nine months ended 30 June 2019 to approximately HK$245.4
million for the nine months ended 30 June 2020. The increase was mainly attributable to the increase
in number of projects with revenue recognised from 27 projects for the nine months ended 30 June
2019 to 29 projects for the nine months ended 30 June 2020 as demonstrated in the below table:

For the nine months ended 30 June

2019 2020

No. of
projects HK$’000

No. of
projects HK$’000

(Unaudited)

Revenue recognised

HK$10 million or above 7 177,670 9 203,645

HK$5 million to HK$10 million 3 20,877 2 15,785

HK$1 million to HK$5 million 13 34,617 11 23,438

Below HK$1 million 4 1,451 7 2,517

Total revenue 27 234,615 29 245,385

Cost of services

The cost of services of the Target Group increased by approximately HK$11.9 million, or 5.9%
from approximately HK$199.5 million for the nine months ended 30 June 2019 to approximately
HK$211.4 million for the nine months ended 30 June 2020. The increase in cost of services was
generally in line with the increase in revenue for the same period.

Gross profit and gross profit margin

The gross profit of the Target Group decreased by approximately HK$1.1 million, or 3.1% from
approximately HK$35.1 million for the nine months ended 30 June 2019 to approximately HK$34.0
million for the nine months ended 30 June 2020. The gross profit margin of the Target Group
decreased from approximately 15.0% for the nine months ended 30 June 2019 to approximately 13.9%
for the nine months ended 30 June 2020. The gross profit margin was determined on a
project-by-project basis. The decrease in gross profit margin of the Target Group for the nine months
ended 30 June 2020 was mainly attributable to (i) the decrease in gross profit margin recorded from
foundation works from approximately 14.3% for the nine months ended 30 June 2019 to
approximately 13.0% for the nine months ended 30 June 2020, which contributed an aggregate gross
profit of approximately HK$8.9 million or approximately 26.2% to the total gross profit for the nine
months ended 30 June 2020; and (ii) the decrease in gross profit margin recorded from reinforced
concrete structure works from approximately 16.4% for the nine months ended 30 June 2019 to
approximately 14.7% for the nine months ended 30 June 2020, which contributed an aggregate gross
profit of approximately HK$12.0 million or approximately 35.3% to the total gross profit for the nine
months ended 30 June 2020.
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Other income

Other income of the Target Group increased by approximately HK$581,000, or 806.9% from

approximately HK$72,000 for the nine months ended 30 June 2019 to approximately HK$653,000 for

the nine months ended 30 June 2020. The increase was mainly due to government grants of

approximately HK$616,000 for Employment Support Scheme under Anti-epidemic Fund for the nine

months ended 30 June 2020.

Administrative and other operating expenses

Administrative and other operating expenses of the Target Group decreased by approximately

HK$22,000, or 0.5% from approximately HK$4.3 million for the nine months ended 30 June 2019 to

approximately HK$4.2 million for the nine months ended 30 June 2020, which was mainly due to the

decrease in entertainment expense for the nine months ended 30 June 2020.

Finance costs

Finance costs of the Target Group increased by approximately HK$167,000, or 31.5% from

approximately HK$530,000 for the nine months ended 30 June 2019 to approximately HK$697,000

for the nine months ended 30 June 2020, which was mainly due to the increase in the interests on bank

borrowings by approximately HK$215,000, from approximately HK$366,000 for the nine months

ended 30 June 2019 to approximately HK$581,000 for the nine months ended 30 June 2020 partially

offset by the decrease in interests on lease liabilities by approximately HK$48,000 for the nine months

ended 30 June 2020 as compared to that of the nine months ended 30 June 2019.

Income tax expense

Income tax expense of the Target Group decreased by approximately HK$349,000, or 7.0% from

approximately HK$5.0 million for the nine months ended 30 June 2019 to approximately HK$4.6

million for the nine months ended 30 June 2020, which was in line with the decrease in profit before

tax by approximately HK$1.1 million, or 3.5% for the nine months ended 30 June 2020.

The effective tax rate of the Target Group for the nine months ended 30 June 2019 and 2020 were

approximately 16.3% and 15.7%, respectively. The decrease in the effective tax rate was mainly due

to the receipt of tax exempted government grants for Employment Support Scheme under

Anti-epidemic Fund and Employment Support Scheme.

Profit and total comprehensive income for the period and profit margin

As a result of the above, profit and total comprehensive income of the Target Group decreased

slightly by approximately HK$733,000, or 2.9% from approximately HK$25.6 million for the nine

months ended 30 June 2019 to approximately HK$24.9 million for the nine months ended 30 June

2020. The net profit margin of the Target Group decreased from approximately 10.9% for the nine

months ended 30 June 2019 to approximately 10.1% for the nine months ended 30 June 2020 was

mainly due to the increase in cost of services for the nine months ended 30 June 2020 partially offset

the increase in revenue for the nine months ended 30 June 2020 as compared to that of the nine months

ended 30 June 2019.
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Year ended 30 September 2019 compared with year ended 30 September 2018

Revenue

The revenue of the Target Group increased by approximately HK$37.0 million, or 12.4% from

approximately HK$298.1 million for the year ended 30 September 2018 to approximately HK$335.2

million for the year ended 30 September 2019. The increase was mainly attributable to the increase

in number of project with recognised revenue of HK$10 million or above by four, and the respective

increase in revenue of approximately HK$62.5 million for the year ended 30 September 2019 as

compared to that of the year ended 30 September 2018, outweighed the decrease in the number of

projects with recognised revenue of HK$5 million or below by eight and the respective decrease in

revenue of approximately HK$18.9 million for the year ended 30 September 2019 as compared to that

of the year ended 30 September 2018 as demonstrated in the below table:

For the years ended 30 September

2018 2019

No. of

projects HK$’000

No. of

projects HK$’000

Revenue recognised

HK$10 million or above 7 218,850 11 281,311

HK$5 million to HK$10 million 4 34,244 4 27,754

HK$1 million to HK$5 million 15 42,198 8 22,947

Below HK$1 million 6 2,857 5 3,181

Total revenue 32 298,149 28 335,193

Cost of services

The cost of services of the Target Group increased by approximately HK$34.7 million, or 13.8%

from approximately HK$250.9 million for the year ended 30 September 2018 to approximately

HK$285.6 million for the year ended 30 September 2019. The increase in cost of services was

generally in line with the increase in revenue for the same period.

Gross profit and gross profit margin

The gross profit of the Target Group increased by approximately HK$2.4 million, or 5.0% from

approximately HK$47.3 million for the year ended 30 September 2018 to approximately HK$49.6

million for the year ended 30 September 2019. The gross profit margin of the Target Group decreased

from approximately 15.9% for the year ended 30 September 2018 to approximately 14.8% for the year

ended 30 September 2019. The gross profit margin was determined on a project-by-project basis. The

decrease in gross profit margin of the Target Group for the year ended 30 September 2019 was mainly

attributable to (i) the decrease in gross profit margin recorded from foundation works from

approximately 14.7% for the year ended 30 September 2018 to approximately 14.5% for the year

ended 30 September 2019, which contributed an aggregate gross profit of
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approximately HK$21.2 million or 42.6% to the total gross profit for the year ended 30 September

2019; and (ii) the decrease in gross profit margin recorded from reinforced concrete structure works

from approximately 16.2% for the year ended 30 September 2018 to approximately 14.9% for the year

ended 30 September 2019, which contributed an aggregate gross profit of approximately HK$13.7

million or approximately 27.7% to the total gross profit for the year ended 30 September 2019.

Other income

Other income of the Target Group increased by approximately HK$70,000, or 1,750.0% from

approximately HK$4,000 for the year ended 30 September 2018 to approximately HK$74,000 for the

year ended 30 September 2019. The increase in other income was mainly due to gain on disposal of

property, plant and equipment of approximately HK$64,000 for the year ended 30 September 2019.

Administrative and other operating expenses

Administrative and other operating expenses of the Target Group increased by approximately

HK$220,000 or 3.9% from approximately HK$5.7 million for the year ended 30 September 2018 to

approximately HK$5.9 million for the year ended 30 September 2019, which was mainly due to (i)

the increase of bank charge of approximately HK$71,000 resulted from the increase of bank

borrowing; and (ii) increase of travelling and transportation expenses of approximately HK$80,000

for the year ended 30 September 2019.

Finance costs

Finance costs of the Target Group increased by approximately HK$504,000, or 231.2% from

approximately HK$218,000 for the year ended 30 September 2018 to approximately HK$722,000 for

the year ended 30 September 2019, which was mainly due to (i) the increase in the interests on bank

borrowings by approximately HK$463,000 for the year ended 30 September 2018 as compared to that

of the year ended 30 September 2019, which is in line with the increase in bank borrowings, both

secured and unsecured, by approximately HK$11.7 million, from approximately HK$5.1 million for

the year ended 30 September 2018 to approximately HK$16.8 million for the year ended 30 September

2019, and (ii) the increase in interests on lease liabilities by approximately HK$41,000 for the year

ended 30 September 2019 as compared to that of the year ended 30 September 2018.

Income tax expense

Income tax expense of the Target Group increased by approximately HK$341,000, or 5.1% from

approximately HK$6.6 million for the year ended 30 September 2018 to approximately HK$7.0

million for the year ended 30 September 2019, which was generally in line with the increase in the

Target Group’s gross profit by approximately 5.0%.

The effective tax rate of the Target Group for the years ended 30 September 2018 and 2019

remained stable at approximately 16.3% and 16.2%, respectively.
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Profit and total comprehensive income for the year and profit margin

As a result of the above, profit and total comprehensive income of the Target Group increased

by approximately HK$2.1 million, or 6.1% from approximately HK$34.1 million for the year ended

30 September 2018 to approximately HK$36.2 million for the year ended 30 September 2019. The net

profit margin of the Target Group decreased from approximately 11.5% for the year ended 30

September 2018 to approximately 10.8% for the year ended 30 September 2019 was mainly due to the

increase in cost of services for the year ended 30 September 2019 partially offset the increase in

revenue for the year ended 30 September 2019 as compared to the year ended 30 September 2018.

Year ended 30 September 2018 compared with year ended 30 September 2017

Revenue

The revenue of the Target Group increased by approximately HK$80.1 million, or 36.7% from

approximately HK$218.1 million for the year ended 30 September 2017 to approximately HK$298.1

million for the year ended 30 September 2018. The increase was mainly attributable to the increase

in number of projects with revenue recognised from 14 projects for the year ended 30 September 2017

to 32 projects for the year ended 30 September 2018 as demonstrated in the below table:

For the years ended 30 September

2017 2018

No. of

projects HK$’000

No. of

projects HK$’000

Revenue recognised

HK$10 million or above 6 170,123 7 218,850

HK$5 million to HK$10 million 5 40,550 4 34,244

HK$1 million to HK$5 million 3 7,393 15 42,198

Below HK$1 million — — 6 2,857

Total revenue 14 218,066 32 298,149

Cost of services

The cost of services of the Target Group increased by approximately HK$61.3 million, or 32.3%

from approximately HK$189.6 million for the year ended 30 September 2017 to approximately

HK$250.9 million for the year ended 30 September 2018. The increase in cost of services was

generally in line with the increase in revenue for the same period.
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Gross profit and gross profit margin

The gross profit of the Target Group increased by approximately HK$18.8 million, or 66.0%

from approximately HK$28.5 million for the year ended 30 September 2017 to approximately

HK$47.3 million for the year ended 30 September 2018. The gross profit margin of the Target Group

increased from approximately 13.1% for the year ended 30 September 2017 to approximately 15.9%

for the year ended 30 September 2018. The gross profit margin was determined on a project-by-project

basis. The increase in gross profit margin of the Target Group for the year ended 30 September 2018

was mainly attributable to (i) the increase in gross profit margin recorded from foundation works from

approximately 11.8% for the year ended 30 September 2017 to approximately 14.7% for the year

ended 30 September 2018, which contributed an aggregate gross profit of approximately HK$14.3

million or approximately 30.3% to the total gross profit for the year ended 30 September 2018; and

(ii) the increase in gross profit margin recorded from reinforced concrete structure works from

approximately 12.8% for the year ended 30 September 2017 to approximately 16.2% for the year

ended 30 September 2018, which contributed an aggregate gross profit of approximately HK$20.9

million or approximately 44.1% to the total gross profit for the year ended 30 September 2018.

Other income

Other income of the Target Group was nil and approximately HK$4,000 for the year ended 30

September 2017 and 2018, respectively, which was an interest income from bank deposit.

Administrative and other operating expenses

Administrative and other operating expenses of the Target Group increased by approximately

HK$2.7 million, or 88.0% from approximately HK$3.0 million for the year ended 30 September 2017

to approximately HK$5.7 million for the year ended 30 September 2018, which was mainly due to (i)

the increase in staff costs, including directors’ remuneration and housing allowance by approximately

HK$660,000 mainly due to the appointment of the chief financial officer, the increase of directors and

employees’ salaries and setting up of housing allowance; and (ii) the increase in depreciation of

property, plant and equipment of approximately HK$587,000 for the year ended 30 September 2018

as compared to that of the year ended 30 September 2017.

Finance costs

Finance costs of the Target Group increased by approximately HK$151,000, or 225.4% from

approximately HK$67,000 for the year ended 30 September 2017 to approximately HK$218,000 for

the year ended 30 September 2018, which was mainly due to (i) the increase in interests on lease

liabilities by approximately HK$97,000 for the year ended 30 September 2018 as compared to that of

the year ended 30 September 2017, which was due to the acquisition of the property, plant and

equipment; and (ii) the increase in the interests on bank borrowings by approximately HK$54,000 for

the year ended 30 September 2018 as compared to that of the year ended 30 September 2017, which

is in line with the increase in secured bank borrowings by approximately HK$5.1 million for the year

ended 30 September 2018 as compared to that of the year ended 30 September 2017.
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Income tax expense

Income tax expense of the Target Group increased by approximately HK$2.5 million, or 59.8%

from approximately HK$4.2 million for the year ended 30 September 2017 to approximately HK$6.6

million for the year ended 30 September 2018, which was due to the increase in revenue of the Target

Group by approximately HK$80.1 million or 36.7%, which outweighed the increase in cost of services

by approximately HK$61.3 million or 32.3% for the year ended 30 September 2018 as compared to

that of the year ended 30 September 2017.

The effective tax rate of the Target Group for the years ended 30 September 2017 and 2018

remained stable at approximately 16.6% and 16.3%, respectively.

Profit and total comprehensive income for the year and profit margin

As a result of the above, profit and total comprehensive income for the year of the Target Group

increased by approximately HK$13.3 million, or 63.8% from approximately HK$20.9 million for the

year ended 30 September 2017 to approximately HK$34.1 million for the year ended 30 September

2018. The net profit margin of the Target Group increased from 9.6% for the year ended 30 September

2017 to approximately 11.5% for the year ended 30 September 2018 was mainly due to the increase

in revenue of the Target Group by approximately HK$80.1 million or 36.7%, which outweighed the

increase in cost of services by approximately HK$61.3 million or 32.3% for the year ended 30

September 2018.

LIQUIDITY, FINANCIAL RESOURCES AND CAPITAL STRUCTURE

During the Track Record Period, the Target Group mainly financed its operations through net

cash generated from operating activities and bank borrowings. The Target Group’s primary uses of

cash are mainly to finance its operations, satisfy its capital expenditure needs and repay bank loans

and lease liabilities.
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Cash flows

The following table sets forth a summary of the consolidated statements of cash flows of the

Target Group during the Track Record Period:

For the year ended 30 September
For the nine months

ended 30 June

2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Operating cash flow before

working capital changes 26,208 44,707 46,861 33,303 32,515

Net cash generated from/

(used in) operating

activities 11,518 20,430 13,038 (13) 25,331

Net cash used in investing

activities (11,932) (12,084) (23,316) (9,040) (161)

Net cash generated

from/(used in) financing

activities (498) 1,386 8,444 9,432 (16,606)

Net increase/(decrease) in

cash and cash equivalents (912) 9,732 (1,834) 379 8,564

Cash and cash equivalents

at the end of year/period 1,529 11,261 9,427 11,640 17,991

Cash flows from operating activities

During the Track Record Period, the Target Group’s cash flows from operating activities were

principally generated from the civil engineering projects undertaken by the Target Group, its cash

outflow used in operations is principally for subcontracting charges, cost of construction materials,

staff costs and working capital needs. Cash generated from operating activities primarily consisted of

profit before income tax adjusted for non-cash items such as depreciation, ECL allowances/reversal

on trade receivables and contract assets, net, loss on disposal of property, plant and equipment, net,

interest income and interest expenses.

For the nine months ended 30 June 2020, net cash generated from operating activities of the

Target Group of approximately HK$25.3 million, primarily includes as a result of the operating profit

before working capital changes of approximately HK$32.5 million and primarily adjusted for an

increase in contract assets of approximately HK$13.6 million which were driven by progress billings

and the settlement thereof. This was partially offset by (i) a decrease in trade and other receivables

of approximately HK$5.4 million which were in line with the slight increase of the revenue of the

Target Group for the nine months ended 30 June 2020 as compared to the nine months ended 30 June

2019; and (ii) an increase in trade and other payables of approximately HK$8.5 million mainly due

to the Target Group’s longer trade payables’ turnover days for the nine months ended 30 June 2020.
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For the nine months ended 30 June 2019, net cash used in operating activities of the Target

Group of approximately HK$13,000, primarily includes the operating profit before working capital

changes of approximately HK$33.3 million and primarily adjusted for (i) an increase in contract

assets of approximately HK$23.4 million which were driven by progress billings and the settlement

thereof; (ii) an increase in trade and other receivables of approximately HK$9.2 million; (iii) a

decrease in contract liabilities of approximately HK$1.1 million. This was partially offset by an

increase in trade and other payables of approximately HK$8.3 million for the nine months ended 30

June 2019.

For the year ended 30 September 2019, net cash generated from operating activities of the Target

Group of approximately HK$13.0 million, primarily includes the operating profit before working

capital changes of approximately HK$46.9 million and primarily adjusted for (i) an increase in

contract assets of approximately HK$25.1 million mainly due to the progress billing for three projects

of Anderson Quarry and Ho Man Tin were not issued in the year ended 30 September 2019 and were

driven by progress billings and the settlement thereof; (ii) an increase in trade and other receivables

of approximately HK$15.0 million which was in line with the increase in revenue of approximately

HK$37.0 million due to an increase in number of projects undertaken by the Target Group and the

longer trade receivables’ turnover days for the year ended 30 September 2019; and (iii) a decrease in

contract liabilities of approximately HK$1.1 million. This was partially offset by an increase in trade

and other payables of approximately HK$15.3 million mainly due to the Target Group’s business

growth and longer trade payables’ turnover days for the year ended 30 September 2019.

For the year ended 30 September 2018, net cash generated from operating activities of the Target

Group of approximately HK$20.4 million, primarily includes the operating profit before working

capital changes of approximately HK$44.7 million and primarily adjusted for (i) an increase in

contract assets of approximately HK$15.5 million mainly due to the commencement of certain new

projects undertaken by the Target Group, which were still at the initial stage that cannot be reflected

in the progress billings; and (ii) an increase in trade and other receivables of approximately HK$13.1

million in line with the increase in revenue of approximately HK$80.1 million due to an increase in

number of projects undertaken by the Target Group. This was partially offset by an increase in trade

and other payables of approximately HK$7.1 million mainly due to the Target Group’s business

growth and longer trade payables’ turnover days for the year ended 30 September 2018.

For the year ended 30 September 2017, net cash generated from operating activities of the Target

Group of approximately HK$11.5 million, primarily includes the operating profit before working

capital changes of approximately HK$26.2 million and primarily adjusted for (i) an increase in

contract assets of approximately HK$9.0 million which were driven by progress billings and the

settlement thereof; and (ii) an increase in trade and other receivables of approximately HK$11.5

million. This was partially offset by (i) a decrease in amount due from a related party of

approximately HK$2.4 million; (ii) an increase in contract liabilities of approximately HK$1.1

million; and (iii) an increase in trade and other payables of approximately HK$2.3 million.
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Cash flows from investing activities

During the Track Record Period, the Target Group’s cash flows from investing activities were

principally utilised to purchase of property, plant and equipment, amount due from a director and loan

to sub-contractors. The cash inflows from investing activities were primarily from the proceeds from

disposal of property, plant and equipment.

For the nine months ended 30 June 2020, net cash used in investing activities of the Target Group

of approximately HK$161,000 was primarily due to the repayment of loan to sub-contractors of

approximately HK$900,000 and partially offset by (i) increase in amount from a director of

approximately HK$732,000; which were non-interest bearing and have no fixed terms of repayment;

and (ii) the payment for purchase of property, plant and equipment of approximately HK$339,000.

For the nine months ended 30 June 2019, net cash used in investing activities of the Target Group

of approximately HK$9.0 million, was mainly derived from (i) an increase in amount due from a

director of approximately HK$9.5 million, which were non-interest bearing and have no fixed terms

of repayment; and (ii) loan to sub-contractors of approximately HK$900,000 and partially offset by

proceeds generated from disposal of property, plant and equipment of approximately HK$1.4 million.

For the year ended 30 September 2019, net cash used in investing activities of the Target Group

of approximately HK$23.3 million, was mainly derived from (i) an increase in amount due from a

director of approximately HK$23.7 million, which were non-interest bearing and have no fixed terms

of repayment; and (ii) loan to sub-contractors of approximately HK$900,000 and partially offset by

proceeds generated from disposal of property, plant and equipment of approximately HK$1.4 million.

For the year ended 30 September 2018, net cash used in investing activities of the Target Group

of approximately HK$12.1 million, was mainly due to (i) an increase in amount due from a director

of approximately HK$6.5 million, which were non-interest bearing and have no fixed terms of

repayment; (ii) purchase of property, plant and equipment of approximately HK$8.6 million and

partially offset by (i) repayment of loan to sub-contractors of approximately HK$2.7 million; and (ii)

proceeds generated from disposal of property, plant and equipment of approximately HK$368,000.

For the year ended 30 September 2017, net cash used in investing activities of the Target Group

of approximately HK$11.9 million, was mainly due to (i) an increase in amount due from a director

of approximately HK$7.7 million, which were non-interest bearing and have no fixed terms of

repayment; (ii) loan to sub-contractors of approximately HK$2.7 million; and (iii) the payment for

purchase of property, plant and equipment of approximately HK$1.6 million.

Cash flows from financing activities

During the Track Record Period, the Target Group’s cash flows from financing activities were

principally contributed by the proceeds of bank borrowings, the cash outflows from financing

activities were primarily related to repayment of bank borrowings and the payment of lease liabilities.
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For the nine months ended 30 June 2020, net cash used in financing activities of the Target

Group of approximately HK$16.6 million, was mainly due to (i) dividend paid of approximately

HK$23.3 million; (ii) repayment of bank borrowings of approximately HK$23.1 million; (iii) payment

of lease liabilities of approximately HK$1.2 million; and (iv) payment in interests on bank borrowings

and lease liabilities of approximately HK$697,000 and offset mainly by the drawdown of bank

borrowings of approximately HK$31.7 million.

For the nine months ended 30 June 2019, net cash generated from financing activities of the

Target Group of approximately HK$9.4 million was mainly due to (i) drawdown of bank borrowings

of approximately HK$39.4 million; and (ii) an increase in amount due to a director of approximately

HK$2.9 million and partially offset mainly by (i) repayment of bank borrowings of approximately

HK$30.2 million; (ii) payment of lease liabilities of approximately HK$1.6 million; (iii) payment on

interests on bank borrowings and lease liabilities of approximately HK$530,000; and (iv) increase in

pledged bank deposits of approximately HK$497,000.

For the year ended 30 September 2019, net cash generated from financing activities of the Target

Group of approximately HK$8.4 million, was mainly due to the drawdown of bank borrowings of

approximately HK$44.5 million and partially offset by (i) repayment of bank borrowings of

approximately HK$32.8 million; (ii) payment of lease liabilities of approximately HK$2.1 million;

(iii) increase of pledged bank deposits of approximately HK$497,000; and (iv) payment of interests

on bank borrowings and lease liabilities of approximately HK$722,000.

For the year ended 30 September 2018, net cash generated from financing activities of the Target

Group of approximately HK$1.4 million, was mainly due to the drawdown of bank borrowings of

approximately HK$10.7 million and partially offset by (i) repayment of bank borrowings of

approximately HK$5.6 million; (ii) increase of pledged bank deposits of approximately HK$1.8

million; (iii) payment of lease liabilities of approximately HK$1.7 million; and (iv) payment of

interests on bank borrowings and lease liabilities of approximately HK$218,000.

For the year ended 30 September 2017, net cash used in financing activities of the Target Group

of approximately HK$498,000 was primarily due to the payment of lease liabilities and the payment

of interests accrued thereon.

Working Capital

Taking into account the financial resources available to the Enlarged Group and the Enlarged

Group’s existing balance of cash and cash equivalents, cash flows from operation and estimated

[REDACTED] from the [REDACTED], the Directors and the proposed Director of the Enlarged Group

are of the view that the Enlarged Group has sufficient working capital for at least next 12 months

commencing from the date of this circular, in the absence of unforeseeable circumstances.
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Net current assets and liabilities

The following table sets forth details of the Target Group’s current assets and current liabilities

as at the respective dates indicated:

As at 30 September
As at

30 June
As at

31 July

2017 2018 2019 2020 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Current assets

Contract assets 19,749 35,122 60,218 73,655 77,009

Trade and other receivables 33,621 43,661 59,643 53,275 49,800

Amount due from a director 4,058 10,532 268 — —

Cash and bank balances 1,529 13,061 11,724 20,288 13,751

58,957 102,376 131,853 147,218 140,560

Current liabilities

Contract liabilities 1,106 1,077 — — —

Trade and other payables 16,986 24,100 39,412 47,872 40,146

Amount due to a director — — — 10 10

Lease liabilities 664 1,748 1,146 1,614 1,588

Bank borrowings — 5,100 16,813 25,419 24,586

Dividend payable — — 36,000 11,700 9,700

Current tax liabilities 6,309 9,353 8,530 5,754 6,419

25,065 41,378 101,901 92,369 82,449

Net current assets 33,892 60,998 29,952 54,849 58,111

As at 30 September 2017, 2018, 2019, 30 June 2020 and 31 July 2020, the Target Group had net

current assets of approximately HK$33.9 million, HK$61.0 million, HK$30.0 million, HK$54.8

million and HK$58.1 million, respectively. During the Track Record Period, the increase in the

current assets and the increase in the current liabilities was a result of the Target Group’s business

growth.
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The net current assets position of the Target Group increased from approximately HK$33.9

million as at 30 September 2017 to approximately HK$61.0 million as at 30 September 2018 was

mainly due to (i) the increase in contract assets of approximately HK$15.4 million; (ii) the increase

in trade and other receivable of approximately HK$10.0 million; (iii) the increase in amount due from

a director of approximately HK$6.5 million; (iv) the increase in cash and bank balances of

approximately HK$11.5 million; partially offset by (i) the increase in trade and other payables of

approximately HK$7.1 million; (ii) the increase in bank borrowings of approximately HK$5.1 million;

(iii) the increase in current tax liabilities of approximately HK$3.0 million; and (iv) the increase in

lease liabilities of approximately HK$1.1 million.

The net current assets position of the Target Group decreased from approximately HK$61.0

million as at 30 September 2018 to approximately HK$30.0 million as at 30 September 2019 was

mainly due to (i) the increase in dividend payable of approximately HK$36.0 million; (ii) the increase

in trade and other payables of approximately HK$15.3 million; (iii) the increase in bank borrowings

of approximately HK$11.7 million; (iv) the decrease in amount due from a director of approximately

HK$10.3 million; partially offset by (i) the increase in contract assets of approximately HK$25.1

million; (ii) the increase in trade and other receivable of approximately HK$16.0 million.

The net current assets position of the Target Group increased from approximately HK$30.0

million as at 30 September 2019 to approximately HK$54.8 million as at 30 June 2020 was mainly

due to (i) the increase in contract assets of approximately HK$13.4 million; (ii) the increase in cash

and bank balances of approximately HK$8.6 million; (iii) the decrease in dividend payable of

approximately HK$24.3 million; (iv) the decrease in current tax liabilities of approximately HK$2.8

million; partially offset by (i) the increase in trade and other payables of approximately HK$8.5

million; (ii) the increase in bank borrowings of approximately HK$8.6 million; (iii) decrease in trade

and other receivables of approximately HK$6.4 million; (iv) the increase in lease liabilities of

approximately HK$468,000.

The net current assets position of the Target Group increased from approximately HK$54.8

million as at 30 June 2020 to approximately HK$58.1 million as at 31 July 2020 was mainly due to

(i) the increase of contract assets of approximately HK$3.4 million; (ii) the decrease of trade and other

payables of approximately HK$7.7 million; (iii) the decrease of dividend payable of approximately

HK$2.0 million; and (iv) the decrease of bank borrowings of approximately HK$833,000; partially

offset by (i) the increase of current tax liabilities of approximately HK$665,000; (ii) the decrease in

cash and bank balances of approximately HK$6.5 million; and (iii) the decrease in trade and other

receivables of approximately HK$3.5 million.
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DISCUSSION OF CERTAIN CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
ITEMS

Property, plant and equipment

The following table sets forth the respective net carrying amount of property, plant and

equipment as at the respective dates indicated:

Right-of-use

assets

Leasehold

improvements

Furniture

and fixtures

Machinery

and

equipment

Motor

vehicles Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

As at 30 September 2017 2,669 — 24 1,533 16 4,242

As at 30 September 2018 4,811 81 17 8,146 29 13,084

As at 30 September 2019 2,804 61 11 5,833 32 8,741

As at 30 June 2020 2,628 47 5 5,249 122 8,051

As shown in the table above, the Target Group’s property, plant and equipment consists primarily

of right-of-use assets and machinery and equipment. The Target Group purchased its property, plant

and equipment mainly from its internally generated resources, bank loans and through finance lease

arrangements.

Right-of-use assets

Right-of-use assets mainly represent the capitalisation of the lease payments in order for the

Target Group to obtain the right to use of various office premises and plant and machinery and motor

vehicles for the period of time through lease arrangements.

During the Track Record Period, the Target Group leased the office and acquired its machinery

and equipment by way of finance lease arrangements. Such lease arrangements are negotiated on an

individual basis and contain a wide range of different terms and conditions including lease payments

and lease terms ranging from two to five years.

The right-of-use assets increased from approximately HK$2.7 million as at 30 September 2017

to approximately HK$4.8 million as at 30 September 2018 mainly due to the purchase of concrete

pump truck and excavators by the Target Group through finance lease arrangements.

The right-of-use assets decreased from approximately HK$4.8 million as at 30 September 2018

to approximately HK$2.8 million as at 30 September 2019 mainly due to the disposal of leased motor

vehicles and further decreased to HK$2.6 million as at 30 June 2020 mainly due to the depreciation

of the leased office and the depreciation of the machinery and equipment under finance lease

arrangements.
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Machinery and equipment

The Target Group acquires its own machinery and equipment for performing different types of

civil engineering works, such as excavators and concrete pump truck. The machinery and equipment

had a carrying amount of approximately HK$1.5 million as at 30 September 2017 and substantially

increased to approximately HK$8.1 million as at 30 September 2018 due to the purchase of a number

of machinery and equipment during the year. The carrying amount of machinery and equipment

decreased to approximately HK$5.8 million as at 30 September 2019 and further decreased to

approximately HK$5.2 million as at 30 June 2020 due to the disposal of formwork mould and

depreciation of the machinery and equipment, although partly offset by purchases of a few new

machinery and equipment.

Contract assets

Contract assets are recognised when the Target Group recognises revenue before being

unconditionally entitled to the consideration under the payment terms set out in the contract and

retention withheld pursuant to the contracts. Contract assets are assessed for expected credit losses

and are reclassified to receivables when the right to the consideration has become unconditional.

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Unbilled revenue 340 8,653 24,277 37,550

Retention receivables 19,672 26,889 36,402 36,761

20,012 35,542 60,679 74,311

Less: ECL allowances (263) (420) (461) (656)

19,749 35,122 60,218 73,655

Please refer to note 16.1 in the Accountants’ Report of the Target Group in Appendix I to this

circular for details of the contract assets.

The Target Group’s contract assets increased from approximately HK$19.7 million as at 30

September 2017 to approximately HK$35.1 million as at 30 September 2018, and further increased to

approximately HK$60.2 million as at 30 September 2019 and approximately HK$73.7 million as at

30 June 2020, respectively. The increase in contract assets during the Track Record Period was mainly

attributable to the substantial increase of unbilled revenue from approximately HK$340,000 as at 30

September 2017 to approximately HK$8.7 million as at 30 September 2018, and further increased to

approximately HK$24.3 million as at 30 September 2019 and approximately HK$37.6 million as at

30 June 2020.
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Unbilled revenue

The unbilled revenue of the Target Group increased from approximately HK$340,000 as at 30

September 2017 to approximately HK$8.7 million as at 30 September 2018 and further increased to

approximately HK$24.3 million as at 30 September 2019 and approximately HK$37.6 million as at

30 June 2020, respectively. The increase in unbilled revenue was mainly due to (i) an increase in the

Target Group’s business volume during the Track Record Period; and (ii) the usual timing difference

between the date of completion of civil engineering works and the date of billings, leading to an

accumulated effect of its balance of contract assets.

Retention receivables

Retention receivables are held by the Target Group’s customers arising from its civil engineering

works and the Target Group typically agrees customers to withhold approximately 10% of each

progress payment but the total amount of retention monies shall not exceed approximately 5% of the

contractual value. In general, for public sector projects, half of the retention amount will be released

upon completion of the work performed by the Target Group and another half will be retained for one

year after whole project is completed by the main contractor. For private sector projects, half of the

retention amount will be released upon completion of the work performed by the Target Group and

another half would be retained until the expiry of defect liability period as stated in the contracts

entered into between the Target Group and its customers. If there are no incomplete items or defects

after such defect liability period, the remaining retention amount will be released by the customers.

The following table sets forth the amount of contract assets related to retention receivables

expected to be recovered after more than one year as at the respective dates indicated:

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Retention receivables expected to be

recovered after more than one year 13,246 16,235 25,009 28,375

The Target Group’s retention receivables expected to be recovered after more than one year

increased from approximately HK$13.2 million as at 30 September 2017 to approximately HK$16.2

million as at 30 September 2018, and further increased to approximately HK$25.0 million as at 30

September 2019 and approximately HK$28.4 million as at 30 June 2020, respectively, primarily due

to the increase in the volume of the Target Group’s construction works during the Track Record

Period.
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The directors of the Target Company confirm that the Target Group has not experienced any

difficulty in collecting retention receivables from its customers during the Track Record Period.

As at the Latest Practicable Date, approximately HK$22.8 million or 60.8% of the Target

Group’s unbilled revenue as at 30 June 2020 were certified and approximately HK$1.0 million or

2.6% of the Target Group’s retention receivables as at 30 June 2020 were settled. The remaining

balance of the Target Group’s retention receivables were outstanding and pending the release by its

customers after the retention period. As at the Latest Practicable Date, approximately HK$23.8

million or 32.0% of the Target Group’s contract assets as at 30 June 2020 were certified.

Trade and other receivables

Trade and other receivables of the Target Group were mainly derived from civil engineering

works carried out by the Target Group. As the business of the Target Group is project-based, the trade

receivables are mainly affected by the actual progress of projects and the amount certified by its

customers in respect of the progress of the projects and the amount settled by the relevant customers

as at the end of reporting periods.

The following table sets forth details of the Target Group’s trade and other receivables as at the

respective dates indicated:

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Trade receivables 28,551 41,231 55,463 49,832

Less: ECL allowances (207) (626) (463) (486)

28,344 40,605 55,000 49,346

Other receivables 2,543 2,160 3,676 3,854

Loan to subcontractors 2,734 39 900 —

Prepayment — 857 67 75

33,621 43,661 59,643 53,275

The trade receivables of the Target Group net of ECL allowances increased from approximately

HK$28.3 million as at 30 September 2017 to approximately HK$40.6 million as at 30 September

2018, and further increased to approximately HK$55.0 million as at 30 September 2019 and

approximately HK$49.3 million as at 30 June 2020, respectively, which was in line with the increase

in revenue of the Target Group as the Target Group had undertaken more projects during the Track

Record Period, resulting in higher balance of trade receivables.
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Other receivables of the Target Group mainly represents advance payment to the subcontractors

or suppliers and the compensation paid to the work-related injured employees, which are expected to

be covered by the relevant insurance policies taken out by the relevant main contractors. Other

receivables of the Target Group decreased from approximately HK$2.5 million as at 30 September

2017 to approximately HK$2.2 million as at 30 September 2018 and increased to approximately

HK$3.7 million as at 30 September 2019 and further increased to approximately HK$3.9 million as

at 30 June 2020 was mainly due to the movement of advanced payments paid to subcontractors.

Loan to subcontractors of the Target Group is non-trade in nature, non-interest bearing and

repayable on demands. The loan to subcontractors of the Target Group decreased from approximately

HK$2.7 million as at 30 September 2017 to approximately HK$39,000 as at 30 September 2018 and

further increased to approximately HK$900,000 as at 30 September 2019 and decreased to nil as at

30 June 2020.

The Target Group generally grants its customers a credit period of 30 to 60 days from the date

of issuance of payment certificates by the customers. The Target Group seeks to maintain strict control

over its outstanding trade receivables and have a credit control policy to minimise its credit risk. All

trade receivables balances are monitored on an ongoing basis and appropriate follow up actions are

taken regularly. The Target Group does not hold any collateral over those trade receivables balances.

The following table sets forth an ageing analysis of the Target Group’s trade receivables based

on the date of payment certificates issued by customers as at the respective dates indicated:

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

0 - 30 days 17,638 23,127 39,112 22,392

31 - 60 days 374 7,409 3,692 3,213

61 - 90 days 2,446 4,683 11,803 14,039

Over 90 days 7,886 5,386 393 9,702

28,344 40,605 55,000 49,346

The Target Group applies a simplified approach in calculating ECL and recognises a loss

allowance by classifying customers into two types (i.e. listed companies and private companies) based

on lifetime ECL at each reporting date. The expected loss rates are based on the forward looking rate

as well as the default rate during the Track Record Period. The forward looking factors were affected

by the possibility of Hong Kong Gross Domestic Product and Hong Kong Consumer Price Index. The

default rate of listed companies were derived from Bloomberg and the default rate of private

companies were made reference to the median of different listed companies in the same industry. As

at the end of each reporting period, the historical default rates are updated and changes in the

forward-looking estimates are analysed.

As at the Latest Practicable Date, approximately HK$42.1 million or 84.5% of the trade

receivables of the Target Group as at 30 June 2020 were settled.
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Trade receivables’ turnover days

The following table sets forth the trade receivables’ turnover days during the Track Record

Period:

For the year ended 30 September

For the
nine

months
ended

30 June

2017 2018 2019 2020

Trade receivables’ turnover days (Note) 36 42 52 58

Note: Trade receivables’ turnover days for the years ended 30 September 2017, 2018 and 2019 and the nine months

ended 30 June 2020 are equal to the average trade receivables, net of ECL allowances, divided by revenue and

multiplied by 365, 365, 365 and 274 days, respectively. Average trade receivables are the average of trade

receivables at the beginning of the year/period and trade receivables at the end of the year/period.

For the years ended 30 September 2017, 2018 and 2019 and the nine months ended 30 June 2020,

trade receivables’ turnover days of the Target Group were approximately 36 days, 42 days, 52 days

and 58 days, respectively. The trade receivables’ turnover days of the Target Group were relatively

stable with an increasing trend and within the range of the credit period of 30 to 60 days granted to

its customers by the Target Group.

The directors of the Target Company confirm that the Target Group has not experienced any

difficulty in collecting trade receivables from its customers during the Track Record Period.

Trade and other payables

Trade and other payables of the Target Group mainly represented (i) amounts payable to its

subcontractors and construction material suppliers; (ii) retention payables; and (iii) other payable and

accruals. As the business of the Target Group is project-based, the cost of services is mainly affected

by the actual progression of the projects and as such the trade payables balance as at a reporting date

may be affected.
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The following table sets forth details of the Target Group’s trade and other payables as at the

respective dates indicated:

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Trade payables 11,220 14,992 24,439 29,260

Retention payables 4,247 6,021 10,645 12,640

Other payable and accruals 1,519 3,087 4,328 5,972

16,986 24,100 39,412 47,872

Trade payables

The trade payables of the Target Group increased from approximately HK$11.2 million as at 30

September 2017 to approximately HK$15.0 million as at 30 September 2018, and further increased to

approximately HK$24.4 million as at 30 September 2019 and approximately HK$29.3 million as at

30 June 2020, respectively. The retention payables of the Target Group increased from approximately

HK$4.2 million as at 30 September 2017 to approximately HK$6.0 million as at 30 September 2018,

and further increased to approximately HK$10.6 million as at 30 September 2019 and approximately

HK$12.6 million as at 30 June 2020, respectively. The increase in trade payables and the retention

payables of the Target Group was in line with the increase in cost of services of the Target Group as

the Target Group has undertaken more projects during the Track Record Period, resulting in higher

balance of trade payables and retention payables.

The following table sets forth an ageing analysis of the Target Group’s trade payables based on

the date of invoice issued by subcontractors and suppliers of the Target Group as at the respective

dates indicated:

As at 30 September
As at 30

June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

0 - 30 days 7,430 12,464 16,155 18,056

31 - 60 days 1,495 403 660 1,454

61 - 90 days 1,152 1,233 3,858 3,964

Over 90 days 1,143 892 3,766 5,786

11,220 14,992 24,439 29,260
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The Target Group in general granted by its subcontractors and suppliers for a credit period of

30 to 60 days and the Target Group tended to expedite the process of settling its trade payables shorter

than its granted credit period in order to maintain good business relationship with its subcontractors

and suppliers. The range of aging from 61-90 days and over 90 days in trade payables decreased from

approximately HK$2.3 million as at 30 September 2017 to approximately HK$2.1 million as at 30

September 2018 and increased to approximately HK$7.6 million as at 30 September 2019 and further

increased to approximately HK$9.8 million as at 30 June 2020 mainly due to the Target Group started

to utilise the agreed credit terms to enhance its cash flow position.

As at the Latest Practicable Date, approximately HK$22.3 million or 76.1% of the trade payables

of the Target Group as at 30 June 2020 were settled.

The following table sets forth the trade payables’ turnover days during the Track Record Period:

For the year ended 30 September

For the
nine

months
ended 30

June

2017 2018 2019 2020

Trade payables’ turnover days (Note) 21 19 25 35

Note: Trade payables’ turnover days for the years ended 30 September 2017, 2018 and 2019 and the nine months ended

30 June 2020 are equal to the average trade payables divided by cost of services and multiplied by 365, 365, 365

and 274 days, respectively. Average trade payables are the average of trade payables at the beginning of the

year/period and trade payables at the end of the year/period.

For the years ended 30 September 2017, 2018 and 2019 and the nine months ended 30 June 2020,

trade payables’ turnover days of the Target Group were approximately 21 days, 19 days, 25 days and

35 days, respectively. The trade payables’ turnover days of the Target Group were stable and generally

in line the granted credit period. The increasing trend of the trade payables’ turnover days during the

Track Record Period was mainly due to the Target Group started to utilise the agreed credit terms to

have a better cash flow.

The directors of the Target Company confirm that the Target Group has stable relationship with

its subcontractors and suppliers and had no material disputes with its subcontractors and suppliers

during the Track Record Period.
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Retention payables

Retention payables represent the retention the Target Group withhold certain certified amounts

payable to its subcontractors as retention money to secure the due performance of the contracts until

the expiry of the defect liability period of the contraction projects, similar to the practice that its

customers withhold the progress payment to the Target Group. The release of the retention payables

by the Target Group to its subcontractors will be subject to its receipt of the corresponding payment

from its customers. As at 30 September 2017, 2018, 2019 and 30 June 2020, retention payables

amounted to approximately HK$4.2 million, HK$6.0 million, HK$10.6 million and HK$12.6 million,

respectively, which was in line with the increase in the volume of the Target Group’s projects resulting

in more works being subcontracted to the subcontractors.

The following table sets forth the retention payables expected to be settled after more than one

year during the Track Record Period:

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Retention payables expected to be settled

after more than one year 2,254 3,393 6,600 9,442

Retention payables are settled to subcontractors based on the related retention receivables settled

by customers and normally within a period ranging from one to two years after the completion of the

contract work by the subcontractors.

The directors of the Target Company confirm that the Target Group had no default in payment

of trade and retention payables during the Track Record Period.

Other payable and accruals

Other payables and accruals of the Target Group mainly represents staff costs to the Target

Group’s direct labour and advance payment received from the customers. Other payable and accruals

of the Target Group increased from approximately HK$1.5 million as at 30 September 2017 to

approximately HK$3.1 million as at 30 September 2018 and further increased to approximately

HK$4.3 million as at 30 September 2019 and approximately HK$6.0 million as at 30 June 2020 mainly

due to the Target Group had deployed more labour, especially front-line workers, to cope with the

increasing workloads due to the increase in number of project undertaken by the Target Group.
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RELATED PARTY TRANSACTIONS AND BALANCES

Please refer to note 25 of the Accountants’ Report of the Target Group in Appendix I to this

circular for details of material related party transactions and balances with related parties. The

directors of the Target Company are of the view that these transactions were conducted on an arm’s

length basis, and would not distort the Target Group’s results of operation during the Track Record

Period or make the Target Group’s historical results during the Track Record Period not reflective of

the expectations of the future performance. The directors of the Target Company confirm that all

personal guarantees provided for the Target Group will be released or replaced by corporate

guarantees. The amounts due from/to a director will be fully repaid upon Acquisition Completion.

INDEBTEDNESS

As at 31 July 2020, being the latest practicable date for the purpose of this indebtedness

statement, save as disclosed below, the Target Group did not have outstanding mortgages, charges,

debentures, bank overdrafts, loans or other similar indebtedness, finance leases, liabilities under

acceptances or acceptance credits or any guarantees or other material contingent liabilities

outstanding.

The following table sets forth the Target Group’s indebtedness as at the respective dates

indicated:

As at 30 September
As at

30 June
As at

31 July

2017 2018 2019 2020 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(unaudited)

Current liabilities

Amount due to a director — — — 10 10

Bank borrowings — 5,100 16,813 25,419 24,586

Lease liabilities 664 1,748 1,146 1,614 1,588

664 6,848 17,959 27,043 26,184

Non-current liabilities

Lease liabilities 2,194 3,124 1,676 1,031 921

2,858 9,972 19,635 28,074 27,105
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Bank borrowings

The following table sets forth a breakdown of the Target Group’s bank borrowings as at the

respective dates indicated:

As at 30 September
As at

30 June
As at

31 July

2017 2018 2019 2020 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(unaudited)

Secured — 5,100 5,223 5,113 4,899

Unsecured — — 11,590 20,306 19,687

— 5,100 16,813 25,419 24,586

As at 31 July 2020, the Target Group had unutilised banking facilities of approximately HK$5.3

million.

During the Track Record Period, bank borrowings of the Target Group was in an increasing

trend, which was in line with its growth of the business scale, so that can provide adequate working

capital and to finance the purchase of its property, plant and equipment.

As at 30 September 2018 and 2019 and 30 June 2020, secured bank loans of the Target Group

amounted to approximately HK$5.1 million, HK$5.2 million and HK$5.1 million borne variable

interest rate, the interest rate as at 30 September 2018, 2019 and 30 June 2020 was ranged from 3.13%

to 4.62%, 3.13% to 4.63% and 3.13% and 4.50% per annum, respectively.

As at 30 September 2018 and 2019 and 30 June 2020, secured bank loans of the Target Group

were secured by pledged time bank deposit of HK$1.8 million, HK$1.8 million and HK$1.8 million,

respectively, and were guaranteed by the unlimited personal guarantees given by Mr. Chang.

As at 30 September 2019 and 30 June 2020, unsecured bank loans of the Target Group amounted

to approximately HK$11.6 million and HK$20.3 million borne variable interest rate, the interest rate

as at 30 September 2019 and 30 June 2020 was ranged from 4.13% to 5.46% and 2.75% and 5.36%

per annum, respectively.

As at 30 September 2019, unsecured bank loans of the Target Group amounted to approximately

HK$2.7 million were guaranteed by the unlimited personal guarantees given by Mr. Chang. In

addition, unsecured bank loans amounted to approximately HK$9.0 million were guaranteed by the

unlimited personal guarantees given by Mr. Chang and HKMC Insurance Limited. All the unsecured

bank loans were subject to assignment of the mortgage of a property owned by the spouse of Mr.

Chang with the bank.
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As at 30 June 2020, unsecured bank loans of the Target Group amounted to approximately

HK$5.0 million were guaranteed by the unlimited personal guarantees given by Mr. Chang. In

addition, unsecured bank loans amounted to approximately HK$11.3 million were guaranteed by the

unlimited personal guarantees given by Mr. Chang, HKMC Insurance Limited and were subject the

assignment mortgage of a property owned by the spouse of Mr. Chang with the bank. The remaining

unsecured bank loans amounted to HK$4.0 million were guaranteed by the unlimited personal

guarantees given by Mr. Chang and the HKMC Insurance Limited.

As at 31 July 2020, unsecured bank loans of the Target Group amounted to approximately

HK$4.4 million were guaranteed by the unlimited personal guarantees given by Mr. Chang. In

addition, unsecured bank loans amounted to approximately HK$11.3 million were guaranteed by the

unlimited personal guarantees given by Mr. Chang, HKMC Insurance Limited and were subject the

assignment mortgage of a property owned by the spouse of Mr. Chang with the bank. The remaining

unsecured bank loans amounted to approximately HK$4.0 million were guaranteed by the unlimited

personal guarantees given by Mr. Chang and the HKMC Insurance Limited.

The personal guarantees provided by Mr. Chang in relation to the bank borrowings will be

released and replaced by corporate guarantee given by the Company upon the Acquisition Completion.

The bank borrowings of the Target Group contain standard covenants and the directors of the

Target Company confirm that the Target Group had not experienced any difficulties in obtaining bank

borrowings nor default or delay in any payment or breach any of the material covenants pertaining to

its bank borrowings during the Track Record Period.

Despite the bank borrowings have specific repayment schedule, the loan agreements stated

specifically that the bank can demand repayment at any time at their discretion, as a result, all the

bank borrowings of the Target Group were classified as current liabilities. Target Group do not believe

it is probable that the bank will exercise its discretionary rights to demand immediate repayment.

Save as the indebtedness as disclosed above, the Target Group currently do not have an external

financial plan.

Lease liabilities

During the Track Record Period, the amount of the lease liabilities of the Target Group mainly

represent the lease of an office premises, and the acquisition of its machinery and equipment by way

of finance lease arrangements to operate its business.
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The following table sets forth the lease liabilities of the Target Group as at the respective dates

indicated:

As at 30 September
As at 30

June
As at

31 July

2017 2018 2019 2020 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(unaudited)

Total minimum lease
payments:

Due within one year 792 1,956 1,269 1,703 1,671

Due after one year but

within two years 792 1,404 1,066 971 907

Due after two years but

within five years 1,573 1,936 690 87 37

3,157 5,296 3,025 2,761 2,615

Less: Future finance charges (299) (424) (203) (116) (106)

Present value of lease

liabilities 2,858 4,872 2,822 2,645 2,509

Present value of minimum
lease payments:

Due within one year 664 1,748 1,146 1,614 1,588

Due after one year but

within two years 701 1,272 1,004 944 884

Due after two years but

within five years 1,493 1,852 672 87 37

2,858 4,872 2,822 2,645 2,509

Less: Portion due within

one year included under

current liabilities (664) (1,748) (1,146) (1,614) (1,588)

Portion due after one year

included under

non-current liabilities 2,194 3,124 1,676 1,031 921
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As at 30 September 2017, 2018, 2019, 30 June 2020 and 31 July 2020, lease liabilities were

secured by the related underlying assets as the rights to the leased asset would be reverted to the lessor

in the event of default by repayment by the Target Group.

As at 30 September 2017, 2018, 2019, 30 June 2020 and 31 July 2020, lease liabilities amounting

to approximately HK$1.4 million, HK$1.1 million, HK$788,000, HK$539,000 and HK$511,000 were

guaranteed by the personal guarantees by Mr. Chang.

The lease liabilities which were guaranteed by the personal guarantees by Mr. Chang, will be

repaid upon the Acquisition Completion.

OFF-BALANCE SHEET ARRANGEMENTS

The Target Group did not enter into any material off-balance sheet transactions or arrangements

as at the Latest Practicable Date.

CAPITAL EXPENDITURES

The capital expenditures of the Target Group during the Track Record Period primarily

comprised of purchase of machinery and equipment, motor vehicles, leasehold improvement and

office premises for use in the Target Group’s business operations. The following table sets forth

details of the Target Group’s capital expenditures during the Track Record Period:

For the year ended
30 September

For the
nine

months
ended

30 June
20202017 2018 2019

HK$’000 HK$’000 HK$’000 HK$’000

Machinery and Equipment 1,601 11,167 65 201

Motor vehicles 3,155 34 25 138

Leasehold Improvement — 98 — —

Office premises — 1,031 — 1,048

4,756 12,330 90 1,387

The Target Group’s capital expenditures were funded out of internally generated resources and

finance lease arrangements.
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SUMMARY OF KEY FINANCIAL RATIOS

The table below sets forth a summary of key financial ratios:

As at or for the year ended
30 September

As at or for
the nine

months ended
30 June

2020Notes 2017 2018 2019

Profitability ratios
Return on total assets 1 33.0% 29.6% 25.8% 16.0%
Return on equity 2 58.5% 48.9% 100.5% 40.9%

Liquidity ratios
Current ratio and quick ratio 3 2.4 2.5 1.3 1.6

Capital adequacy ratios
Gearing ratio 4 8.0% 14.3% 54.5% 46.1%
Net debt to equity ratio 5 3.7% N/A 22.0% 12.8%
Interest coverage 6 374.3 188.1 60.8 43.4

Notes:

1. Return on total assets is calculated by dividing net profit for the year/period by total assets at the end of the

respective year/period and expressed as a percentage.

2. Return on equity is calculated by dividing net profit for the year by total equity at the end of the respective

year/period and expressed as a percentage.

3. Current ratio is calculated by dividing current assets by current liabilities as at the end of the respective

year/period. Quick ratio is calculated by dividing current assets net of inventories by current liabilities as at the

respective year/period.

4. Gearing ratio is calculated by dividing all borrowings, amount due to a director and lease liabilities by total equity

as at the respective year/period.

5. Net debt to equity ratio is calculated by dividing all borrowings, amount due to a director and lease liabilities net

of cash and bank balances by total equity as at the end of the respective year/period and expressed as a percentage.

6. Interest coverage is calculated by profit before interest and tax divided by the interest expenses as at the end of

the respective year/period.

Profitability ratios

Return on total assets

The return on total assets of the Target Group for the years ended 30 September 2017, 2018 and

2019 and the nine months ended 30 June 2020 was approximately 33.0%, 29.6%, 25.8% and 16.0%,

respectively.
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The return on total assets of the Target Group decreased from approximately 33.0% for the year
ended 30 September 2017 to approximately 29.6% for the year ended 30 September 2018 mainly due
to the increase in net carrying value of the property, plant and equipment from approximately HK$4.2
million as at 30 September 2017 to approximately HK$13.1 million as at 30 September 2018.

The return on total assets of the Target Group decreased from approximately 29.6% for the year
ended 30 September 2018 to approximately 25.8% for the year 30 September 2019 was mainly due
to the significant increase in total assets of the Target Group resulted from the increase in the contract
assets and trade and other receivables at a rate greater than the increase in profit of the Target Group.

The return on total assets of the Target Group decreased from approximately 25.8% for the year
ended 30 September 2019 to approximately 16.0% for the nine months ended 30 June 2020 since it
is calculate based on profits of the Target Group for the nine months ended 30 June 2020 while the
total assets of the Target Group increased from approximately HK$140.6 million as at 30 September
2019 to HK$155.3 million as at 30 June 2020.

Return on equity

The return on equity of the Target Group for the years ended 30 September 2017, 2018, 2019 and
the nine months ended 30 June 2020 was approximately 58.5%, 48.9%, 100.5% and 40.9%,
respectively.

The return on equity of the Target Group decreased from approximately 58.5% for the year ended
30 September 2017 to 48.9% for the year ended 30 September 2018 was mainly due to the significant
increase in net assets of the Target Group at a rate greater than the increase in profit of the Target
Group.

The return on equity of the Target Group increased from approximately 48.9% for the year ended
30 September 2018 to approximately 100.5% for the year ended 30 September 2019 was mainly due
to the significant decrease in net assets of the Target Group resulted from (i) dividend declared for
the year ended 30 September 2019; (ii) the decrease in net carrying value of the property, plant and
equipment; and (iii) the increase of bank borrowings and trade and other payables.

The return on equity of the Target Group decreased from approximately 100.5% for the year
ended 30 September 2019 to approximately 40.9% for the nine months ended 30 June 2020 since it
is calculated based on profits of the Target Group for the nine months ended 30 June 2020 while the
shareholder’s equity increased from approximately HK$36.0 million as at 30 September 2019 to
approximately HK$60.9 million as at 30 June 2020 resulted from the contribution of the Target
Group’s operational profit for the nine months ended 30 June 2020.

Liquidity ratios

Current ratio

The Target Group’s current ratio increased from approximately 2.4 times as at 30 September
2017 to approximately 2.5 times as at 30 September 2018 was mainly due to the increase in its current
assets resulted from the increase in contract assets, trade and other receivables and cash and bank
balances, which outweighed the increase in its current liabilities as a result of increase in trade and
other payables, lease liabilities, bank borrowings and current tax liabilities.

The Target Group’s current ratio decreased from approximately 2.5 times as at 30 September
2018 to approximately 1.3 times as at 30 September 2019 was mainly due to the substantial increase
in its current liabilities by approximately HK$60.5 million as a result of increase in trade and other
payables by approximately HK$15.3 million, bank borrowings by approximately HK$11.7 million and
dividend payables by approximately HK$36.0 million, which outweighed the increase in its current
assets resulted from the increase in contract assets and trade and other receivables.
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The Target Group’s current ratio increased from approximately 1.3 times as at 30 September

2019 to approximately 1.6 times as at 30 June 2020 was mainly due to the increase in its current assets

by approximately HK$15.4 million resulted from the increase in contract assets by approximately

HK$13.4 million and the increase in cash and bank balances by approximately HK$8.6 million and

the decrease in its current liabilities by approximately HK$9.5 million.

Quick ratio

As the Target Group did not hold any material inventory during the Track Record Period, the

Target Group’s current ratio is equivalent to its quick ratio.

Capital adequacy ratios

Gearing ratio

The gearing ratio of the Target Group was approximately 8.0%, 14.3%, 54.5% and 46.1% as at

30 September 2017, 2018 and 2019 and 30 June 2020, respectively.

The increasing trend of the gearing ratio of the Target Group was mainly due to (i) the increase

in bank borrowings and lease liabilities for the years ended 30 September 2018 and 2019 and the nine

months ended 30 June 2020 in order to support the Target Group’s business growth; and (ii) the

decrease of total equity resulted from the dividend declared amounted to HK$70.0 million for the year

ended 30 September 2019.

Net debt to equity ratio

The net debt to equity ratio of the Target Group was approximately 3.7%, nil, 22.0% and 12.8%

as at 30 September 2017, 2018 and 2019 and 30 June 2020, respectively.

The increase of the net debt to equity ratio of the Target Group from a net cash position as at

30 September 2018 to approximately 22.0% as at 30 September 2019 was mainly due to (i) the

increase in bank borrowings and lease liabilities for the year ended 30 September 2019 in order to

support the Target Group’s business growth; and (ii) the decrease of total equity resulted from the

dividend declared amounted to HK$70.0 million for the year ended 30 September 2019.

The decrease of the net debt to equity ratio of the Target Group from approximately 22.0% as

at 30 September 2019 to approximately 12.8% as at 30 June 2020 was mainly due to the increase of

total equity resulted from the contribution of the Target Group’s operational profit for the nine months

ended 30 June 2020, which outweighed the further increase in bank borrowings for the nine months

ended 30 June 2020 in order to support the Target Group’s business growth.

Net debt to equity ratio is not applicable to the Target Group as at 30 September 2018 as the

Target Group recorded a net cash position.
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Interest coverage

The interest coverage of the Target Group was approximately [374.3] times, [188.1] times, [60.8]

times and [43.4] times for the years ended 30 September 2017, 2018 and 2019 and the nine months

ended 30 June 2020, respectively.

The decrease in the interest coverage of the Target Group from approximately [374.3] times for

the year ended 30 September 2017 to approximately [188.1] times for the year ended 30 September

2018, and further decrease to approximately [60.8] times for the year ended 30 September 2019 and

approximately [43.4] times for the nine months ended 30 June 2020 was mainly due (i) to the increase

in the amount of the bank borrowings raised for the years ended 30 September 2018 and 2019; and

(ii) the increase of lease liabilities for the years ended 30 September 2018 and 2019.

FINANCIAL RISK MANAGEMENT

The Target Group is exposed to financial risks through its use of financial instruments in its

ordinary course of operations. The financial risks include interest rate risk, credit risk and liquidity

risk. Please refer to note 27 of the Accountants’ Report of the Target Group as set out in Appendix

I to this circular.

DIVIDEND

During the three years ended 30 September 2019 and the nine months ended 30 June 2020, the

Target Group declared approximately nil, nil, HK$70.0 million and nil, respectively, as dividends to

its shareholders. The dividend of HK$70.0 million for the year ended 30 September 2019 represents

(i) an interim dividend of HK$20.0 million declared by PCL for the nine months ended 30 June 2019;

and (ii) a final dividend of HK$50.0 million declared by the Target Company for the year ended 30

September 2019.

The Target Group funded its dividend payments by its operating cash flow.

The Directors and the proposed Director may or may not recommend a payment of dividend in

the future after taking into account various relevant factors including but not limited to the financial

condition, capital requirements and earnings of the Enlarged Group, and the provisions of the

bye-laws of the Company. There is no guarantee that dividends will be paid in the future.

TOTAL EXPENSES

The aggregate fees, together with the Stock Exchange [REDACTED] fee, the [REDACTED],

SFC transaction levy, legal and other professional fees, printing and other expenses relating to, among

other things, the Acquisition, the Subscription, the [REDACTED] are estimated to be approximately

HK$[REDACTED] in aggregate, of which approximately HK$[REDACTED] are payable by the

Company and approximately HK$[REDACTED] by the Target Group.
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DISTRIBUTABLE RESERVES

As at 30 June 2020, no reserves available for distribution to its shareholders.

UNAUDITED PRO FORMA NET ASSETS OF THE TARGET GROUP

Please refer to Appendix III — “Unaudited pro forma financial information of the Enlarged

Group” for details.

PROFIT ESTIMATE OF THE TARGET GROUP FOR THE YEAR ENDING 30 SEPTEMBER

2020

On the bases set out in Appendix IV to this circular, the directors of the Target Company estimate

that the unaudited consolidated profit attributable to the equity holder of the Target Company is as

follows:

Estimated consolidated profit attributable to

the equity holder of the Target Company

for the year ending 30 September 2020 (Note).......................not less than HK$[35.0] million

Note:

The bases on which the above consolidated profit estimate has been prepared are summarised in Part A of Appendix IV

to this circular. The directors of the Target Company have prepared the estimated consolidated profit attributable to the

equity holder of the Target Company for the year ending 30 September 2020 based on (i) the audited consolidated results

of the Target Group for the nine months ended 30 June 2020; (ii) the unaudited management accounts of the Target Group

for the one month ended 31 July 2020; and (iii) an estimate of the consolidated results of the Target Group for the two

months ending 30 September 2020.

DISCLOSURE REQUIRED UNDER THE LISTING RULES

During the Track Record Period and as of the Latest Practicable Date, there were no

circumstances that would give rise to a disclosure requirement under Rules 13.13 to 13.19 of the

Listing Rules in respect of the Target Group.
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RECENT DEVELOPMENTS AND NO MATERIAL ADVERSE CHANGE

As at the Latest Practicable Date, the Target Group had a total of 19 projects on hand with total

contract sum of approximately HK$772.9 million which were in progress or not yet to be commenced.

Approximately HK$88.0 million is expected to be recognised as revenue for the period from 1 July

2020 to 30 September 2020 and approximately HK$328.3 million is expected to be recognised as

revenue after the year ending 30 September 2020 from the aforesaid on-going projects.

Subsequent to the Track Record Period and up to the Latest Practicable Date, the Target Group

entered into a contract to purchase nine excavators in the amount of approximately HK$21.6 million

to cater to the demand of a new project in Hong Kong International Airport in August 2020. The Target

Group purchased the nine excavators through finance lease arrangement with financial institution with

a term of two years. Pursuant to the finance lease agreement, the Target Group is required to pay

monthly to the financial institution and is given the option to purchase these machineries at a nominal

amount at the end of the term. The finance lease agreement carries a flat rate of 2.65% per annum.

The directors of the Target Company are of the view that such addition in machineries is necessary

in order to cope with its business development, increasing its overall operational efficiency and

capacity in performing its civil engineering works.

The directors of the Target Company confirm that, since 30 June 2020 (being the date to which

the last audited financial statements of the Target Group were prepared) and up to the date of this

circular, (i) there has been no material adverse change in the market conditions or the industry and

environment in which the Target Group operate that materially and adversely affect its financial or

operating position; (ii) there has been no material adverse change in the trading, operating and

financial position or prospects of the Target Group; and (iii) no event had occurred in all material

respects since 30 June 2020 (being the date to which the last audited financial statements of the Target

Group were prepared) and up to the date of this circular that would adversely affect the information

shown in the Accountants’ Report of the Target Group as set out in Appendix I to this circular.

Effect of the outbreak of COVID-19

Based on current situation of the outbreak of COVID-19, the directors of the Target Company

confirm that the outbreak of COVID-19 had no material adverse impact on the Target Group up to the

Latest Practicable Date and currently do not expect material adverse impact on the Target Group,

barring unforeseen circumstances. For details, please refer to the section headed “Business of the

Target Group — Outbreak of COVID-19” in this circular.
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SHARE CAPITAL

The authorised and issued share capital in the Company: (i) as at the Latest Practicable Date and

(ii) immediately after the completion of Subscription, [REDACTED] and upon allotment and issue of

Consideration Shares assuming full acceptance of [REDACTED] by the Qualifying Shareholders

under the [REDACTED] and the public take up all the [REDACTED] under the [REDACTED] will

be as follows:

(i) As at the Latest Practicable Date

Authorised share capital: HK$

152,055,864,000 Shares of HK$0.001 each as at the

Latest Practicable Date

152,055,864

Issued and fully paid: HK$

859,146,438 Shares of HK$0.001 each in issue as at

the Latest Practicable Date

859,146.438

(ii) Immediately after the completion of Subscription, [REDACTED] and upon allotment and

issue of Consideration Shares assuming full acceptance of [REDACTED] by the Qualifying

Shareholders under the [REDACTED] and the public take up all the [REDACTED] under

the [REDACTED]

Authorised share capital: HK$

152,055,864,000 Shares of HK$0.001 each 152,055,864

Issued and fully paid:

[REDACTED] Subscription Shares to be issued pursuant to the

Subscription Agreement

[REDACTED]

[REDACTED] [REDACTED] to be issued pursuant to the

[REDACTED]

[REDACTED]

[REDACTED] Consideration Shares to be issued pursuant to the

Acquisition Agreement

[REDACTED]

[REDACTED] Total [REDACTED]
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Since 31 December 2019, the date to which the latest audited financial statements of the

Company were made up, and up to the Latest Practicable Date, no Shares have been allotted and

issued by the Company or bought-back by the Company. The Company did not buy back any Share

during the 12 month period immediately preceding the Latest Practicable Date. No part of the equity

or debt securities of the Company is listed or dealt in, nor is listing or permission to deal in the Shares

or loan capital of the Company being, or proposed to be, sought on any other stock exchange.

RANKING

When fully paid and allotted, the Subscription Shares, the [REDACTED] and the Consideration

Shares will rank pari passu in all respects among themselves, including all dividends and distributions

which may be declared, paid or made by the Company, voting and interest in capital, with the New

Shares in issue as at the respective date of allotment and issue thereof.

OUTSTANDING OPTIONS

As at the Latest Practicable Date, there were no outstanding options, warrants or other

conversion rights over any part of the Company’s share capital.

SHARE OPTION SCHEME

Pursuant to the written resolutions of the Shareholders passed on 26 May 2014, the Share Option

Scheme was adopted. A summary of its principal terms is set out in Appendix VIII to this circular.

SPECIFIC MANDATE

A resolution will be proposed at the SGM for the Shareholders to approve the grant of the

specific mandate for the issue of the Subscription Shares, the [REDACTED] and the Consideration

Shares.
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The following is the text of a report received from the reporting accountants of the Target Group,

Grant Thornton Hong Kong Limited, Certified Public Accountants, Hong Kong, for the purposes of

incorporation in this circular.

ACCOUNTANTS’ REPORT ON HISTORICAL FINANCIAL INFORMATION TO THE
DIRECTORS OF VICTORY GROUP LIMITED AND GRAND MOORE CAPITAL LIMITED

Introduction

We report on the historical financial information of Million Celebration Limited (the “Target

Company”) and its subsidiary (together, the “Target Group”) set out on pages I-4 to I-61, which

comprises the consolidated statements of financial position of the Target Group as at 30 September

2017, 2018 and 2019 and 30 June 2020, the statements of financial position of the Target Company

as at 30 September 2019 and 30 June 2020 and the consolidated statements of profit or loss and other

comprehensive income, the consolidated statements of changes in equity and the consolidated

statements of cash flows for each of the years ended 30 September 2017, 2018 and 2019 and the nine

months ended 30 June 2020 (the “Track Record Period”) and a summary of significant accounting

policies and other explanatory information (together, the “Historical Financial Information”). The

Historical Financial Information set out on pages I-4 to I-61 forms an integral part of this report,

which has been prepared for inclusion in the circular of Victory Group Limited dated [●] (the

“Circular”) in connection with the proposed very substantial acquisition of the entire issued capital

of the Target Company.

Directors’ responsibility for Historical Financial Information

The directors of the Target Company are responsible for the preparation of the Historical

Financial Information that gives a true and fair view in accordance with the basis of preparation and

presentation set out in note 2 to the Historical Financial Information, and for such internal control as

the directors of the Target Company determine is necessary to enable the preparation of the Historical

Financial Information that is free from material misstatement, whether due to fraud or error.

Reporting accountants’ responsibility

Our responsibility is to express an opinion on the Historical Financial Information and to report

our opinion to you. We conducted our work in accordance with Hong Kong Standard on Investment

Circular Reporting Engagements 200 “Accountants’ Reports on Historical Financial Information in

Investments Circulars” issued by the Hong Kong Institute of Certified Public Accountants

(“HKICPA”). This standard requires that we comply with ethical standards and plan and perform our

work to obtain reasonable assurance about whether the Historical Financial Information is free from

material misstatement.
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Our work involved performing procedures to obtain evidence about the amounts and disclosures

in the Historical Financial Information. The procedures selected depend on the reporting accountants’

judgement, including the assessment of risks of material misstatement of the Historical Financial

Information, whether due to fraud or error. In making those risk assessments, the reporting

accountants consider internal control relevant to the entity’s preparation of Historical Financial

Information that give a true and fair view in accordance with the basis of preparation and presentation

set out in note 2 to the Historical Financial Information in order to design procedures that are

appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness

of the entity’s internal control. Our work also included evaluating the appropriateness of accounting

policies used and the reasonableness of accounting estimates made by the directors of the Target

Company, as well as evaluating the overall presentation of the Historical Financial Information.

We believe that the evidence we have obtained is sufficient and appropriate to provide a basis

for our opinion.

Opinion

In our opinion the Historical Financial Information gives, for the purposes of the accountants’

report, a true and fair view of the Target Group’s consolidated financial positions as at 30 September

2017, 2018 and 2019 and 30 June 2020, the Target Company’s financial positions as at 30 September

2019 and 30 June 2020, and of the Target Group’s consolidated financial performance and

consolidated cash flows for the Track Record Period in accordance with the basis of preparation and

presentation set out in note 2 to the Historical Financial Information.

Review of stub period comparative financial information

We have reviewed the stub period comparative financial information of the Target Group which

comprises the consolidated statement of profit or loss and other comprehensive income, the

consolidated statement of changes in equity and the consolidated statement of cash flows for the nine

months ended 30 June 2019 and other explanatory information (the “Stub Period Comparative

Financial Information”). The directors of the Target Company are responsible for the preparation and

presentation of the Stub Period Comparative Financial Information in accordance with the basis of

preparation and presentation set out in note 2 to the Historical Financial Information. Our

responsibility is to express a conclusion on the Stub Period Comparative Financial Information based

on our review. We conducted our review in accordance with Hong Kong Standard on Review

Engagement 2410, “Review of Interim Financial Information Performed by the Independent Auditor

of the Entity” issued by the HKICPA. A review consists of making inquiries, primarily of persons

responsible for financial and accounting matters, and applying analytical and other review procedures.

A review is substantially less in scope than an audit conducted in accordance with Hong Kong

Standards on Auditing and consequently does not enable us to obtain assurance that we would become

aware of all significant matters that might be identified in an audit. Accordingly, we do not express

an audit opinion. Based on our review, nothing has come to our attention that causes us to believe that

the Stub Period Comparative Financial Information, for the purposes of the accountants’ report, is not

prepared, in all material respects, in accordance with the basis of preparation and presentation set out

in note 2 to the Historical Financial Information.

APPENDIX I ACCOUNTANTS’ REPORT OF THE TARGET GROUP

− I-2 −

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.



Report on matters under the Rules Governing the Listing of Securities on The Stock Exchange

of Hong Kong Limited

Adjustments

In preparing the Historical Financial Information, no adjustments to the Underlying Financial

Statements as defined on page I-4 have been made.

Grant Thornton Hong Kong Limited

Certified Public Accountants

Level 12

28 Hennessy Road

Wanchai

Hong Kong

[●]

Practising Certificate Number: [●]
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HISTORICAL FINANCIAL INFORMATION OF THE TARGET GROUP

Preparation of Historical Financial Information

Set out below is the Historical Financial Information which forms an integral part of this

accountants’ report.

The consolidated financial statements of the Target Group for the Track Record Period, on which

the Historical Financial Information is based, have been prepared in accordance with accounting

policies which conform with Hong Kong Financial Reporting Standards issued by the Hong Kong

Institute of Certified Public Accountants (“HKICPA”) and have been audited by Grant Thornton Hong

Kong Limited under separate terms of engagement with the Target Company in accordance with Hong

Kong Standards on Auditing issued by the HKICPA (the “Underlying Financial Statements”).

The Historical Financial Information is presented in Hong Kong dollars (“HK$”) and all values

are rounded to the nearest thousand (HK$’000) except when otherwise indicated.
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Consolidated statements of profit or loss and other comprehensive income

Year ended 30 September
Nine months

ended 30 June

Notes 2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Revenue 6 218,066 298,149 335,193 234,615 245,385

Cost of services (189,587) (250,887) (285,563) (199,499) (211,353)

Gross profit 28,479 47,262 49,630 35,116 34,032

Other income 7 — 4 74 72 653

ECL (allowances)/reversal of

trade receivables and

contract assets, net (380) (576) 122 216 (218)

Administrative and other

operating expenses (3,019) (5,675) (5,895) (4,259) (4,237)

Finance costs 8 (67) (218) (722) (530) (697)

Profit before income tax 9 25,013 40,797 43,209 30,615 29,533

Income tax expense 10 (4,160) (6,648) (6,989) (4,978) (4,629)

Profit and total
comprehensive income for
the year/period 20,853 34,149 36,220 25,637 24,904

HK cents HK cents HK cents HK cents HK cents

(Unaudited)

Earnings per share
attributable to equity
holders of the Target
Company

Basic and diluted 12 N/A N/A N/A N/A N/A
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Consolidated statements of financial position

As at 30 September
As at

30 June
Notes 2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

ASSETS AND LIABILITIES
Non-current asset
Property, plant and equipment 14 4,242 13,084 8,741 8,051

Current assets
Contract assets 16 19,749 35,122 60,218 73,655
Trade and other receivables 15 33,621 43,661 59,643 53,275
Amount due from a director 19 4,058 10,532 268 —
Cash and bank balances 17 1,529 13,061 11,724 20,288

58,957 102,376 131,853 147,218

Current liabilities
Contract liabilities 16 1,106 1,077 — —
Trade and other payables 18 16,986 24,100 39,412 47,872
Amount due to a director 19 — — — 10
Lease liabilities 20 664 1,748 1,146 1,614
Bank borrowings 21 — 5,100 16,813 25,419
Dividend payable — — 36,000 11,700
Current tax liabilities 6,309 9,353 8,530 5,754

25,065 41,378 101,901 92,369

Net current assets 33,892 60,998 29,952 54,849

Total assets less current liabilities 38,134 74,082 38,693 62,900

Non-current liabilities
Lease liabilities 20 2,194 3,124 1,676 1,031
Deferred tax liabilities 22 277 1,146 995 943

2,471 4,270 2,671 1,974

Net assets 35,663 69,812 36,022 60,926

EQUITY
Share capital 23 10 10 —* —*
Reserves 24 35,653 69,802 36,022 60,926

Total equity 35,663 69,812 36,022 60,926

* The balance represented an amount less than HK$1,000.
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Statements of financial position of the Target Company

As at
30 September

As at
30 June

Notes 2019 2020

HK$’000 HK$’000

ASSETS AND LIABILITIES

Non-current asset

Investment in a subsidiary 31 10 10

Current assets

Dividend receivable 36,000 11,700

Current liabilities

Amount due to a director 10 10

Dividend payable 36,000 11,700

36,010 11,710

Net current liabilities (10) (10)

Net assets —* —*

EQUITY

Share capital 23 —* —*

Reserves 24 — —

Total equity —* —*

* The balance represented an amount less than HK$1,000.
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Consolidated statements of changes in equity

Share
capital

Retained
earnings Total

HK$’000 HK$’000 HK$’000

(note 23)

Balance as at 1 October 2016 10 14,800 14,810

Profit and total comprehensive income for the year — 20,853 20,853

Balance as at 30 September 2017 and 1 October 2017 10 35,653 35,663

Profit and total comprehensive income for the year — 34,149 34,149

Balance as at 30 September 2018 and 1 October 2018 10 69,802 69,812

Issuance of share capital of the Target Company upon

incorporation —* — —*

Dividends (note 11) — (70,000) (70,000)

Acquisition of Partneer Construction Limited by the Target

Company (10) — (10)

Transactions with owners (10) (70,000) (70,010)

Profit and total comprehensive income for the year — 36,220 36,220

Balance as at 30 September 2019 and 1 October 2019 —* 36,022 36,022

Profit and total comprehensive income for the period — 24,904 24,904

Balance as at 30 June 2020 —* 60,926 60,926

Balance as at 1 October 2018 10 69,802 69,812

Dividends (note 11) (unaudited) — (20,000) (20,000)

Transactions with owners — (20,000) (20,000)

Profit and total comprehensive income for the period

(unaudited) — 25,637 25,637

Balance as at 30 June 2019 (unaudited) 10 75,439 75,449

* The balance represented an amount less than HK$1,000.
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Consolidated statements of cash flow

Year ended 30 September
Nine months

ended 30 June
2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
(Unaudited)

Cash flows from operating
activities

Profit before income tax 25,013 40,797 43,209 30,615 29,533
Adjustments for:
Depreciation 748 2,320 3,055 2,375 2,050
ECL allowances/(reversal of

ECL), net
- trade receivables 155 419 (163) (242) 23
- contract assets 225 157 41 26 195

Losses on disposal of property,
plant and equipment, net — 800 4 4 20

Interest income — (4) (7) (5) (3)
Interest expenses 67 218 722 530 697

Operating profit before working
capital changes 26,208 44,707 46,861 33,303 32,515

Increase in contract assets (9,014) (15,530) (25,137) (23,434) (13,632)
(Increase)/Decrease in trade and

other receivables (11,480) (13,097) (14,958) (9,176) 5,445
Decrease in amount due from a

related company 2,384 — — — —
Increase/(Decrease) in contract

liabilities 1,106 (29) (1,077) (1,071) —
Increase in trade and other

payables 2,314 7,114 15,312 8,328 8,460

Cash generated from operations 11,518 23,165 21,001 7,950 32,788
Income tax paid — (2,735) (7,963) (7,963) (7,457)

Net cash generated from/(used
in) operating activities 11,518 20,430 13,038 (13) 25,331

Cash flows from investing
activities

Payment for purchase of
property, plant and equipment (1,601) (8,620) (90) (90) (339)

Proceeds from disposal of
property, plant and equipment — 368 1,374 1,374 7
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Year ended 30 September
Nine months

ended 30 June
2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000
(Unaudited)

Increase in amount due from
a director (7,654) (6,474) (23,746) (9,468) (732)

Loan to sub-contractors (2,677) (39) (900) (900) —
Repayment of loan to

sub-contractors — 2,677 39 39 900
Interest received — 4 7 5 3

Net cash used in investing
activities (11,932) (12,084) (23,316) (9,040) (161)

Cash flows from financing
activities

Proceeds from issuance of share
capital — — —* — —

Payment of interests on bank
borrowings — (54) (517) (366) (581)

Payment of interests on lease
liabilities (67) (164) (205) (164) (116)

Payment of lease liabilities (431) (1,696) (2,050) (1,636) (1,225)
Proceeds from bank borrowings — 10,736 44,534 39,419 31,712
Repayment of bank borrowings — (5,636) (32,821) (30,206) (23,106)
Increase in amount due to a

director — — — 2,882 10
Increase in pledged bank deposits — (1,800) (497) (497) —
Dividends paid — — — — (23,300)

Net cash generated from/(used
in) financing activities (498) 1,386 8,444 9,432 (16,606)

Net (decrease)/increase in cash
and cash equivalents (912) 9,732 (1,834) 379 8,564

Cash and cash equivalents at the
beginning of year/period 2,441 1,529 11,261 11,261 9,427

Cash and cash equivalents at
the end of year/period
(note 17) 1,529 11,261 9,427 11,640 17,991

* The balance represented an amount less than HK$1,000.
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NOTES TO THE HISTORICAL FINANCIAL INFORMATION

1. GENERAL INFORMATION

The Target Company was incorporated with limited liability in the British Virgin Islands on 8

July 2019. The addresses of the Target Company’s registered office is Vistra Corporate Services

Centre, Wickhams Cay II, Road Town, Tortola, VG1110, British Virgin Islands and its principal place

of business is Flat C, 20/F., Kings Tower, No.111 King Lam Street, Cheung Sha Wan, Kowloon, Hong

Kong.

The Target Company is an investment holding company, its subsidiary is principally engaged in

the provision of construction work.

The Target Company is wholly-owned and controlled by Mr. Chang Man Weng (“Mr. Chang”).

2. BASIS OF PREPARATION AND PRESENTATION

Prior to the reorganisation as more fully explained in the paragraphs headed “Reorganisation”

in the section headed “History, Reorganisation and Corporate Structure of the Target Group” to the

Circular, the business activities of the Target Group was conducted through Partneer Construction

Limited, which was 100% owned by Mr. Chang. Pursuant to the Reorganisation, the Target Company

acquired the entire issued capital of Partneer Construction Limited from Mr. Chang and became the

holding company of the companies now comprising the Target Group on 31 July 2019.

The Reorganisation only involved inserting a new company, which has not been engaged in any

other business, immediate to the top of Partneer Construction Limited which has not resulted in any

changes of economic substance and control (i.e. the ultimate controlling shareholder, Mr. Chang

remain the same), and the Target Group is considered as a continuing entity. Accordingly, for the

purpose of this report, the Historical Financial Information has been prepared and presented as a

continuation of the financial statements of Partneer Construction Limited with the assets and

liabilities recognised and measured at their respective carrying amounts for all periods presented. No

adjustments are made to reflect fair values, or recognise any new assets or liabilities as a result of the

Reorganisation.

The consolidated statements of profit or loss and other comprehensive income, consolidated

statements of changes in equity and consolidated statements of cash flows of the Target Group for the

years ended 30 September 2017, 2018 and 2019 include the results, changes in equity and cash flows

of the companies now comprising the Target Group have been prepared as if the current group

structure had been in existence throughout the years ended 30 September 2017, 2018 and 2019, or

since their respective dates of incorporation or establishment, where this is a shorter period, and the

consolidated statements of financial position as at 30 September 2017 and 2018 have been prepared

to present the assets and liabilities of the companies now comprising the Group as if the current group

structure had been in existence as at those respective dates.

The Historical Financial Information has been prepared in accordance with the accounting

policies set out in note 3 which conform with Hong Kong Financial Reporting Standards (“HKFRSs”)

which collective term includes all applicable individual Hong Kong Financial Reporting Standards,
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Hong Kong Accounting Standards (“HKAS”) and Interpretations issued by the HKICPA which are

effective for the accounting period beginning on 1 January 2019 (including adoption of HKFRS 16

“Leases”, HKFRS 9 “Financial Instruments” and Amendments to HKFRS 9 “Prepayment Features

with Negative Compensation” and HKFRS 15 “Revenue from Contracts with Customers”) throughout

the Track Record Period. The Historical Financial Information also complies with the applicable

disclosure provisions of the Rules Governing the Listing of Securities on the Stock Exchange of Hong

Kong Limited (the “Listing Rules”) and the Hong Kong Companies Ordinance.

The Historical Financial Information is presented in Hong Kong Dollars (“HK$”), which is the

same as the functional currency of the Target Company.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies that have been used in the preparation of this Historical

Financial Information are summarised below. These policies have been consistently applied to all the

periods presented in the Historical Financial Information.

The Historical Financial Information has been prepared under the historical cost basis.

The preparation of the Historical Financial Information in conformity with HKFRSs requires the

use of certain critical accounting estimates. It also requires management to exercise its judgement in

the process of applying the accounting policies of the Target Group. The areas involving a higher

degree of judgement or complexity, or areas where assumptions and estimates are significant to the

Historical Financial Information are disclosed in note 5 below.

3.1 Basis of consolidation and combination

The Historical Financial Information incorporates the financial information of the Target

Company and all its subsidiary made up to respective year end dates during the Track Record Period.

Subsidiary is entity controlled by the Target Group. The Target Group controls an entity when

the Target Group is exposed, or has rights, to variable returns from its involvement with the entity and

has the ability to affect those returns through its power over the entity. When assessing whether the

Target Group has power over the entity, only substantive rights relating to the entity (held by the

Target Group and others) are considered.

The Target Group includes the income and expenses of a subsidiary in the Historical Financial

Information from the date it gains control until the date when the Target Group ceases to control the

subsidiary.

Inter-group transactions, balances and unrealised gains on transactions between group

companies are eliminated. Amounts reported in the financial statements of subsidiary has been

adjusted where necessary to ensure consistency with the accounting policies adopted by the Target

Group.

In the Target Company’s statement of financial position, subsidiary is carried at cost less any

impairment loss. Cost also includes direct attributable costs of investment.
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The results of subsidiary is accounted for by the Target Company on the basis of dividends

received and receivable at the reporting date. All dividends whether received out of the investee’s pre

or post-acquisition profits are recognised in the Target Company’s profit or loss.

3.2 Foreign currency translation

In the individual financial statements of the consolidated entities, foreign currency transactions

are translated into the functional currency of the individual entity using the exchange rates prevailing

at the dates of the transactions. At the reporting date, monetary assets and liabilities denominated in

foreign currencies are translated at the foreign exchange rates ruling at that date. Foreign exchange

gains and losses resulting from the settlement of such transactions and from the reporting date

retranslation of monetary assets and liabilities are recognised in profit or loss.

Non-monetary items that are measured in terms of historical cost in a foreign currency are not

retranslated (i.e. only translated using the exchange rates at the transaction date).

3.3 Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation and impairment

losses. Cost includes expenditure that is directly attributable to the acquisition of the asset. The cost

of right-of-use assets are determined in accordance with note 3.8. Depreciation commences when the

assets are ready for their intended use.

Depreciation is provided to write off the cost less their residual values over their estimated

useful lives, using the straight-line method, at the following rates per annum:

Right-of-use assets Detailed are as set out in note 14

Leasehold improvements Over the term of lease or 20%, whichever is shorter

Furniture and fixtures 20%

Machinery and equipment 14% - 33.33%

Motor vehicles 30%

The assets’ residual values, depreciation methods and useful lives are reviewed, and adjusted if

appropriate, at each reporting date.

The gain or loss arising from retirement or disposal is determined as the difference between the

sales proceeds and the carrying amount of the asset and is recognised in profit or loss.

Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset,

as appropriate, only when it is probable that future economic benefits associated with the item will

flow to the Target Group and the cost of the item can be measured reliably. The carrying amount of

the replaced part is derecognised. All other costs, such as repairs and maintenance, are charged to

profit or loss during the financial period in which they are incurred.
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3.4 Financial instruments

Recognition and derecognition

Financial assets and financial liabilities are recognised when the Target Group becomes a party

to the contractual provisions of the financial instrument.

Financial assets are derecognised when the contractual rights to the cash flows from the financial

asset expire, or when the financial asset and substantially all of its risks and rewards are transferred.

A financial liability is derecognised when it is extinguished, discharged, cancelled or expires.

Financial assets

Classification and initial measurement of financial assets

Except for those trade receivables that do not contain a significant financing component and are

measured at the transaction price in accordance with HKFRS 15, all financial assets are initially

measured at fair value, in case of a financial asset not at fair value through profit or loss (“FVTPL”),

plus transaction costs that are directly attributable to the acquisition of the financial asset.

Financial assets, other than those designated and effective as hedging instruments, are classified

into the following categories:

- amortised cost;

- FVTPL; or

- fair value through other comprehensive income (“FVOCI”).

The classification is determined by both:

- the entity’s business model for managing the financial asset; and

- the contractual cash flow characteristics of the financial asset.

All income and expenses relating to financial assets that are recognised in profit or loss are

presented within finance costs, finance income or other financial items, except for expected credit

losses (“ECL”) of trade receivables, contract assets and other financial assets measured at amortised

cost is presented as separate line item in the consolidated statement of profit or loss and other

comprehensive income.
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Subsequent measurement of financial assets

Debt investments

Financial assets at amortised cost

Financial assets are measured at amortised cost if the assets meet the following conditions (and

are not designated as FVTPL):

- they are held within a business model whose objective is to hold the financial assets and

collect its contractual cash flows; and

- the contractual terms of the financial assets give rise to cash flows that are solely payments

of principal and interest on the principal amount outstanding.

After initial recognition, these are measured at amortised cost using the effective interest

method. Interest income from these financial assets is included in “other income” in profit or loss.

Discounting is omitted where the effect of discounting is immaterial. The Target Group’s trade and

other receivables, amount due from a director and cash and bank balances fall into this category of

financial instruments.

Financial liabilities

Classification and measurement of financial liabilities

The Target Group’s financial liabilities include trade and other payables, amount due to a

director, lease liabilities, bank borrowings and dividend payables.

Financial liabilities (other than lease liabilities) are initially measured at fair value, and, where

applicable, adjusted for transaction costs unless the Target Group designated a financial liability at

fair value through profit or loss.

Subsequently, financial liabilities (other than lease liabilities) are measured at amortised cost

using the effective interest method.

The accounting policies for lease liabilities are set out in note 3.8.

All interest-related charges are included in finance costs.

Trade and other payables, amount due to a director and dividend payables

They are recognised initially at their fair value and subsequently measured at amortised cost,

using the effective interest method.
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Bank borrowings

Borrowings are recognised initially at fair value, net of transaction costs incurred. Bank

borrowings are subsequently stated at amortised cost; any difference between the proceeds (net of

transaction costs) and the redemption value is recognised in profit or loss over the period of the bank

borrowings using the effective interest method.

Bank borrowings are classified as current liabilities unless the Target Group has an

unconditional right to defer settlement of the liability for at least twelve months after the reporting

date.

3.5 Impairment of financial assets and contract assets

HKFRS 9’s impairment requirements use more forward-looking information to recognise ECL —

the “ECL model”. Instruments within the scope included loans and other debt-type financial assets

measured at amortised cost, trade receivables and contract assets recognised and measured under

HKFRS 15.

The Target Group considers a broader range of information when assessing credit risk and

measuring ECL, including past events, current conditions, reasonable and supportable forecasts that

affect the expected collectability of the future cash flows of the instrument.

In applying this forward-looking approach, a distinction is made between:

- financial instruments that have not deteriorated significantly in credit quality since initial

recognition or that have low credit risk (“Stage 1”) and

- financial instruments that have deteriorated significantly in credit quality since initial

recognition and whose credit risk is not low (“Stage 2”).

“Stage 3” would cover financial assets that have objective evidence of impairment at the

reporting date.

“12-month ECL” are recognised for the Stage 1 category while “lifetime ECL” are recognised

for the Stage 2 category.

Measurement of the ECL is determined by a probability-weighted estimate of credit losses over

the expected life of the financial instrument.

Trade receivables and contract assets

For trade receivables and contract assets, the Target Group applies a simplified approach in

calculating ECL and recognises a loss allowance based on lifetime ECL at each reporting date. These

are the expected shortfalls in contractual cash flows, considering the potential for default at any point

during the life of the financial assets. In calculating the ECL, the Target Group based on two types

of customers (i.e. listed companies and private companies) and the expected loss rates are based on

the forward looking rate as well as the default rate during the Track Record Period. The forward
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looking factors were affected by the possibility of Hong Kong Gross Domestic Product and Hong

Kong Consumer Price Index. The default rate of listed companies were derived from Bloomberg and

the default rate of private companies were made reference to the median of different listed companies

in the same industry. As at end of each reporting period, the historical default rates are updated and

changes in the forward-looking estimates are analysed.

To measure the ECL, trade receivables and contract assets have been grouped based on shared

credit risk characteristics and the days past due. The contract assets relate to unbilled work in progress

and retention receivables and have substantially the same risk characteristics as the trade receivables

for the same types of contracts. The Target Group has therefore concluded that the ECL rates for trade

receivables are a reasonable approximation of the loss rates for the contract assets.

Other financial assets measured at amortised cost

The Target Group measures the loss allowance for other receivables equal to 12-month ECL,

unless when there has been a significant increase in credit risk since initial recognition, the Target

Group recognises lifetime ECL. The assessment of whether lifetime ECL should be recognised is

based on significant increase in the likelihood or risk of default occurring since initial recognition.

In assessing whether the credit risk has increased significantly since initial recognition, the

Target Group compares the risk of a default occurring on the financial assets at the reporting date with

the risk of default occurring on the financial assets at the date of initial recognition. In making this

assessment, the Target Group considers both quantitative and qualitative information that is

reasonable and supportable, including historical experience and forward-looking information that is

available without undue cost or effort.

In particular, the following information is taken into account when assessing whether credit risk

has increased significantly:

- an actual or expected significant deterioration in the financial instrument’s external (if

available) or internal credit rating;

- significant deterioration in external market indicators of credit risk, e.g. a significant

increase in the credit spread, the credit default swap prices for the debtor;

- existing or forecast adverse changes in business, financial or economic conditions that are

expected to cause a significant decrease in the debtor’s ability to meet its debt obligations;

- an actual or expected significant deterioration in the operating results of the debtor;

- an actual or expected significant adverse change in the regulatory, economic, or

technological environment of the debtor that results in a significant decrease in the debtor’s

ability to meet its debt obligations.

Despite the foregoing, the Target Group assumes that the credit risk on a debt instrument has not

increased significantly since initial recognition if the debt instrument is determined to have low credit

risk at the end of each reporting period. A debt instrument is determined to have low credit risk if it
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has a low risk of default, the borrower has strong capacity to meet its contractual cash flow

obligations in the near term and adverse changes in economic and business conditions in the longer

term may, but will not necessarily, reduce the ability of the borrower to fulfil its contractual cash flow

obligations.

For internal credit risk management, the Target Group considers an event of default occurs when

information developed internally or obtained from external sources indicates that the debtor is

unlikely to pay its creditors, including the Target Group, in full (without taking into account any

collateral held by the Target Group).

Detailed analysis of the ECL assessment of trade receivables, contract assets and other financial

assets measured at amortised cost are set out in note 27.3.

3.6 Cash and cash equivalents

Cash and cash equivalents include cash at bank and in hand, demand deposits with banks and

short term highly liquid investments with original maturities of three months or less that are readily

convertible into known amounts of cash and which are subject to an insignificant risk of changes in

value.

3.7 Contract assets and contract liabilities

A contract asset is recognised when the Target Group recognises revenue (see note 3.11) before

being unconditionally entitled to the consideration under the payment terms set out in the contract.

Contract assets are assessed for ECL in accordance with the policy set out in note 3.5 and are

reclassified to receivables when the right to the consideration has become unconditional (see note

3.4).

A contract liability is recognised when the customer pays consideration before the Target Group

recognises the related revenue (see note 3.11). A contract liability would also be recognised if the

Target Group has an unconditional right to receive consideration before the Target Group recognises

the related revenue. In such cases, a corresponding receivable would also be recognised (see note 3.4).

For a single contract with the customer, either a net contract asset or a net contract liability is

presented. For multiple contracts, contract assets and contract liabilities of unrelated contracts are not

presented on a net basis.
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3.8 Leases

Definition of a lease and the Target Group as a lessee

The Target Group considers whether a contract is, or contains a lease. A lease is defined as ‘a

contract, or part of a contract, that conveys the right to use an identified asset (the underlying asset)

for a period of time in exchange for consideration’. To apply this definition, the Target Group assesses

whether the contract meets three key evaluations which are whether:

• the contracts contains an identified asset, which is either explicitly identified in the

contract or implicitly specified by being identified at the time the asset is made available

to the Target Group;

• the Target Group has the right to obtain substantially all of the economic benefits from use

of the identified asset throughout the period of use, considering its rights within the defined

scope of the contract; and

• the Target Group has the right to direct the use of the identified asset throughout the period

of use. The Target Group assess whether it has the right to direct ‘how and for what

purpose’ the asset is used throughout the period of use.

Measurement and recognition of leases as a lessee

At lease commencement date, the Target Group recognises a right-of-use asset and a lease

liability on the consolidated statement of financial position. The right-of-use asset is measured at cost,

which is made up of the initial measurement of the lease liability, any initial direct costs incurred by

the Target Group, an estimate of any costs to dismantle and remove the underlying asset at the end

of the lease, and any lease payments made in advance of the lease commencement date (net of any

lease incentives received).

The Target Group depreciates the right-of-use assets on a straight-line basis from the lease

commencement date to the earlier of the end of the useful life of the right-of-use asset or the end of

the lease term unless the Target Group is reasonably certain to obtain ownership at the end of the lease

term. The Target Group also assesses the right-of-use asset for impairment when such indicator exists.

At the commencement date, the Target Group measures the lease liability at the present value of

the lease payments unpaid at that date, discounted using the interest rate implicit in the lease or, if

that rate cannot be readily determined, the Target Group’s incremental borrowing rate.

Lease payments included in the measurement of the lease liability are made up of fixed payments

(including in-substance fixed payments) less any lease incentives receivable, variable payments based

on an index or rate, and amounts expected to be payable under a residual value guarantee. The lease

payments also include the exercise price of a purchase option reasonably certain to be exercised by

the Target Group and payment of penalties for terminating a lease, if the lease term reflects the Target

Group exercising the option to terminate.
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Subsequent to initial measurement, the liability will be reduced for lease payments made and

increased for interest cost on the lease liability. It is remeasured to reflect any reassessment or lease

modification, or if there are changes in in-substance fixed payments. The variable lease payments that

do not depend on an index or a rate are recognised as expense in the period on which the event or

condition that triggers the payment occurs.

When the lease is remeasured, the corresponding adjustment is reflected in the right-of-use asset,

or profit and loss if the right-of-use asset is already reduced to zero.

The Target Group has elected to account for short-term leases using the practical expedients.

Instead of recognising a right-of-use asset and lease liability, the payments in relation to these leases

are recognised as an expense in profit or loss on a straight-line basis over the lease term. Short-term

leases are leases with a lease term of 12 month or less.

On the consolidated statement of financial position, right-of-use assets that do not meet the

definition of investment property have been included in property, plant and equipment.

Refundable rental deposits paid are accounted for under HKFRS 9 and initially measured at fair

value. Adjustments to fair value at initial recognition are considered as additional lease payments and

included in the cost of right-of-use assets.

3.9 Provisions and contingent liabilities

Provisions are recognised when the Target Group has a present obligation (legal or constructive)

as a result of a past event, and it is probable that an outflow of economic benefits will be required

to settle the obligation and a reliable estimate of the amount of the obligation can be made. Where

the time value of money is material, provisions are stated at the present value of the expenditure

expected to settle the obligation.

All provisions are reviewed at each reporting date and adjusted to reflect the current best

estimate.

Where it is not probable that an outflow of economic benefits will be required, or the amount

cannot be estimated reliably, the obligation is disclosed as a contingent liability, unless the probability

of outflow of economic benefits is remote. Possible obligations, whose existence will only be

confirmed by the occurrence or non-occurrence of one or more future uncertain events not wholly

within the control of the Target Group, are also disclosed as contingent liabilities unless the

probability of outflow of economic benefits is remote.

3.10 Share capital

Ordinary shares are classified as equity. Share capital is recognised at the amount of

consideration of shares issued, after deducting any transaction costs associated with the issuing of

shares (net of any related income tax benefit) to the extent that they are incremental costs directly

attributable to the equity transaction.
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3.11 Revenue recognition

Revenue arises mainly from the contracts for the construction work.

To determine whether to recognise revenue, the Target Group follows a 5-step process:

1. Identifying the contract with a customer

2. Identifying the performance obligations

3. Determining the transaction price

4. Allocating the transaction price to the performance obligations

5. Recognising revenue when/as performance obligation(s) are satisfied

In all cases, the total transaction price for a contract is allocated amongst the various

performance obligations based on their relative stand-alone selling prices. The transaction price for

a contract excludes any amounts collected on behalf of third parties.

Revenue is recognised either at a point in time or over time, when (or as) the Target Group

satisfies performance obligations by transferring the promised goods or services to its customers.

Where the contract contains a financing component which provides a significant financing

benefit to the customer for more than 12 months, revenue is measured at the present value of the

amount receivable, discounted using the discount rate that would be reflected in a separate financing

transaction with the customer, and interest income is accrued separately under the effective interest

method. Where the contract contains a financing component which provides a significant financing

benefit to the Target Group, revenue recognised under that contract includes the interest expense

accreted on the contract liability under the effective interest method.

The Target Group takes advantage of the practical expedient in paragraph 63 of HKFRS 15 and

does not adjust the consideration for any effects of a significant financing component if the period of

financing is 12 months or less.

Further details of the Target Group’s revenue recognition policies are as follows:

Revenue from construction contracts

The Target Group provides construction works under contracts with customers. Such contracts

are normally entered into before the services begin. Under the terms of the contracts, the Target Group

is contractually required to perform the services at the customers’ specified sites that the Target

Group’ performance creates and enhances an asset that the customer controls as the Target Group

performs. Revenue from provision of construction works is therefore recognised over time using input

method, i.e. based on actual costs incurred over the total budget costs. The management of the Target

Group considers that input method would faithfully depict the Target Group’s performance towards

complete satisfaction of these performance obligation under HKFRS 15.
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Interest income

Interest income is recognised on a time proportion basis using the effective interest method.

3.12 Impairment of non-financial assets (other than contract assets)

The Target Group’s property, plant and equipment and the Target Company’s investments in a

subsidiary, are subject to impairment testing. They are tested for impairment whenever there are

indications that the asset’s carrying amount may not be recoverable.

An impairment loss is recognised as an expense immediately for the amount by which the asset’s

carrying amount exceeds its recoverable amount. Recoverable amount is the higher of fair value,

reflecting market conditions less costs of disposal, and value in use. In assessing value in use, the

estimated future cash flows are discounted to their present value using a pre-tax discount rate that

reflects current market assessment of time value of money and the risk specific to the asset.

For the purposes of assessing impairment, where an asset does not generate cash inflows largely

independent of those from other assets, the recoverable amount is determined for the smallest group

of assets that generate cash inflows independently (i.e. a cash-generating unit). As a result, some

assets are tested individually for impairment and some are tested at cash-generating unit level.

Impairment loss is charged pro rata to the assets in the cash generating unit, except that the

carrying amount of an asset will not be reduced below its individual fair value less cost of disposal,

or value in use, if determinable.

An impairment loss is reversed if there has been a favourable change in the estimates used to

determine the asset’s recoverable amount and only to the extent that the asset’s carrying amount does

not exceed the carrying amount that would have been determined, net of depreciation, if no

impairment loss had been recognised.

3.13 Government grants

Grants from the government are recognised at their fair value where there is a reasonable

assurance that the grant will be received and the Group will comply with all attached conditions.

Government grants are deferred and recognised in profit or loss over the period necessary to match

them with the costs that the grants are intended to compensate. Government grants relating to the

purchase of assets are included in liabilities as “deferred government grants” in the consolidated

statement of financial position and are recognised in profit or loss on a straight line basis over the

expected lives of the related assets/deducted from the carrying amount of the asset and consequently

are effectively recognised in profit or loss over the useful life of the asset by way of reduced

depreciation expense.

Government grants relating to income is presented in gross under “other income” in the

consolidated statement of profit or loss and other comprehensive income.
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3.14 Employee benefits

Retirement benefits

Retirement benefits to employees are provided through defined contribution plans.

The Target Group operates a defined contribution retirement benefit plan under the Mandatory

Provident Fund Schemes Ordinance, for all of its employees who are eligible to participate in the

Mandatory Provident Fund Scheme. Contributions are made based on a percentage of the employees’

basic salaries.

Contributions are recognised as an expense in profit or loss as employees render services during

the Track Record Period. The Target Group’s obligations under these plans are limited to the fixed

percentage contributions payable.

Short-term employee benefits

Employee entitlements to annual leave are recognised when they accrue to employees. A

provision is made for the estimated liability for annual leave as a result of services rendered by

employees up to the reporting date.

Non-accumulating compensated absences such as sick leave and maternity leave are not

recognised until the time of leave.

3.15 Borrowing costs

Borrowing costs are expensed when incurred.

3.16 Accounting for income taxes

Income tax comprises current tax and deferred tax.

Current income tax assets and/or liabilities comprise those obligations to, or claims from, fiscal

authorities relating to the current or prior reporting period, that are unpaid at the reporting date. They

are calculated according to the tax rates and tax laws applicable to the fiscal periods to which they

relate, based on the taxable profit for the year/period. All changes to current tax assets or liabilities

are recognised as a component of tax expense in profit or loss.

Deferred tax is calculated using the liability method on temporary differences at the reporting

date between the carrying amounts of assets and liabilities in the Historical Financial Information and

their respective tax bases. Deferred tax liabilities are generally recognised for all taxable temporary

differences. Deferred tax assets are recognised for all deductible temporary differences, tax losses

available to be carried forward as well as other unused tax credits, to the extent that it is probable that

taxable profit, including existing taxable temporary differences, will be available against which the

deductible temporary differences, unused tax losses and unused tax credits can be utilised.

APPENDIX I ACCOUNTANTS’ REPORT OF THE TARGET GROUP

− I-23 −

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.



Deferred tax assets and liabilities are not recognised if the temporary difference arises from

goodwill or from initial recognition (other than in a business combination) of assets and liabilities in

a transaction that affects neither taxable nor accounting profit or loss.

Deferred tax liabilities are recognised for taxable temporary differences arising on investments

in a subsidiary, except where the Target Group is able to control the reversal of the temporary

differences and it is probable that the temporary differences will not reverse in the foreseeable future.

Deferred tax is calculated, without discounting, at tax rates that are expected to apply in the

period the liability is settled or the asset realised, provided they are enacted or substantively enacted

at the reporting date.

Changes in deferred tax assets or liabilities are recognised in profit or loss, or in other

comprehensive income or directly in equity if they relate to items that are charged or credited to other

comprehensive income or directly in equity.

When different tax rates apply to different levels of taxable profit, deferred tax assets and

liabilities are measured using the average tax rates that are expected to apply to the taxable profit of

the periods in which the temporary differences are expected to reverse.

Current tax assets and current tax liabilities are presented in net if, and only if,

(a) the Target Group has the legally enforceable right to set off the recognised amounts; and

(b) intends either to settle on a net basis, or to realise the asset and settle the liability

simultaneously.

The Target Group presents deferred tax assets and deferred tax liabilities in net if, and only if,

(a) the entity has a legally enforceable right to set off current tax assets against current tax

liabilities; and

(b) the deferred tax assets and the deferred tax liabilities relate to income taxes levied by the

same taxation authority on either:

(i) the same taxable entity; or

(ii) different taxable entities which intend either to settle current tax liabilities and assets

on a net basis, or to realise the assets and settle the liabilities simultaneously, in each

future period in which significant amounts of deferred tax liabilities or assets are

expected to be settled or recovered.
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3.17 Segment reporting

The Target Group identifies operating segments and prepares segment information based on the

regular internal financial information reported to the chief operating decision maker for their

decisions about resources allocation to the Target Group’s business components and for their review

of the performance of those components. The business components in the internal financial

information reported to the chief operating decision marker is determined following the Target

Group’s major service lines.

The chief operating decision maker regard the Target Group’s business of provision of

construction work as a single operating segment and assesses the operating performance and allocates

the resources of the Target Group as a whole.

3.18 Related parties

For the purposes of the Historical Financial Information, a party is considered to be related to

the Target Group if:

(a) the party is a person or a close member of that person’s family and if that person:

(i) has control or joint control over the Target Group;

(ii) has significant influence over the Target Group; or

(iii) is a member of the key management personnel of the Target Group or of a parent of

the Target Group.

(b) the party is an entity and if any of the following conditions applies:

(i) the entity and the Target Group are members of the same group.

(ii) one entity is an associate or joint venture of the other entity (or an associate or joint

venture of a member of a group of which the other entity is a member).

(iii) the entity and the Target Group are joint ventures of the same third party.

(iv) one entity is a joint venture of a third entity and the other entity is an associate of the

third entity.

(v) the entity is a post-employment benefit plan for the benefit of employees of either the

Target Group or an entity related to the Target Group.

(vi) the entity is controlled or jointly controlled by a person identified in (a).

(vii) a person identified in (a)(i) has significant influence over the entity or is a member

of the key management personnel of the entity (or of a parent of the entity).
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(viii) the entity, or any member of a group of which it is a part, provides key management

personnel services to the Target Group or to the parent of the Target Group.

Close family members of an individual are those family members who may be expected to

influence, or be influenced by, that individual in their dealings with the entity.

4 ISSUED BUT NOT YET EFFECTIVE HKFRSs

The Target Group has not early adopted the following new and amended HKFRSs which have

been issued but are not yet effective:

HKFRS 17 Insurance Contracts3

Amendments to HKAS 1

and HKAS 8

Definition of Material1

Amendments to HKFRS 3 Definition of a Business6

Amendments to HKFRS 3 Reference to the Conceptual Framework7

Amendments to HKFRS 9,

HKAS 39 and HKFRS 7

Interest Rate Benchmark Reform1

Amendments to HKFRS 10

and HKAS 28

Sale or Contribution of Assets between an Investor and its

Associate or Joint Venture5

Amendments to HKFRS 16 Covid-19 — Related Rent Concessions2

Amendments to HKAS 16 Property, Plant and Equipment — Proceeds before Intended

Use4

Amendments to HKAS 37 Onerous Contracts — Cost of Fulfilling a Contract4

Amendments to HKFRSs Annual Improvements to HKFRS Standards 2018-20204

1 Effective for annual periods beginning on or after 1 January 2020
2 Effective for annual periods beginning on or after 1 June 2020
3 Effective for annual periods beginning on or after 1 January 2021
4 Effective for annual periods beginning on or after 1 January 2022
5 Effective date not yet determined
6 Effective for business combinations and asset acquisitions for which the acquisition date

is on or after the beginning of the first annual period beginning on or after 1 January 2020
7 Effective for business combinations for which the acquisition date is on or after the

beginning of the first annual period beginning on or after 1 January 2022

The directors of the Target Company anticipate that all the new and amended HKFRSs issued but

not yet effective will be adopted in the Target Group’s accounting policy for the first period beginning

on or after the effective date of these new and amended HKFRSs. All of these new and amended

HKFRSs are not expected to have a material impact on the Target Group’s Historical Financial

Information.
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5. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

Estimates and judgements are continually evaluated and are based on historical experience and

other factors, including expectations of future events that are believed to be reasonable under the

circumstances.

Estimation uncertainty

The Target Group makes estimates and assumptions concerning the future. The resulting

accounting estimates will, by definition, seldom equal the related actual results. The estimates and

assumptions that have a significant risk of causing a material adjustment to the carrying amounts of

assets and liabilities within the next financial year are discussed below:

Estimation of impairment of trade and other receivables, contract assets within the scope of ECL

under HKFRS 9

The Target Group makes allowances on items subjects to ECL (including trade and other

receivables, contract assets and other financial assets measured at amortised costs) based on

assumptions about risk of default and expected loss rates. The Target Group uses judgement in making

these assumptions and selecting the inputs to the ECL calculation, based on the Target Group’s past

history, existing market conditions as well as forward looking estimates at the end of each reporting

period as set out in note 3.5.

As at 30 September 2017 and 2018 and 2019 and 30 June 2020, the aggregate carrying amounts

of trade and other receivables, contract assets and other financial assets measured at amortised costs

amounted to HK$57,809,000 (net of ECL allowance of HK$470,000), HK$101,409,000 (net of ECL

allowance of HK$1,046,000), HK$129,753,000 (net of ECL allowance of HK$924,000) and

HK$143,962,000 (net of ECL allowance of HK$1,142,000), respectively.

When the actual future cash flows are different from expected, such difference will impact the

carrying amount of trade and other receivables, contract assets and other financial assets measured at

amortised costs and credit losses in the periods in which such estimate has been changed.

Progress of construction works

The Target Group recognises revenue according to the progress towards complete satisfaction of

performance obligation of the individual contract of construction works. The progress is determined

by the actual cost incurred over the total budget cost. Management’s estimation of the cost incurred

to date and the budgeted cost is primarily based on construction budget and actual cost report prepared

by internal quantity surveying manager, where applicable. Corresponding revenue from contract work

is also estimated by management based on the progress and budgeted revenue. Because of the nature

of the activities undertaken in construction contracts, the date at which the contract activity is entered

into and the date when activity is completed usually fall into different accounting periods. The Target

Group regularly reviews and revises the estimation of both contract revenue and contract cost in the

budget prepared for each construction contract as the contract progresses.
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6. REVENUE AND SEGMENT INFORMATION

6.1 Revenue

The Target Group’s principal activities are disclosed in note 1 to the Historical Financial

Information. Revenue represents income arising on the type of construction works to external

customers, which is recognised over time. An analysis of revenue recognised by the Target Group’s

during the Track Record Period is as follows:

Year ended 30 September
Nine months

ended 30 June

2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Type of construction
works

Foundation works 18,524 97,763 146,277 120,145 68,397

Reinforced concrete

structure works 176,575 128,478 92,234 41,402 81,647

Site formation works 13,627 43,059 90,928 68,109 94,370

Other civil works 9,340 28,849 5,754 4,959 971

218,066 298,149 335,193 234,615 245,385

Year ended 30 September
Nine months

ended 30 June
2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Business sector
Public sector 189,020 194,763 127,360 96,881 132,992

Private sector 29,046 103,386 207,833 137,734 112,393

218,066 298,149 335,193 234,615 245,385
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Remaining performance obligations

The following table includes revenue expected to be recognised in the future period related to

the performance obligations that are unsatisfied (or partially unsatisfied) as at end of each reporting

period.

As at
30 September

2017

HK$’000

Remaining performance obligations expected to be satisfied during
the year ending

30 September 2018 90,867

30 September 2019 21,109

30 September 2020 1,281

113,257

As at
30 September

2018

HK$’000

Remaining performance obligations expected to be satisfied during
the year ending

30 September 2019 203,303

30 September 2020 119,036

30 September 2021 78,430

30 September 2022 6,941

407,710
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As at
30 September

2019

HK$’000

Remaining performance obligations expected to be satisfied during
the year ending

30 September 2020 163,411

30 September 2021 130,912

30 September 2022 12,551

306,874

As at
30 June

2019

HK$’000

(Unaudited)

Remaining performance obligations expected to be satisfied during
the year ending

30 September 2019 100,143

30 September 2020 159,372

30 September 2021 130,912

30 September 2022 12,551

402,978

As at
30 June

2020

HK$’000

Remaining performance obligations expected to be satisfied during
the year ending

30 September 2020 84,845

30 September 2021 247,878

30 September 2022 12,551

345,274
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6.2 Segment information

The chief operating decision-maker has been identified as the directors of the Target Company.

The directors of the Target Company regard the Target Group’s business of provision of construction

works as a single operating segment and assess the operating performance and allocate the resources

of the Target Group as a whole, accordingly, no segment analysis information has been presented.

Geographical information

No separate analysis of segment information by geographical segment is presented as the Target

Group’s revenue and non-current assets are principally attributable to a single geographical region,

which is Hong Kong.

Information about major customers

Revenue from customers which individually contributed over 10% of the Target Group’s revenue

during the Track Record Period is as follows:

Year ended 30 September
Nine months

ended 30 June

2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Customer 1 70,932 58,249 —* —* —*

Customer 2 63,855 — — — —

Customer 3 38,410 —* —* —* 55,804

Customer 4 36,045 65,786 63,926 42,953 —*

Customer 5 — 51,526 — — —

Customer 6 — —* 67,869 67,775 —*

Customer 7 — —* 60,736 —* 51,083

Customer 8 — —* 42,413 31,167 59,099

* The corresponding revenue does not contribute over 10% of total revenue of the Target Group.
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7. OTHER INCOME

Year ended 30 September
Nine months

ended 30 June

2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Interest income — 4 7 5 3

Gain on disposal of

property, plant and

equipment — — 64 64 —

Government grants — — — — 616

Sundry income — — 3 3 34

— 4 74 72 653

8. FINANCE COSTS

Year ended 30 September
Nine months

ended 30 June

2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Interests on bank

borrowings — 54 517 366 581

Interests on leases liabilities 67 164 205 164 116

67 218 722 530 697
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9. PROFIT BEFORE INCOME TAX

Year ended 30 September
Nine months

ended 30 June

2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Profit before income tax is

stated after

charging/(crediting):

Auditor’s remuneration 25 28 50 — —

Depreciation of property,

plant and equipment

- owned assets 150 752 1,407 1,140 826

- right-of-use assets 598 1,568 1,648 1,235 1,224

ECL allowances/(reversal of

ECL), net

- trade receivables 155 419 (163) (242) 23

- contract assets 225 157 41 26 195

Losses on disposal of

property, plant and

equipment, net — 800 4 4 20

Cost of construction

materials consumed 98,791 96,317 65,727 61,905 40,162

Subcontracting charges

(included in cost of

services) 63,322 97,007 141,755 80,682 107,397

Machinery rental expenses

(included in cost of

services) 12,448 21,538 18,848 14,797 9,592

Staff costs (including

directors’ emoluments

(note 13.1)) (note)

- Salaries, wages and

other benefits 12,453 27,001 39,472 26,260 44,870

- Contributions to defined

contribution retirement

plans 485 990 1,368 917 1,523

12,938 27,991 40,840 27,177 46,393
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Note: Staff costs (including directors’ emoluments)

Year ended 30 September

Nine months ended

30 June

2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Cost of services 10,743 24,303 37,134 24,318 43,678

Administrative and other

operating expenses 2,195 3,688 3,706 2,859 2,715

12,938 27,991 40,840 27,177 46,393

10. INCOME TAX EXPENSE

Year ended 30 September
Nine months

ended 30 June

2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Current Hong Kong Profits

Tax

- Current year 3,932 5,799 7,140 5,013 4,681

- Over provision in

respect of prior years (30) (20) — — —

3,902 5,779 7,140 5,013 4,681

Deferred tax (note 22) 258 869 (151) (35) (52)

4,160 6,648 6,989 4,978 4,629

Hong Kong Profits Tax has been provided at the rate of 16.5% on the estimated assessable profit

for the year ended 30 September 2017.

On 21 March 2018, the Hong Kong Legislative Council passed The Inland Revenue

(Amendment) (No. 7) Bill 2017 (the “Bill”) which introduces the two-tiered profits tax rates regime.

The Bill was signed into law on 28 March 2018 and was gazetted on the following day.

Under the two-tiered profits tax rates regime, the first HK$2 million of profits of qualifying

corporations will be taxed at 8.25%, and profits above HK$2 million will be taxed at 16.5%.

For the years ended 30 September 2018 and 2019 and nine months ended 30 June 2019 and 2020,

Hong Kong Profits Tax of Partneer Construction Limited, a subsidiary of the Target Company, is

calculated in accordance with the two-tiered profits tax rates regime.
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Reconciliation between income tax expense and accounting profit at applicable tax rate:

Year ended 30 September
Nine months

ended 30 June

2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Profit before income tax 25,013 40,797 43,209 30,615 29,533

Tax at Hong Kong Profits

Tax rate of 16.5% 4,127 6,732 7,129 5,051 4,873

Tax effect of non-taxable

income — (1) (1) (1) (102)

Tax effect of non-deductible

expenses 63 102 26 93 23

Effect of two-tiered profits

tax rates regime — (165) (165) (165) (165)

Over provision in respect of

prior years (30) (20) — — —

Income tax expense 4,160 6,648 6,989 4,978 4,629

11. DIVIDENDS

During the Track Record Period, dividends declared by the Target Company and its subsidiary

are as follow:

Year ended 30 September
Nine months

ended 30 June

2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Interim dividend — — 20,000 20,000 —

Final dividend — — 50,000 — —

— — 70,000 20,000 —

Interim dividend for the nine months ended 30 June 2019 and the year ended 30 September 2019

represents the dividend declared by Partneer Construction Limited, a subsidiary of the Target

Company, to the then shareholder. Final dividend for the year ended 30 September 2019 represents the

dividend declared by the Target Company.
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The rate and number of shares ranking for the above dividends are not presented as such

information is considered not meaningful having regard to the purpose of this Historical Financial

Information.

12. EARNINGS PER SHARE

Earnings per share is not presented as such information is considered not meaningful having

regard to the purpose of this Historical Financial Information.

13. DIRECTORS’ EMOLUMENTS AND FIVE HIGHEST PAID INDIVIDUALS

13.1 Directors’ emoluments

Fees
Salaries and

allowances

Contribution
to defined

contribution
retirement

benefit
plans Total

HK$’000 HK$’000 HK$’000 HK$’000

Year ended 30 September 2017

Name of director:

Mr. Chang — 500 18 518

Mr. Mak Chi Tong, Tommy (note i) — 30 — 30

— 530 18 548

Year ended 30 September 2018

Name of director:

Mr. Chang — 880 18 898

Mr. Mak Chi Tong, Tommy — 880 20 900

— 1,760 38 1,798

Year ended 30 September 2019

Name of director:

Mr. Chang — 960 18 978

Mr. Mak Chi Tong, Tommy — 960 18 978

— 1,920 36 1,956
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Fees
Salaries and

allowances

Contribution
to defined

contribution
retirement

benefit
plans Total

HK$’000 HK$’000 HK$’000 HK$’000

Nine months ended 30 June 2020

Name of director:

Mr. Chang — 720 14 734

Mr. Mak Chi Tong, Tommy — 720 14 734

— 1,440 28 1,468

Nine months ended 30 June 2019
(Unaudited)

Name of director:

Mr. Chang — 720 14 734

Mr. Mak Chi Tong, Tommy — 720 14 734

— 1,440 28 1,468

Notes:

(i) Mr. Mak Chi Tong, Tommy was appointed as a director on 16 September 2017.

(ii) The emoluments shown above were for the services in connection with the management of the affairs of the Target

Group during the Track Record Period.

(iii) For the years ended 30 September 2017, 2018 and 2019 and the nine months ended 30 June 2019 and 2020, no

emoluments were paid by the Target Group to a director as an inducement to join or upon joining the Target Group

or as compensation for loss of office as a director or management of any members of the Target Group.

(iv) For the years ended 30 September 2017, 2018 and 2019 and the nine months ended 30 June 2019 and 2020, there

was no arrangement under which a director has waived or agreed to waive any emolument.
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13.2 Five highest paid individuals

For the years ended 30 September 2017, 2018 and 2019 and the nine months ended 30 June 2019

and 2020, the five individuals whose emoluments were the highest in the Target Group included one,

two, two, two (unaudited) and two directors of the Target Company whose emoluments has were

disclosed in note 13.1 above.

Details of the emoluments of the remaining four, three, three, three, and three highest paid

individuals are as follows:

Year ended 30 September
Nine months

ended 30 June

2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Salaries and allowances 1,944 1,741 1,964 1,498 1,545

Contribution to retirement

benefit scheme 67 53 54 41 41

2,011 1,794 2,018 1,539 1,586

The emoluments fell within the following bands:

Year ended 30 September
Nine months

ended 30 June

2017 2018 2019 2019 2020

(Unaudited)

Emolument bands:

HK$ Nil - HK$1,000,000 4 3 3 3 3

During the years ended 30 September 2017, 2018 and 2019 and the nine months ended 30 June

2019 and 2020, no emoluments were paid by the Target Group to the above highest paid individuals

as an inducement to join or upon joining the Target Group or as compensation for loss of office as

a director or management of any members of the Target Group.
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14. PROPERTY, PLANT AND EQUIPMENT

Right-of-use
assets

Leasehold
improvements

Furniture and
fixtures

Machinery
and

equipment
Motor

vehicles Total
HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Costs
As at 1 October 2016 200 — 36 76 26 338
Additions 3,155 — — 1,601 — 4,756

As at 30 September 2017 and
1 October 2017 3,355 — 36 1,677 26 5,094

Additions 3,710 98 — 8,488 34 12,330
Disposal — — (2) (1,607) (11) (1,620)

As at 30 September 2018 and
1 October 2018 7,065 98 34 8,558 49 15,804

Additions — — — 65 25 90
Disposal (655) — — (1,601) (26) (2,282)

As at 30 September 2019 and
1 October 2019 6,410 98 34 7,022 48 13,612

Additions 1,048 — — 201 138 1,387
Disposal/written off (1,031) — (4) — (34) (1,069)

As at 30 June 2020 6,427 98 30 7,223 152 13,930

Accumulated depreciation
As at 1 October 2016 88 — 5 9 2 104
Charge for the year 598 — 7 135 8 748

As at 30 September 2017 and
1 October 2017 686 — 12 144 10 852

Charge for the year 1,568 17 7 717 11 2,320
Written back on disposal — — (2) (449) (1) (452)

As at 30 September 2018 and
1 October 2018 2,254 17 17 412 20 2,720

Charge for the year 1,648 20 6 1,360 21 3,055
Written back on disposal (296) — — (583) (25) (904)

As at 30 September 2019 and
1 October 2019 3,606 37 23 1,189 16 4,871

Charge for the period 1,224 14 5 785 22 2,050
Written back on disposal/written

off (1,031) — (3) — (8) (1,042)

As at 30 June 2020 3,799 51 25 1,974 30 5,879

Net book value
As at 30 September 2017 2,669 — 24 1,533 16 4,242

As at 30 September 2018 4,811 81 17 8,146 29 13,084

As at 30 September 2019 2,804 61 11 5,833 32 8,741

As at 30 June 2020 2,628 47 5 5,249 122 8,051
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Additional information on the right-of-use assets by class of assets is as follow:

Office
premises

Machinery
and

equipment
Motor

vehicles Total

HK$’000 HK$’000 HK$’000 HK$’000

Net carrying amount as at 1 October

2016 — — 112 112

Additions — — 3,155 3,155

Depreciation — — (598) (598)

Net carrying amount as at 30 September

2017 and 1 October 2017 — — 2,669 2,669

Additions 1,031 2,679 — 3,710

Depreciation (488) (81) (999) (1,568)

Net carrying amount as at 30 September

2018 and 1 October 2018 543 2,598 1,670 4,811

Depreciation (515) (383) (750) (1,648)

Disposal — — (359) (359)

Net carrying amount as at 30 September

2019 and 1 October 2019 28 2,215 561 2,804

Additions 1,048 — — 1,048

Depreciation (393) (287) (544) (1,224)

Net carrying amount as at 30 June 2020 683 1,928 17 2,628

As at end of each reporting period, the Target Group leases offices premises, machinery and

equipment and motor vehicles under leases expiring from two to five years. Certain leases include

option to purchase the leased assets at the end of the lease term at a price deemed to be bargain

purchase option. None of the leases include variable lease payments.

Lease liabilities are secured by machinery and equipment and motor vehicles for the carrying

amount of HK$2,669,000, HK$4,811,000, HK$2,804,000 and HK$2,628,000 as at 30 September 2017,

2018 and 2019 and 30 June 2020, respectively and are set out in note 20.
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Depreciation of right-of-use assets are provided to write off the cost less their residual values

over their estimated useful lives, using the straight-line methods, at the following rates per annum:

Right-of-use assets:

Office premises Over the terms of leases

Machinery and equipment 14%

Motor vehicles 30%

15. TRADE AND OTHER RECEIVABLES

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Trade receivables 28,551 41,231 55,463 49,832

Less: ECL allowances (207) (626) (463) (486)

28,344 40,605 55,000 49,346

Other receivables 2,543 2,160 3,676 3,854

Loan to the subcontractors 2,734 39 900 —

Prepayment — 857 67 75

33,621 43,661 59,643 53,275

The Target Group in general grants credit terms to customers for a period of 30 to 60 days from

the date of certificate for trade receivables. Based on date of certificate, the ageing analysis of the

trade receivables as at end of each reporting period is as follows:

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

0 - 30 days 17,638 23,127 39,112 22,392

31 - 60 days 374 7,409 3,692 3,213

61 - 90 days 2,446 4,683 11,803 14,039

Over 90 days 7,886 5,386 393 9,702

28,344 40,605 55,000 49,346

The loan to subcontractors are non-trade in nature, non-interest bearing and repayable on

demand.
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Further details of the Group’s credit policy and credit risk arising from trade and other

receivables are set out in note 27.3.

Management of the Target Group consider that the fair values of trade and other receivables are

not materially different from their carrying amounts, because their balances have short maturity

periods on their inception.

16. CONTRACT ASSETS AND CONTRACT LIABILITIES

16.1 Contract assets

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Unbilled revenue 340 8,653 24,277 37,550

Retention receivables 19,672 26,889 36,402 36,761

20,012 35,542 60,679 74,311

Less: ECL allowances (263) (420) (461) (656)

19,749 35,122 60,218 73,655

The Target Group’s construction contracts include payment schedules which require progress

payments over the construction period once certain specified milestone are reached, these payment

avoid the build-up of significant contract assets. The Target Group typically agrees to withhold

approximately 10% of each progress payment but the total amount of retention monies shall not

exceed approximately 5% of the contract value. This amount is included in contract assets until the

end of the retention period as the Target Group’s entitlement to this final payment is conditional on

the Target Group’s satisfactory work.

As at end of each reporting period, the amount of contract assets expected to be recovered after

more than one year is as follows, all of which relates to retention receivables.

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Retention receivables expected to be

recovered after more than one year 13,246 16,235 25,009 28,375

Further details of the Group’s credit risk arising from contract assets are set out in note 27.3.
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16.2 Contract liabilities

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Contract liabilities arising from

construction contracts from billings in

advance of performance 1,106 1,077 — —

When the Target Group receives a deposit before the construction works commences, this will

give rise to contract liabilities at the commencement of a contract until the revenue recognised on the

project exceeds the amount of the deposit.

Contract liabilities outstanding at the beginning of the years ended 30 September 2017, 2018 and

2019 and nine months ended 30 June 2020 amounting to HK$Nil, HK$1,106,000, HK$1,077,000 and

HK$Nil have been recognised as revenue during the respective year/period respectively.

17. CASH AND BANK BALANCES

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Pledged bank deposits — 1,800 2,297 2,297

Cash on hand and in bank 1,529 11,261 9,427 17,991

Cash and bank balances 1,529 13,061 11,724 20,288

Less: Pledged bank deposits — (1,800) (2,297) (2,297)

Cash and cash equivalents 1,529 11,261 9,427 17,991

As at 30 September 2018 and 2019 and 30 June 2020, the pledged bank deposits were pledged

to secure the bank borrowings as disclosed in note 21 and the performance obligation as set out in note

30, these deposits earn interest at floating rates of 0.5%, 0.2% to 0.5% and 0.1% to 0.35% per annum

respectively.

Cash in banks earns interest at floating rates based on daily bank deposit rates during the Track

Record Period.
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18. TRADE AND OTHER PAYABLES

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Trade payables 11,220 14,992 24,439 29,260

Retention payables 4,247 6,021 10,645 12,640

Other payable and accruals 1,519 3,087 4,328 5,972

16,986 24,100 39,412 47,872

The Target Group in general granted by its suppliers for a credit period of 30 to 60 days. The

ageing analysis of trade payables as at end of each reporting period based on the invoice date is as

follows:

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

0 - 30 days 7,430 12,464 16,155 18,056

31 - 60 days 1,495 403 660 1,454

61 - 90 days 1,152 1,233 3,858 3,964

Over 90 days 1,143 892 3,766 5,786

11,220 14,992 24,439 29,260

Retention payables represent the Target Group withhold certain certified amounts payable to the

sub-contractors as retention money to secure the due performance of the contracts until the expiry of

the defect liability period of contraction projects.

As at end of each reporting period, the amount of retention payables expected to be settled after

more than one year is as follows:

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Retention payables expected to be settled

after more than one year 2,254 3,393 6,600 9,442
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All amounts are short-term and hence, the carrying values of the Target Group’s trade and other

payables are considered to be a reasonable approximation of their fair value.

19. AMOUNT DUE FROM/TO A DIRECTOR

Particulars of amount due from a director is as follows:

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Mr. Chang 4,058 10,532 268 —

The maximum outstanding balances of amount due from a director during the Track Record

Period were as follows:

Year ended 30 September

Nine
months

ended
30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Mr. Chang 4,070 13,732 23,712 268

The amount due to a director as at 30 June 2020 represents amount due to Mr. Chang, both of

the amount due from/to a director is non-trade in nature, non-interest bearing and repayable on

demand and their fair value approximate its carrying amount at each of each reporting period.
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20. LEASE LIABILITIES

The following table shows the remaining contractual maturities of the Target Group’s lease

liabilities as at end of each reporting period:

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Total minimum lease payments:

Due within one year 792 1,956 1,269 1,703

Due after one year but within two years 792 1,404 1,066 971

Due after two years but within five years 1,573 1,936 690 87

3,157 5,296 3,025 2,761

Less: Future finance charges (299) (424) (203) (116)

Present value of lease liabilities 2,858 4,872 2,822 2,645

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Present value of minimum lease
payments:

Due within one year 664 1,748 1,146 1,614

Due after one year but within two years 701 1,272 1,004 944

Due after two years but within five years 1,493 1,852 672 87

2,858 4,872 2,822 2,645

Less: Portion due within one year

included under current liabilities (664) (1,748) (1,146) (1,614)

Portion due after one year included

under non-current liabilities 2,194 3,124 1,676 1,031

The Target Group leases an office premises, motor vehicles and machinery and equipment to

operate its business. The lease liabilities were measured at present value of the lease payments that

are not yet paid.
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As at 30 September 2017, 2018, 2019 and 30 June 2020, lease liabilities were effectively secured

by the related underlying assets as the rights to the leased asset would be reverted to the lessor in the

event of default by repayment by the Group.

As at 30 September 2017, 2018, 2019 and 30 June 2020, lease liabilities amounting to

HK$1,404,000, HK$1,105,000, HK$788,000, HK$539,000 were guaranteed by the personal

guarantees given by Mr. Chang.

During the years ended 30 September 2017, 2018 and 2019 and nine months ended 30 June 2020,

the total cash outflows for the leases payments during relevant period amounted to HK$498,000,

HK$1,860,000, HK$2,255,000 and HK$1,341,000, respectively.

21. BANK BORROWINGS

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Bank loans, wholly repayable within
one year or on demand:

Secured (note a) — 5,100 5,223 5,113

Unsecured (note b) — — 11,590 20,306

— 5,100 16,813 25,419

Notes:

(a) Secured bank loans

As at 30 September 2018 and 2019 and 30 June 2020, bank loans amounted to HK$5,100,000, HK$5,223,000 and

HK$5,113,000 borne variable interest rate, the interest rate as at 30 September 2018 and 2019 and 30 June 2020 ranged

from 3.13% to 4.62%, 3.13% to 4.63% and 3.13% to 4.50% per annum respectively.

As at 30 September 2018 and 2019 and 30 June 2020, the secured bank loans amounted of HK$5,100,000,

HK$5,223,000 and HK$5,113,000 were secured by pledged time bank deposit of HK$1,800,000, HK$1,800,000 and

HK$1,800,000 respectively and the unlimited personal guarantees given by Mr. Chang.

(b) Unsecured bank loans

As at 30 September 2019 and 30 June 2020, bank loans amounted to HK$11,590,000 and HK$20,306,000 borne

variable interest rate, the interest rate as at 30 September 2019 and 30 June 2020 ranged from 4.13% to 5.46% and from

2.75% to 5.36% per annum respectively.

As at 30 September 2019, unsecured bank loans amounted to HK$2,691,000 was guaranteed by the unlimited

personal guarantees given by Mr. Chang. In addition, unsecured bank loans amounted to HK$8,899,000 were guaranteed

by the unlimited personal guarantees given by Mr. Chang and the HKMC Insurance Limited. All the unsecured bank

loans were subject to assignment of the mortgage of a property owned by the spouse of Mr. Chang with the bank.
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As at 30 June 2020, unsecured bank loans amounted to HK$5,006,000 was guaranteed by the unlimited personal

guarantees given by Mr. Chang. In addition, unsecured bank loans amounted to HK$11,300,000 were guaranteed by the

unlimited personal guarantees given by Mr. Chang, the HKMC Insurance Limited and were subject the assignment

mortgage of a property owned by the spouse of Mr. Chang with the bank. The remaining unsecured bank loans amount

to HK$4,000,000 were guaranteed by the unlimited personal guarantees given by Mr. Chang and the HKMC Insurance

Limited.

22. DEFERRED TAXATION

The movement in deferred tax liabilities during the Track Record Period and amount recognised

in the consolidated statements of the financial position as at end of each reporting period is as follows:

Accelerated
tax

depreciation

HK$’000

As at 1 October 2016 19

Charged to profit or loss (note 10) 258

As at 30 September 2017 and 1 October 2017 277

Charged to profit or loss (note 10) 869

As at 30 September 2018 and 1 October 2018 1,146

Credited to profit or loss (note 10) (151)

As at 30 September 2019 and 1 October 2019 995

Credited to profit or loss (note 10) (52)

As at 30 June 2020 943

23. SHARE CAPITAL

Number of

shares HK$’000

Authorised: Ordinary shares of US$1 each 50,000 —*

Issued and fully paid: Ordinary share of US$1 each

Upon incorporation, as at 30 September 2019 and 30 June 2020 1 —*

* The balances represented an amount less than HK$1,000
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Notes:

(i) The Target Company was incorporated on 8 July 2019 with an authorised share capital in United Stated dollars

(“US$”) of US$50,000 divided into 50,000 shares of US$1 each and it is an investment holding company since

the date of incorporation. On the date of incorporation, 1 paid shares was allotted and issued at par, such share

was then transferred to Mr. Chang on 25 July 2019 at a consideration of HK$7.8.

(ii) Share capital as at 30 September 2017 and 2018 represents the issued and paid up capital of Partneer Construction

Limited.

24. RESERVES

The Group

The movements for each component of the Target Group’s equity during the Track Record Period

were set out in the consolidated statements of changes in equity.

The Company

The movement of the Target Company’s changes in equity are as follow:

Share
capital

Retained
earnings Total

HK$’000 HK$’000 HK$’000

(note 23)

Issuance of share capital of the Target Company upon

incorporation —* — —*

Profit and total comprehensive income for the year — 50,000 50,000

Dividends (note 11) — (50,000) (50,000)

Transactions with owners — (50,000) (50,000)

Balance as at 30 September 2019 and 1 October 2019 —* — —*

Profit and total comprehensive income for the period — — —

Balance as at 30 June 2020 —* — —*

* The balance represented an amount less than HK$1,000.
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25. RELATED PARTY TRANSACTIONS

Save as disclosed elsewhere in the Historical Financial Information, the Target Group had the

following related party transactions during the Track Record Period.

Key management personnel remuneration

The emoluments of the directors of the Target Company and senior management of the Target

Group, who represent the key management personnel during the Track Record Period were as follows:

Year ended 30 September
Nine months ended

30 June

2017 2018 2019 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

(Unaudited)

Salaries, fees and allowances 1,127 2,423 3,819 2,840 3,065

Retirement benefit scheme

contributions 43 75 95 71 75

1,170 2,498 3,914 2,911 3,140
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26. NOTE TO THE CONSOLIDATED STATEMENT OF CASH FLOWS AND SIGNIFICANT

NON-CASH TRANSACTIONS

26.1 Reconciliation of liabilities arising from financing activities

The table below set out the reconciliation of liabilities arising from financing activities during

the Track Record Period.

Amount
due to a
director

Dividend
payables

Lease
liabilities

Bank
borrowings Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

As at 1 October 2016 — — 134 — 134

Cash-flows:

- Repayment — — (498) — (498)

Non-cash:

- Addition to lease liabilities — — 3,155 — 3,155

- Interest expenses — — 67 — 67

As at 30 September 2017 and

1 October 2017 — — 2,858 — 2,858

Cash-flows:

- Repayment — — (1,860) (5,636) (7,496)

- Proceeds — — — 10,736 10,736

Non-cash:

- Addition to lease liabilities — — 3,710 — 3,710

- Interest expenses — — 164 — 164

As at 30 September 2018 and

1 October 2018 — — 4,872 5,100 9,972

Cash-flows:

- Repayment — — (2,255) (32,821) (35,076)

- Proceeds — — — 44,534 44,534

Non-cash:

- Interest expenses — — 205 — 205

- Dividend declared — 70,000 — — 70,000

- Amount due from a director — (34,000) — — (34,000)
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Amount
due to a
director

Dividend
payables

Lease
liabilities

Bank
borrowings Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

As at 30 September 2019 and

1 October 2019 — 36,000 2,822 16,813 55,635

Cash-flows:

- Repayment (1,100) (23,300) (1,341) (23,106) (48,847)

- Proceeds 378 — — 31,712 32,090

Non-cash:

- Addition to lease liabilities — — 1,048 — 1,048

- Interest expenses — — 116 — 116

- Transfer from amount due

from a director (268) — — — (268)

- Amount due from a director 1,000 (1,000) — — —

As at 30 June 2020 10 11,700 2,645 25,419 39,774

26.2 Non-cash transactions

During the year ended 30 September 2019 and the nine months ended 30 June 2019 and 2020,

amount due from a director amounted to HK$34,000,000, HK$20,000,000 and HK$1,000,000

respectively were settled by setting off such balances with the dividend payable.
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27. FINANCIAL RISK MANAGEMENT AND FAIR VALUE MEASUREMENT

The Target Group is exposed to financial risks through its use of financial instruments in its

ordinary course of operations. The financial risks include interest rate risk, credit risk and liquidity

risk. The Target Group’s overall risk management strategy seeks to minimise potential adverse effects

on the Target Group’s financial performance. Risk management is carried out by the senior

management of the Target Group and approved by the board of directors.

The Target Group’s exposure to these risks and the financial risk management policies and

practices used by the Target Group to manage these risks are described below.

27.1 Categories of financial assets and liabilities

The carrying amounts presented in the consolidated statements of financial position relate to the

following categories of financial assets and liabilities:

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Financial assets

At amortised cost:

- Trade and other receivables 32,473 42,694 57,543 50,019

- Amount due from a director 4,058 10,532 268 —

- Pledge bank deposits — 1,800 2,297 2,297

- Cash and bank balances 1,529 11,261 9,427 17,991

38,060 66,287 69,535 70,307

Financial liabilities

At amortised cost:

- Trade and other payables 16,986 23,980 39,175 46,692

- Amount due to a director — — — 10

- Lease liabilities 2,858 4,872 2,822 2,645

- Bank borrowings — 5,100 16,813 25,419

- Dividend payables — — 36,000 11,700

19,844 33,952 94,810 86,466

27.2 Interest rate risk

Interest rate risk relates to the risk that the fair value or cash flows of a financial instrument will

fluctuate because of changes in market interest rates.
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The Target Group exposed to cash flow interest rate risk through the bank borrowings which

bears variable rates, details of which have been disclosed in note 21. The exposure to interest rate risk

for the Target Group’s bank balances are considered immaterial.

At 30 September 2017, 2018 and 2019 and 30 June 2020, bank borrowings are estimated that a

general increase/decrease of 50 basis points in interest rates, with all other variables held constant,

would decrease/increase the Target Group’s profit after tax and retained earnings by approximately

HK$Nil, HK$21,000, HK$70,000 and HK$106,000, respectively. The 50 basis point increase/decrease

represents management’s assessment of a reasonably possible change in interest rate over the period

until the next annual reporting date.

The Target Group currently does not have an interest rate hedging policy. However, the

management monitors the Target Group’s interest rate exposure and will consider hedging significant

interest exposure should the need arise.

27.3 Credit risk

Credit risk refers to the risk that the counterparty to a financial instrument would fail to

discharge its obligation under the terms of the financial instrument and cause a financial loss to the

Target Group. The Target Group’s exposure to credit risk mainly arises from granting credit to

customers in the ordinary course of its operations.

The Target Group’s maximum exposure to credit risk for the components of the consolidated

statement of financial position as the end of each reporting period is the carrying amount as disclosed

in note 27.1.

Trade receivables and contract assets

The Target Group’s policy is to deal only with credit worthy counterparties. Credit terms are

granted to new customers after a credit worthiness assessment by the credit control department. When

considered appropriate, customers may be requested to provide proof as to their financial position.

Where available at reasonable cost, external credit ratings and/or reports on customers are obtained

and used. Payment record of customers is closely monitored. It is not the Target Group’s policy to

request collateral from its customers.

In addition, as set out in note 3.5, the Target Group assesses ECL under HKFRS 9 on trade

receivables and contract assets based on two types of customers (i.e. listed companies and private

companies) and the expected loss rates are based on the forward looking rate as well as the default

rate during the Track Record Period. The forward looking factors were affected by the possibility of

Hong Kong Gross Domestic Product and Hong Kong Consumer Price Index. The default rate of listed

companies were derived from Bloomberg and the default rate of private companies were made

reference to the median of different listed companies in the same industry. As at end of each reporting

period, the historical default rates are updated and changes in the forward-looking estimates are

analysed.

APPENDIX I ACCOUNTANTS’ REPORT OF THE TARGET GROUP

− I-54 −

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.



The following table provides information about the Target Group’s exposure to credit risk and

ECLs for its trade receivables and contract assets based on the types of customers (i.e. listed

companies and private companies) as the end of each reporting period.

Listed
companies

Private
companies Total

HK$’000 HK$’000 HK$’000

As at 30 September 2017

ECL rate 0.10%-

4.05%

0.35%

Gross carrying amount

- trade receivables 8,375 20,176 28,551

- contract assets 7,124 12,888 20,012

Lifetime ECL 356 114 470

As at 30 September 2018

ECL rate 0.06%-

16.13%

0.35%

Gross carrying amount

- trade receivables 16,375 24,856 41,231

- contract assets 14,764 20,778 35,542

Lifetime ECL 889 157 1,046

As at 30 September 2019

ECL rate 0.41%-

0.63%

0.94%

Gross carrying amount

- trade receivables 14,392 41,071 55,463

- contract assets 27,464 33,215 60,679

Lifetime ECL 226 698 924

As at 30 June 2020

ECL rate 0.55%-

0.76%

1.14%

Gross carrying amount

- trade receivables 13,784 36,048 49,832

- contract assets 32,681 41,630 74,311

Lifetime ECL 257 885 1,142
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The movements in the ECL allowance of trade receivables during the Track Record Period were

as follows:

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

At the beginning of the year/period 52 207 626 463

Net ECL allowance recognised/(reversed) 155 419 (163) 23

At the end of the year/period 207 626 463 486

The movement in the ECL allowance of contract assets during the Track Record Period were as

follows:

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

At the beginning of the year/period 38 263 420 461

Net ECL allowance recognised 225 157 41 195

At the end of the year/period 263 420 461 656

Other financial assets at amortised cost

The Target Group expects that the credit risk associated with other receivables and amount due

from a director of the Target Company are considered to be low, since majority of these balances were

due from counterparties having a strong capacity to meet its contractual cash flow obligations in the

near term. The Target Group has assessed that the ECL for these receivables are not material under

the 12 months expected losses method. Thus no loss allowance provision was recognised during the

Track Record Period.

The credit risks on pledge bank deposits and cash and bank balances are considered to be

insignificant because the counterparties are banks with high credit ratings assigned by international

credit-rating agencies.
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27.4 Liquidity risk

Liquidity risk relates to the risk that the Target Group will not be able to meet its obligations

associated with its financial liabilities that are settled by delivering cash or another financial asset.

The Target Group is exposed to liquidity risk in respect of settlement of trade and other payables, bank

borrowings, dividend payables and lease liabilities, and also in respect of its cash flow management.

The Target Group’s objective is to maintain an appropriate level of liquid assets and committed lines

of funding to meet its liquidity requirements in the short and longer term.

The analysis below set out the remaining contractual maturity based on undiscounted cash flow

of the Target Group’s financial liabilities at the end of each reporting period.

On
demand

or within
1 year

Between
1 and 2

years

Over 2
year but
within 5

years

Total
contractual

undiscounted
cash flows

Carrying
amount

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

As at 30 September 2017

Trade and other payables 16,986 — — 16,986 16,986

Lease liabilities 792 792 1,573 3,157 2,858

17,778 792 1,573 20,143 19,844

On
demand

or within
1 year

Between
1 and 2

years

Over 2
year but
within 5

years

Total
contractual

undiscounted
cash flows

Carrying
amount

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

As at 30 September 2018

Trade and other payables 23,980 — — 23,980 23,980

Lease liabilities 1,956 1,404 1,936 5,296 4,872

Bank borrowings 5,100 — — 5,100 5,100

31,036 1,404 1,936 34,376 33,952
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On
demand

or within
1 year

Between
1 and 2

years

Over 2
year but
within 5

years

Total
contractual

undiscounted
cash flows

Carrying
amount

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

As at 30 September 2019

Trade and other payables 39,175 — — 39,175 39,175

Lease liabilities 1,269 1,066 690 3,025 2,822

Bank borrowings 16,813 — — 16,813 16,813

Dividends payable 36,000 — — 36,000 36,000

93,257 1,066 690 95,013 94,810

As at 30 June 2020

Trade and other payables 46,692 — — 46,692 46,692

Amount due to a director 10 — — 10 10

Lease liabilities 1,703 971 87 2,761 2,645

Bank borrowings 25,419 — — 25,419 25,419

Dividends payable 11,700 — — 11,700 11,700

85,524 971 87 86,582 86,466

Bank borrowings with a repayment on demand clause is included in the “On demand or within

1 year” time band in the above maturity analysis.

As at 30 September 2018 and 2019 and 30 June 2020, the aggregate undiscounted principal and

interest of the bank borrowings in accordance with the scheduled payment terms were as follows:

On
demand

or within
1 year

Between
1 and 2

years

Over 2
year but
within 5

years

Total
contractual

undiscounted
cash flows

Carrying
amount

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

As at 30 September 2018

Bank borrowings 3,822 1,386 — 5,208 5,100

As at 30 September 2019

Bank borrowings 17,201 97 — 17,298 16,813
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On
demand

or within
1 year

Between
1 and 2

years

Over 2
year but
within 5

years

Total
contractual

undiscounted
cash flows

Carrying
amount

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

As at 30 June 2020

Bank borrowings 22,250 4,042 — 26,292 25,419

As at 30 September 2018 and 2019 and 30 June 2020, taking into account of the Target Group’s

financial position, the directors of the Target Company do not believe that it is probable that the bank

will exercise its discretionary rights to demand immediate repayment. Included in the above balance,

the directors of the Target Company believe that such bank borrowings will be repaid in accordance

with the scheduled repayment dates as set out in the loan agreements.

27.5 Fair value measurement

The carrying amounts of the Target Group’s financial assets and liabilities are not materially

different from their fair values at the end of each of the Track Record Period due to their short

maturities.

28. CAPITAL MANAGEMENT

The Target Group’s capital management objectives are to ensure the Target Group’s ability to

continue as a going concern and to maintain capital structure in order to minimise the costs of capital,

support its business and maximise shareholders’ value.

The Target Group actively and regularly reviews its capital structure and makes adjustments in

light of changes in economic conditions. The Target Group monitors its capital structure on the basis

of the net debt to equity ratio. For this purpose, net debt is defined as bank and other borrowings

(including lease liabilities) net of cash and bank balance. In order to maintain or adjust the ratio, the

Target Group may adjust the amount of dividends paid to shareholders, share buyback, issue new

shares and raise new debts.
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The Target Group’s debt to equity ratio at each reporting date was as follows:

As at 30 September
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

Lease liabilities 2,858 4,872 2,822 2,645

Bank borrowings — 5,100 16,813 25,419

Less: Cash and bank balances (1,529) (13,061) (11,724) (20,288)

Net debt 1,329 (3,089) 7,911 7,776

Total equity 35,663 69,812 36,022 60,926

Net debt to equity ratio 3.73% N/A 21.96% 12.76%

29. OUTSTANDING LITIGATION

As at end of each reporting period, the Target Group has been involved in certain potential

litigations and claims against the Target Group regarding the employees’ compensation and common

law personal injury claims. The directors of the Target Company are of the opinion that the

outstanding litigations and claims are not expected to have a material impact on the Target Group’s

Historical Financial Information, and the outcome for these outstanding claims are uncertain.

Accordingly, no provision has been made to the Historical Financial Information.

30. PERFORMANCE GUARANTEE

On 9 October 2018, performance bond of HK$497,000 was issued by a bank in favour of the

Target Group’s customer as security for the due performance and observance of the Target Group’s

obligations under the contract entered into between the Target Group and its customer amounted to

HK$9,942,000. If the Target Group fails to provide satisfactory performance to its customer to whom

performance guarantee has been given, such customer may demand the bank to pay to them the sum

or sum stipulated in such demand. The performance guarantee will be released upon completion of the

contract.

The performance bond was secured by the pledged time deposits of HK$497,000 (as included in

pledged time deposits in note 17) placed by the Target Group with the bank and the personal guarantee

given by Mr. Chang.
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31. INVESTMENT IN A SUBSIDIARY

Details of the Target Company’s subsidiary as at end of each reporting period and the date of this

report were as follows:

Name

Place of
incorporation
and operation

Particulars of
issued and
paid up
capital

Effective interest held by the
Target Company as at

30 September 30 June
2020

the
date of

this
report

Principal
activities2017 2018 2019

Directly held by the
Target Company

Partneer Construction
Limited

Hong Kong 10,000
ordinary
shares

N/A N/A 100% 100% 100% Provision of
construction
work

32. EVENTS AFTER THE REPORTING PERIOD

The following significant events took place subsequent to 30 June 2020:

After the outbreak of coronavirus disease 2019 (“COVID-19”) in early 2020, a series of

precautionary and control measures have been and continued to be implemented across the

construction sites in which the Target Group has business operations. The Target Group has paid

attention to the development of the COVID-19 and evaluate its impact on the business operation and

financial condition of the Target Group. Further details are set out in the paragraph headed “Business

of the Target Group — Outbreak of COVID-19” in the Circular.

33. SUBSEQUENT FINANCIAL INFORMATION

No audited financial statements have been prepared by the Target Company or its subsidiary in

respect of any period subsequent to 30 June 2020.
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1. SUMMARY OF FINANCIAL INFORMATION OF THE GROUP

Set out below is a summary of the consolidated financial information of the Group for the three

years ended 31 December 2017, 2018 and 2019 as extracted from the Company’s annual reports for

the year ended 31 December 2018 and 2019 and the unaudited financial information of the Group for

the six months ended 30 June 2020:

Results

Year ended 31 December

Six months
ended

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

(audited) (audited) (audited) (unaudited)

Revenue 33,418 18,957 423 —

Loss from operations (10,730) (15,205) (16,116) (10,026)

Finance costs (83) (734) (839) (551)

Loss before tax (10,813) (15,939) (16,955) (10,577)

Income tax (expenses)/credit 20 (49) — —

Loss and total comprehensive expense

for the year (10,793) (15,988) (16,955) (10,577)

Loss and total comprehensive expense
for the year attributable to:

Owners of the Company (10,482) (16,015) (16,774) (10,331)

Non-controlling interests (311) 27 (181) (246)

(10,793) (15,988) (16,955) (10,577)
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Assets, liabilities and equity

As at 31 December
As at

30 June

2017 2018 2019 2020

HK$’000 HK$’000 HK$’000 HK$’000

(audited) (audited) (audited) (unaudited)

Total assets 48,399 32,596 19,928 16,419

Total liabilities 18,524 18,709 22,996 30,064

Total equity/(deficit) 29,875 13,887 (3,068) (13,645)

2. AUDITED AND UNAUDITED FINANCIAL STATEMENTS

The audited financial statements of the Company for the three years ended 31 December 2017,

2018 and 2019 are contained in the annual reports of the Company for the year ended 31 December

2017 (the “2017 Annual Report”), 2018 (the “2018 Annual Report”) and 2019 (the “2019 Annual

Report”), and the unaudited financial statements of the Company for the six months ended 30 June

2020 (the “2020 Interim Result Announcement”), which have been published on the website of the

Stock Exchange (www.hkex.com.hk) and the website of the Company (http://www.victoryg.com):

(a) 2020 INTERIM RESULT ANNOUNCEMENT

Condensed consolidated statement of profit or loss and other comprehensive income for the six
months ended 30 June 2020

Please refer to page 2 of the 2020 Interim Result Announcement.

Condensed consolidated statement of financial position as at 30 June 2020

Please refer to page 3 of the 2020 Interim Result Announcement.

(b) 2019 ANNUAL REPORT

Consolidated statement of profit or loss and other comprehensive income for the year ended 31
December 2019

Please refer to page 51 of the 2019 Annual Report.

Consolidated statement of financial position as at 31 December 2019

Please refer to pages 52 to 53 of the 2019 Annual Report.
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Consolidated Statement of Changes in Equity for the year ended 31 December 2019

Please refer to page 54 of the 2019 Annual Report.

Consolidated Statement of Cash Flows for the year ended 31 December 2019

Please refer to page 55 of the 2019 Annual Report.

Significant accounting policies and notes to the audited consolidated financial statements for the
year ended 31 December 2019

Please refer to pages 56 to 117 of the 2019 Annual Report.

(c) 2018 ANNUAL REPORT

Consolidated statement of profit or loss and other comprehensive income for the year ended 31
December 2018

Please refer to page 43 of the 2018 Annual Report.

Consolidated statement of financial position as at 31 December 2018

Please refer to pages 44 to 45 of the 2018 Annual Report.

Consolidated Statement of Changes in Equity for the year ended 31 December 2018

Please refer to page 46 of the 2018 Annual Report.

Consolidated Statement of Cash Flows for the year ended 31 December 2018

Please refer to page 47 of the 2018 Annual Report.

Significant accounting policies and notes to the audited consolidated financial statements for the
year ended 31 December 2018

Please refer to pages 48 to 117 of the 2018 Annual Report.

(d) 2017 ANNUAL REPORT

Consolidated statement of profit or loss and other comprehensive income for the year ended 31
December 2017

Please refer to page 50 of the 2017 Annual Report.
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Consolidated statement of financial position as at 31 December 2017

Please refer to pages 51 to 52 of the 2017 Annual Report.

Consolidated Statement of Changes in Equity for the year ended 31 December 2017

Please refer to page 53 of the 2017 Annual Report.

Consolidated Statement of Cash Flows for the year ended 31 December 2017

Please refer to page 54 of the 2017 Annual Report.

Significant accounting policies and notes to the audited consolidated financial statements for the

year ended 31 December 2017

Please refer to pages 55 to 111 of the 2017 Annual Report.

3. MANAGEMENT DISCUSSION AND ANALYSIS OF HISTORICAL RESULTS OF THE

GROUP

(a) For the year ended 31 December 2019

RESULTS

The Group had revenue of approximately HK$423,000 for the year ended 31 December 2019

(2018: HK$18,957,000). Net loss attributable to owners of the Company for the year was

approximately HK$16,774,000 (2018: HK$16,015,000).

BUSINESS REVIEW

The principal activities of the Group during the year were investment holding, trading of motor

vehicles and parts and money lending business. The primary markets of the motor vehicles and parts

trading business were in the PRC and Hong Kong.

During the year, huge number of competitors entered into the importing brand new motor

vehicles to the PRC business, which affected the market share of the Company. On the other hand,

the US-China trade war would slowdown the demand of new imported motor vehicles in the PRC.

Trading in the shares of the Company on the Stock Exchange has been suspended since 23

January 2018. On 1 February 2019, the Stock Exchange had decided to place the Company into the

third delisting stage on 18 February 2019 pursuant to Practice Note 17 of the Listing Rules.
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Comparing to previous financial year, the audited net loss for the year ended 31 December 2019

was worse mainly caused by the weak business environment and the increase of administrative

expenses, impairment loss on loan and interest receivables, impairment loss on other receivables and

finance costs by approximately HK$2,859,000, HK$462,000, HK$835,000 and HK$105,000

respectively, and the decrease in gross profit, other income, selling and distribution expenses and

impairment loss on trade receivables by approximately HK$241,000, HK$116,000, HK$3,000 and

HK$3,598,000 respectively. During the year under review, the Group’s overall running cost had been

sustained at its minimal level through the strict cost control measures. The human resources had also

been maintained at the least possible level to maintain the Group’s operation. In brief, the structure

of the Group has always been maintained at the least possible efficient level.

LIQUIDITY, FINANCIAL RESOURCES AND FUNDING

The current ratio of the Group as at 31 December 2019 was approximately 0.32 (2018: 1.07). The

gearing ratio resulting from a comparison of the total borrowings with total equity of the Group as

at 31 December 2019 was -5.91 (2018: 1.12) and the borrowing and bank overdraft as at 31 December

2019 was approximately HK$18,000,000 (2018: HK$15,500,000) and approximately HK$136,000

(2018: Nil), respectively.

Please refer to pages 79 to 88 of the 2019 Annual Report for details of the Group’s exposure to

credit risk, liquidity risk, currency risk, interest rate risk and any related hedges.

At as 31 December 2019, the Group had loan and interest receivables amounted to approximately

HK$879,000 (2018: HK$1,527,000), trade receivables amounted to approximately HK$2,270,000

(2018: HK$9,386,000) and had no trade payables (2018: Nil). The Group had inventories amounted

to approximately HK$2,500,000 as at 31 December 2019 (2018: HK$2,952,000).

As at 31 December 2019, the Group’s net current liabilities amounted to approximately

HK$15,604,000 (2018: net current assets amounted to approximately HK$1,287,000) and net

liabilities amounted to approximately HK$3,068,000 (2018: net assets amounted to approximately

HK$13,887,000). The Group’s bank balances and cash amounted to approximately HK$14,000 (2018:

HK$2,146,000), and bank overdraft amounted to approximately HK$136,000 (2018: Nil). The bank

borrowing as at 31 December 2019 was approximately HK$18,000,000 (2018: HK$15,500,000).

CHARGES ON ASSETS

As at 31 December 2019, the Group had pledged its owned property and right-of-use assets with

an aggregate carrying amount of approximately HK$12,016,000 (2018: HK$12,445,000) to secure

banking facilities and other borrowings granted to the Group. The bank borrowing as at 31 December

2019 was approximately HK$18,000,000 (2018: HK$15,500,000).
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SIGNIFICANT INVESTMENT HELD

The Group did not hold any significant investment during the year ended 31 December 2019.

MATERIAL ACQUISITIONS AND DISPOSALS OF SUBSIDIARIES AND ASSOCIATED

COMPANIES

During the year, there were no material acquisitions and disposals of the Company’s

subsidiaries.

SEGMENT INFORMATION

Information reported to the Board, being the chief operating decision maker (“CODM”), for the

purposes of resource allocation and assessment of segment performance focuses on types of goods or

services delivered or provided. No operating segments have been aggregated in arriving at the

reportable segments of the Group.

Specifically, the Group’s reportable segments under HKFRS 8 are as follows:

Trading of motor vehicles — Trading and distribution of motor vehicles and parts

Money lending — Provision of financing services

Geographical information

The Group’s operations are located in Hong Kong. All the non-current assets of the Group are

located in Hong Kong.

Please refer to pages 90 to 95 of the 2019 Annual Report for details of segment information.

HUMAN RESOURCES

As at 31 December 2019, the Group had a total of seven employees (2018: 13), of whom six were

based in Hong Kong and one was based in the PRC. The remuneration package for staff in Hong Kong

was strictly on a monthly salary basis. Year-end bonus was linked to the financial results of the Group

as well as the performance of individual staff.

The remuneration policies of the Group’s employees are subject to review regularly. Total staff

costs including directors’ remuneration, for the year ended 31 December 2019 amounted to

approximately HK$3,715,000 (2018: HK$4,034,000). On an irregular but necessary basis, adequate

on-job training had been provided to staff in need.
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The Group has implemented a provident fund scheme for its Hong Kong staff in compliance with

requirements of the Mandatory Provident Fund (“MPF”) Schemes Ordinance from 1 December 2000.

The Group has adopted a share option scheme, which was duly approved by the shareholders at

the Annual General Meeting of the Company on 26 May 2014, available for participants including any

director and employee of the Company or of any subsidiaries. No options have been granted since the

approval of the scheme.

FOREIGN CURRENCY EXPOSURE

The Group operates in Hong Kong with most of the transactions denominated and settled in

Hong Kong dollars and the Group was not subjected to foreign currency exposure as there was no

financial assets and liabilities which were denominated in currencies other than the functional

currencies of the Group entities as at 31 December 2019.

CONTINGENT LIABILITIES

At 31 December 2019, neither the Group nor the Company had any significant contingent

liabilities.

CAPITAL COMMITMENT

At 31 December 2019, neither the Group nor the Company had any significant capital

commitment outstanding.

SUSPENSION OF TRADING

The trading in shares of the Company has been suspended since 23 January 2018. On 1 February

2019, the Company received a letter from Stock Exchange which decided to place the Company into

the third delisting stage on 18 February 2019 under Practice Note 17 to the Rules Governing the

Listing of Securities on the Stock Exchange and shall expire at the end of six months (i.e. 17 August

2019).

As disclosed in the announcement of the Company dated 8 August 2019, the Company and the

Vendor entered into the Acquisition Agreement. The Company had submitted a resumption proposal

to the Stock Exchange on 16 August 2019, setting out, among other things, actions taken and proposed

to be taken by the Company to fulfil the resumption conditions. On 7 February 2020, the Company

received a letter from the Stock Exchange which stated that the Stock Exchange agreed to allow the

Company to submit a [REDACTED] relating to the Resumption Proposal (but not any other proposal)

on or before 19 June 2020. The Company has made an application to the Stock Exchange on 11 June

2020 for its consent to extend the Deadline from 19 June 2020 to 11 September 2020. On 17 July 2020,

the Company received a letter from the Stock Exchange informing the Company that the

[REDACTED] has agreed to grant an extension of time for the Company to submit the [REDACTED]

on or before 11 September 2020.

APPENDIX II FINANCIAL INFORMATION OF THE GROUP

− II-7 −

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.



FUTURE OUTLOOK

As the Acquisition (i) constitutes a very substantial acquisition and a reverse takeover involving

a [REDACTED] of the Company under the Listing Rules; and (ii) has implications under the Code on

Takeovers and Mergers in Hong Kong, the Company will publish a further announcement providing

details of the terms and conditions of the Acquisition. Upon successfully reorganization, the Group

will have adequate resources to continue with sustainable business operations. The Board will use its

best endeavours to look for new business and investment opportunities with an aim to broaden the

Group’s revenue stream. The Group will also keep on exercising stringent cost control, quality

assurance, and expense control to minimize operating costs. The Board is confidence to bring the

Company back profitable track once the trading of the Company’s shares is resumed.

(b) For the year ended 31 December 2018

RESULTS

The Group had revenue of approximately HK$18,957,000 for the year ended 31 December 2018

(2017: HK$33,418,000). Net loss attributable to owners of the Company for the year was

approximately HK$16,015,000 for the year ended 31 December 2018 (2017: HK$10,482,000).

BUSINESS REVIEW

The principal activities of the Group during the year were investment holding, trading of motor

vehicles and parts and money lending business. The primary markets of the motor vehicles and parts

trading business were in the PRC and Hong Kong.

During the year, huge number of competitors entered into the importing brand new motor

vehicles to the PRC business, which affected the market share of the Company and led unable to

benefit from the sales. On the other hand, the US-China trade war would slowdown the demand of new

imported motor vehicles in the PRC.

Trading in the shares of the Company on the Stock Exchange has been suspended since 23

January 2018. On 1 February 2019, the Stock Exchange had decided to place the Company into the

third delisting stage on 18 February 2019 pursuant to Practice Note 17 of the Listing Rules.

Comparing to previous financial year, the audited net loss for the year ended 31 December 2018

was worse mainly caused by the weak business environment and the increase in other income, selling

and distribution expenses and finance costs by approximately HK$149,000, HK$1,289,000,

HK$651,000 respectively, and decrease in gross profit, and administrative expenses by approximately

HK$1,550,000, HK$1,090,000 respectively. During the year under review, the Group’s overall

running cost had been sustained at its minimal level through the strict cost control measures. The

human resources had also been maintained at the least possible level to maintain the Group’s

operation. In brief, the cost structure of the Group has been maintained at the least possible efficient

level.
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LIQUIDITY, FINANCIAL RESOURCES AND FUNDING

The current ratio of the Group as at 31 December 2018 was approximately 1.07 (2017: 1.91). The

gearing ratio resulting from a comparison of the total borrowings with total equity of the Group as

at 31 December 2018 was approximately 1.12 (2017: 0.42), the borrowing as at 31 December 2018

was approximately HK$15,500,000 (2017: HK$12,500,000).

Please refer to pages 75 to 84 of the 2018 Annual Report for details of the Group’s exposure to

credit risk, liquidity risk, currency risk, interest rate risk and any related hedges.

At as 31 December 2018 the Group had loan and interest receivables amounted to approximately

HK$1,527,000 (2017: HK$2,500,000), trade receivables amounted to approximately HK$9,386,000

(2017: HK$17,699,000) and had no trade payables (2017: HK$3,160,000). The Group had inventories

amounted to approximately HK$2,952,000 as at 31 December 2018 (2017: HK$4,504,000).

As at 31 December 2018, the Group’s net current assets amounted to approximately

HK$1,287,000 (2017: HK$16,830,000) and net assets amounted to approximately HK$13,887,000

(2017: HK$29,875,000). The Group’s bank balances and cash amounted to approximately

HK$2,146,000 (2017: HK$3,216,000). The Group’s bank borrowing as at 31 December 2018 was

approximately HK$15,500,000 (2017: HK$12,500,000).

CHARGES ON ASSETS

As at 31 December 2018, the Group had pledged its owned property and prepaid lease payments

with an aggregate carrying amount of approximately HK$12,445,000 (2017: HK$12,874,000) to

secure banking facilities and other borrowings granted to the Group. The bank borrowing at 31

December 2018 was approximately HK$15,500,000 (2017: HK$12,500,000).

SIGNIFICANT INVESTMENT HELD

The Group did not hold any significant investment during the year ended 31 December 2018.

MATERIAL ACQUISITIONS AND DISPOSALS OF SUBSIDIARIES AND ASSOCIATED
COMPANIES

During the year, there were no material acquisitions and disposals of the Company’s

subsidiaries.

SEGMENT INFORMATION

Information reported to the Board, being the chief operating decision maker, for the purposes of

resource allocation and assessment of segment performance focuses on types of goods or services

delivered or provided. No operating segments have been aggregated in arriving at the reportable

segments of the Group.
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Specifically, the Group’s reportable segments under HKFRS 8 are as follows:

Trading of motor vehicles — Trading and distribution of motor vehicles and parts

Money lending — Provision of financing services

Geographical information

The Group’s operations are located in Hong Kong and the PRC. All the non-current assets

(excluding financial instruments) of the Group are located in Hong Kong.

Please refer to pages 86 to 90 of the 2018 Annual Report for details of segment information.

HUMAN RESOURCES

As at 31 December 2018, the Group had a total of 13 employees (2017: 11), of whom 12 were

based in Hong Kong and one was based in the PRC. The remuneration package for Hong Kong staff

was strictly on a monthly salary basis. Year-end bonus was linked to the financial results of the Group

as well as the performance of individual staff. The remuneration policies of the Group’s employees

are subject to review regularly. Total staff costs including directors’ remuneration, for the year

amounted to approximately HK$4,034,000 (2017: HK$3,081,000). On an irregular but necessary

basis, adequate on-job training had been provided to staff in need.

The Group has implemented a provident fund scheme for its Hong Kong staff in compliance with

requirements of the Mandatory Provident Fund Schemes Ordinance from 1 December 2000.

The Group has adopted a share option scheme, which was duly approved by the shareholders at

the Annual General Meeting of the Company on 26 May 2014, available for participants including any

director and employee of the Company or of any subsidiaries. No options have been granted since the

approval of the scheme.

FOREIGN CURRENCY EXPOSURE

During the year under review, the Group operated in Hong Kong with most of the transactions

denominated and settled in Hong Kong dollars (“HKD”). The Group’s foreign currencies are mainly

Euro (“EUR”), United States Dollar (“USD”) and Great British Pound (“GBP”). Foreign currency risk

arises from financial assets and transactions which were denominated in currencies other than the

functional currencies of the Group entities. The Group had bank balances and cash denominated in

USD, EUR and Renminbi. The Group currently did not have foreign currency hedging policy.

However, the management monitored foreign exchange exposure closely and would consider hedging

significant foreign currency exposure if necessary.

CONTINGENT LIABILITIES

As at 31 December 2018, neither the Group nor the Company had any significant contingent

liabilities.

APPENDIX II FINANCIAL INFORMATION OF THE GROUP

− II-10 −

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.



CAPITAL COMMITMENT

As at 31 December 2018, neither the Group nor the Company had any significant capital

commitment outstanding.

SUSPENSION OF TRADING

The trading in shares of the Company has been suspended since 23 January 2018. On 1 February

2019, the Company received a letter from Stock Exchange decided to place the Company into the third

delisting stage on 18 February 2019 under Practice Note 17 to the Rules Governing the Listing of

Securities on the Stock Exchange and shall expire at the end of six months (i.e. 17 August 2019).

The Company was required to submit a viable resumption proposal at least 10 business days

before the third delisting stage expires (i.e. 5 August 2019) to demonstrate that the Company has

sufficient level of operations or assets of sufficient value as required under Rule 13.24.

FUTURE OUTLOOK

The Directors would use its best endeavours to look for new business and investment

opportunities with an aim to broaden the Group’s revenue stream. The Group would also keep on

exercising stringent cost control, quality assurance, and expense control to minimize operating costs.

The Board is confidence to bring the Company back profitable track once the trading of the

Company’s shares is resumed.

(c) For the year ended 31 December 2017

RESULTS

The Group had revenue of approximately HK$33,418,000 (2016: HK$4,902,000) for the year

ended 31 December 2017. Net loss attributable to owners of the Company for the year was

approximately HK$10,482,000 (2016: HK$12,177,000).

BUSINESS REVIEW

The principal activities of the Group during the year were investment holding, trading of motor

vehicles and money lending business. The primary market of the motor vehicles trading business was

in the PRC.

During the year, the global economic environment and the market growth in mainland China

have begun to recover, the demand for new cars is rising. The new “Measures for Administration of

Automobile Sales”《汽車銷售管理辦法》(the “New Measures”) released by the Ministry of Commerce

PRC effective on 1 July 2017 allows for the sales of motor vehicle by companies other than those

authorised by the brand holder. Seizing this opportunity, the Group has commenced importing brand

new motor vehicles to mainland China and the Board is optimistic about the outlook and prospect of

this new car market in the coming years.
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With the implementation of the New Measures on 1 July 2017 which deregulated the market and

created unprecedented potential demand for brand new motor vehicles from retailers in the PRC, the

Group has shifted the focus of its Motor Vehicle Business from the distribution of second hand cars

to brand new cars. The Directors consider that the New Measures is a catalyst that propels the Group’s

Motor Vehicle Business in the coming future. Comparing to the previous financial year, the audited

net loss for the year ended 31 December 2017 was slightly improved but still affected by the weak

business environment. The loss was mainly due to an increase of approximately HK$70,000 in finance

costs, and decrease of approximately HK$1,112,000, HK$102,000, HK$599,000, HK$2,730,000 in

gross profit, other income, selling and distribution expenses and administrative expenses respectively.

During the year under review, the Group’s overall running cost had been sustained at its minimal

level through the strict cost control measures. The human resources had also been maintained at the

least possible level to maintain the Group’s operation. In brief, the cost structure of the Group has

maintained at the least possible efficient level.

LIQUIDITY, FINANCIAL RESOURCES AND FUNDING

The current ratio of the Group as at 31 December 2017 was 1.91 (2016: 2.62). The gearing ratio

resulting from a comparison of the total borrowings with total equity of the Group at 31 December

2017 was 0.42 (2016: 0.30), the borrowing as at 31 December 2017 was HK$12,500,000 (2016:

HK$12,000,000). Please refer to pages 75 to 79 of the 2017 Annual Report for details of the Group’s

exposure to credit risk, liquidity risk, currency risk, interest rate risk and any related hedges.

At as 31 December 2017, the Group had loan and interest receivables amounted to approximately

HK$2,500,000 (2016: HK$13,061,000), trade receivables amounted to approximately HK$17,699,000

(2016: Nil) and trade payables amounted to approximately HK$3,160,000 (2016: Nil). The Group had

inventories amounted to approximately HK$4,504,000 as at 31 December 2017 (2016:

HK$5,278,000).

As at 31 December 2017, the Group’s net current assets amounted to approximately

HK$16,830,000 (2016: HK$25,765,000) and net assets amounted to approximately HK$29,875,000

(2016: HK$40,668,000). The Group’s bank balances and cash amounted to approximately

HK$3,216,000 (2016: HK$15,838,000) and the bank borrowing was HK$12,500,000 as at 31

December 2017 (2016: HK$12,000,000).

CHARGES ON ASSETS

As at 31 December 2017, the Group had pledged building and prepaid lease payments with an

aggregate carrying amount of approximately HK$12,874,000 (2016: HK$13,303,000) to secure

banking facilities and other borrowings granted to the Group. The bank borrowing as at 31 December

2017 was HK$12,500,000 (2016: HK$12,000,000).

APPENDIX II FINANCIAL INFORMATION OF THE GROUP

− II-12 −

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.



SIGNIFICANT INVESTMENT HELD

The Group did not hold any significant investment during the year ended 31 December 2017.

MATERIAL ACQUISITIONS AND DISPOSALS OF SUBSIDIARIES AND ASSOCIATED
COMPANIES

During the year ended 31 December 2017, there were no material acquisitions and disposals of

the Company’s subsidiaries.

SEGMENT INFORMATION

Information reported to the board of directors of the Company (the “Board”), being the chief

operating decision maker (CODM), for the purposes of resource allocation and assessment of segment

performance focuses on types of goods or services delivered or provided. No operating segments

identified by the CODM have been aggregated in arriving at the reportable segments of the Group.

Specifically, the Group’s reportable segments under HKFRS 8 are as follows:

Trading of motor vehicles — Trading and distribution of motor vehicles

Money lending — Provision of financing services

Geographical information

The Group’s operations are located in Hong Kong and the PRC. All the non-current assets

(excluding financial instruments) of the Group are located in Hong Kong.

Please refer to pages 80 to 85 of the 2017 Annual Report for details of segment information.

HUMAN RESOURCES

As at 31 December 2017, the Group had a total of 11 (2016: 8) employees, of whom nine were

based in Hong Kong and two were based in the PRC. The remuneration package for staff in Hong

Kong was strictly on a monthly salary basis. Year-end bonus was linked to the financial results of the

Group as well as the performance of individual staff. The remuneration policies of the Group’s

employees are subject to review regularly. For the year ended 31 December 2017, the total staff costs

including directors’ remuneration amounted to approximately HK$3,081,000 (2016: HK$2,435,000).

On an irregular but necessary basis, adequate on-job training had been provided to staff in need.

The Group has implemented a provident fund scheme for its Hong Kong staff in compliance with

requirements of the Mandatory Provident Fund Schemes Ordinance from 1 December 2000.

The Group has adopted a share option scheme, which was duly approved by the shareholders at

the Annual General Meeting of the Company on 26 May 2014, available for participants including any

director and employee of the Company or of any subsidiaries. No options have been granted since the

approval of the scheme.
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FOREIGN CURRENCY EXPOSURE

The Group operates in Hong Kong with most of the transactions denominated and settled in

Hong Kong dollars (“HKD”). The Group’s foreign currencies are mainly Euro (“EUR”), United States

Dollar (“USD”) and Great British Pound (“GBP”). Foreign currency risk arises from financial assets

and transactions which were denominated in currencies other than the functional currencies of the

Group entities. The Group has bank balances and cash denominated in USD and EUR. The Group

currently does not have foreign currency hedging policy. However, the management monitors foreign

exchange exposure closely and will consider hedging significant foreign currency exposure should the

need arise.

CONTINGENT LIABILITIES

As at 31 December 2017, neither the Group nor the Company had any significant contingent

liabilities.

CAPITAL COMMITMENT

As at 31 December 2017, neither the Group nor the Company had any significant capital

commitment outstanding.

SUSPENSION OF TRADING

The trading in shares of the Company has been suspended since 23 January 2018. On 22 January

2018, the Company received a letter from the Listing (Review) Committee of The Stock Exchange of

Hong Kong Limited (the “Stock Exchange”) decided to place the Company into the first delisting

stage under Practice Note 17 to the Rules Governing the Listing of Securities on the Stock Exchange,

for a period of six months which will expire on 21 July 2018.

FUTURE OUTLOOK

The global economic environment and the market growth in mainland China have begun to

recover, the demand for new cars is rising. The New Measures allows for the sales of motor vehicle

by companies other than those authorised by the brand holder and the Group has commenced

importing brand new motor vehicles to mainland China. The Board is optimistic about the outlook and

prospect of this new car market in coming years. The revenue generated from the money lending

business remains stable.

With the implementation of the New Measures on 1 July 2017 which deregulated the market and

created unprecedented potential demand for brand new motor vehicles from retailers in the PRC, the

Group has shifted the focus of its Motor Vehicle Business from the distribution of second hand cars

to brand new cars. The Directors consider that the New Measures is a catalyst that propels the Group’s

Motor Vehicle Business in the coming future.
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The New Measures abolished the requirement that motor vehicle retailers have to be authorised

dealers of the brand holder and open up the new motor vehicle market to companies who were

previously not authorised. With the implementation of the New Measures on 1 July 2017, the

Directors, based on their experience and in-depth knowledge in the motor vehicle industry in the PRC,

can foresee the opportunity for the Group to improve on its Motor Vehicles Business and has been

actively seeking for new business opportunities for the sale of new motor vehicles in the PRC.

The Directors will use its best endeavours to look for new business and investment opportunities

with an aim to broaden the Group’s revenue stream. The Group will also keep on exercising stringent

cost control, quality assurance, and expense control to minimize operating costs.

4. PROSPECTS

The Acquisition forms part of the Proposed Restructuring seeking the resumption of trading in

the Shares, which has been suspended since 23 January 2018. Upon Acquisition Completion, the

Target Group will become the main operating subsidiary of the Company and the Enlarged Group will

principally carry out civil engineering works. Consider that the Hong Kong government’s initiative

to increase land and housing supply and implementation of large-scale infrastructure projects in near

future, the Directors are of the view that the foundation and site formation industry can be benefited

from future construction projects and experienced growth. The Acquisition can strengthen the

financial position of the Company by developing the business of provision of foundation, site

formation and reinforced concrete structure services engaged by the Target Group.

5. MATERIAL CHANGES

Subsequent to the Track Record Period and up to the Latest Practicable Date, the Company has

entered into a loan agreement dated 31 August 2020 with Ms. Lucy Lo, an executive Director of the

Company, pursuant to which Ms. Lucy Lo provided a loan to the Company in the amount of

approximately RMB1.3 million (equivalent to approximately HK$[1.5] million) with interest rate of

11.0% per annum. The loan is unsecured, repayable on 28 February 2021 and bear interest at 11.0%

per annum and the interest will be settled monthly.

Save as disclosed below, as at the Latest Practicable Date, the Directors confirmed that there are

no material changes in the financial or trading position or outlook of the Group since 31 December

2019, being the date to which the latest published audited consolidated financial statements of the

Group were made up:

(a) the proposed restructuring of the Group, involving, among other things, the Acquisition,

the Subscription, and the [REDACTED].

6. WORKING CAPITAL

The Directors, after due and careful enquiry and based on the assumption that (i) the Proposed

Restructuring will be successfully implemented; and (ii) the business of the Target Group will be

carried on as usual, are of the opinion that following the completion of the Proposed Restructuring,
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after taking into account the financial resources available to the Enlarged Group, including internally

generated funds and the available banking facilities, the Enlarged Group has sufficient working

capital for its present requirements for at least the next 12 months from the date of this circular, in

the absence of unforeseeable circumstances.

7. INDEBTEDNESS

As at 31 July 2020, being the latest practicable date for the purpose of this indebtedness

statement prior to the printing of this circular, the indebtedness of the Group and the Enlarged Group

is analysed as follows:

The Group

HK$’000

Unsecured and unguaranteed:

Amount due to a joint venture 498

Amount due to a director — Mr. Chan Chun Choi 682

Loan from a shareholder — Mr. Chan Chun Choi 8,000

9,180

Secured and guaranteed:

Bank overdraft 13

Bank borrowings 18,500

18,513

Total borrowings 27,693

As at 31 July 2020, the amounts due to a joint venture / a director were unsecured, interest-free

and repayable on demand. The loan from a shareholder was unsecured, interest-bearing and repayable

within one year.

As at 31 July 2020, the bank overdraft and bank borrowing were secured by a mortgage over the

Group’s owned building and right-of-use assets and personal guarantee given by the executive

directors, Mr. Chan Chun Choi and Mr. Chan Kingsley Chiu Yiu.

Save as aforesaid or otherwise disclosed herein, the Group did not have any debt securities

issued and outstanding, and authorised or otherwise created but unissued, or term loans or other

borrowings or indebtedness in the nature of borrowing of the Group including bank overdrafts or

liabilities under acceptances or acceptance credits or hire purchase commitments, or outstanding

mortgages and charges, or contingent liabilities or guarantees.
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The Enlarged Group

HK$’000

Unsecured and unguaranteed:

Amount due to a joint venture 498

Amount due to directors 692

Loan from a shareholder 8,000

Lease liabilities 2,509

11,699

Unsecured and guaranteed:

Bank borrowings 19,687

Secured and guaranteed:

Bank borrowings 23,412

Total borrowings 54,798
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INDEPENDENT REPORTING ACCOUNTANT’S ASSURANCE REPORT ON THE

COMPILATION OF UNAUDITED PRO FORMA FINANCIAL INFORMATION

TO THE DIRECTORS OF VICTORY GROUP LIMITED

We have completed our assurance engagement to report on the compilation of unaudited pro

forma financial information of Victory Group Limited (the “Company”) and its subsidiaries

(hereinafter collectively referred to as the “Group”) by the directors of the Company (the “Directors”)

for illustrative purposes only. The unaudited pro forma financial information consists of the unaudited

pro forma consolidated statement of financial position and the unaudited pro forma statement of

adjusted consolidated assets as at 30 June 2020 and, the unaudited pro forma consolidated statement

of profit or loss and other comprehensive income and the unaudited pro forma consolidated statement

of cash flows for the year ended 31 December 2019 and related notes of the Group and Million

Celebration Limited (the “Target Company”) and its subsidiary, Partneer Construction Limited

(collectively the “Target Group”, together with the Group known as the “Enlarged Group”) (the

“Unaudited Pro Forma Financial Information”) as set out on pages III-6 to III-14 to the Appendix III

of the circular dated [●] (the “Circular”) issued by the Company. The applicable criteria on the basis

of which the Directors have compiled the Unaudited Pro Forma Financial Information are described

in Appendix III-4 to III-5 of the Circular.

The Unaudited Pro Forma Financial Information has been compiled by the Directors to illustrate

the impact of the proposed acquisition of the entire share capital of the Target Company and the sale

loan, representing the entire shareholder’s loan advanced by Mr. Chang Man Weng to the Target

Company (the “Proposed Acquisition”) on the Group’s financial position as at 30 June 2020 and the

Group’s financial performance and cash flows for the year ended 31 December 2019 as if the Proposed

Acquisition had taken place at 30 June 2020 and 1 January 2019 respectively. As part of this process,

information about the Group’s financial position as at 30 June 2020 has been extracted by the

Directors from the Group’s unaudited condensed consolidated financial statements for the six months

ended 30 June 2020 dated 27 August 2020, on which a review report has been published, while the

Group’s financial performance and cash flows for the year ended 31 December 2019 has been

extracted by the Directors from the Group’s consolidated financial statements for the year ended 31

December 2019 dated 27 March 2020, on which an audit report has been published.

The information about the Target Group’s financial position as at 30 June 2020 and financial

performance and cash flows for the year ended 30 September 2019 has been extracted by the Directors

from the accountants’ report of the Target Group as set out in Appendix I to the Circular.

Directors’ Responsibilities for the Unaudited Pro Forma Financial Information

The Directors are responsible for compiling the Unaudited Pro Forma Financial Information in

accordance with paragraph 29 of Chapter 4 of the Rules Governing the Listing of Securities on The

Stock Exchange of Hong Kong Limited (the “Listing Rules”) and with reference to Accounting

Guideline 7 “Preparation of Pro Forma Financial Information for Inclusion in Investment Circulars”

(“AG 7”) issued by the Hong Kong Institute of Certified Public Accountants (the “HKICPA”).
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Our Independence and Quality Control

We have complied with the independence and other ethical requirements of the “Code of Ethics

for Professional Accountants” issued by the HKICPA, which is founded on fundamental principles of

integrity, objectivity, professional competence and due care, confidentiality and professional

behaviour.

Our firm applies Hong Kong Standard on Quality Control 1 “Quality Control for Firms that

Perform Audits and Reviews of Financial Statements, and Other Assurance and Related Services

Engagements” issued by the HKICPA and accordingly maintains a comprehensive system of quality

control including documented policies and procedures regarding compliance with ethical

requirements, professional standards and applicable legal and regulatory requirements.

Reporting Accountant’s Responsibilities

Our responsibility is to express an opinion, as required by paragraph 29(7) of Chapter 4 of the

Listing Rules, on the Unaudited Pro Forma Financial Information and to report our opinion to you.

We do not accept any responsibility for any reports previously given by us on any financial

information used in the compilation of the Unaudited Pro Forma Financial Information beyond that

owed to those to whom those reports were addressed by us at the dates of their issue.

We conducted our engagement in accordance with Hong Kong Standard on Assurance

Engagements 3420 “Assurance Engagements to Report on the Compilation of Pro Forma Financial

Information Included in a Prospectus” issued by the HKICPA. This standard requires that the

reporting accountants plan and perform procedures to obtain reasonable assurance about whether the

Directors have compiled the Unaudited Pro Forma Financial Information in accordance with

paragraph 29 of Chapter 4 of the Listing Rules and with reference to AG 7 issued by the HKICPA.

For purposes of this engagement, we are not responsible for updating or reissuing any reports

or opinions on any historical financial information used in compiling the Unaudited Pro Forma

Financial Information, nor have we, in the course of this engagement, performed an audit or review

of the financial information used in compiling the Unaudited Pro Forma Financial Information.

The purpose of Unaudited Pro Forma Financial Information included in the Circular is solely to

illustrate the impact of the Proposed Acquisition on unadjusted financial information of the Group as

if the Proposed Acquisition had been undertaken at an earlier date selected for purposes of the

illustration. Accordingly, we do not provide any assurance that the actual outcome of the Proposed

Acquisition at 30 June 2020 or 1 January 2019 would have been as presented.
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A reasonable assurance engagement to report on whether the Unaudited Pro Forma Financial

Information has been properly compiled on the basis of the applicable criteria involves performing

procedures to assess whether the applicable criteria used by the Directors in the compilation of the

Unaudited Pro Forma Financial Information provide a reasonable basis for presenting the significant

effects directly attributable to the Proposed Acquisition, and to obtain sufficient appropriate evidence

about whether:

• the related pro forma adjustments give appropriate effect to those criteria; and

• the Unaudited Pro Forma Financial Information reflects the proper application of those

adjustments to the unadjusted financial information.

The procedures selected depend on the reporting accountant’s judgment, having regard to the

reporting accountant’s understanding of the nature of the Group, the Proposed Acquisition in respect

of which the Unaudited Pro Forma Financial Information has been compiled, and other relevant

engagement circumstances.

The engagement also involves evaluating the overall presentation of the Unaudited Pro Forma

Financial Information.

We believe that the evidence we have obtained is sufficient and appropriate to provide a basis

for our opinion.

Opinion

In our opinion:

(a) the Unaudited Pro Forma Financial Information has been properly compiled on the basis

stated;

(b) such basis is consistent with the accounting policies of the Group; and

(c) the adjustments are appropriate for the purposes of the Unaudited Pro Forma Financial

Information as disclosed pursuant to paragraph 29(1) of Chapter 4 of the Listing Rules.

Asian Alliance (HK) CPA Limited
Certified Public Accountants (Practising)

Chung Chi Chiu
Practising Certificate Number: P06610

8/F Catic Plaza

8 Causeway Road

Causeway Bay

Hong Kong

[REDACTED]
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UNAUDITED PRO FORMA FINANCIAL INFORMATION OF THE ENLARGED GROUP

1. Introduction of the Unaudited Pro Forma Financial Information of the Enlarged Group

The following is the unaudited pro forma financial information of the Enlarged Group (the

“Unaudited Pro Forma Financial Information”), being the Company and its subsidiaries (hereinafter

collectively referred to as the “Group”), as if the proposed acquisition of the entire share capital of

Million Celebration Limited (the “Target Company”) and the sale loan, representing the entire

shareholder’s loan advanced by Mr. Chang Man Weng (the “Vendor” or “Mr. Chang”) to the Target

Company (the “Sale Loan”) (hereinafter referred to as the “Proposed Acquisition”) had been taken

place on 30 June 2020 for the unaudited pro forma consolidated statement of financial position and

the unaudited pro forma statement of adjusted consolidated net tangible assets, and as if the Proposed

Acquisition had taken place on 1 January 2019 for the unaudited pro forma consolidated statement of

profit or loss and other comprehensive income and the unaudited pro forma consolidated statement of

cash flows. Details of the Proposed Acquisition are set out in the section headed “LETTER FROM

THE BOARD” in this Circular.

The Unaudited Pro Forma Financial Information has been prepared in accordance with paragraph

29 of Chapter 4 of the Rules Governing the Listing of Securities on The Stock Exchange of Hong

Kong Limited (the “Listing Rules”), for the purpose of illustrating the effect of the Proposed

Acquisition pursuant to the terms of the conditional sale and purchase agreement dated 7 August 2019

entered into between the Company and Mr. Chang (as amended and supplemented by five

supplemental agreements dated 16 August 2019, 5 December 2019, 5 March 2020, 25 May 2020 and

4 September 2020, respectively) (collectively the “Acquisition Agreements”), the Company has

conditionally agreed to acquire and the Vendor has conditionally agreed to sell (i) the entire issued

share capital of the Target Company (the “Sale Share”) and (ii) the Sale Loan. Because of its

hypothetical nature, the Unaudited Pro Forma Financial Information may not give a true picture of the

financial position or results of the Group and the Target Company and its subsidiary, Partneer

Construction Limited (“PCL”) (collectively known as the “Target Group”, together with the Group

known as the “Enlarged Group”) had the Proposed Acquisition been completed as of the specified

dates or any future date.

The unaudited pro forma consolidated statement of financial position and the unaudited pro

forma statement of adjusted consolidated net tangible assets of the Enlarged Group as at 30 June 2020

are prepared as if the Proposed Acquisition had taken place on 30 June 2020 and are based on the

unaudited condensed consolidated statement of financial position of the Group as at 30 June 2020,

which has been extracted from the Group’s unaudited condensed consolidated financial statements for

the six months ended 30 June 2020 dated 27 August 2020, and the audited statement of financial

position of the Target Group as at 30 June 2020 as extracted from the accountants’ report of the Target

Group as set out in Appendix I to this Circular, after making pro forma adjustments that are (i) directly

attributable to the Proposed Acquisition; and (ii) factually supportable.
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The unaudited pro forma consolidated statement of profit or loss and other comprehensive

income and unaudited pro forma consolidated statement of cash flows of the Enlarged Group for the

year ended 31 December 2019 are prepared as if the Proposed Acquisition had taken place on 1

January 2019 and are based on the audited consolidated statement of profit or loss and other

comprehensive income and the audited consolidated statement of cash flows of the Group for the year

ended 31 December 2019, which have been extracted from the Group’s consolidated financial

statements for the year ended 31 December 2019 dated 27 March 2020, and the audited statement of

profit or loss and other comprehensive income and the audited statement of cash flows of the Target

Group for the year ended 30 September 2019 as extracted from the accountants’ report of the Target

Group as set out in Appendix I to this Circular, after making pro forma adjustments that are (i) directly

attributable to the Proposed Acquisition; and (ii) factually supportable.

The Unaudited Pro Forma Financial Information is based on a number of assumptions, estimates

and uncertainties. The Unaudited Pro Forma Financial Information does not purport to describe (i) the

actual financial position of the Enlarged Group that would have been attained had the Proposed

Acquisition been completed on 30 June 2020; and (ii) the actual results and cash flows of the Enlarged

Group that would have been attained had the Proposed Acquisition been completed on 1 January 2019.

The Unaudited Pro Forma Financial Information does not purport to predict the future financial

position, results and cash flows of the Enlarged Group.

The Unaudited Pro Forma Financial Information should be read in conjunction with the

historical financial information of the Group as set out in the published (i) audited consolidated

financial statements of the Group for the year ended 31 December 2019; (ii) unaudited condensed

consolidation financial statements of the Group for the six months ended 30 June 2020, and (iii) other

financial information included elsewhere in this Circular.
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2. Unaudited Pro Forma Consolidated Statement of Profit or Loss and Other Comprehensive
Income of the Enlarged Group

The Group

The Target

Group

Pro Forma

Adjustments

Enlarged

Group

Year ended

31 December

2019

Year ended

30 September

2019

Acquisition-

related costs

Year ended

31 December

2019

HKD’000 HKD’000 HKD’000 HKD’000

(Audited) (Audited) (Unaudited) (Unaudited)

Note 5(a) Note 5(b) Note 5(f)

Revenue 423 335,193 [REDACTED]

Interest under effective interest method 423 — [REDACTED]

Contracts with customers — 335,193 [REDACTED]

Cost of sales — (285,563) [REDACTED]

Gross profit 423 49,630 [REDACTED]

Other income 35 74 [REDACTED]

Administrative and other operating

expenses (16,001) (5,895) [REDACTED] [REDACTED]

Reversal of impairment loss on trade

receivables and contract assets, net 725 122 [REDACTED]

Impairment loss on loan and interest

receivables (462) — [REDACTED]

Impairment loss on other receivables (835) — [REDACTED]

Share of loss of a joint venture (1) — [REDACTED]

Operating (loss) profit (16,116) 43,931 [REDACTED]

Finance costs (839) (722) [REDACTED]

(Loss) profit before tax (16,955) 43,209 [REDACTED]

Income tax expense — (6,989) [REDACTED]

(Loss) profit and total comprehensive

(expense) income for the year (16,955) 36,220 [REDACTED]

(Loss) profit and total comprehensive

(expense) income for the year

attributable to:

Owners of the Company (16,774) 36,220 [REDACTED] [REDACTED]

Non-controlling interest (181) — [REDACTED] [REDACTED]

(16,955) 36,220 [REDACTED] [REDACTED]
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3. Unaudited Pro Forma Consolidated Statement of Financial Position of the Enlarged Group

The Group
The Target

Group Pro Forma Adjustments
Enlarged

Group

As at
30 June

2020

As at
30 June

2020

Subscription
and

[REDACTED]

Investment
in the

Target
Group

Elimination of
Investment in

the Target
Group

Acquisition-
related costs

As at
30 June

2020
HKD’000 HKD’000 HKD’000 HKD’000 HKD’000 HKD’000 HKD’000

(Unaudited) (Audited) (Unaudited) (Unaudited) (Unaudited) (Unaudited) (Unaudited)
Note 5(a) Note 5(b) Note 5(c) Note 5(d) Note 5(e) Note 5(f)

NON-CURRENT ASSETS
Property, plant and equipment 1,347 5,423 [REDACTED]
Right-of-use assets 10,473 2,628 [REDACTED]
Investment in subsidiaries — — [REDACTED] [REDACTED] [REDACTED]
Goodwill — — [REDACTED] [REDACTED]
Interest in a joint venture 498 — [REDACTED]
Deposit paid 300 — [REDACTED] [REDACTED]

12,618 8,051 [REDACTED]

CURRENT ASSETS
Inventories 1,888 — [REDACTED]
Trade receivables — 49,346 [REDACTED]
Contract assets — 73,655 [REDACTED]
Prepayment, deposits and other

receivables 1,663 3,929 [REDACTED]
Restricted bank balances — — [REDACTED] [REDACTED]
Bank balances and cash 250 20,288 [REDACTED] [REDACTED] [REDACTED]

3,801 147,218 [REDACTED]

CURRENT LIABILITIES
Trade and other payables 3,885 47,872 [REDACTED] [REDACTED]
Amount due to a director 682 10 [REDACTED] [REDACTED]
Amount due to a joint venture 498 — [REDACTED]
Loan from a shareholder 6,000 — [REDACTED]
Lease liabilities — 1,614 [REDACTED]
Dividend payable — 11,700 [REDACTED]
Bank borrowings 18,500 25,419 [REDACTED]
Bank overdrafts 499 — [REDACTED]
Tax liabilities — 5,754 [REDACTED]

30,064 92,369 [REDACTED]

NET CURRENT (LIABILITIES)
ASSETS (26,263) 54,849 [REDACTED]

TOTAL ASSETS LESS
CURRENT LIABILITIES (13,645) 62,900 [REDACTED]

NON-CURRENT LIABILITIES
Lease liabilities — 1,031 [REDACTED]
Contingent consideration payables — — [REDACTED] [REDACTED]
Deferred tax liabilities — 943 [REDACTED]

— 1,974 [REDACTED]

NET (LIABILITIES) ASSETS (13,645) 60,926 [REDACTED]

CAPITAL AND RESERVES
Share capital 859 — [REDACTED] [REDACTED] [REDACTED]
Reserve (12,431) 60,926 [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Equity attributable to the owners of
the Company [REDACTED] 60,926 [REDACTED]

Non-controlling interest (2,073) — [REDACTED]

TOTAL (DEFICIT) EQUITY (13,645) 60,926 [REDACTED]

APPENDIX III UNAUDITED PRO FORMA FINANCIAL
INFORMATION OF THE ENLARGED GROUP

− III-7 −

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.



4. Unaudited Pro Forma Consolidated Statement of Cash Flows of the Enlarged Group

Pro Forma Adjustments

The Group
Year ended

31 December
2019

The Target
Group

Year ended
30

September
2019

Cash
Proceed from
Subscription

and
[REDACTED]

Cash outflow
from

Acquisition
of the Target

Group
Acquisition-
related cost

Enlarged
Group Year

ended
31 December

2019
HKD’000 HKD’000 HKD’000 HKD’000 HKD’000 HKD’000

(Audited) (Audited) (Unaudited) (Unaudited) (Unaudited) (Unaudited)

Note 5(a) Note 5(b) Note 5(c) Note 5(d) Note 5(f)

OPERATING ACTIVITIES
(Loss) profit before tax (16,955) 43,209 [REDACTED] [REDACTED]

Adjustments for:

Interest income — (7) [REDACTED]

Interest expense 839 722 [REDACTED]

Depreciation of property, plant and
equipment 63 1,407 [REDACTED]

Depreciation of right-of-use assets 381 1,648 [REDACTED]

Loss on disposal of property, plant and
equipment, net — 4 [REDACTED]

Write-off of trade receivables 4,561 — [REDACTED]

Write-off of other receivables 714 — [REDACTED]

Write-down of inventories 452 — [REDACTED]

Reversal of impairment loss on trade
receivables, net (725) (163) [REDACTED]

Impairment loss on contract assets — 41 [REDACTED]

Impairment loss on loan and interest
receivables 462 — [REDACTED]

Impairment loss on other receivables 835 — [REDACTED]

Share of loss of a joint venture 1 — [REDACTED]

Operating cash flows before movements in
working capital (9,372) 46,861 [REDACTED]

Decrease (increase) in trade receivables 3,280 (14,232) [REDACTED]

Increase in contract assets — (25,137) [REDACTED]

Decrease in loan and interest receivables 186 — [REDACTED]

Decrease (increase) in prepayments, deposits
and other receivables 297 (726) [REDACTED]

Increase in trade and other payables 2,135 15,312 [REDACTED] [REDACTED]

Decrease in contract liabilities (1,095) (1,077) [REDACTED]

Increase in amount due to a director 611 — [REDACTED]

Cash (used in) from operations (3,958) 21,001 [REDACTED]

Income tax refunded (paid) 29 (7,963) [REDACTED]

NET CASH (USED IN) FROM
OPERATING ACTIVITIES (3,929) 13,038 [REDACTED]

INVESTING ACTIVITIES
Net cash outflow for acquisition of

subsidiaries — — [REDACTED] [REDACTED]

Increase in restricted bank balances — — [REDACTED] [REDACTED]

Purchase of property, plant and equipment — (90) [REDACTED]

Proceeds from disposal of property, plant and
equipment — 1,374 [REDACTED]

Increase in amount due from a director — (23,746) [REDACTED]

Loan to sub-contractors — (900) [REDACTED]

Repayment of loan to sub-contractors — 39 [REDACTED]

Interest received — 7 [REDACTED]

NET CASH USED IN INVESTING
ACTIVITIES — (23,316) [REDACTED]
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Pro Forma Adjustments

The Group
Year ended

31 December
2019

The Target
Group

Year ended
30

September
2019

Cash
Proceed from
Subscription

and
[REDACTED]

Cash outflow
from

Acquisition
of the Target

Group
Acquisition-
related cost

Enlarged
Group Year

ended
31 December

2019
HKD’000 HKD’000 HKD’000 HKD’000 HKD’000 HKD’000

(Audited) (Audited) (Unaudited) (Unaudited) (Unaudited) (Unaudited)

Note 5(a) Note 5(b) Note 5(c) Note 5(d) Note 5(f)

FINANCING ACTIVITIES
Proceed from share subscription — — [REDACTED] [REDACTED]

[REDACTED] from [REDACTED] — — [REDACTED] [REDACTED]

New borrowing raised 2,500 44,534 [REDACTED]

Repayment of borrowing — (32,821) [REDACTED]

Interest paid (839) (722) [REDACTED]

Payment of lease liabilities — (2,050) [REDACTED]

Increase in pledged bank deposits — (497) [REDACTED]

NET CASH FROM FINANCING
ACTIVITIES 1,661 8,444 [REDACTED]

NET (DECREASE) INCREASE IN CASH
AND CASH EQUIVALENTS (2,268) (1,834) [REDACTED]

CASH AND CASH EQUIVALENTS AT
THE BEGINNING OF THE YEAR 2,146 11,261 [REDACTED]

CASH AND CASH EQUIVALENTS AT
THE END OF THE YEAR (122) 9,427 [REDACTED]

CASH AND CASH EQUIVALENTS AT
THE END OF THE YEAR

represented by:

Bank balances and cash 14 9,427 [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Bank overdraft (136) — [REDACTED] [REDACTED] [REDACTED]

(122) 9,427 [REDACTED] [REDACTED] [REDACTED] [REDACTED]
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5. Notes to the Unaudited Pro Forma Financial Information of the Enlarged Group

(a) For the preparation of unaudited pro forma consolidated statement of financial position, the

amounts are extracted from the Group’s unaudited condensed consolidated financial statements

for the six months ended 30 June 2020 dated 27 August 2020. For the preparation of unaudited

pro forma consolidated statement of profit or loss and other comprehensive income and

unaudited pro forma consolidated statement of cash flows, the amounts are extracted from the

Group’s consolidated financial statements for the year ended 31 December 2019 dated 27 March

2020.

(b) For the preparation of unaudited pro forma consolidated statement of financial position, the

amounts are extracted from the accountants’ report of the Target Group for the nine months

ended 30 June 2020 as set out in Appendix I to the Circular. For the preparation of unaudited

pro forma consolidated statement of profit or loss and other comprehensive income and

unaudited pro forma consolidated statement of cash flows, the amounts are extracted from the

accountants’ report of the Target Group for the year ended 30 September 2019 as set out in

Appendix I to the Circular.

(c) On 16 August 2019, the Company and Mr. Chan Chun Choi (“Mr. Chan”), the controlling

shareholder and chairman of the Company entered into a subscription agreement (as amended

and supplemented by the supplemental agreements on 5 December 2019, 5 March 2020 and 4

September 2020) pursuant to which the Company has agreed to allot and issue and Mr. Chan has

agreed to subscribe for a total of [REDACTED] shares, at the subscription price of

HK$[REDACTED] per share for a total consideration of HK$[REDACTED] (the

“Subscription”).

To finance the Proposed Acquisition and the future operation of the Group, the Company

proposes to raise a gross amount of approximately HK$[REDACTED] by way of the

[REDACTED] of [REDACTED] at the [REDACTED] of HK$[REDACTED] per [REDACTED]

(the “[REDACTED]”). Out of the [REDACTED], [REDACTED] are available for subscription

by the public (excluding the qualifying shareholders) under the [REDACTED] and the remaining

[REDACTED] are available for subscription by the qualifying shareholders as [REDACTED]

under the [REDACTED]. The [REDACTED] will be [REDACTED] by the [REDACTED] for the

aggregate [REDACTED]. The [REDACTED] from the [REDACTED], net of [REDACTED]%

[REDACTED], was approximately HK$[REDACTED].

As a result of the Subscription and the [REDACTED] shares of the Company will be issued at

HK$[REDACTED] with a total [REDACTED] of approximately HK$[REDACTED], of which

approximately HK$[REDACTED] will be credited to share capital and the balance of

approximately HK$[REDACTED] will be credited to the share premium account.
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(d) The adjustment represents the investment in the Target Group. Pursuant to the Acquisition

Agreements, the Group has conditionally agreed to acquire the Sale Share and the Sale Loan for

an aggregated consideration amounted to HK$350,000,000, which is to be satisfied in the

following manners:

Notes HK$’000

Refundable Deposit (i) 10,000

Initial Consideration Shares (ii) [REDACTED]

Initial Cash Consideration (iii) 187,500

Deferred Consideration Shares (iv) [REDACTED]

Deferred Cash Consideration (v) 52,500

Total Consideration 350,000

Less: Refundable deposit paid as at 30 June 2020 (300)

349,700

(i) HK$9,700,000 will be paid by the Company to Mr. Chang (or his designated person or

entity as he may direct in writing) as a refundable deposit (the “Refundable Deposit”) on

or before 11 December 2020;

(ii) HK$47,500,000 will be satisfied by the Company allotting and issuing [REDACTED]

consideration shares (the “Initial Consideration Shares”) at the issue price of

HK$[REDACTED] per consideration share to Mr. Chang (or his designated person or entity

as he may direct in writing), credited as fully paid, upon completion of the Proposed

Acquisition;

(iii) HK$187,500,000 will be paid to Mr. Chang (or his designated person or entity as he may

direct in writing) in cash upon completion of the Proposed Acquisition (the “Initial Cash

Consideration”);

(iv) HK$52,500,000 will be satisfied by the Company allotting and issuing [REDACTED]

consideration shares at the issue price of HK$[REDACTED] per consideration share to Mr.

Chang (or his designated person or entity as he may direct in writing), credited as fully paid

(the “Deferred Consideration Shares”) in accordance with the Profit Guarantee (as

described and defined below); and

(v) HK$52,500,000 (the “Deferred Cash Consideration”) will be paid by the Company in cash

upon completion of the Proposed Acquisition to be held in escrow (as represented by the

“Restricted bank balances”) and to be released to Mr. Chang and/or the Company in

accordance with the Profit Guarantee (as described and defined below).
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For the purpose of the Unaudited Pro Forma Financial Information, the fair value of the Initial

Consideration Shares is calculated based on the issue price of HK$[REDACTED] per

consideration share of the Company. Approximately [REDACTED] Initial Consideration Shares

of the Company will be issued at HK$[REDACTED] with a total share consideration of

HK$[REDACTED], of which approximately HK$[REDACTED] (par value of HK$0.001 each)

will be credited to share capital and the balance of approximately HK$[REDACTED] will be

credited to the share premium account.

Pursuant to the Acquisition Agreements, the Vendor irrevocably and unconditionally warrants

and guarantees (the “Profit Guarantee”) to the Company that the audited net profit after tax of

PCL as shown in its audited financial statements for each of the three years ending 30 September

2020, 30 September 2021 and 30 September 2022 (each a “Relevant Year”) will not be less than

HK$35,000,000 (the “Guaranteed Profit”). In the event the actual net profit after tax (the “Actual

Net Profit”) for any of the three Relevant Years is less than the Guaranteed Profit, the Vendor

shall compensate the Company by an amount (the “Shortfall”) equivalent to:

(HK$35,000,000 - Actual Net Profit) x 10

subject to a maximum cap limit of HK$35,000,000 for each of the Relevant Year.

Based on the Directors’ best estimation, the probability of meeting the Guaranteed Profit for

each of the Relevant Year by PCL is high and therefore it assumes that the fair value of the

contingent consideration payables, representing the Deferred Consideration Shares and Deferred

Cash Consideration, at 30 June 2020 is HK$105,000,000.

(e) Under the Hong Kong Financial Reporting Standard 3 (Revised) — Business Combinations,

acquisition method of accounting is applied to account for the Proposed Acquisition.

The difference between (i) the Consideration; (iii) the fair value of 100% equity interest of the

Target Group as at 30 June 2020; and (iii) the Sale Loan, representing the amount due to Mr

Chang, will be accounted for as goodwill. Such goodwill is calculated as below:

HK$’000

Consideration for the Proposed Acquisition (Note (d)) Note 350,000

Less: Fair value of 100% equity interest of the Target Group as

at 30 June 2020 extracted from the accountants’ report of

the Target Group as set out in Appendix I (60,926)

Less: Sale Loan, representing amount due to a director (10)

Goodwill arising from the Proposed Acquisition 289,064
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Note: As the fair value of the Initial Consideration Shares and Deferred Consideration Shares

at the date of completion of the Proposed Acquisition may be substantially different from

the issued price of HK$[REDACTED] per consideration share, the actual fair value of

the consideration and in turn, the amount of goodwill may be different from those

presented in the Unaudited Pro Forma Financial Information.

(f) The adjustment represent the acquisition-related costs (including fees to legal advisors, financial

advisors, reporting accountants, and other expenses) which are estimated to be approximately

HK$22,412,000.

HK$’000

Total acquisition-related costs 22,412

Expensed as at 31 December 2019 (1,700)

Acquisition-related costs to be accrued as at 31 December 2019 20,712

Total acquisition-related costs 22,412

Expensed as at 30 June 2020 (5,558)

Acquisition-related costs to be accrued as at 30 June 2020 16,854

(g) No adjustments have been made to the Unaudited Pro Forma Financial Information to reflect any

trading results or other transactions of the Group or the Target Group subsequent to 30 June 2020

where applicable.

(h) All pro forma adjustments are not expected to have a continuing effect on the Group or the Target

Group.
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6. Unaudited Pro Forma Statement of Adjusted Consolidated Net Tangible Assets of the
Enlarged Group

Unaudited
consolidated
net tangible
liabilities of

the Group
attributable to
the owners of
the Company
as at 30 June

2020 before
completion of
the Proposed

Acquisition

Unaudited
consolidated
net tangible

liabilities per
share

attributable to
the owners of
the Company
as at 30 June

2020 before
completion of
the Proposed

Acquisition

Unaudited pro
forma

adjusted
consolidated
net tangible
assets of the

Enlarged
Group

attributable to
the owners of
the Company

immediately
after the

completion of
the Proposed

Acquisition

Unaudited pro
forma

adjusted
consolidated
net tangible

assets per
share

attributable to
the owners of
the Company

immediately
after the

completion of
the Proposed

Acquisition

HK$’000 HK$ HK$’000 HK$

Note (a) Note (b) Note (c) Note (d)

Proposed Acquisition [REDACTED] [REDACTED] [REDACTED] [REDACTED]

Notes:

(a) The unaudited consolidated net tangible liabilities of the Group as at 30 June 2020 is based on the amount of

unaudited consolidated net tangible liabilities attributable to the owners of the Company as at 30 June 2020 of

HK$[REDACTED], which is extracted from the unaudited condensed consolidated financial information of the

Group for the six months ended 30 June 2020 date 27 August 2020.

(b) The number of shares used for the calculation of the unaudited consolidated net tangible liabilities per share is

859,146,438, being the number of shares in issue as at 30 June 2020.

(c) The unaudited pro forma adjusted consolidated net tangible assets of the Enlarged Group as at 30 June 2020 is

based on the amount of the unaudited pro forma adjusted consolidated net assets of the Enlarged Group

attributable to the owners of the Company as at 30 June 2020 of HK$[REDACTED] after deducting goodwill of

HK$[REDACTED], which is extracted from the unaudited pro forma consolidated statement of financial position

of the Enlarged Group (Note 3).

(d) The number of shares used for the calculation of the unaudited pro forma adjusted consolidated net tangible assets

per share is 2,345,528,584 after completion of the Subscription and the [REDACTED] as at 30 June 2020 as

described in Note 5(c).

(e) Apart from the above, no adjustments have been made to the unaudited pro forma statement of adjusted

consolidated net tangible assets to reflect any trading results or other transactions of the Enlarged Group entered

into subsequent to 30 June 2020 where applicable.
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The estimate of the consolidated profit attributable to the equity holder of the Target Company

for the year ending 30 September 2020 is set out in the section headed “Financial Information of the

Target Group — Profit Estimate of the Target Group for the year ending 30 September 2020” in this

circular.

(A) BASES

The estimate consolidated profit attributable to the equity holder of the Target Company for the

year ending 30 September 2020 is prepared by directors of the Target Company on the basis of the

accounting policies consistent in all material respects with those currently adopted by the Target

Group as summarised in Appendix I to this circular, and has been prepared based on the audited

consolidated results of the Target Group for the nine months ended 30 June 2020 as set out in

Appendix I to this circular, the unaudited management accounts of the Target Group for the one month

ended 31 July 2020 and an estimate of the consolidated results of the Target Group for the two months

ending 30 September 2020. In the absence of unforeseen circumstances, directors of the Target

Company estimate the unaudited consolidated profit attributable to the equity holder of the Target

Company is as follows:

Estimated consolidated profit attributable to the equity holder of the

Target Company for the year ending 30 September 2020 . . . . . . . not less than HK$35.0 million
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(B) LETTER FROM THE REPORTING ACCOUNTANTS

The following is the text of a letter, prepared for the inclusion in this circular, received from

Grant Thornton Hong Kong Limited, Certified Public Accountants, Hong Kong, the reporting

accountants of the Target Group, in relation to the Target Group’s profit estimate for the year ending

30 September 2020.

The Board of Directors

Victory Group Limited

Suite 1609, New East Ocean Centre

9 Science Museum Road

Tsim Sha Tsui, Kowloon

Grand Moore Capital Limited

Unit 1607, 16/F, Silvercord Tower 1

30 Canton Road, Tsim Sha Tsui

Kowloon

MILLION CELEBRATION LIMITED (THE “TARGET COMPANY”) AND ITS SUBSIDIARY
(COLLECTIVELY THE “TARGET GROUP”) PROFIT ESTIMATE FOR THE YEAR ENDING
30 SEPTEMBER 2020

We refer to the estimate of the consolidated profit attributable to equity holders of Target

Company for the year ending 30 September 2020 (the “Profit Estimate”) set forth in the section

headed Appendix IV — Profit Estimate of the Target Group in the circular of Victory Group Limited

(the “Company”) dated [ ● ] (the “Circular”).

Directors’ Responsibilities

The Profit Estimate has been prepared by the directors of the Company and the Target Company

based on the audited consolidated results of the Target Group for the nine months ended 30 June 2020,

the unaudited consolidated results based on the management accounts of the Target Group for the one

month ended 31 July 2020 and an estimate of the consolidated results of the Target Group for the two

months ending 30 September 2020.

The directors of the Company and the Target Company are solely responsible for the Profit

Estimate.

Our Independence and Quality Control

We have complied with the independence and other ethical requirements of the Code of Ethics

for Professional Accountants issued by the Hong Kong Institute of Certified Public Accountants (the

“HKICPA”), which is founded on fundamental principles of integrity, objectivity, professional

competence and due care, confidentiality and professional behaviour.
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Our firm applies Hong Kong Standard on Quality Control 1 “Quality Control for Firms that

Perform Audits and Reviews of Financial Statements, and Other Assurance and Related Services

Engagements” issued by the HKICPA and accordingly maintains a comprehensive system of quality

control including documented policies and procedures regarding compliance with ethical

requirements, professional standards and applicable legal and regulatory requirements.

Reporting Accountants’ Responsibilities

Our responsibility is to express an opinion on the accounting policies and calculations of the

Profit Estimate based on our procedures.

We conducted our engagement in accordance with Hong Kong Standard on Investment Circular

Reporting Engagements 500 “Reporting on Profit Forecasts, Statements of Sufficiency of Working

Capital and Statements of Indebtedness” and with reference to Hong Kong Standard on Assurance

Engagements 3000 (Revised) “Assurance Engagements Other Than Audits or Reviews of Historical

Financial Information” issued by the HKICPA. Those standards require that we plan and perform our

work to obtain reasonable assurance as to whether, so far as the accounting policies and calculations

are concerned, the directors of the Company and the Target Company have properly compiled the

Profit Estimate in accordance with the bases adopted by the directors of the Company and the Target

Company and as to whether the Profit Estimate is presented on a basis consistent in all material

respects with the accounting policies normally adopted by the Target Group. Our work is substantially

less in scope than an audit conducted in accordance with Hong Kong Standards on Auditing issued

by the HKICPA. Accordingly, we do not express an audit opinion.

Opinion

In our opinion, so far as the accounting policies and calculations are concerned, the Profit

Estimate has been properly compiled in accordance with the bases adopted by the directors of the

Company and the Target Company as set out in Appendix IV of the Circular and is presented on a basis

consistent in all material respects with the accounting policies normally adopted by the Target Group

as set out in our accountants’ report dated [●], the text of which is set out in Appendix I of the

Circular.

Yours faithfully

Grant Thornton Hong Kong Limited
Certified Public Accountants

Level 12

28 Hennessy Road

Wanchai

Hong Kong

Date: [●]

[●]

Practising Certificate Number: [●]
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(C) LETTER FROM THE SOLE SPONSOR

The following is the text of a letter, prepared for inclusion in this circular by the Sole Sponsor

in connection with the profit estimate of the Target Group for the year ending 30 September 2020.

The Board of Directors

Victory Group Limited

Suite 1609, New East Ocean Centre

9 Science Museum Road

Tsim Sha Tsui, Kowloon

Dear Sirs,

We refer to the estimate of the consolidated profit attributable to owners of Million Celebration

Limited (the “Target Company”) and its subsidiaries (together the “Target Group”) for the year

ending 30 September 2020 (the “Profit Estimate”) as set forth in the circular of Victory Group

Limited dated [●] (the “Circular”).

The Profit Estimate, for which the directors of the Company and Target Company are

responsible, has been prepared by the directors of the Company and the Target Company based on the

audited consolidated results of the Target Group for the nine months ended 30 June 2020, management

accounts of the Target Group for the one month ended 31 July 2020 and an estimate of the results of

the Target Group for the remaining two months ending 30 September 2020.

We have discussed with the directors of the Company and the Target Company the bases, as set

forth in Section A of Appendix IV to this Circular, upon which the Profit Estimate has been made. We

have also considered and relied upon the letter dated [●] addressed to you and us from Grant Thornton

Hong Kong Limited regarding the accounting policies and calculations upon which the Profit Estimate

has been made.

On the basis of the information comprising the Profit Estimate and on the bases and assumptions

made by the directors of the Company and the Target Company and the accounting policies and

calculations adopted by the directors of the Target Company and reviewed by Grant Thornton Hong

Kong Limited, we are of the opinion that the Profit Estimate, for which the directors of the Company

and the Target Company are responsible, has been made after due and careful enquiry.

For and on behalf of

Grand Moore Capital Limited

Philip Chau
Managing Director
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29 May 2020

The Board of Directors

Victory Group Limited

Suite 1609 New East Ocean Centre

9 Science Museum Road

Tsimshatsui East

Kowloon

Dear Sir/Madam,

We refer to the announcement of Victory Group Limited (the “Company”) dated 29 May 2020

(the “Announcement”), of which this report forms part, pursuant to the Sale and Purchase Agreement,

the Vendor irrevocably and unconditionally warrants and guarantees (the “Profit Guarantee”) to the

Company that the audited net profit after tax of PCL as shown in its audited financial statement for

each of the three years ending 30 September 2020, 30 September 2021 and 30 September 2022 will

not be less than HK$35,000,000. The Profit Guarantee is regarded as a profit forecast (“Profit

Forecasts”) under Rule 14.61 of the Listing Rules and Rule 10 of the Takeovers Code. Unless defined

otherwise, capitalised terms used in this letter shall have the same meaning as ascribed to them in the

Announcement.

We have reviewed the Profit Forecasts and discussed with you on the bases and assumptions

upon which the Profit Forecasts has been made. We have also considered the letter dated 29 May 2020

addressed to you from Grant Thornton Hong Kong Limited, the reporting accountant of the Target

Group, as set out in Appendix I to the Announcement regarding to their work performed on the Profit

Forecasts.

On the basis of foregoing, we are satisfied that the Profit Forecasts including the bases and

assumptions, for which you as the Directors are solely responsible for, have been made after due and

careful enquiry, and on a reasonable basis. However, we express no opinion on whether the actual cash

flows would eventually be achieved in correspondence with the Profit Forecasts.
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The work undertaken by us is for the sole purpose of reporting to you under Rule 14.62(3) of

the Listing Rules and Rule 10 of the Takeovers Code and for no other purposes. We accept no

responsibility to any other person in connection with such work.

Yours faithfully,

For and on behalf of

Messis Capital Limited

Wallace Cheung
Director
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To the Board of Directors of Victory Group Limited

We have completed our assurance engagement to report on the principal accounting policies

adopted and the calculations used in the preparation of profit forecast of Partneer Construction

Limited, a wholly owned subsidiary of Million Celebration Limited (the “Target Company”) for the

three years ending 30 September 2022 relating to the profit guarantee (the “Profit Guarantee”) as set

out in the announcement of Victory Group Limited (the “Company”) dated 29 May 2020 (the

“Announcement”) in connection with the proposed acquisition of entire issued share capital of the

Target Company by the Company, for which the directors of the Company are solely responsible. We

understand the Profit Guarantee is regarded as a profit forecast (the “Profit Forecasts”) and is

required to be reported on under Rule 14.62(2) of the Rules Governing the Listing of Securities on

the Stock Exchange (the “Listing Rules”) and Rule 10 of the Codes on Takeovers and Mergers and

Share Buy-backs (the “Takeovers Code”). Unless otherwise defined, terms used herein shall have the

same meaning as those defined in the Announcement.

Directors’ Responsibility for the Profit Forecasts

The directors of the Company are responsible for the preparation of the Profit Forecasts on a

basis consistent with the accounting policies adopted by the Company and its subsidiaries (together

the “Group”) as set out in the audited consolidated financial statements of the Group for the year

ended 31 December 2019 and the bases and assumptions determined by the directors of the Company

as set out on pages 13 to 15 of the Announcement. This responsibility include selection and

application of appropriate accounting policies and the accurate calculations in the preparation of the

Profit Forecasts; applying consistent accounting policies adopted by the Group as set out in the

audited consolidated financial statements of the Group for the year ended 31 December 2019;

applying an appropriate basis of preparation; and making assumptions and estimates that are

reasonable in the circumstances.

The directors of the Company are solely responsible for the compilation of the Profit Forecasts.

Our Independence and Quality Control

We have complied with the independence and other ethical requirements of the “Code of Ethics

for Professional Accountants” issued by the Hong Kong Institute of Certified Public Accountants (the

“HKICPA”), which is founded on fundamental principles of integrity, objectivity, professional

competence and due care, confidentiality and professional behaviour.
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Our firm applies Hong Kong Standard on Quality Control 1 “Quality Control for Firms that

Perform Audits and Reviews of Financial Statements, and Other Assurance and Related Services

Engagements” issued by the HKICPA and accordingly maintains a comprehensive system of quality

control including documented policies and procedures regarding compliance with ethical

requirements, professional standards and applicable legal and regulatory requirements.

Reporting Accountant’s Responsibilities

It is our responsibility to report, as required by Rule 14.62(2) of the Listing Rules and Rule 10

of the Takeovers Code, on whether, so far as the accounting policies and calculations are concerned,

the Profit Forecasts has been properly compiled in accordance with the bases and assumptions as set

out on pages 13 to 15 of the Announcement and has been properly compiled on a basis consistent, in

all material respects, with the accounting policies adopted by the Group as set out in the audited

consolidated financial statements of the Group for the year ended 31 December 2019, based on our

reasonable assurance engagement, and to report our conclusion solely to you, as a body, in accordance

with our agreed terms of engagement and for no other purpose. We do not assume responsibility

towards or accept liability to any other person for the contents of this report.

We conducted our work in accordance with the Hong Kong Standard on Assurance Engagements

3000 (Revised) “Assurance Engagements Other than Audits or Reviews of Historical Financial

Information” (“HKSAE 3000 (Revised)”) issued by the HKICPA.

Our work consisted primary of procedures such as (a) obtaining an understanding of the basis

of preparation and the principal accounting policies adopted for the compilation of the Profit

Forecasts through inquires primarily of persons responsible for financial and accounting matters; (b)

comparing the principal accounting policies adopted in the compilation of the Profit Forecasts to the

audited consolidated financial statements of the Group for the year ended 31 December 2019; and (c)

checking solely the arithmetical calculations and the compilation of the Profit Forecasts in accordance

with the bases and assumptions; and such other procedures that we considered necessary in the

circumstances in accordance with the HKSAE 3000 (Revised).

The Profit Forecasts depends on future events and on a number of assumptions which cannot be

confirmed and verified in the same way as past results and not all of which may remain valid

throughout the period. Our reasonable assurance engagement does not constitute an audit or review

conducted in accordance with Hong Kong Standards on Auditing or Hong Kong Standards on Review

Engagements issued by the HKICPA. Accordingly, we do not express an audit or review opinion on

the Profit Forecasts.
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Opinion

In our opinion, based on the foregoing, so far as the accounting policies and calculations are

concerned, the Profit Forecasts, has been properly compiled in all material respects in accordance

with the bases and assumptions made by directors of the Company, as set out on pages 13 to 15 of

the Announcement and has also been prepared on a basis consistent, in all material respects, with the

accounting policies adopted by the Group as set out in the audited consolidated financial statements

of the Group for the year ended 31 December 2019.

Grant Thornton Hong Kong Limited

Certified Public Accountants

Level 12

28 Hennessy Road

Wanchai

Hong Kong

Date: 29 May 2020
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Set out below is a summary of certain provisions of the memorandum of association of the

Company, the Bye-laws and of certain aspects of Bermuda company law.

The Company was incorporated in Bermuda as an exempted company with limited liability on

15 August 1997 under the Companies Act 1981 of Bermuda (the “Companies Act”). The Company’s

constitutional documents consist of its Memorandum of Association (“Memorandum of
Association”) and upon adoption at the SGM, the Bye-laws.

1. MEMORANDUM OF ASSOCIATION

The Memorandum of Association states, inter alia, that the liability of members of the Company

is limited to the amount, if any, for the time being unpaid on the Shares respectively held by them and

that the Company is an exempted company as defined in the Companies Act. The Memorandum of

Association also sets out the objects for which the Company was formed, including acting as a holding

and investment company, and its powers, including the powers set out in the First Schedule to the

Companies Act, excluding paragraph 8 thereof. As an exempted company, the Company will be

carrying on business outside Bermuda from a place of business within Bermuda.

In accordance with and subject to section 42A of the Companies Act, the Memorandum of

Association empowers the Company to purchase its own shares and pursuant to its Bye-laws, this

power is exercisable by the board of Directors (the “board”) upon such terms and subject to such

conditions as it thinks fit.

2. BYE-LAWS

The Bye-laws are to be adopted at the SGM. The following is a summary of certain provisions

of the Bye-laws:

(a) Shares

(i) Classes of shares

The share capital of the Company consists of ordinary shares.

(ii) Variation of rights of existing shares or classes of shares

If at any time the capital is divided into different classes of shares, all or any of the special

rights attached to any class of shares may (unless otherwise provided for by the terms of issue

of that class) be varied, modified or abrogated either with the consent in writing of the holders

of not less than three-fourths in nominal value of the issued shares of that class or with the

sanction of a special resolution passed at a separate general meeting of the holders of the shares

of that class. To every such separate general meeting the provisions of the Bye-laws relating to

general meetings will mutatis mutandis apply, but so that the necessary quorum (other than at

an adjourned meeting) shall be two persons or (in the case of a member being a corporation) its

duly authorised representative holding or representing by proxy not less than one-third in

APPENDIX VII SUMMARY OF THE NEW CONSTITUTION OF
THE COMPANY AND BERMUDA COMPANY LAW

− VII-1 −

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.



nominal value of the issued shares of that class and at any adjourned meeting two holders present

in person or (in the case of a member being a corporation) its duly authorised representative or

by proxy whatever the number of shares held by them shall be a quorum. Every holder of shares

of the class shall be entitled to one vote for every such share held by him.

(iii) Alterations of capital

The Company may from time to time by ordinary resolution in accordance with the relevant

provisions of the Companies Act:

(i) increase its share capital by the creating of new shares;

(ii) consolidate any of its capital into shares of larger amount than its existing shares;

(iii) divide its shares into several classes;

(iv) sub-divide its shares or any of them into shares of smaller amount than is fixed by the

Memorandum of Association;

(v) change the currency denomination of its share capital;

(vi) make provision for the issue and allotment of shares which do not carry any voting

rights; and

(vii) cancel any shares which, at the date of passing of the resolution, have not been taken

by any person, and diminish the amount of its capital by the amount of the shares so

cancelled.

The Company may, by special resolution, subject to any confirmation or consent required

by law, reduce its authorised or issued share capital or, save for the use of share premium as

expressly permitted by the Companies Act, any share premium account or other undistributable

reserve.

(iv) Transfer of shares

All transfers of shares may be effected in any manner permitted by and in accordance with

the rules of The Stock Exchange of Hong Kong Limited (the “Stock Exchange”) by an

instrument of transfer in the usual or common form or in a form prescribed by the Stock

Exchange or in such other form as the board may approve and which may be under hand or, if

the transferor or transferee is a clearing house or its nominee(s), by hand or by machine

imprinted signature or by such other manner of execution as the board may approve from time

to time. The instrument of transfer shall be executed by or on behalf of the transferor and the

transferee provided that the board may dispense with the execution of the instrument of transfer

by the transferee in any case in which it thinks fit, in its discretion, to do so and the transferor
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shall be deemed to remain the holder of the share until the name of the transferee is entered in

the register of members in respect thereof. The board may also resolve either generally or in any

particular case, upon request by either the transferor or the transferee, to accept mechanically

executed transfers.

The board in so far as permitted by any applicable law may, in its absolute discretion, at

any time and from time to time transfer any share upon the principal register to any branch

register or any share on any branch register to the principal register or any other branch register.

Unless the board otherwise agrees, no shares on the principal register shall be transferred

to any branch register nor may shares on any branch register be transferred to the principal

register or any other branch register. All transfers and other documents of title shall be lodged

for registration and registered, in the case of shares on a branch register, at the relevant

registration office and, in the case of shares on the principal register, at the registered office in

Bermuda or such other place in Bermuda at which the principal register is kept in accordance

with the Companies Act.

The board may, in its absolute discretion, and without assigning any reason, refuse to

register a transfer of any share (not being a fully paid up share) to a person of whom it does not

approve or any share issued under any share incentive scheme for employees upon which a

restriction on transfer imposed thereby still subsists, and it may also refuse to register any

transfer of any share to more than four joint holders or any transfer of any share (not being a

fully paid up share) on which the Company has a lien.

The board may decline to recognise any instrument of transfer unless a fee of such

maximum sum as the Stock Exchange may determine to be payable or such lesser sum as the

Directors may from time to time require is paid to the Company in respect thereof, the

instrument of transfer, if applicable, is properly stamped, is in respect of only one class of share

and is lodged at the relevant registration office or registered office or such other place at which

the principal register is kept accompanied by the relevant share certificate(s) and such other

evidence as the board may reasonably require to show the right of the transferor to make the

transfer (and if the instrument of transfer is executed by some other person on his behalf, the

authority of that person so to do).

The registration of transfers may be suspended and the register closed on giving notice by

advertisement in an appointed newspaper and, where applicable, any other newspapers or by any

means (electronic or otherwise) in accordance with the requirements of the Stock Exchange, at

such times and for such periods as the board may determine and either generally or in respect

of any class of shares. The register of members shall not be closed for periods exceeding in the

whole thirty (30) days in any year.

Subject to the above, fully paid shares are free from any restriction on transfer and the

Company has no lien on them.
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(v) Power for the Company to purchase its own shares

The power of the Company to purchase its own shares is exercisable by the board upon such

terms and conditions as it thinks fit.

(vi) Power for any subsidiary of the Company to own shares in the Company

There are no provisions in the Bye-laws relating to ownership of shares in the Company by

a subsidiary.

(vii) Calls on shares and forfeiture of shares

The board may from time to time make such calls upon the members in respect of any

monies unpaid on the shares held by them respectively (whether on account of the nominal value

of the shares or by way of premium). A call may be made payable either in one lump sum or by

instalments. If the sum payable in respect of any call or instalment is not paid on or before the

day appointed for payment thereof, the person or persons from whom the sum is due shall pay

interest on the same at such rate not exceeding twenty per cent. (20%) per annum as the board

may agree to accept from the day appointed for the payment thereof to the time of actual

payment, but the board may waive payment of such interest wholly or in part. The board may,

if it thinks fit, receive from any member willing to advance the same, either in money or money’s

worth, all or any part of the monies uncalled and unpaid or instalments payable upon any shares

held by him, and upon all or any of the monies so advanced the Company may pay interest at

such rate (if any) as the board may decide.

If a member fails to pay any call on the day appointed for payment thereof, the board may

serve not less than fourteen (14) clear days’ notice on him requiring payment of so much of the

call as is unpaid, together with any interest which may have accrued and which may still accrue

up to the date of actual payment and stating that, in the event of non-payment at or before the

time appointed, the shares in respect of which the call was made will be liable to be forfeited.

If the requirements of any such notice are not complied with, any share in respect of which

the notice has been given may at any time thereafter, before the payment required by the notice

has been made, be forfeited by a resolution of the board to that effect.

Such forfeiture will include all dividends and bonuses declared in respect of the forfeited

share and not actually paid before the forfeiture.

A person whose shares have been forfeited shall cease to be a member in respect of the

forfeited shares but shall, notwithstanding, remain liable to pay to the Company all monies

which, at the date of forfeiture, were payable by him to the Company in respect of the shares,

together with (if the board shall in its discretion so require) interest thereon from the date of

forfeiture until the date of actual payment at such rate not exceeding twenty per cent. (20%) per

annum as the board determines.
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(b) Directors

(i) Appointment, retirement and removal

At each annual general meeting, one third of the Directors for the time being (or if their

number is not a multiple of three, then the number nearest to but not less than one third) will

retire from office by rotation provided that every Director shall be subject to retirement at least

once every three years. The Directors to retire in every year will be those who have been longest

in office since their last re-election or appointment but as between persons who became or were

last re-elected Directors on the same day those to retire will (unless they otherwise agree among

themselves) be determined by lot.

The Directors shall have the power from time to time and at any time to appoint any person

as a Director either to fill a casual vacancy on the board or, subject to authorisation by the

members in general meeting, as an addition to the existing board but so that the number of

Directors so appointed shall not exceed any maximum number determined from time to time by

the members in general meeting. Any Director appointed by the board to fill a casual vacancy

shall hold office until the first general meeting of Members after his appointment and be subject

to re-election at such meeting and any Director appointed by the board as an addition to the

existing board shall hold office only until the next following annual general meeting of the

Company and shall then be eligible for re-election. Neither a Director nor an alternate Director

is required to hold any shares in the Company by way of qualification.

A Director may be removed by an ordinary resolution of the Company before the expiration

of his period of office (but without prejudice to any claim which such Director may have for

damages for any breach of any contract between him and the Company) provided that the notice

of any such meeting convened for the purpose of removing a Director shall contain a statement

of the intention to do so and be served on such Director fourteen (14) days before the meeting

and, at such meeting, such Director shall be entitled to be heard on the motion for his removal.

Unless otherwise determined by the Company in general meeting, the number of Directors shall

not be less than two. There is no maximum number of Directors unless otherwise determined

from time to time by members of the Company.

There is no shareholding qualification for Directors nor is there any provisions relating to

retirement of Directors upon reaching any age limit.
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The board may from time to time appoint one or more of its body to be managing director,

joint managing director, or deputy managing director or to hold any other employment or

executive office with the Company for such period (subject to their continuance as Directors)

and upon such terms as the board may determine and the board may revoke or terminate any of

such appointments (but without prejudice to any claim for damages that such Director may have

against the Company or vice versa). The board may delegate any of its powers, authorities and

discretions to committees consisting of such Director or Directors and other persons as the board

thinks fit, and it may from time to time revoke such delegation or revoke the appointment of and

discharge any such committees either wholly or in part, and either as to persons or purposes, but

every committee so formed shall, in the exercise of the powers, authorities and discretions so

delegated, conform to any regulations that may from time to time be imposed upon it by the

board.

(ii) Power to allot and issue shares and warrants

Subject to any special rights conferred on the holders of any shares or class of shares, any

share may be issued with or have attached thereto such rights, or such restrictions, whether with

regard to dividend, voting, return of capital, or otherwise, as the Company may by ordinary

resolution determine (or, in the absence of any such determination or so far as the same may not

make specific provision, as the board may determine). Subject to the Companies Act, any

preference shares may be issued or converted into shares that are liable to be redeemed, at a

determinable date or at the option of the Company or, if so authorised by the Memorandum of

Association, at the option of the holder, on such terms and in such manner as the Company

before the issue or conversion may by ordinary resolution determine. The board may issue

warrants or convertible securities or securities of similar nature conferring the right upon the

holders thereof to subscribe for any class of shares or securities in the capital of the Company

on such terms as it may from time to time determine.

All unissued shares in the Company shall be at the disposal of the board, which may offer,

allot, grant options over or otherwise dispose of them to such persons, at such times, for such

consideration and on such terms and conditions as it in its absolute discretion thinks fit, but so

that no shares shall be issued at a discount to their nominal value.

(iii) Power to dispose of the assets of the Company or any of its subsidiaries

There are no specific provisions in the Bye-laws relating to the disposal of the assets of the

Company or any of its subsidiaries. The Directors may, however, exercise all powers and do all

acts and things which may be exercised or done or approved by the Company and which are not

required by the Bye-laws or the Companies Act to be exercised or done by the Company in

general meeting.
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(iv) Borrowing powers

The board may from time to time at its discretion exercise all the powers of the Company

to raise or borrow money, to mortgage or charge all or any part of the undertaking, property and

assets (present and future) and uncalled capital of the Company and, subject to the Companies

Act, to issue debentures, bonds and other securities of the Company, whether outright or as

collateral security for any debt, liability or obligation of the Company or of any third party.

(v) Remuneration

The ordinary remuneration of the Directors shall from time to time be determined by the

Company in general meeting, such remuneration (unless otherwise directed by the resolution by

which it is voted) to be divided amongst the Directors in such proportions and in such manner

as the board may agree or, failing agreement, equally, except that any Director holding office for

part only of the period in respect of which the remuneration is payable shall only rank in such

division in proportion to the time during such period for which he held office. The Directors

shall also be entitled to be prepaid or repaid all travelling, hotel and incidental expenses

reasonably incurred or expected to be incurred by them in attending any board meetings,

committee meetings or general meetings or separate meetings of any class of shares or of

debentures of the Company or otherwise in connection with the discharge of their duties as

Directors.

Any Director who, by request, goes or resides abroad for any purpose of the Company or

who performs services which in the opinion of the board go beyond the ordinary duties of a

Director may be paid such extra remuneration (whether by way of salary, commission,

participation in profits or otherwise) as the board may determine and such extra remuneration

shall be in addition to or in substitution for any ordinary remuneration provided for by or

pursuant to any other Bye-law. A Director appointed to be a managing director, joint managing

director, deputy managing director or other executive officer shall receive such remuneration

(whether by way of salary, commission or participation in profits or otherwise or by all or any

of those modes) and such other benefits (including pension and/or gratuity and/or other benefits

on retirement) and allowances as the board may from time to time decide. Such remuneration

may be either in addition to or in lieu of his remuneration as a Director.

The board may establish or concur or join with other companies (being subsidiary

companies of the Company or companies with which it is associated in business) in establishing

and making contributions out of the Company’s monies to any schemes or funds for providing

pensions, sickness or compassionate allowances, life assurance or other benefits for employees

(which expression as used in this and the following paragraph shall include any Director or

ex-Director who may hold or have held any executive office or any office of profit with the

Company or any of its subsidiaries) and ex-employees of the Company and their dependants or

any class or classes of such persons.
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The board may pay, enter into agreements to pay or make grants of revocable or

irrevocable, and either subject or not subject to any terms or conditions, pensions or other

benefits to employees and ex-employees and their dependants, or to any of such persons,

including pensions or benefits additional to those, if any, to which such employees or

ex-employees or their dependants are or may become entitled under any such scheme or fund as

is mentioned in the previous paragraph. Any such pension or benefit may, as the board considers

desirable, be granted to an employee either before and in anticipation of, or upon or at any time

after, his actual retirement.

The board may resolve to capitalise all or any part of any amount for the time being

standing to the credit of any reserve or fund (including the profit and loss account) whether or

not the same is available for distribution by applying such sum in paying up unissued shares to

be allotted to (i) employees (including directors) of the Company and/or its affiliates (meaning

any individual, corporation, partnership, association, joint-stock company, trust, unincorporated

association or other entity (other than the Company) that directly, or indirectly through one or

more intermediaries, controls, is controlled by or is under common control with, the Company)

upon exercise or vesting of any options or awards granted under any share incentive scheme or

employee benefit scheme or other arrangement which relates to such persons that has been

adopted or approved by the members in general meeting, or (ii) any trustee of any trust to whom

shares are to be allotted and issued by the Company in connection with the operation of any

share incentive scheme or employee benefit scheme or other arrangement which relates to such

persons that has been adopted or approved by the members in general meeting.

(vi) Compensation or payments for loss of office

Payments to any Director or past Director of any sum by way of compensation for loss of

office or as consideration for or in connection with his retirement from office (not being a

payment to which the Director is contractually entitled) must be approved by the Company in

general meeting.

(vii) Loans and provision of security for loans to Directors

There are no provisions in the Bye-laws relating to the making of loans to Directors.

However, the Companies Act contains restrictions on companies making loans or providing

security for loans to their directors, the relevant provisions of which are summarised in the

paragraph headed “Bermuda Company Law” in this Appendix.

(viii) Financial assistance to purchase shares of the Company

Subject to compliance with the rules and regulations of the Stock Exchange and any other

competent regulatory authority, the Company may give financial assistance for the purpose of or

in connection with a purchase made or to be made by any person of any shares in the Company.
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(ix) Disclosure of interests in contracts with the Company or any of its subsidiaries

A Director may hold any other office or place of profit with the Company (except that of

auditor of the Company) in conjunction with his office of Director for such period and, subject

to the Companies Act, upon such terms as the board may determine, and may be paid such extra

remuneration (whether by way of salary, commission, participation in profits or otherwise) in

addition to any remuneration provided for by or pursuant to any other Bye-laws. A Director may

be or become a director or other officer of, or a member of, any company promoted by the

Company or any other company in which the Company may be interested, and shall not be liable

to account to the Company or the members for any remuneration, profits or other benefits

received by him as a director, officer or member of, or from his interest in, such other company.

Subject as otherwise provided by the Bye-laws, the board may also cause the voting power

conferred by the shares in any other company held or owned by the Company to be exercised in

such manner in all respects as it thinks fit, including the exercise thereof in favour of any

resolution appointing the Directors or any of them to be directors or officers of such other

company, or voting or providing for the payment of remuneration to the directors or officers of

such other company.

Subject to the Companies Act and to the Bye-laws, no Director or proposed or intending

Director shall be disqualified by his office from contracting with the Company, either with

regard to his tenure of any office or place of profit or as vendor, purchaser or in any other manner

whatsoever, nor shall any such contract or any other contract or arrangement in which any

Director is in any way interested be liable to be avoided, nor shall any Director so contracting

or being so interested be liable to account to the Company or the members for any remuneration,

profit or other benefits realised by any such contract or arrangement by reason of such Director

holding that office or the fiduciary relationship thereby established. A Director who to his

knowledge is in any way, whether directly or indirectly, interested in a contract or arrangement

or proposed contract or arrangement with the Company shall declare the nature of his interest

at the meeting of the board at which the question of entering into the contract or arrangement

is first taken into consideration, if he knows his interest then exists, or in any other case, at the

first meeting of the board after he knows that he is or has become so interested.

A Director shall not vote (nor be counted in the quorum) on any resolution of the board

approving any contract or arrangement or other proposal in which he or any of his close

associates is materially interested but this prohibition shall not apply to any of the following

matters, namely:

(aa) any contract or arrangement for giving to such Director or his close associate(s) any

security or indemnity in respect of money lent by him or any of his close associates

or obligations incurred or undertaken by him or any of his close associates at the

request of or for the benefit of the Company or any of its subsidiaries;
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(bb) any contract or arrangement for the giving of any security or indemnity to a third

party in respect of a debt or obligation of the Company or any of its subsidiaries for

which the Director or his close associate(s) has himself/themselves assumed

responsibility in whole or in part whether alone or jointly under a guarantee or

indemnity or by the giving of security;

(cc) any contract or arrangement concerning an offer of shares or debentures or other

securities of or by the Company or any other company which the Company may

promote or be interested in for subscription or purchase, where the Director or his

close associate(s) is/are or is/are to be interested as a participant in the underwriting

or sub-underwriting of the offer;

(dd) any contract or arrangement in which the Director or his close associate(s) is/are

interested in the same manner as other holders of shares or debentures or other

securities of the Company by virtue only of his/their interest in shares or debentures

or other securities of the Company; or

(ee) any proposal or arrangement concerning the adoption, modification or operation of a

share option scheme, a pension fund or retirement, death, or disability benefits

scheme or other arrangement which relates both to Directors, his close associates and

employees of the Company or of any of its subsidiaries and does not provide in

respect of any Director, or his close associate(s), as such any privilege or advantage

not accorded generally to the class of persons to which such scheme or fund relates.

(c) Alterations to constitutional documents and the Company’s name

The Memorandum of Association may, with the consent of the Minister of Finance of Bermuda

(if required), be altered by the Company in general meeting. The Bye-laws may be rescinded, altered

or amended by the Directors subject to the confirmation of the Company in general meeting. The

Bye-laws state that a special resolution shall be required to alter the provisions of the Memorandum

of Association, to confirm any such rescission, alteration or amendment to the Bye-laws or to change

the name of the Company.

(d) Meetings of shareholders

(i) Special resolution

A special resolution of the Company must be passed by a majority of not less than

three-fourths of the votes cast by such members as, being entitled so to do, vote in person or,

in the case of such members as are corporations, by their duly authorised representatives or,

where proxies are allowed, by proxy at a general meeting of which notice has been duly given

in accordance with the Bye-laws (see paragraph 2(d)(iv) below for further details).

APPENDIX VII SUMMARY OF THE NEW CONSTITUTION OF
THE COMPANY AND BERMUDA COMPANY LAW

− VII-10 −

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.



(ii) Voting rights and right to demand a poll

Subject to any special rights or restrictions as to voting for the time being attached to any

shares by or in accordance with the Bye-laws, at any general meeting on a poll every member

present in person or by proxy or (being a corporation) by its duly authorised representative shall

have one vote for every fully paid share of which he is the holder but so that no amount paid

up or credited as paid up on a share in advance of calls or instalments is treated for the foregoing

purposes as paid up on the share.

A member entitled to more than one vote need not use all his votes or cast all the votes he

uses in the same way.

At any general meeting a resolution put to the vote of the meeting is to be decided by way

of a poll save that the chairman of the meeting may in good faith, allow a resolution which

relates purely to a procedural or administrative matter to be voted on by a show of hands in

which case every member present in person (or being a corporation, is present by a duly

authorized representative), or by proxy(ies) shall have one vote provided that where more than

one proxy is appointed by a member which is a clearing house (or its nominee(s)), each such

proxy shall have one vote on a show of hands.

If a recognised clearing house (or its nominee(s)) is a member of the Company it may

authorise such persons as it thinks fit to act as its representative(s) at any meeting of the

Company or at any meeting of any class of members of the Company provided that, if more than

one person is so authorised, the authorisation shall specify the number and class of shares in

respect of which each such person is so authorised. A person authorised pursuant to this

provision shall be deemed to have been duly authorised without further evidence of the facts and

be entitled to exercise the same powers on behalf of the recognised clearing house (or its

nominee(s)) as if such person was the registered holder of the shares held by that clearing house

(or its nominee(s)) in respect of the number and class of shares specified in the relevant

authorisation including, where a show of hands is allowed, the right to vote individually on a

show of hands.

Where the Company has any knowledge that any shareholder is, under the rules of the

Stock Exchange, required to abstain from voting on any particular resolution of the Company or

restricted to voting only for or only against any particular resolution of the Company, any votes

cast by or on behalf of such shareholder in contravention of such requirement or restriction shall

not be counted.

(iii) Annual general meetings and special general meetings

An annual general meeting of the Company must be held in each year and within a period

of not more than 15 months after the holding of the last preceding annual general meeting unless

a longer period would not infringe the rules of any Stock Exchange. A meeting of Members or

any class thereof may be held by means of such telephone, electronic or other communication

facilities as to permit all persons participating in the meeting to communicate with each other

simultaneously and instantaneously, and participation in such a meeting shall constitute presence

at such meeting.
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Special general meetings may be convened on the requisition of one or more shareholders

holding, at the date of deposit of the requisition, not less than one-tenth of the paid up capital

of the Company having the right of voting at general meetings. Such requisition shall be made

in writing to the board or the secretary for the purpose of requiring a special general meeting

to be called by the board for the transaction of any business specified in such requisition. Such

meeting shall be held within 2 months after the deposit of such requisition. If within 21 days of

such deposit, the board fails to proceed to convene such meeting, the requisitionist(s)

himself/herself (themselves) may do so in accordance with Section 74(3) of the Companies Act.

(iv) Notices of meetings and business to be conducted thereat

An annual general meeting must be called by notice of not less than twenty-one (21) clear

days and not less than twenty (20) clear business days. All other general meetings (including a

special general meeting) must be called by notice of at least fourteen (14) clear days and not less

than ten (10) clear business days. The notice must specify the time and place of the meeting and,

in the case of special business, the general nature of that business. The notice convening an

annual general meeting shall specify the meeting as such.

Any notice to be given to or by any person pursuant to the Bye-laws may be served on or

delivered to any member of the Company personally, by post to such member’s registered

address or by advertisement in newspapers published daily and circulating generally in Hong

Kong and in accordance with the requirements of the Stock Exchange. Subject to compliance

with Bermuda law and the rules of the Stock Exchange, notice may also be served or delivered

by the Company to any member by electronic means.

(v) Quorum for meetings and separate class meetings

For all purposes the quorum for a general meeting shall be two members present in person

or (in the case of a member being a corporation) by its duly authorised representative or by proxy

and entitled to vote. In respect of a separate class meeting (other than an adjourned meeting)

convened to sanction the modification of class rights the necessary quorum shall be two persons

holding or representing by proxy not less than one-third in nominal value of the issued shares

of that class.

(vi) Proxies

Any member of the Company entitled to attend and vote at a meeting of the Company is

entitled to appoint another person as his proxy to attend and vote instead of him. A member who

is the holder of two or more shares may appoint more than one proxy to represent him and vote

on his behalf at a general meeting of the Company or at a class meeting. A proxy need not be

a member of the Company. In addition, a proxy or proxies representing either a member who is

an individual or a member which is a corporation shall be entitled to exercise the same powers

on behalf of the member which he or they represent as such member could exercise.
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(e) Accounts and audit

The board shall cause true accounts to be kept of the sums of money received and expended by

the Company, and the matters in respect of which such receipt and expenditure take place, and of the

property, assets, credits and liabilities of the Company and of all other matters required by the

provisions of the Companies Act or necessary to give a true and fair view of the Company’s affairs

and to explain its transactions.

The accounting records shall be kept at the registered office or, subject to the Companies Act,

at such other place or places as the board decides and shall always be open to inspection by any

Director. No member (other than a Director) shall have any right of inspecting any accounting record

or book or document of the Company except as conferred by law or authorised by the board or the

Company in general meeting.

Subject to the Companies Act, a printed copy of the Directors’ report, accompanied by the

balance sheet and profit and loss account, including every document required by law to be annexed

thereto, made up to the end of the applicable financial year and containing a summary of the assets

and liabilities of the Company under convenient heads and a statement of income and expenditure,

together with a copy of the auditors’ report, shall be sent to each person entitled thereto at least

twenty-one (21) days before the date of the general meeting and at the same time as the notice of

annual general meeting and laid before the Company at the annual general meeting in accordance with

the requirements of the Companies Act provided that this provision shall not require a copy of those

documents to be sent to any person whose address the Company is not aware or to more than one of

the joint holders of any shares or debentures; however, to the extent permitted by and subject to

compliance with all applicable laws, including the rules of the Stock Exchange, the Company may

send to such persons summarised financial statements derived from the Company’s annual accounts

and the directors’ report instead provided that any such person may by notice in writing served on the

Company, demand that the Company sends to him, in addition to summarised financial statements, a

complete printed copy of the Company’s annual financial statement and the directors’ report thereon.

Subject to the Companies Act, at the annual general meeting or at a subsequent special general

meeting in each year, the members shall appoint an auditor to audit the accounts of the Company and

such auditor shall hold office until the members appoint another auditor. Members may, at any general

meeting, by special resolution remove the auditor at any time before the expiration of his terms of

office and shall by ordinary resolution at that meeting appoint another auditor for the remainder of

his term. Such auditor may be a member but no Director or officer or employee of the Company shall,

during his continuance in office, be eligible to act as an auditor of the Company. The remuneration

of the auditor shall be fixed by the Company in general meeting or in such manner as the members

may determine.
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(f) Dividends and other methods of distribution

The Company in general meeting may declare dividends in any currency to be paid to the

members but no dividend shall be declared in excess of the amount recommended by the board. The

Company in general meeting may also make a distribution to its members out of contributed surplus

(as ascertained in accordance with the Companies Act). No dividend shall be paid or distribution made

out of contributed surplus if to do so would render the Company unable to pay its liabilities as they

become due or the realisable value of its assets would thereby become less than its liabilities.

Except in so far as the rights attaching to, or the terms of issue of, any share may otherwise

provide, (i) all dividends shall be declared and paid according to the amounts paid up on the shares

in respect whereof the dividend is paid but no amount paid up on a share in advance of calls shall for

this purpose be treated as paid up on the share and (ii) all dividends shall be apportioned and paid pro

rata according to the amount paid up on the shares during any portion or portions of the period in

respect of which the dividend is paid. The Directors may deduct from any dividend or other monies

payable to a member by the Company on or in respect of any shares all sums of money (if any)

presently payable by him to the Company on account of calls or otherwise.

Whenever the board or the Company in general meeting has resolved that a dividend be paid or

declared on the share capital of the Company, the board may further resolve either (a) that such

dividend be satisfied wholly or in part in the form of an allotment of shares credited as fully paid up,

provided that the shareholders entitled thereto will be entitled to elect to receive such dividend (or

part thereof) in cash in lieu of such allotment, or (b) that shareholders entitled to such dividend will

be entitled to elect to receive an allotment of shares credited as fully paid up in lieu of the whole or

such part of the dividend as the board may think fit. The Company may also upon the recommendation

of the board by an ordinary resolution resolve in respect of any one particular dividend of the

Company that it may be satisfied wholly in the form of an allotment of shares credited as fully paid

up without offering any right to shareholders to elect to receive such dividend in cash in lieu of such

allotment.

Whenever the board or the Company in general meeting has resolved that a dividend be paid or

declared the board may further resolve that such dividend be satisfied wholly or in part by the

distribution of specific assets of any kind.

All dividends or bonuses unclaimed for one year after having been declared may be invested or

otherwise made use of by the board for the benefit of the Company until claimed and the Company

shall not be constituted a trustee in respect thereof. All dividends or bonuses unclaimed for six years

after having been declared may be forfeited by the board and shall revert to the Company.
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(g) Inspection of register of members

The register and branch register of members shall be open to inspection between 10:00 a.m. and

12:00 noon during business hours by members of the public without charge at the registered office or

such other place in Bermuda at which the register is kept in accordance with the Companies Act,

unless the register is closed in accordance with the Companies Act.

(h) Rights of the minorities in relation to fraud or oppression

There are no provisions in the Bye-laws relating to rights of minority shareholders in relation

to fraud or oppression. However, certain remedies are available to shareholders of the Company under

Bermuda law, as summarised in paragraph 3(o) of this Appendix.

(i) Procedures on liquidation

A resolution that the Company be wound up by the court or be wound up voluntarily shall be a

special resolution.

If the Company shall be wound up (whether the liquidation is voluntary or by the court) the

liquidator may, with the authority of a special resolution and any other sanction required by the

Companies Act, divide among the members in specie or kind the whole or any part of the assets of

the Company whether the assets shall consist of property of one kind or shall consist of properties of

different kinds and the liquidator may, for such purpose, set such value as he deems fair upon any one

or more class or classes of property to be divided as aforesaid and may determine how such division

shall be carried out as between the members or different classes of members. The liquidator may, with

the like authority, vest any part of the assets in trustees upon such trusts for the benefit of members

as the liquidator, with the like authority, shall think fit, but so that no contributory shall be compelled

to accept any shares or other property in respect of which there is a liability.

(j) Other provisions

The Bye-laws provide that to the extent that it is not prohibited by and is in compliance with the

Companies Act, if warrants to subscribe for shares have been issued by the Company and the Company

does any act or engages in any transaction which would result in the subscription price of such

warrants being reduced below the par value of a share, a subscription rights reserve shall be

established and applied in paying up the difference between the subscription price and the par value

of a share on any exercise of the warrants.

The Bye-laws also provide that the Company is required to maintain at its registered office a

register of directors and officers in accordance with the provisions of the Companies Act and such

register is open to inspection by members of the public without charge between 10:00 a.m. and 12:00

noon during business hours.
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3. BERMUDA COMPANY LAW

The Company is incorporated in Bermuda and, therefore, operates subject to Bermuda law. Set

out below is a summary of certain provisions of Bermuda company law, although this does not purport

to contain all applicable qualifications and exceptions or to be a complete review of all matters of

Bermuda company law and taxation, which may differ from equivalent provisions in jurisdictions with

which interested parties may be more familiar:

(a) Incorporation

The Company was incorporated by registration as an exempted company under the Companies

Act on 15 August 1997. The Company was brought into existence by depositing its Memorandum with

the Registrar of Companies in Bermuda (the “Registrar”).

(b) Constitution

The business activities of a Bermudian company are governed by the provisions of its

memorandum of association which sets out its specific business objects and the powers that may be

exercised in support of its principal business objects. Bermuda law distinguishes between objects and

powers, the latter being regarded as supplemental to the principal business objects.

The objects set out or included by reference in the different paragraphs of the objects clause in

a company’s memorandum of association shall not, unless otherwise stated, be limited or restricted

in any way by reference to or inference from the terms of any other paragraph in the memorandum

of association and such objects may be carried out in as full and ample a manner and construed in such

a manner as if each paragraph defined the objects of a separate and independent company and each

is construed as a primary object.

A company may, by resolution passed at a general meeting of members of which due notice has

been given, alter its memorandum of association. After approval of the alteration by the members in

general meeting, certain filings must be made with the Registrar. It is also necessary to obtain the

Minister’s consent to the alteration if the company carries on any “restricted business activity” as

defined in the Companies Act.

The bye-laws govern a company’s administration and the relationship between its members and

its board of directors, and are required to make provision for certain limited matters.

The members of a company are entitled to receive copies of the company’s memorandum of

association and bye-laws upon request. Each person who agrees to become a member of a company

and whose name is entered in the register of members is deemed to be a member of the company.
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(c) Taxation

Under present Bermuda law, no Bermuda withholding tax on dividends or other distributions, nor

any Bermuda tax computed on profits or income or on any capital asset, gain or appreciation will be

payable by an exempted company or its operations, and there is no Bermuda tax in the nature of estate

duty or inheritance tax applicable to shares, debentures or other obligations of the company held by

non-residents of Bermuda. Furthermore, a company may apply to the Minister of Finance of Bermuda

for an assurance, under the Exempted Undertakings Tax Protection Act 1966 of Bermuda, that no such

taxes shall be so applicable to it or any of its operations until 31st March 2035, although this

assurance will not prevent the imposition of any Bermuda tax payable in relation to any land in

Bermuda leased or let to the company or to persons ordinarily resident in Bermuda.

(d) Stamp duty

An exempted company is exempt from all stamp duties except on transactions involving

“Bermuda property”. This term relates, essentially, to real and personal property physically situated

in Bermuda, including shares in local companies (as opposed to exempted companies). Transfers of

shares and warrants in all exempted companies are exempt from Bermuda stamp duty.

(e) Prospectus issues and public offers

Where a company proposes to make an offer of its shares to the public, it may be subject to the

requirement of the Companies Act to publish in writing a prospectus prior to the offer and file a

prospectus prior to or as soon as reasonably practicable after publication of such a prospectus. Under

the Companies Act, the “public” is broadly defined. However, certain types of offers may be treated

as not being made to the public. Amongst these is an offer to existing holders of the same class of

shares without any right of renunciation and an offer which is not calculated to result, directly or

indirectly, in shares becoming available to either more than 35 persons or persons whose ordinary

business involves the acquisition, disposal or holding of shares, whether as principal or agent. The

Companies Act expressly provides that it is not necessary to publish and file a prospectus, at any time

or in any circumstances, where:

(i) the shares of the company are listed on an appointed stock exchange or an application has

been made for the shares to be so listed and the rules of the appointed stock exchange do

not require the company to publish and file a prospectus at such time or in such

circumstances;

(ii) the company is subject to the rules or regulations of a competent regulatory authority and

such rules or regulations do not require the company to publish and file a prospectus at

such time or in such circumstances, except where exemption from publication and filing of

a prospectus is given by reason of the offer being made only to persons who are resident

outside the jurisdiction of the authority; or
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(iii) an appointed stock exchange or any competent regulatory authority has received or

otherwise accepted a prospectus or other document in connection with the offer of shares

to the public.

The contents provisions of the Companies Act require disclosure of certain matters relating to

a company including the names of its officers, its business, the rights and restrictions attaching to its

shares, a report of its auditors and a statement on the minimum amount of subscription which, in the

opinion of the directors, must be raised in order for the offer to become effective. If the minimum

subscription is not raised within 120 days of the publication of the prospectus, no shares may be

allotted and the subscription monies must be returned to applicants. It should also be noted that the

auditors’ report must relate to a period ended not more than eighteen months prior to the date of the

prospectus, provided that where the relevant period ended more than six months prior to the issue of

the prospectus, there must also be included unaudited financial statements for a fiscal quarter which

ended not more than four months prior to the date of the prospectus.

(f) Exchange control

An exempted company is usually designated as “non-resident” for Bermuda exchange control

purposes by the Bermuda Monetary Authority (“BMA”). Where a company is so designated, it is free

to deal in currencies of countries outside the Bermuda exchange control area which are freely

convertible into currencies of any other country. The permission of the BMA is required for the issue

of shares and securities by the company and the subsequent transfer of such shares and securities. In

granting such permission, the BMA accepts no responsibility for the financial soundness of any

proposals or for the correctness of any statements made or opinions expressed in any document with

regard to such issue. Before the company can issue or transfer any further shares and securities in

excess of the amounts already approved, it must obtain the prior consent of the BMA.

The BMA has granted general permission for the issue and transfer of shares and securities to

and between persons regarded as resident outside Bermuda for exchange control purposes without

specific consent for so long as any equity securities, including shares, are listed on an appointed stock

exchange (as defined in the Companies Act). Issues to and transfers involving persons regarded as

“resident” for exchange control purposes in Bermuda will be subject to specific exchange control

authorisation.

In granting such permission, the BMA accepts no responsibility for the financial soundness of

any proposals or for the correctness of any statements made or opinions expressed in this document

with regard to them.

APPENDIX VII SUMMARY OF THE NEW CONSTITUTION OF
THE COMPANY AND BERMUDA COMPANY LAW

− VII-18 −

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.



(g) Share capital

The Companies Act provides that where a company issues shares at a premium (i.e. for a price

in excess of the par value thereof), whether for cash or otherwise, a sum equal to the aggregate amount

or value of the premiums on those shares must be transferred to an account, to be called the “share

premium account”, to which the provisions of the Companies Act relating to a reduction of share

capital of a company shall apply as if the share premium account was paid up share capital of the

company except that the share premium account may be applied by the company:

(i) in paying up unissued shares of the company to be issued to members of the company as

fully paid bonus shares;

(ii) in writing off:

(aa) the preliminary expenses of the company; or

(bb) the expenses of, or the commission paid or discount allowed on, any issue of shares

or debentures of the company; or

(iii) in providing for the premiums payable on redemption of any shares or of any debentures

of the company.

In the case of an exchange of shares the excess value of the shares acquired over the nominal

value of the shares being issued may be credited to a contributed surplus account of the issuing

company.

The Companies Act permits a company to issue preference shares and subject to the conditions

stipulated therein to convert those preference shares into redeemable preference shares.

The Companies Act includes certain protections for holders of special classes of shares,

requiring their consent to be obtained before their rights may be varied. Where provision is made by

the memorandum of association or bye-laws for authorising the variation of rights attached to any

class of shares in the company, the consent of the specified proportions of the holders of the issued

shares of that class or the sanction of a resolution passed at a separate meeting of the holders of those

shares is required, and where no provision for varying such rights is made in the memorandum of

association or bye-laws and nothing therein precludes a variation of such rights, the written consent

of the holders of three-fourths of the issued shares of that class or the sanction of a resolution passed

as aforesaid is required.
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(h) Alteration of share capital

A company may, if authorised by a general meeting of its members and by its bye-laws, alter the

conditions of its memorandum of association to increase its share capital, divide its shares into several

classes and attach to those shares any preferential, deferred, qualified or special rights, privileges or

conditions, consolidate all or any of its share capital into shares of a larger amount than its existing

shares, subdivide its shares or any of them into shares of a smaller amount than is fixed by the

memorandum of association, make provision for the issue and allotment of shares which do not carry

any voting rights, cancel shares which have not been taken or agreed to be taken by any person,

diminish the amount of its share capital by the amount of the shares so cancelled and change the

currency denomination of its share capital. With the exception of an increase of capital, cancellation

of shares and redenomination of currency of capital, there are no filing requirements for any such

alterations.

Furthermore a company may, if authorised by a general meeting of its members, reduce its share

capital. There are certain requirements, including a requirement before the reduction to publish a

notice in an appointed newspaper stating the amount of the share capital as last determined by the

company, the amount to which the share capital is to be reduced and the date on which the reduction

is to have effect. A company is not permitted to reduce the amount of its share capital if on the date

the reduction is to be effected there are reasonable grounds for believing that the company is, or after

the reduction would be, unable to pay its liabilities as they become due.

(i) Purchase by a company of its own shares

A company may, if authorised by its memorandum of association or bye-laws, purchase its own

shares. Such purchases may only be effected out of the capital paid up on the purchased shares or out

of the funds of the company otherwise available for dividend or distribution or out of the proceeds

of a fresh issue of shares made for the purpose. Any premium payable on a purchase over the par value

of the shares to be purchased must be provided for out of funds of the company otherwise available

for dividend or distribution or out of the company’s share premium account. Any amount due to a

shareholder on a purchase by a company of its own shares may (i) be paid in cash; (ii) be satisfied

by the transfer of any part of the undertaking or property of the company having the same value; or

(iii) be satisfied partly under (i) and partly under (ii). Any purchase by a company of its own shares

may be authorised by its board of directors or otherwise by or in accordance with the provisions of

its bye-laws. Such purchase may not be made if, on the date on which the purchase is to be effected,

there are reasonable grounds for believing that the company is, or after the purchase would be, unable

to pay its liabilities as they become due. The shares so purchased may either be cancelled or held as

treasury shares. Any purchased shares that are cancelled will, in effect, revert to the status of

authorised but unissued shares. If shares of the company are held as treasury shares, the company is

prohibited to exercise any rights in respect of those shares, including any right to attend and vote at

meetings, including a meeting under a scheme of arrangement, and any purported exercise of such a

right is void. No dividend shall be paid to the company in respect of shares held by the company as

treasury shares; and no other distribution (whether in cash or otherwise) of the company’s assets
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(including any distribution of assets to members on a winding up) shall be made to the company in

respect of shares held by the company as treasury shares. Any shares allotted by the company as fully

paid bonus shares in respect of shares held by the company as treasury shares shall be treated for the

purposes of the Companies Act as if they had been acquired by the company at the time they were

allotted.

A company is not prohibited from purchasing and may purchase its own warrants subject to and

in accordance with the terms and conditions of the relevant warrant instrument or certificate. There

is no requirement under Bermuda law that a company’s memorandum of association or its bye-laws

contains a specific provision enabling such purchases.

Under Bermuda law, a subsidiary may hold shares in its holding company and in certain

circumstances, may acquire such shares. A company, whether a subsidiary or a holding company, may

only purchase its own shares if it is authorised to do so in its memorandum of association or bye-laws

pursuant to section 42A of the Companies Act.

(j) Transfer of securities

Under Bermuda law, a company may only register a transfer of shares in or debentures of the

company where a proper instrument of transfer has been delivered to the company unless the transfer

is by operation of law or the transfer is made in accordance with the rules or regulations of an

appointed stock exchange on which the shares or debentures of the company are listed or admitted to

trading.

(k) Dividends and distributions

A company may not declare or pay a dividend, or make a distribution out of contributed surplus,

if there are reasonable grounds for believing that (i) the company is, or would after the payment be,

unable to pay its liabilities as they become due; or (ii) the realisable value of the company’s assets

would thereby be less than its liabilities. Contributed surplus is defined for purposes of section 54 of

the Companies Act to include the proceeds arising from donated shares, credits resulting from the

redemption or conversion of shares at less than the amount set up as nominal capital and donations

of cash and other assets to the company.

(l) Charges on assets of a company

The Registrar maintains a register of charges in respect of a company. Every charge over the

assets of a company may be submitted to the Registrar for registration against the company.

Registration constitutes notice to the public of the interest of the chargee in or over the charged

assets. Any registered charge will have priority over any subsequently registered charge and any

unregistered charge. Where charges are created after 1 July, 1983, priority is based upon the date of

registration and not the date of creation of the charge. There is no time within which a charge must

be registered in order to be effective.
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(m) Management and administration

The Companies Act contains no specific restrictions on the power of directors to dispose of

assets of a company, although it specifically requires that every officer of a company, which includes

a director, managing director and secretary, in exercising his powers and discharging his duties must

do so honestly and in good faith with a view to the best interests of the company and exercise the care,

diligence and skill that a reasonably prudent person would exercise in comparable circumstances.

Furthermore, the Companies Act requires that every officer should comply with the Companies Act,

regulations passed pursuant to the Companies Act and the bye-laws of the company. The directors of

a company may, subject to the bye-laws of the company, exercise all the powers of the company

except those powers that are required by the Companies Act or the bye-laws to be exercised by the

members of the company.

(n) Loans to directors

Bermuda law prohibits a company from (i) making loans to any of its directors (or any directors

of its holding company) or to their spouse or children or to companies (other than a company which

is a holding company or a subsidiary of the company making the loan, or as the case may be, of the

company entering into guarantee or providing security in connection with a loan made to such director

his spouse or children by any other person) in which they own or control directly or indirectly more

than a twenty per cent. (20%) interest, or (ii) entering into any guarantee or providing any security

in connection with a loan made to such persons as aforesaid by any other person, without the consent

of any member or members holding in aggregate not less than nine-tenths of the total voting rights

of all members having the right to vote at any meeting of the members of the company.

These prohibitions do not apply to (a) anything done to provide a director with funds to meet

the expenditure incurred or to be incurred by him for the purposes of the company, provided that the

company gives its prior approval at a general meeting or, if not, the loan is made on condition that

it will be repaid within six months of the next following annual general meeting or in the case of a

company that has made an election to dispense with annual general meetings in accordance with the

Companies Act, at or before the next following general meeting which shall be convened within 12

months of the authorisation of the making of the loan, if the loan is not approved at or before such

meeting, (b) in the case of a company whose ordinary business includes the lending of money or the

giving of guarantees in connection with loans made by other persons, anything done by the company

in the ordinary course of that business, or (c) any advance of moneys by the company to any officer

or auditor under Section 98(2)(c) of the Companies Act which allows the company to advance moneys

to an officer or auditor of the company for the costs incurred in defending any civil or criminal

proceedings against them, on condition that the officer or auditor shall repay the advance if any

allegation of fraud or dishonesty is proved against them. If the approval of the company is not given

for a loan, the directors who authorised it will be jointly and severally liable for any loss arising

therefrom.
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(o) The investigation of the affairs of a company and protection of minorities

Under the Companies Act, the Minister of Finance may at any time of his own volition or on the

application of such proportion of the members of the company as in his opinion warrants the

application based on their shareholding, appoint one or more inspectors to investigate the affairs of

a company and to report thereon in such manner as he may direct.

Class actions and derivative actions are generally not available to shareholders under the laws

of Bermuda. The Bermuda courts, however, would ordinarily be expected to permit a shareholder to

commence an action in the name of a company to remedy a wrong done to the company where the act

complained of is alleged to be beyond the corporate power of the company or is illegal or would result

in the violation of the company’s memorandum of association and bye-laws. Furthermore,

consideration would be given by the court to acts that are alleged to constitute a fraud against the

minority shareholders or, for instance, where an act requires the approval of a greater percentage of

the company’s shareholders than actually approved it.

Any member of a company who complains that the affairs of the company are being conducted

or have been conducted in a manner oppressive or prejudicial to the interests of some part of the

members, including himself, may petition the court which may, if it is of the opinion that to wind up

the company would unfairly prejudice that part of the members but that otherwise the facts would

justify the making of a winding up order on just and equitable grounds, make such order as it thinks

fit, whether for regulating the conduct of the company’s affairs in future or for the purchase of shares

of any members of the company by other members of the company or by the company itself and in

the case of a purchase by the company itself, for the reduction accordingly of the company’s capital,

or otherwise. Bermuda law also provides that the company may be wound up by the Bermuda court,

if the court is of the opinion that it is just and equitable to do so. Both these provisions are available

to minority shareholders seeking relief from the oppressive conduct of the majority, and the court has

wide discretion to make such orders as it thinks fit.

Except as mentioned above, claims against a company by its shareholders must be based on the

general laws of contract or tort applicable in Bermuda.

A statutory right of action is conferred on subscribers of shares in a company against persons,

including directors and officers, responsible for the issue of a prospectus in respect of damage

suffered by reason of an untrue statement therein, but this confers no right of action against the

company itself. In addition, such company, as opposed to its shareholders, may take action against its

officers including directors, for breach of their statutory and fiduciary duty to act honestly and in good

faith with a view to the best interests of the company.
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(p) Inspection of corporate records

Members of the general public have the right to inspect the public documents of a company

available at the office of the Registrar which will include the company’s certificate of incorporation,

its memorandum of association (including its objects and powers) and any alteration to the company’s

memorandum of association. The members of the company have the additional right to inspect the

bye-laws of a company, minutes of general meetings and the company’s audited financial statements.

Minutes of general meetings of a company are also open for inspection by directors of the company

without charge for not less than two (2) hours during business hours each day. The register of

members of a company is open for inspection by members of the public without charge. The company

is required to maintain its share register in Bermuda but may, subject to the provisions of the

Companies Act, establish a branch register outside Bermuda. Any branch register of members

established by the company is subject to the same rights of inspection as the principal register of

members of the company in Bermuda. Any person may on payment of a fee prescribed by the

Companies Act require a copy of the register of members or any part thereof which must be provided

within fourteen (14) days of a request. Bermuda law does not, however, provide a general right for

members to inspect or obtain copies of any other corporate records.

A company is required to maintain a register of directors and officers at its registered office and

such register must be made available for inspection for not less than two (2) hours in each day by

members of the public without charge. If summarized financial statements are sent by a company to

its members pursuant to section 87A of the Companies Act, a copy of the summarized financial

statements must be made available for inspection by the public at the registered office of the company

in Bermuda.

(q) Restrictions on the activities of exempted companies

Unless specially authorised by the Companies Act, a company is not permitted to: (i) acquire or

hold land in Bermuda except land required for its business held by way of lease or tenancy agreement

for a term not exceeding fifty years or with the Minister’s consent, land by way of lease or tenancy

agreement for a term not exceeding twenty-one years in order to provide accommodation or

recreational facilities for its officers and employees, (ii) except as specifically authorised, take any

mortgage of land in Bermuda, (iii) acquire any bonds or debentures secured on any land in Bermuda

except bonds or debentures issued by the Government or a public authority in Bermuda, and (iv) to

carry on business in Bermuda save for certain exceptions which include (aa) carrying on business with

persons outside Bermuda, (bb) carry on business in Bermuda with another exempted company in

furtherance only of the business of the company outside Bermuda, (cc) carry on business in Bermuda

as manager or agent for, or consultant or adviser to any exempted company or permit company which

is affiliated, whether or not incorporated in Bermuda, with the exempted company, and (dd) carry on

such business in relation to an exempted partnership or an overseas partnership in which the exempted

company is a partner.
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(r) Accounting and auditing requirements

The Companies Act requires a company to cause proper records of accounts to be kept with

respect to (i) all sums of money received and expended by the company and the matters in respect of

which the receipt and expenditure takes place; (ii) all sales and purchases of goods by the company

and (iii) the assets and liabilities of the company.

Furthermore, it requires that a company keeps its records of account at the registered office of

the company or at such other place as the directors think fit and that such records must at all times

be open to inspection by the directors or the resident representative of the company. If the records of

account are kept at some place outside Bermuda, there must be kept at the office of the company in

Bermuda such records as will enable the directors or the resident representative of the company to

ascertain with reasonable accuracy the financial position of the company at the end of each three

month period, except that where the company is listed on an appointed stock exchange, there must be

kept such records as will enable the directors or the resident representative of the company to

ascertain with reasonable accuracy the financial position of the company at the end of each six month

period.

The Companies Act requires that the directors of the company must, at least once a year, lay

before the company in general meeting financial statements for the relevant accounting period.

Further, the company’s auditor must audit the financial statements so as to enable him to report to the

members. Based on the results of his audit, which must be made in accordance with generally accepted

auditing standards, the auditor must then make a report to the members. The generally accepted

auditing standards may be those of a country or jurisdiction other than Bermuda or such other

generally accepted auditing standards as may be appointed by the Minister of Finance of Bermuda

under the Companies Act; and where the generally accepted auditing standards used are other than

those of Bermuda, the report of the auditor shall identify the generally accepted auditing standards

used. All members of the company are entitled to receive a copy of every financial statement prepared

in accordance with these requirements, at least five (5) days before the general meeting of the

company at which the financial statements are to be tabled. A company the shares of which are listed

on an appointed stock exchange may send to its members summarized financial statements instead.

The summarized financial statements must be derived from the company’s financial statements for the

relevant period and contain the information set out in the Companies Act. The summarized financial

statements sent to the company’s members must be accompanied by an auditor’s report on the

summarized financial statements and a notice stating how a member may notify the company of his

election to receive financial statements for the relevant period and/or for subsequent periods.

The summarized financial statements together with the auditor’s report thereon and the

accompanied notice must be sent to the members of the company not less than twenty-one (21) days

before the general meeting at which the financial statements are laid. Copies of the financial

statements must be sent to a member who elects to receive the same within seven (7) days of receipt

by the company of the member’s notice of election.
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(s) Continuation and discontinuation of companies

(i) A company incorporated outside Bermuda may be continued in Bermuda as an exempted

company to which the provisions of the Companies Act and any other relevant laws of

Bermuda may apply. The consent of the Minister will be required if the company’s

memorandum of continuance includes special objects enabling it to carry on any “restricted

business activity” as defined in the Companies Act; and

(ii) an exempted company may be continued in a country or jurisdiction outside Bermuda as if

it had been incorporated under the laws of that other jurisdiction and be discontinued under

the Companies Act, provided that, inter alia, it is an appointed jurisdiction pursuant to the

Companies Act, or has been approved by the Minister, upon application by the company for

the purpose of the discontinuance of the company out of Bermuda.

(t) Winding-up and liquidation

(i) Introduction:

The winding-up of a Bermuda company is governed by the provisions of the Companies Act

and by the Companies (Winding-Up) Rules 1982 (the “Rules”) and may be categorised as either

a voluntary winding-up or a compulsory winding-up.

(ii) Voluntary Winding-Up:

(aa) Members’ Voluntary Winding-up — A members’ voluntary winding-up is only

possible if a company is solvent. A statutory declaration of solvency to the effect that

a company is able to meet its debts within 12 months from the date of the

commencement of its winding-up is sworn by a majority of the company’s directors

and filed with the Registrar.

A general meeting of members is then convened which resolves that the company be

wound-up voluntarily and that a liquidator be appointed.

Once the affairs of the company are fully wound-up, the liquidator prepares a full

account of the liquidation which he then presents to the company’s members at a

special general meeting called for that purpose. This special general meeting must be

advertised in an appointed newspaper in Bermuda at least one month before it is held.

Within one week after this special general meeting is held, the liquidator shall notify

the Registrar that the company has been dissolved.

(bb) Creditors’ Voluntary Winding-up — A creditors’ voluntary winding-up may occur

where a company is insolvent and a statutory declaration of solvency cannot be sworn.
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A board meeting is convened which resolves to recommend to the members of the

company that the company be placed into a creditors’ voluntary winding-up. This

recommendation is then considered and, if thought fit, approved at a special general

meeting of the company’s members and, subsequently, at a meeting of the company’s

creditors.

Notice of the creditors’ meeting must appear in an appointed newspaper on at least

two occasions and the directors must provide this meeting with a list of the company’s

creditors and a full report of the position of the company’s affairs.

At their respective meetings, the creditors and members are entitled to nominate a

person or persons to serve as liquidator(s). In addition, the creditors are entitled to

appoint a committee of inspection which, under Bermuda law, is a representative body

of creditors who assist the liquidator during the liquidation.

As soon as the affairs of the company are fully wound-up, the liquidator prepares his

final account explaining the liquidation of the company and the distribution of its

assets which he then presents to the company’s members in a special general meeting

and to the company’s creditors in a meeting. Within one week after the last of these

meetings, the liquidator sends a copy of the account to the Registrar who proceeds to

register it in the appropriate public records and the company is deemed dissolved

three months after the registration of this account.

(iii) Compulsory Winding-Up:

The courts of Bermuda may wind-up a Bermuda company on a petition presented by

persons specified in the Companies Act, which include the company itself and any creditor or

creditors of the company (including contingent or prospective creditors) and any member or

members of the company.

Any such petition must state the grounds upon which the Bermuda court has been asked to

wind-up the company and may include any of the following:

(aa) that the company has by resolution resolved that it be wound-up by the Bermuda

court;

(bb) that the company is unable to pay its debts; and

(cc) that the Bermuda court is of the opinion that it is just and equitable that the company

be wound-up.

The winding-up petition seeks a winding-up order and may include a request for the appointment

of a provisional liquidator.
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Prior to the winding-up order being granted and the appointment of the provisional liquidator,

an interim provisional liquidator may be appointed to administer the affairs of the company with a

view to its winding-up until he is relieved of these duties by the appointment of the provisional

liquidator.

As soon as the winding-up order has been made, the provisional liquidator summons separate

meetings of the company’s creditors and members in order to determine whether or not he should

serve as the permanent liquidator or be replaced by some other person who will serve as the permanent

liquidator and also to determine whether or not a committee of inspection should be appointed and,

if appointed, the members of that committee. The provisional liquidator notifies the court of the

decisions made at these meetings and the court makes the appropriate orders.

A permanent liquidator’s powers are prescribed by the Companies Act. His primary role and

duties are the same as a liquidator in a creditors’ voluntary winding-up, namely to distribute the

company’s assets ratably amongst its creditors whose debts have been admitted.

As soon as the affairs have been completely wound-up, the liquidator applies to the courts of

Bermuda for an order that the company be dissolved and the company is deemed dissolved from the

date of this order being made.

(u) Register of Beneficial Ownership

An exempted company is required to maintain a beneficial ownership register at its registered

office or after giving written notice the Bermuda Registrar of Companies, at such other place in

Bermuda convenient for inspection by the Registrar of Companies that records the statutory required

information of the persons who ultimately own or control, directly or indirectly, more than 25% of the

shares, voting rights or interests in the company or if no such persons exist, any individual or

individuals who control a company by other means (including the right to appoint or remove a

majority of the board of directors and the exercise of control over a company by any means other than

control by owner of any interest) or if no such person exists, the individual who holds the position

of senior manager (includes the chief executive, managing or executive director or president of a

company) of the company. The register of beneficial ownership which must be filed with the Bermuda

Monetary Authority is not a public document.

The requirement mentioned in the preceding paragraph does not, however, apply to an exempted

company with its shares listed on an appointed stock exchange, which includes the Stock Exchange.

Accordingly, for so long as the Company is listed on the Stock Exchange, it is not required to maintain

a register of beneficial ownership.
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(v) Economic Substance Requirements

Pursuant to the Economic Substance Act 2018 (as amended) of Bermuda (“ES Act”) that came

into force on 1 January 2019, a registered entity other than an entity which is resident for tax purposes

in a jurisdiction outside Bermuda (“non-resident entity”) that carries on as a business any one or more

of the relevant activities referred to in the ES Act must comply with economic substance requirements.

For so long as the Company is a non-resident entity, it is not required to satisfy the economic

substance requirements of the ES Act other than providing the Bermuda Registrar of Companies

annually information on the jurisdiction in which it claims to be resident for tax purposes together

with sufficient evidence to support that tax residence.

4. GENERAL

Conyers Dill & Pearman, the Company’s legal advisers on Bermuda law, have sent to the

Company a letter of advice summarising certain aspects of Bermuda company law. This letter,

together with a copy of the Companies Act, is available for inspection as referred to in Appendix X

to this circular. Any person wishing to have a detailed summary of Bermuda company law or advice

on the differences between it and the laws of any jurisdiction with which he is more familiar is

recommended to seek independent legal advice.
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A. RESPONSIBILITY STATEMENTS

1. This circular, for which the Directors collectively and individually accept full

responsibility, includes particulars given in compliance with the Listing Rules for the

purpose of giving information with regard to the Group.

The Directors, having made all reasonable enquiries, confirm that to the best of their

knowledge and belief, the information contained in this circular (other than the information

relating to the Vendor and the Target Group) is accurate and complete in all material

respects and not misleading or deceptive, and there are no other matters the omission of

which would make any statement herein or this circular misleading.

This circular, for which the directors of the Target Company collectively and individually

accept full responsibility, includes particulars given in compliance with the Listing Rules

for the purpose of giving information with regard to the Target Group and the Vendor.

The directors of the Target Company, having made all reasonable enquiries, confirm that

to the best of their knowledge and belief, the information contained in this circular (other

than the information relating to the Group) is accurate and complete in all material respects

and not misleading or deceptive, and there are no other matters the omission of which

would make any statement herein or this circular misleading.

2. This circular includes particulars given in compliance with the Takeovers Code.

The Directors jointly and severally accept full responsibility for the accuracy of the

information contained in this circular (other than the information relating to the Vendor and

the Target Group) and confirm, having made all reasonable enquiries, that to the best of

their knowledge, opinions expressed in this circular have been arrived at after due and

careful consideration and there are no other facts not contained in this circular, the

omission of which would make any statement in this circular misleading.

The directors of the Target Company jointly and severally accept full responsibility for the

accuracy of the information contained in this circular (other than the information relating

to the Group) and confirm, having made all reasonable enquiries, that to the best of their

knowledge, opinions expressed in this circular have been arrived at after due and careful

consideration and there are no other facts not contained in this circular, the omission of

which would make any statement in this circular misleading.
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B. FURTHER INFORMATION ABOUT THE GROUP

1. Incorporation of the Company

The Company was incorporated in Bermuda as an exempted company under the Companies

Act with limited liability on 15 August 1997. As at the date of its incorporation, the Company

had an authorised share capital of HK$100,000 divided into 1,000,000 ordinary shares of

HK$0.10 each. As at the Latest Practicable Date, the Company has an authorised share capital

of HK$152,055,864 divided into 152,055,864,000 Shares and issued share capital of

HK$859,146.438 divided into 859,146,438 Shares, all fully paid or credited as fully paid.

The Company changed its name from “Victory Group Limited” to “Victory Group Limited

華多利集團有限公司” on 5 June 2002.

The Company was registered as a non-Hong Kong company under Part XI of the

predecessor Companies Ordinance of Hong Kong on 14 October 1997 and its principal place of

business in Hong Kong is at Suite 1609, New East Ocean Centre, 9 Science Museum Road,

Tsimshatsui East, Kowloon, Hong Kong. Mr. Chan and Ms. Lucy Lo were appointed as the

authorised representatives of the Company for the acceptance of service of process and notices

on behalf of the Company at Suite 1609, New East Ocean Centre, 9 Science Museum Road,

Tsimshatsui East, Kowloon, Hong Kong.

As the Company was incorporated in Bermuda, its operation is subject to the laws of

Bermuda and its constitution which comprises the memorandum of association, the bye-laws and

the Bermuda company law. A summary of certain relevant parts of the memorandum of

association, the Bye-laws and certain relevant aspects of the Bermuda company law is set out

in Appendix VII to this circular.

2. Changes in the share capital of the members of the Group

Save for the Disposals, the details of which are set out in the paragraph headed “Letter from

the Board — The Disposals”, there has been no alteration in the share capital of the Company

or any other member of the Group within two years immediately preceding the Latest Practicable

Date.

C. FURTHER INFORMATION ABOUT THE TARGET GROUP

1. Changes in share capital of the members of the Target Group

The following alterations in the share capital of the Target Group took place within two

years immediately preceding the Latest Practicable Date:

Target Company

The Target Company was incorporated on 8 July 2019 in the BVI as a limited liability

company. On 25 July 2019, 1 share of the Target Company with a par value of US$1.00 was

allotted and issued to Mr. Chang, fully paid or credited as fully paid.
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PCL

PCL was incorporated on 25 April 2013 with limited liability in Hong Kong. As at 1

October 2016, being the commencement date of the Track Record Period, PCL had 10,000

shares in issue, and was entirely owned by Mr. Chang.

On 31 July 2019, Mr. Chang transferred 10,000 shares of PCL (representing the then

entire issued share capital of PCL) to the Target Company at an aggregated consideration

of HK$10,000.00. Upon completion of the above shares transfer, PCL became a direct

wholly-owned subsidiary of the Target Company.

Save as disclosed above, there has been no alteration in the share capital or the

registered capital of any member of the Target Group within two years immediately

preceding the Latest Practicable Date.

2. Intellectual property rights of the Company and the Target Group

(a) Trademark

As at the Latest Practicable Date, the Target Group had registered the following

trademark which is material in relation to the business of the Target Group:

Trademark Class

Registered

Owner

Place of

registration

Registration

Number

Registration

Date Expiry Date

37 Mr. Chang,

PCL(Note)

Hong Kong 304329577 9 November

2017

8 November

2027

Note: Mr. Chang applied to the Intellectual Property Department of Hong Kong in August 2020 to assign

all rights, title and interest of whatever nature in and to the above trademark to the Target Group

at HK$1.00 consideration. As at the Latest Practicable Date, such application is still in process.

As at the Latest Practicable Date, the Group had not registered or applied for

registration of any trademark which is material in relation to the business of the Group.

(b) Domain names

As at the Latest Practicable Date, the Target Group had registered the following

domain name which is material in relation to the business of the Target Group:

Domain Name Registered Owner Expiry Date

partneer.com.hk PCL 31 May 2021
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As at the Latest Practicable Date, the Company had registered the following domain

name which is material in relation to the business of the Group:

Domain Name Registered Owner Expiry Date

victoryg.com The Company 22 August 2021

Save as disclosed above, there are no other trademarks, domain names or other

intellectual property rights which are material in relation to the business of the Enlarged

Group.

D. DISCLOSURE OF INTERESTS

1. Interests of the Directors

As at the Latest Practicable Date, the interests (or long positions) and short positions of

Directors and chief executive of the Company in the Shares, underlying shares and debentures

of the Company and its associated corporations (within the meaning of Part XV of the SFO) (i)

were required to be notified to the Company and the Stock Exchange under Divisions 7 and 8

of Part XV of the SFO (including interests and/or short positions which they were taken or

deemed to have under such provisions of the SFO) or (ii) as recorded in the register required to

be kept under section 352 of the SFO, or (iii) as otherwise notified to the Company and the Stock

Exchange pursuant to the Model Code for Securities Transactions by Directors of Listed Issuers

as set out in Appendix 10 to the Listing Rules or required to be disclosed under the Takeovers

Code, were as follows:

Long positions in the Shares and underlying shares of the Company

Name of Director Capacity
Number of

Shares held

Approximate
percentage of
shareholding

Mr. Chan (Note 1) Interest in controlled corporation 1,530,350,152 178.12%

Ms. Lucy Lo (Notes 1 & 2) Interest of spouse 1,530,350,152 178.12%

Mr. Kingsley Chan (Note 1) Interest in controlled corporation 202,575,000 23.58%

Notes:

1. 202,575,000 shares were beneficially held by Winsley Investment Limited (98% of its shares held by Mr.

Chan, 1% by his wife, Ms. Lucy Lo and 1% by his son, Mr. Kingsley Chan). 1,327,775,152 shares were

beneficially interested in by Mr. Chan, of which 1,200,000,000 shares refer to the Subscription Shares to

be allotted and issued pursuant to the Subscription Agreement.

2. Ms. Lucy Lo is deemed to be interested in the shares in which her spouse, Mr. Chan, is interested.
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Long positions in the Shares and underlying shares of associated corporations of the
Company

Name of Director
Name of associated
corporation Number of shares held Type of interest

Mr. Chan (Note) Victory Motors 100,000 non-voting
deferred shares

Personal

Mr. Chan (Note) Victory Motors 2,800,000 non-voting
deferred shares

Corporate

Mr. Kingsley Chan (Note) Victory Motors 2,800,000 non-voting
deferred shares

Corporate

Note: The 2,800,000 non-voting deferred shares are held by Wazi LED Lighting Limited (formerly known as

Victory Petrochemical Limited and Kwong Hung Hing Enterprises Co. Limited) of which Mr. Chan and

Mr. Kingsley Chan together hold the entire issued share capital.

Save as disclosed above, no other interests or short positions in the shares, underlying

shares or debentures of the Company or any of its associated companies were notified to the

Company and the Stock Exchange under Divisions 7 and 8 of Part XV of the SFO; or were

recorded in the register required to be kept under section 352 of the SFO; or was otherwise

notified to the Company and the Stock Exchange pursuant to the Model Code.

2. Interests of substantial shareholders

As at the Latest Practicable Date, the following persons (not being Directors and chief

executive of the Company) had an interest (or long positions) or short position in the shares or

underlying shares of the Company as recorded in the register required to be kept under section

336 of the SFO which would fall to be disclosed to the Company under the provisions of

Divisions 2 and 3 of Part XV of the SFO, or who was, directly or indirectly, interested in 10%

or more of the nominal value of any class of share capital carrying rights to vote in all

circumstances at general meetings of the Company:

Long positions in the Shares and underlying shares of the Company

Name Capacity

Number of Shares/

underlying shares held

Approximate

percentage of

shareholding

Winsley Investment Limited (Note) Beneficial owner 202,575,000 23.58%

Lin Huiwen Beneficial owner 196,880,000 22.92%

Note: Winsley Investment Limited is owned as to 98% by Mr. Chan, 1% by Ms. Lucy Lo and 1% by Mr. Kingsley

Chan.

As at the Latest Practicable Date, save as disclosed above and in this circular, no person

has any interest in 10% or more of the issued voting shares of any member of the Company.
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Save as disclosed, the Directors and chief executive of the Company are not aware, as at

the Latest Practicable Date, of any person (who are not Directors and chief executive of the

Company) who had an interest (or long position) or short position in the Shares or underlying

shares of the Company as recorded in the register required to be kept under section 336 of the

SFO which would fall to be disclosed to the Company under the provisions of Divisions 2 and

3 of Part XV of the SFO, or who was, directly or indirectly, interested in 10% or more of the

nominal value of any class of share capital carrying rights to vote in all circumstances at general

meetings of any other member of the Company.

E. SUMMARY OF MATERIAL CONTRACTS

The following contracts (not being contracts entered into in the ordinary course of business)

were entered into by members of the Enlarged Group within the two years preceding the date of this

circular and are or may be material:

(i) the Acquisition Agreement;

(ii) the Subscription Agreement;

(iii) the Deed of Indemnity;

(iv) the Deed of Non-Competition; and

(v) the [REDACTED].

F. LEGAL PROCEEDING OF THE ENLARGED GROUP

As at the Latest Practicable Date, save as disclosed in this circular, no member of the Enlarged

Group was engaged in any litigation, arbitration or claim that has a material and adverse effect on the

Enlarged Group’s business, financial conditions or results or operations, no litigation, arbitration or

claim of material importance was known to the Directors and the proposed Director to be pending or

threatened against any member of the Enlarged Group.

G. CONSENTS AND QUALIFICATIONS OF EXPERTS

The experts whose names are listed below have given and have not withdrawn their respective

written consents to the issue of this circular with copies of their reports, valuation certificate, letters,

opinions or summaries of opinions (as the case may be) and the references to their names included

herein in the form and context in which they are respectively included.
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The qualifications of the experts who have given opinions in this circular are as follows:

Name Qualifications

Grand Moore Capital

Limited

A licensed corporation under the SFO authorised to carry out

Type 1 (dealing in securities) and Type 6 (advising on

corporate finance) regulated activities under the SFO

Red Sun Capital Limited A licensed corporation under the SFO authorised to carry out

Type 1 (dealing in securities) and Type 6 (advising on

corporate finance) regulated activities under the SFO

Messis Capital Limited A licensed corporation under the SFO authorised to carry out

Type 1 (dealing in securities) and Type 6 (advising on

corporate finance) regulated activities under the SFO

Asian Alliance (HK) CPA

Limited

Certified Public Accountants

Grant Thornton Hong Kong

Limited

Certified Public Accountants

Conyers Dill & Pearman Bermuda attorneys-at-law

Sam K. M. Ng CPA Limited Internal control consultant

China Insights Industry

Consultancy Limited

Industry consultant

Mr. Chan Chung Barrister-at-law in Hong Kong

Roma Appraisals Limited Property valuer

As at the Latest Practicable Date, none of the experts whose names are listed above have any

shareholding in any members of the Group or the right (whether legally enforceable or not) to

subscribe for or to nominate persons to subscribe for securities in any member of the Group.

H. SERVICE CONTRACTS

1. Service contracts

As at the Latest Practicable Date, none of the Directors or the proposed Director had

entered into any service contracts in force with the Company, any other member of the Enlarged

Group or associated companies of the Company which (i) has been entered into or amended

within 6 months before the date of the announcement of the Company dated 29 May 2020; (ii)

is continuous contract with a notice period of 12 months or more; (iii) is fixed term contract with

more than 12 months to run irrespective of the notice period; or (iv) is not determinable by the

employer within one year without payment of compensation (other than statutory compensation).
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2. Directors’ remuneration

The remunerations (including fees, salaries, allowances and benefits in kind and pension

scheme contribution) paid to the Directors in aggregate for the financial years ended 31

December 2017, 31 December 2018 and 31 December 2019 were approximately HK$1.5 million,

HK$1.8 million and HK$1.8 million, respectively.

The remuneration (including fees, salaries, allowances and benefits in kind and pension

scheme contribution) paid to the proposed Director by the Target Group in aggregate for the

financial year ended 30 September 2017, 30 September 2018 and 30 September 2019 and nine

months ended 30 June 2020 were approximately HK$518,000, HK$898,000 and HK$978,000

and HK$734,000 respectively.

Save as disclosed above, no other payments have been paid or are payable, or any benefits

in kind granted, in respect of the three years ended 31 December 2017, 31 December 2018 and

31 December 2019, by any member of the Enlarged Group to the Directors or the proposed

Director.

Based on the existing remuneration package of the Directors and the remuneration package

to the proposed Director as mentioned in this section and in the paragraph headed “Remuneration

of Directors and senior management” under the section headed “Directors, proposed Director

and senior management of the Enlarged Group”, the Company estimates the aggregate

remuneration payable to, and benefits in kind receivable by, the Directors (including the

proposed Director) from any member of the Enlarged Group in respect of the year ending 31

December 2020 to be approximately HK$[2.8] million.

The Company’s policy concerning the remuneration of the Directors is that the amount of

remuneration is determined by reference to the relevant Director’s experience, workload and the

time devoted to the Group.

3. Employee’s remuneration and benefits

The Group is enrolled in a Mandatory Provident Fund Scheme (the “MPF Scheme”) for

employees who are eligible to participate in the MPF Scheme in Hong Kong. The assets (if any)

of the MPF Scheme are held separately from those of the Group, in funds under the control of

trustees. The Group contributes 5% of the employees’ relevant income to the MPF Scheme

subject to a monthly relevant income cap of HK$30,000, and this contribution is matched by the

employees. The Group has no other obligation for the payment of post-retirement benefits

beyond the contributions described above.
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I. COMPETING INTERESTS

None of the Directors, the proposed Director, the Controlling Shareholder, nor any of their

respective close associates is a director or a shareholder of any company, firm, corporation, business

or enterprise (in whatever form) engaged in a business similar to or in competition with the existing

business of the Enlarged Group or any of its subsidiaries, either directly or indirectly, apart from the

Enlarged Group itself, in light of their sizes, nature, location and/or targeted customers.

J. SHARE OPTION SCHEME

The following is a summary of the principal terms of the Share Option Scheme approved by the

then Shareholders at an annual general meeting of the Company on 26 May 2014 (the “Adoption
Date”). The terms of the Share Option Scheme are in compliance with the provisions of Chapter 17

of the Listing Rules.

(1) Purpose

(a) The Share Option Scheme is a share incentive scheme and is established to recognise

and acknowledge the contributions that Eligible Persons (as defined below) have

made or may make to the Group.

(b) The Share Option Scheme will provide the Eligible Persons with an opportunity to

acquire proprietary interests in the Company with the view to achieving the following

principal objectives:

(i) motivate the Eligible Persons to optimise their performance and efficiency for

the benefit of the Group; and

(ii) attract and retain or otherwise maintain ongoing business relationship with the

Eligible Persons whose contributions are, will or expected to be beneficial to the

Group.

(c) For the purpose of the Share Option Scheme, “Eligible Person(s)” means any person

who satisfies the eligibility criteria in paragraph 2 below.

(2) Who may join

(a) The Board may at its discretion grant options to: (i) any director, employee,

consultant, professional, customer, supplier, agent, partner or adviser of or contractor

to the Group or a company in which the Group holds an interest or a subsidiary of

such company (“Affiliate”); or (ii) the trustee of any trust the beneficiary of which or

any discretionary trust the discretionary objects of which include any director,

employee, consultant, professional, customer, supplier, agent, partner or adviser of or

contractor to the Group or an Affiliate; or (iii) a company beneficially owned by any

director, employee, consultant, professional, customer, supplier, agent, partner,

adviser of or contractor to the Group or an Affiliate.
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(b) In order for a person to satisfy the Board that he is qualified to be (or, where

applicable, continues to qualify to be) an Eligible Person, such person shall provide

all such information as the Board may request for the purpose of assessing his/her/its

eligibility (or continuing eligibility).

(c) Each grant of options to a connected person of the Company or any of his associates

must be approved in accordance with the requirements of the Listing Rules.

(d) Any person whom the Board has resolved to be qualified to become an Eligible Person

must remain eligible during the period when any option granted to him remains

outstanding. In assessing such grantee’s continuing eligibility under the Share Option

Scheme, the requirements set out in sub-paragraph (a) above and the views, if any, of

the independent non-executive Directors shall be given due and careful consideration

by the Board.

(e) Should the Board resolve that a grantee fails/has failed or otherwise is/has been

unable to meet the continuing eligibility criteria under the Share Option Scheme as

referred to in sub-paragraph (d) above, the Company would (subject to any relevant

laws and regulations (including those of both Hong Kong and overseas jurisdictions

as may be applicable)) be entitled to deem any outstanding option or part thereof

granted to such grantee and to the extent not already exercised, as lapsed, subject to

the requirements of the exercise of options under the Share Option Scheme.

(3) Grant of Options

(a) On and subject to the terms of the Share Option Scheme, the Board shall be entitled

at any time on a Business Day within 10 years commencing on the effective date of

the Share Option Scheme to offer the grant of an option to any Eligible Person as the

Board may in its absolute discretion select in accordance with the eligibility criteria

set out in paragraph 2 above. An offer shall be accepted when the Company receives

the letter containing the offer of the grant of an option duly signed by the grantee

together with a remittance of HK$1 (or such other nominal sum in any currency as the

Board may determine) in favour of the Company as consideration for the grant

thereof.

(b) Subject to the provisions of the Share Option Scheme, the Listing Rules and any

relevant laws and regulations (including those of both Hong Kong and overseas

jurisdictions as may be applicable), the Board may, on a case by case basis and at its

discretion when offering the grant of an option, impose any conditions, restrictions or

limitations in relation thereto additional to those expressly set forth in the Share

Option Scheme as it may think fit (which shall be stated in the letter containing the

offer of the grant of the option) including (without prejudice to the generality of the

foregoing):

(i) the continuing eligibility of the grantee under the Share Option Scheme, and in

particular, where the Board resolves that the grantee fails/has failed or otherwise

is or has been unable to meet the continuing eligibility criteria, any outstanding

option (to the extent not already exercised) shall lapse, subject to the

requirements of the exercise of options under the Share Option Scheme;
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(ii) the continuing compliance of such terms and conditions that may be attached to

the grant of the option, failing which the option (to the extent not already

exercised) shall lapse unless otherwise resolved to the contrary by the Board,

subject to the requirements of the exercise of options under the Share Option

Scheme;

(iii) in the event that the Eligible Person is a corporation (whether incorporated or

unincorporated), that any change of the management and/or shareholding of the

Eligible Person shall constitute a failure to meet the continuing eligibility

criteria under the Share Option Scheme;

(iv) in the event that the Eligible Person is a trust, that any change of the beneficiary

of the Eligible Person shall constitute a failure to meet the continuing eligibility

criteria under the Share Option Scheme;

(v) in the event that the Eligible Person is a discretionary trust, that any change of

the discretionary objects of the Eligible Person shall constitute a failure to meet

the continuing eligibility criteria under the Share Option Scheme;

(vi) conditions, restrictions or limitations relating to the achievement of operating or

financial targets; and

(vii) if applicable, the satisfactory performance of certain obligations by the grantee.

(c) The Board may not offer the grant of an option to any Eligible Person:

(i) after inside information has come to its knowledge and until it has announced

the information; or

(ii) during the period commencing one month immediately preceding the earlier of:

(1) the date of the Board meeting (as such date is first notified to the Stock

Exchange under the Listing Rules) for approving of the Company’s results

for any year, half-year, quarter-year period or any other interim period

(whether or not required under the Listing Rules); and

(2) the deadline for the Company to announce its results for any year,

half-year, quarter-year period under the Listing Rules, or quarterly or any

other interim period (whether or not required under the Listing Rules)

and ending on the date of the results announcement. No option may be granted during

any period of delay in publishing a results announcement.
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(4) Grant of options to connected persons or any of their associates

(a) Without prejudice to paragraph 3 above, any grant of options to a Director, chief

executive, management shareholder or substantial shareholder of the Company, or any

of their respective associates, must be approved by the independent non-executive

Directors (but excluding, for all purposes, any independent non-executive Director

who is a proposed grantee). Where any grant of options to a substantial shareholder

of the Company or an independent non-executive Director or any of their respective

associates would result in the total number of the Shares issued and to be issued upon

exercise of the options granted and to be granted (including options exercised,

cancelled and outstanding) to such person in any 12-month period up to and including

the date of the grant:

(i) representing in aggregate over 0.1% of the Shares in issue; and

(ii) having an aggregate value, based on the closing price of the Shares at the date

of each grant, in excess of HK$5 million,

such further grant of options must be approved by the shareholders of the Company.

The Company must send a circular to its shareholders. All connected persons of the

Company must abstain from voting in favour at such general meeting.

(5) Exercise price of Shares

The exercise price for any Share under the Share Option Scheme shall be a price

determined by the Board and notified to each grantee (in the letter containing the offer of the

grant of an option pursuant to the Share Option Scheme) and shall not be less than the highest

of (i) the closing price of a Share as stated in the Stock Exchange’s daily quotations sheet on

the date of grant of the relevant option, which must be a Business Day; (ii) an amount equivalent

to the average closing price of a Share as stated in the Stock Exchange’s daily quotation sheets

for the five Business Days immediately preceding the date of grant of the relevant option; and

(iii) the nominal value of a Share on the date of grant. The exercise price shall also be subject

to any adjustments made in a situation contemplated under paragraph 11.

(6) Maximum number of Shares

(a) The maximum number of Shares which may be issued upon exercise of all outstanding

options granted and yet to be exercised under the Share Option Scheme and any other

share option schemes involving the issue or grant of options or similar rights over the

Shares or other securities by the Company must not, in aggregate, exceed 30% of the

Shares in issue from time to time. Notwithstanding anything contrary to the terms of

the Share Option Scheme, no options may be granted under the Share Option Scheme

or any other share option schemes of the Company if this will result in the said 30%

limit being exceeded.
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(b) Subject to sub-paragraphs 6(a), 6(c) and 6(d), the maximum number of Shares in

respect of which the options may be granted under the Share Option Scheme and any

other schemes involving the issue or grant of options or similar rights over Shares or

other securities by the Company shall not, in aggregate, exceed 10% of the Shares in

issue as at the date of listing of the Shares, (the “Scheme Mandate Limit”) unless

shareholders’ approval has been obtained pursuant to sub-paragraph (d) below. As at

the Latest Practicable Date, the Scheme Mandate Limit is 85,914,643 Shares, being

10% of the total number of Shares in issue as at the adoption date of the Share Option

Scheme. Options lapsed in accordance with the terms of the Share Option Scheme will

not be counted for the purpose of calculating the Scheme Mandate Limit.

(c) Subject to sub-paragraphs 6(a) and 6(d), the Scheme Mandate Limit may be renewed

by shareholders of the Company in general meeting from time to time provided

always that the Scheme Mandate Limit so renewed must not exceed 10% of the Shares

in issue at the date of the approval of the renewal by the shareholders of the Company

in general meeting. Upon such renewal, all options granted under the Share Option

Scheme and any other share option schemes of the Company (including those

exercised, outstanding, cancelled, lapsed in accordance with the terms of the Share

Option Scheme or any other share option schemes of the Company) prior to the

approval of such renewal shall not be counted for the purpose of calculating the

Scheme Mandate Limit as renewed. A circular must be sent to the shareholders of the

Company containing such relevant information from time to time as required by the

Listing Rules in connection with the general meeting at which their approval is

sought.

(d) Subject to sub-paragraph 6(a), the Board may seek separate shareholders’ approval in

general meeting to grant options beyond the Scheme Mandate Limit provided that the

options in excess of the Scheme Mandate Limit are granted only to the Eligible

Persons specifically identified by the Company before such approval is sought and the

Company must issue a circular to the shareholders of the Company containing such

information from time to time as required by the Listing Rules in relation to any such

proposed grant to such Eligible Persons.

(e) No option may be granted to any Eligible Person which, if exercised in full, would

result in the total number of Shares issued and to be issued upon exercise of the share

options already granted or to be granted to such Eligible Person under the Share

Option Scheme (including exercised, cancelled and outstanding share options) in any

12-month period up to and including the date of such grant exceeding 1% in aggregate

of the Shares in issue of the Company as at the date of such grant. Any grant of further

share options above this limit shall be subject to the following requirements:

(i) approval of the shareholders of the Company at general meeting, with such

Eligible Person and its associates abstaining from voting;
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(ii) a circular in relation to the proposal for such further grant having been sent by

the Company to its shareholders with such information from time to time as

required by the Listing Rules;

(iii) the number and terms of the options to be granted to such proposed grantee shall

be fixed before the shareholders’ approval mentioned in (i) above; and

(iv) for the purpose of calculating the minimum exercise price for the Shares in

respect of the further options proposed to be so granted as described under

paragraph 5 above, the date of board meeting for proposing such grant of further

options shall be taken as the date of offer of the grant of such options.

(f) The maximum number of Shares referred to in this paragraph 6 shall be adjusted, in

such manner as the auditors of the Company or the independent financial adviser

appointed by the Company shall certify as fair and reasonable in accordance with

paragraph 11.

(7) Time of exercise of Option

(a) Subject to certain restrictions contained in the Share Option Scheme, an option may

be exercised in accordance with the terms of the Share Option Scheme and the terms

of grant thereof at any time during the applicable option period, which is not more

than 10 years from the date of grant of option.

(b) There is no general requirement on the minimum period for which an option must be

held or the performance targets which must be achieved before an option can be

exercised under the terms of the Share Option Scheme. However, at the time of

granting any option, the Board may, on a case by case basis, make such grant subject

to such conditions, restrictions or limitations including (without limitation) those in

relation to the minimum period of the options to be held and/or the performance

targets to be achieved as the Board may determine in its absolute discretion.

(8) Rights are personal to grantee

An option shall be personal to the grantee and shall not be assignable and no grantee shall

in any way sell, transfer, charge, mortgage, encumber or create any interest in favour of any third

party over or in relation to any option, failing which the option (to the extent not already been

exercised) shall lapse. Until exercised, holder of options shall have no voting rights or rights to

dividends by virtue of their holding of options only.

(9) Rights on ceasing to be an Eligible Person

Where an option was granted subject to certain continuing conditions, restrictions or

limitations on the grantee’s eligibility and the Board resolves that the grantee has failed or

otherwise is or has been unable to meet such continuing eligibility criteria, any outstanding

option (to the extent not already been exercised) shall lapse subject to the requirements of the

exercise of options under the Share Option Scheme.
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(10) Rights on death/ceasing employment

(a) If the grantee (being an individual) dies before exercising the option in full, his legal

personal representative(s) may exercise the option up to the grantee’s entitlement (to

the extent exercisable as at the date of his death and not exercised) within a period

of 12 months following his death or such longer period as the Board may determine.

(b) If the grantee who is an employee ceases to be an employee for any reason other than

his death or the termination of his employment on one or more of the following

grounds that:

(i) he has been guilty of serious misconduct; or

(ii) he becomes insolvent or is unable or has no reasonable prospects of being able

to pay his/her debts within the meaning of the Bankruptcy Ordinance (Chapter

6 of the Laws of Hong Kong) or has made any arrangements or compromise with

his/her creditors generally; or

(iii) he has been convicted of any criminal offence involving his/her integrity or

honesty

the option (to the extent that such option has not already been exercised) shall lapse

and not exercisable on the earliest of sub-paragraphs 10(b)(i) to 10(b)(iii) above.

(c) If the grantee is an employee, director, consultant, professional, agent, partner,

adviser of or contractor to the Group or its Affiliate at the time of the grant of the

relevant option(s) and his/her employment or service to the Company is terminated on

the ground of disability, the grantee may exercise the option (to the extent exercisable

as at the date on which such grantee ceases to be an employee, director, consultant,

professional, agent, partner, adviser of or contractor to the Group or its Affiliate and

not exercised) within 6 months following such cessation or such longer period as the

Board may determine.

(d) If the grantee is an employee at the time of the grant of the relevant option(s), in the

event that such grantee shall cease to be an employee but becomes, or continues to be,

a consultant, professional, customer, supplier, agent, partner or adviser of or

contractor to the Group or an Affiliate (as defined in paragraph 2), then the option(s)

(to the extent exercisable as at the date on which such grantee ceases to be an

employee and not exercised) shall be exercised within 3 months following the date of

such cessation or such longer period as the Board may determine.

(e) If the grantee is an employee at the time of the grant of the relevant option(s), in the

event that such grantee shall cease to be an employee but becomes, or continues to be,

a director of the Group or an Affiliate (as defined in paragraph 2), then the option(s)

(to the extent exercisable as at the date on which such grantee ceases to be an
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employee and not exercised) granted prior to the date of his becoming a director of

the Group or its Affiliate shall remain exercisable until its expiry in accordance with

the provisions of the Share Option Scheme and the terms and conditions upon which

such option(s) is granted unless the Board shall determine to the contrary.

(f) If the grantee, who is a director, consultant, professional, customer, supplier, agent,

partner or adviser of or contractor to the Group or an Affiliate but not an employee,

ceasing to be a director, consultant, customer, supplier, agent, partner or adviser of or

contractor to the Group or an Affiliate (as the case may be) for any reason other than

his death (in the case of a grantee being an individual) or disability (in the case of a

grantee being a director or consultant of the Group or its Affiliate), the option (to the

extent exercisable as at the date of such cessation and not exercised) shall be

exercised within 30 days following the date of such cessation or such longer period

as the Board may determine.

(11) Effects of alterations to capital

In the event of any alteration in the capital structure of the Company while an option

remains exercisable, and such event arises from, including a capitalisation of profits or reserves,

rights issue, consolidation, reclassification, subdivision or reduction of the share capital of the

Company, such corresponding alterations (if any) shall be made to the number or nominal

amount of Shares subject to the options so far as unexercised; and/or the exercise price; and/or

the method of exercise of the options; and/or the maximum number of Shares subject to the Share

Option Scheme. Any adjustments required under this paragraph must give a grantee the same

proportion of the equity capital as that to which that grantee was previously entitled, but no such

adjustments may be made to the extent that Shares would be issued at less than their nominal

value or (unless with the prior approval from the Company’s shareholders in general meeting)

to the extent that such adjustments are made to the advantage of the grantee. For the avoidance

of doubt, the issue of securities as consideration in a transaction may not be regarded as a

circumstance requiring adjustment. In respect of any such adjustments, other than any made on

a capitalisation issue, the independent financial adviser appointed by the Company or the

Company’s auditors must confirm to the Directors in writing that the adjustments satisfy the

requirements of the relevant provisions of the Listing Rules and the supplementary guidance set

out in the letter issued by the Stock Exchange from time to time.

(12) Rights on a takeover

If a general offer (whether by way of takeover offer or scheme of arrangement or otherwise

in like manner) is made to all the holders of Shares (or all such holders other than the offeror

and/or any person controlled by the offeror and/or any person acting in concert with the offeror)

and such offer becomes or is declared unconditional (within the meaning of the Takeovers Code),

the grantee shall be entitled to exercise the option (to the extent exercisable as at the date on

which the general offer becomes or is declared unconditional and not exercised) in full or in part

at any time within one month after the date on which the offer becomes or is declared

unconditional (within the meaning of the Takeovers Code).
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(13) Rights on a scheme of arrangement

In the event of a compromise or arrangement between the Company and its members or

creditors being proposed in connection with a scheme for the reconstruction or amalgamation of

the Company (other than any relocation schemes as contemplated in Rule 7.14(3) of the Listing

Rules), the Company shall give notice thereof to all grantees on the same date as it gives notice

of the meeting to its members or creditors to consider such a scheme of arrangement, and

thereupon the grantee may, by notice in writing to the Company accompanied by the remittance

for the total exercise price payable in respect of the exercise of the relevant option (such notice

to be received by the Company not later than two Business Days (excluding any period(s) of

closure of the Company’s share registers) prior to the proposed meeting) exercise the option (to

the extent exercisable as at the date of the notice to the grantee and not exercised) either in full

or in part and the Company shall, as soon as possible and in any event no later than the Business

Day (excluding any period(s) of closure of the Company’s share registers) immediately prior to

the date of the proposed meeting, allot and issue such number of Shares to the grantee which

falls to be issued on such exercise credited as fully paid and registered the grantee as holder

thereof.

(14) Rights on a voluntary winding up

In the event notice is given by the Company to its shareholders to convene a shareholders’

meeting for the purpose of considering and, if thought fit, approving a resolution to voluntarily

wind up the Company, the Company shall forthwith give notice thereof to the grantee and the

grantee may, by notice in writing to the Company accompanied by the remittance for the total

exercise price payable in respect of the exercise of the relevant option (such notice to be

received by the Company not later than two Business Days (excluding any period(s) of closure

of the Company’s share registers) prior to the proposed meeting) exercise the option (to the

extent exercisable as at the date of the notice to the grantee and not exercised) either in full or

in part and the Company shall, as soon as possible and in any event no later than the Business

Day (excluding any period(s) of closure of the Company’s share registers) immediately prior to

the date of the proposed shareholders’ meeting, allot and issue such number of Shares to the

grantee which falls to be issued on such exercise.

(15) Rights attaching to shares upon exercise of an option

Any dispute arising in connection with this Share Option Scheme (whether as to the number

of Shares, the subject of an option, (where applicable) whether all or part of the option has been

vested, the amount of the exercise price or otherwise) shall be referred to the decision of the

Company’s auditors or the independent financial adviser of the Company who shall act as

experts and not as arbitrators and whose decision shall be final and binding on the grantee.
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(16) Alteration of the Share Option Scheme

This Share Option Scheme may be altered in any respect by resolution of the Board except

those specific provisions relating to matters set out in Rule 17.03 of the Listing Rules (or any

other relevant provisions of the Listing Rules from time to time applicable) which cannot be

altered to the advantage of grantees or prospective grantees except with the prior approval of the

Shareholders in general meeting. Any alterations to the terms and conditions of this Share

Option Scheme which are of a material nature must be approved by the Shareholders in general

meeting, except where such alterations take effect automatically under the existing terms of this

Share Option Scheme.

(17) Termination of the Share Option Scheme

The Company by ordinary resolution in general meeting or the Board may at any time

terminate the operation of this Share Option Scheme and in such event, no further options will

be offered but the provisions of this Share Option Scheme shall remain in force in all other

respects. Options complying with the provision of the Listing Rules which are granted during the

life of the Share Option Scheme and remain unexpired immediately prior to the termination of

the operation of the Share Option Scheme shall continue to be exercisable in accordance with

their terms of issue of the termination of the Share Option Scheme.

(18) Cancellation of options

The Board shall have the absolute discretion to cancel any options granted at any time if

the grantee so agreed provided that where an option is cancelled and a new option is proposed

to be issued to the same grantee, the issue of such new option may only be made with available

but unissued shares in the authorised share capital of the Company, and available ungranted

options (excluding for this purpose all cancelled options) within the limits referred to in

paragraph 6.

K. TAX AND OTHER INDEMNITIES

Pursuant to the terms of the Deed of Indemnity to be entered into between, among other parties,

the Vendor and the Company, the Vendor will indemnify the Target Group in respect of any and all

taxation falling on any member of the Target Group resulting from or by reference to any income,

profits, gains earned, accrued or received on or before the date of Acquisition Completion or any event

or transaction entered into or occurring on or before the date of Acquisition Completion whether alone

or in conjunction with any circumstances whenever occurring and whether or not such taxation is

chargeable against or attributable to any other person, firm or company.
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The indemnity contained above shall not apply to taxation falling on the Target Group in respect

of their current accounting periods or any accounting period commencing on or after the date of

Acquisition Completion unless liability for such taxation would not have arisen but for some act or

omission of, or transaction voluntarily effected by, the Target Group (whether alone or in conjunction

with some other act, omission or transaction, whenever occurring) without the prior written consent

or agreement of the Vendor other than any such act, omission or transaction:

(i) carried out or effected in the ordinary course of business or in the ordinary course of

acquiring and disposing of capital assets on or before the date of Acquisition Completion;

or

(ii) carried out, made or entered into pursuant to a legally binding commitment created on or

before the date of Acquisition Completion; or

(iii) consisting of the Target Group ceasing, or being deemed to cease, to be a member of any

group of companies or being associated with any other company for the purposes of any

matter of taxation.

L. FURTHER INFORMATION RELATING TO THE COMPANY UNDER THE TAKEOVERS

CODE

1. The Company

As at the Latest Practicable Date and save as disclosed in this circular,

(a) the Company did not have any interests in any securities, shares, options, warrants,

derivatives or convertible securities of the Concert Group and it had not dealt for

value in any securities, shares, options, warrants, derivatives or convertible securities

of any member of the Concert Group during the period commencing on the date which

is six months prior to the date of the announcement of the Company dated 29 May

2020 and ending on the Latest Practicable Date (the “Relevant Period”);

(b) Save for the 202,575,000 Shares held by Winsley Investment Limited (98% of its

shares held by Mr. Chan, 1% by his wife, Ms. Lucy Lo and 1% by his son, Mr.

Kingsley Chan) and the 127,775,152 Shares held by Mr. Chan (representing in

aggregate approximately 38.45% of the issued share capital of the Company as at the

Latest Practicable Date), none of the Directors or persons acting in concert with any

of them had any interests in the securities, shares, options, warrants, derivatives or

convertible securities of the Company or of any member of the Concert Group and,

none of the Directors or persons acting in concert with any of them had dealt for value

in any securities, shares, options, warrants, derivatives or convertible securities of the

Company or of any member of the Concert Group during the Relevant Period;

APPENDIX VIII STATUTORY AND GENERAL INFORMATION

− VIII-19 −

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE. THE
INFORMATION IN THIS DOCUMENT MUST BE READ IN CONJUNCTION WITH THE
SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.



(c) none of the subsidiaries of the Company, nor pension funds of the Company or of a
subsidiary of the Company nor advisers to the Company by a person who is presumed
to be acting in concert with the Company by virtue of class (5) of the definition of
acting in concert in the Takeovers Code or who is an associate of the Company by
virtue of class (2) of the definition of “associate” in the Takeovers Code, owned or
controlled any securities, shares, options, warrants, derivatives or convertible
securities of the Company and none of them had dealt for value in any securities,
shares, options, warrants, derivatives or convertible securities of the Company during
the Relevant Period;

(d) no person had any arrangement of the kind referred to in Note 8 to Rule 22 of the
Takeovers Code (which arrangement includes any indemnity or option arrangement,
or any agreement or understanding, formal or informal, by whatever nature, relating
to shares or other securities of the Company which may be an inducement to deal or
refrain from dealing) with the Company, or with any person who is presumed to be
acting in concert with the Company by virtue of classes (1), (2), (3) and (5) of the
definition of acting in concert in the Takeovers Code or who is an associate of the
Company by virtue of classes (1), (2), (3) and (4) of the definition of “associate” in
the Takeovers Code;

(e) there were no securities, shares, options, warrants, derivatives or convertible
securities in the Company which were managed on a discretionary basis by fund
managers connected with the Company;

(f) none of the Directors or any persons acting in concert with them had borrowed or lent
any shares, warrants, options, convertible securities or derivatives of the Company
during the Relevant Period;

(g) save as disclosed, there was no material contract entered into by the Company or by
any member of the Concert Group in which any of the Directors had a material
personal interest;

(h) there was no agreement or arrangement pursuant to which any of the Directors would
be given any benefit as compensation for loss of office or otherwise in connection
with the Acquisition, the Special Deal and the Whitewash Waiver;

(i) there was no agreement or arrangement between any of the Directors and any other
person which is conditional on or dependent upon the outcome of, or otherwise in
connection with the Acquisition, the Special Deal or the Whitewash Waiver;

(j) As at the Latest Practicable Date, Mr. Chan was interested in an aggregate of
330,350,152 Shares (representing approximately 38.45% of the issued share capital of
the Company as at the Latest Practicable Date), of which 202,575,000 Shares were
held indirectly through his 98%-owned company, Winsley Investment Limited, and as
such, Winsley Investment Limited shall abstain from voting at the SGM on the
resolutions to approve the Whitewash Waiver and the Special Deal; and

(k) there was no agreement, arrangement or understanding (including any compensation
arrangement) in the Company or any person acting in concert with it, and any of the
Directors, recent directors, shareholders or recent shareholders of the Company
having any connection with or dependence upon the Acquisition, the Special Deal or
the Whitewash Waiver.
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2. The Sole Sponsor

The Sole Sponsor has made the [REDACTED] on behalf of the Company to the

[REDACTED] for the [REDACTED] of and permission to deal in the Consideration Shares, the

Subscription Shares and the [REDACTED]. For the purpose of the [REDACTED], the Sole

Sponsor is considered an independent sponsor pursuant to Rule 3A.07 of the Listing Rules.

As at the Latest Practicable Date:

(a) neither the Sole Sponsor nor any persons controlling, controlled by or under the same

control as it owned or controlled any securities, shares, options, warrants, derivatives

or convertible securities of the Company;

(b) neither the Sole Sponsor nor any persons controlling, controlled by or under the same

control as it had any arrangement of the kind referred to in Note 8 to Rule 22 of the

Takeovers Code (which arrangement includes any indemnity or option arrangement,

or any agreement or understanding, formal or informal, by whatever nature, relating

to shares or other securities in the Company which may be an inducement to deal or

refrain from dealing) with any persons; and

(c) there was no agreement, arrangement or understanding between the Sole Sponsor or

persons controlling, controlled by or under the same control as the Sole Sponsor on

the one part and any of the Directors or Shareholders on the other part, which was

conditional on or dependent upon the outcome of, or otherwise in connection with the

Acquisition or the Whitewash Waiver.

3. Other advisers to the Company

As at the Latest Practicable Date, none of Independent Financial Adviser, or any person

controlling, controlled by or under the same control as the Independent Financial Adviser, any

bank, financial and professional advisers to the Company in relation to the Acquisition and any

person controlling, controlled by or under the same control as such banks, financial and

professional advisers, owned or controlled any securities, shares, options, warrants, derivatives

or convertible securities of the Company.

4. Market prices of the Shares

Trading in the Shares was suspended since 23 January 2018.
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M. FURTHER INFORMATION RELATING TO THE CONCERT GROUP UNDER THE
TAKEOVERS CODE

Set out below are details of the principal members of the Concert Group (for the purpose of the

Takeovers Code) and their respective directors:

Name Address Directors

Winsley Investment Limited Suite 1609, New East Ocean Centre

9 Science Museum Road

Tsimshatsui, East Kowloon

Hong Kong

Mr. Chan

Mr. Chan Chun Choi Flat B, 9/F, The Homestead

260-262 Prince Edward Road West

Kowloon City, Kowloon

Hong Kong

N/A

Ms. Lo So Wa Lucy Flat B, 9/F, The Homestead

260-262 Prince Edward Road West

Kowloon City, Kowloon

Hong Kong

N/A

Mr. Chan Kingsley Chiu Yin Flat B, 9/F, The Homestead

260-262 Prince Edward Road West

Kowloon City, Kowloon

Hong Kong

N/A

Mr. Chan has confirmed that as at the Latest Practicable Date:

(a) except disclosed in paragraph headed “D. Disclosure of Interests” in this Appendix, neither

he nor any person acting in concert with him owned or controlled any shares or convertible

securities, warrants, options or derivatives of the Company;

(b) neither he nor any persons acting in concert with him have entered into any outstanding

derivative in respect of securities in the Company;

(c) neither he nor any person acting in concert with him had any arrangement of the kind

referred to in Note 8 to Rule 22 of the Takeovers Code (which arrangement includes any

indemnity or option arrangement, or any agreement or understanding, formal or informal,

by whatever nature, relating to shares or other securities of the Company which may be an

inducement to deal or refrain from dealing) with any person;

(d) there was no agreement, arrangement or understanding (including any compensation

arrangement) between he or any person acting in concert with him, and any of the

Directors, recent directors, shareholders or recent shareholders of the Company having any

connection with or dependence upon the Acquisition, the Special Deal or the Whitewash

Waiver;
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(e) neither he nor any person acting in concert with him had borrowed or lent any shares,

warrants, options, convertible securities or derivatives of the Company;

(f) save and except for the Acquisition, neither he nor any person acting in concert with him

has dealt for value in any shares or convertible securities, warrants, options or derivatives

of the Company during the Relevant Period; and

(g) there was no agreement, arrangement or understanding entered into by him or any person

acting in concert with him for the transfer, charge or pledge of any Shares to any other

persons.

N. SOLE SPONSOR AND FINANCIAL ADVISER

A [REDACTED] on behalf of the Company has been submitted to the Stock Exchange by the

Sole Sponsor on 9 September 2020. Grand Moore Capital Limited, the Sole Sponsor, satisfies the

independence criteria applicable to sponsor as set out in Rule 3A.07 of the Listing Rules. The

aggregate fee of the Sole Sponsor is HK$[5.0 million], payable by the Company.

Messis Capital Limited is the financial adviser of the Company in connection with the

Resumption and the transactions contemplated under this circular.

O. TOTAL EXPENSES

The aggregate fees, together with the Stock Exchange [REDACTED] fee, the [REDACTED],

SFC transaction levy, legal and other professional fees, printing and other expenses relating to, among

other things, the Acquisition, the Subscription and the [REDACTED] are estimated to be

approximately HK$[REDACTED] in aggregate, of which HK$[REDACTED] are payable by the

Company and HK$[REDACTED] are payable by the Target Group.

P. ESTATE DUTY

The Directors have been advised that no material liability for estate duty is likely to fall on any

member of the Group in the BVI, Hong Kong, the PRC and other jurisdiction in which the companies

comprising the Group are incorporated.

Q. MISCELLANEOUS

(a) Save as disclosed in this circular,

(i) within the two years preceding the date of this circular, no share or loan capital of the

Company or any of its subsidiaries has been issued or agreed to be issued fully or

partly paid either for cash or for a consideration other than cash;

(ii) within the two years preceding the date of this circular, no commissions, discounts,

brokerages or other special terms have been granted in connection with the issue or

sale of any share or loan capital of any member of the Enlarged Group;
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(iii) no cash, securities or other benefit has been paid, allotted or given within the two

years preceding the date of this circular to any promoter of the Company nor is any

such cash, securities or benefit intended to be paid, allotted or given on the basis of

the introduction or related transaction as mentioned in this circular;

(iv) no share or loan capital of any member of the Enlarged Group is under option or is

agreed conditionally or unconditionally to be put under option;

(v) the Group has no outstanding convertible debt securities or debentures;

(vi) none of the Directors or proposed Director nor any of the persons whose names are

listed in the paragraph headed “G. Consents and qualifications of experts” in this

Appendix is interested in the promotion of or in any assets which have within the two

years immediately preceding the issue of this circular been acquired or disposed of by

or leased to any member of the Enlarged Group, or are proposed to be acquired or

disposed of by or leased to any member of the Enlarged Group;

(vii) within the two years preceding the date of this circular, no commission has been paid

or payable (except commission to sub-underwriter) to any persons for subscription,

agreeing to subscribe, procuring subscription or agreeing to procure subscription of

any shares of the Company or any of its subsidiaries; and

(viii) none of the Directors or proposed Director nor any of the persons whose names are

listed in the paragraph headed “G. Consents and qualifications of experts” in this

Appendix is materially interested in any contract or arrangement subsisting at the date

of this circular which is significant in relation to the business of the Enlarged Group.

(b) The Company has no founder shares, management shares or deferred shares.

(c) All necessary arrangements will be made to enable the Consideration Shares, the

Subscription Shares and the [REDACTED] to be admitted into CCASS for clearing and

settlement.

(d) The English text of this circular shall prevail over the Chinese text.
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The following is the text of a valuation report prepared for the purpose of incorporation in this

circular received from Roma Appraisals Limited, an independent valuer, in connection with its

valuations as at 30 June 2020 of the property interest held by the Group in Hong Kong. Terms defined

in this Appendix applies to this Appendix only.

22/F, China Overseas Building,

139 Hennessy Road, Wan Chai, Hong Kong

Tel (852) 2529 6878 Fax (852) 2529 6806

E-mail info@romagroup.com

http:// www.romagroup.com

[REDACTED]

Victory Group Limited

Suite 1609,

New East Ocean Centre,

No.9 Science Museum Road,

Kowloon,

Hong Kong

Dear Sir/Madam,

Re: Property Valuation of Office Unit 1609 on 16th Floor, New East Ocean Centre, No.9 Science

Museum Road, Kowloon, Hong Kong

In accordance with your instructions for us to value the captioned property held by Victory

Group Limited (the “Company”) and / or its subsidiaries (together referred to as the “Group”) located

in Hong Kong, we confirm that we have carried out inspection, made relevant enquiries and obtained

such further information as we consider necessary for the purpose of providing you with our opinion

of the market value of the property as at 30 June 2020 (the “Valuation Date”) for public disclosure

purpose.

1. BASIS OF VALUATION

Our valuation of the property is our opinion of the market value of the concerned property which

we would define as intended to mean “the estimated amount for which an asset or liability should

exchange on the valuation date between a willing buyer and a willing seller in an arm’s length

transaction, after proper marketing and where the parties had each acted knowledgeably, prudently

and without compulsion”.
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2. VALUATION STANDARDS

Our valuation is prepared in accordance with the RICS Valuation — Global Standards published

by the Royal Institution of Chartered Surveyors, HKIS Valuation Standards 2017 published by the

Hong Kong Institute of Surveyors, and the International Valuation Standards published by the

International Valuation Standards Council; the requirements set out in Chapter 5 of the Rules

Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited issued by The

Stock Exchange of Hong Kong Limited; and Rule 11 of the Hong Kong Code on Takeovers and

Mergers issued by the Securities and Futures Commission.

3. VALUATION METHODOLOGY

We have valued the property by the direct comparison approach assuming sale of the property

in its existing state with the benefit of vacant possession and by making reference to comparable sales

transactions as available in the relevant market. Comparison is based on the considerations realized

on actual transactions of comparable properties. Comparable properties with similar sizes, characters

and locations are analyzed and carefully weighed against all respective advantages and disadvantages

of each property in order to arrive at a fair comparison of value.

4. TITLE INVESTIGATION

We have carried out land searches at the Land Registry. However, we have not scrutinized all

the original documents to verify ownership or to ascertain the existence of any lease amendments

which may not appear on the copies handed to us.

5. VALUATION ASSUMPTIONS

Our valuation has been made on the assumption that the owner sells the property in the market

in its existing state without the benefit of deferred term contracts, leasebacks, joint ventures,

management agreements or any similar arrangements which would serve to affect the value of such

property. In addition, no account has been taken of any option or right of pre-emption concerning or

affecting the sale of the property.

No allowance has been made in our valuations for any charges, mortgages or amounts owing on

the property nor for any expenses or taxation which may be incurred in effecting a sale. Unless

otherwise stated, it is assumed that the property is free from encumbrances, restrictions and outgoings

of an onerous nature which could affect its value.

6. SOURCE OF INFORMATION

In the course of our valuation, we have relied to a considerable extent on the information

publicly available and information provided by the Group and have accepted advice given to us on

matters such as floor plans, identification of property, particulars of occupation, floor areas, building

age and all other relevant matters which can affect the value of the property. All documents have been

used for reference only.
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We have no reason to doubt the truth and accuracy of the information provided to us. We have

also been advised that no material facts have been omitted from the information supplied. We consider

that we have been provided with sufficient information to reach an informed view, and have no reason

to suspect that any material information has been withheld.

7. INSPECTION AND INVESTIGATIONS

We have inspected the exterior and, where possible, the interior of the property. No structural

survey has been made in respect of the property. However, in the course of our inspections, we did

not note any serious defects. We are not, however, able to report that the property is free from rot,

infestation or any other structural defects. No tests were carried out on any of the building services.

We have not carried out on-site measurement to verify the floor areas of the property under

consideration but we have assumed that the floor areas shown on the documents handed to us are

correct. Except as otherwise stated, all dimensions, measurements and areas included in the valuation

certificate are based on information contained in the documents provided to us and are therefore

approximations.

8. CURRENCY

Unless otherwise stated, all monetary amounts stated in our valuation are in Hong Kong Dollars

(HKD).

Our Valuation Certificate is attached.

Yours faithfully,

For and on behalf of

Roma Appraisals Limited

Frank F. Wong

BA (Business Admin in Acct/Econ) MSc (Real Est)

MRICS Registered Valuer MAusIMM ACIPHE

Director

Note: Mr. Frank F. Wong is a Chartered Surveyor, Registered Valuer, Member of the Australasian Institute of Mining &

Metallurgy and Associate of Chartered Institute of Plumbing and Heating Engineering with over 21 years of valuation,

transaction advisory and project consultancy experience of properties in Hong Kong and 13 years of experience in

valuation of properties in the PRC as well as relevant experience in the Asia-Pacific region, Australia and

Oceania-Papua New Guinea, Thailand, France, Germany, Poland, United Kingdom, United States, Abu Dhabi (UAE),

Ukraine and Jordan.
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VALUATION CERTIFICATE

Property held by the Group for owner occupation purpose in Hong Kong

Property Description and Tenure

Particulars of

Occupancy

Market Value in

Existing State as at

30 June 2020

Office Unit 1609 on 16/F,

New East Ocean Centre,

No.9 Science

Museum Road,

Kowloon,

Hong Kong

297/50,080 shares of and

in Kowloon Inland Lot

No.10880

The property comprises an office unit with a

saleable area of approximately 2,133 sq.ft. as

per the approved building plans and assignment

plans.

New East Ocean Centre is a 17-storey office

building with 3 basement floors and the

Occupation Permit No.K31/91 was issued on 3

July 1991.

Kowloon Inland Lot No.10880 is held under

Conditions of Exchange No.UB12011 for a lease

term from 29 July 1988 to 30 June 2047.

According to

information

provided by the

Group, the

property is

owner occupied

for office use as

at the Valuation

Date.

HKD34,600,000

(Hong Kong Dollar

Thirty Four Million

Six Hundred

Thousand)

Notes:

1. The registered owner of the property is Hong Kong Waho Development Limited vide Memorial No.UB5646835 dated

17 April 1993. Hong Kong Waho Development Limited is an indirect wholly-owned subsidiary of the Company.

2. The property falls within an area zoned “Commercial (5)” under Tsim Sha Tsui Outline Zoning Plan No. S/K1/28

gazetted under section 9(1)(a) of Town Planning Ordinance on 13 December 2013.

3. The surrounding of New East Ocean Centre is predominated by various commercial developments, university campus

and museums. Hung Hom MTR Station is located within 5 minutes walking distance from the property.

4. The property inspection was performed by Mr. Jack Zhou, MSc (Real Estate & Hospitality Asset) with over 2 year

property valuation experience in Hong Kong, in July 2020.

5. The property is subject to the following material encumbrances as at the Valuation Date:

a. Certification of Compliance vide Memorial No.UB4966259 dated 22 August 1991;

b. Deed of Mutual Covenant and Management Agreement with plans in favour of New East Ocean Centre

Management Limited “The Management Company” vide Memorial No. UB5003904 dated 11 September 1991;

c. Sub-Deed of Mutual Covenant with plan vide Memorial No. UB5156517 dated 27 December 1991;

d. Sub-Sub-Deed of Mutual Covenant with plan vide Memorial No. UB5646836 dated 17 April 1993; and

e. Tripartite Legal Charge/Mortgage in favour of China CITIC Bank International Limited for a consideration of all

monies vide Memorial No. 15010901000196 dated 30 December 2014.

6. This property valuation and property valuation report was prepared by Mr. Frank Wong and Mr. Alex Ma with over 21

and 7 years valuation experience in Hong Kong respectively.
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Copies of the following documents will be available for inspection at the principal place of

business of the Company at Suite 1609, New East Ocean Centre, 9 Science Museum Road,

Tsimshatsui, East Kowloon, Hong Kong, during normal business hour from 9:00 a.m. to 6:00 p.m.,

Monday to Friday (other than public holidays in Hong Kong) from the date of this circular up and

including the date of the SGM, and will be displayed on the website of the SFC (www.sfc.hk) and the

website of the Company (https://victoryg.com/):

1. the memorandum of association and bye-laws of the Company;

2. the memorandum and articles of association of the Target Company;

3. the letter from the Board, the text of which is set out in the section headed “Letter from

the Board” in this circular;

4. the letter of recommendation from the Independent Board Committee to the Independent

Shareholders, the text of which is set out in the section headed “Letter from the

Independent Board Committee” in this circular;

5. the letter of advice from Red Sun Capital Limited to the Independent Board Committee and

the Independent Shareholders, the text of which is set out in the section headed “Letter

from the Independent Financial Adviser” in this circular;

6. the annual reports of the Company for each of the three years ended 31 December 2019;

7. the accountant’s report of the Target Group for the financial years ended 30 September

2017, 2018 and 2019 and the nine months ended 30 June 2020 from Grant Thornton Hong

Kong Limited, the text of which is set out in Appendix I to this circular;

8. the audited consolidated financial statements of the companies comprising the Target

Group for the financial years ended 30 September 2017, 2018 and 2019 and the nine months

ended 30 June 2020;

9. the report on unaudited pro forma financial information of the Enlarged Group from Asian

Alliance (HK) CPA Limited, the text of which is set out in Appendix III to this circular;

10 the letters relating to profit estimate from Grant Thornton Hong Kong Limited and the Sole

Sponsor, respectively, the text of which is set out in Appendix IV to this circular;

11 the letter from Messis Capital Limited on the profit forecasts of Partneer Construction

Limited, the text of which is set out in Appendix V to this circular;

12 the report on the profit forecasts of Partneer Construction Limited from Grant Thornton

Hong Kong Limited, the text of which is set out in Appendix VI to this circular;

13. the letter of advice from Conyers Dill & Pearman summarising certain aspects of Bermuda

company law referred to in Appendix VII to this circular;
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14. the Bermuda Companies Act;

15. the material contracts referred to in the paragraph headed “Summary of material contracts”

in Appendix VIII to this circular;

16. the written consents referred to in the paragraph headed “Consents and qualifications of

experts” in Appendix VIII to this circular;

17 the valuation report and valuation certificate from Roma Appraisals Limited, the text of

which is set out in Appendix IX to this circular;

18 the counsel opinion issued by Mr. Chan Chung, barrister-at-law in Hong Kong on [●];

19. the industry report from China Insights Industry Consultancy Limited referred to in the

section headed “Industry Overview” to this circular;

20. the internal control report from Sam K. M. Ng CPA Limited referred to in the section

headed “Business of the Target Group” to this circular;

21. the final draft of the Bye-laws proposed to be adopted;

22. the Share Option Scheme; and

23. this circular.
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(Incorporated in Bermuda with limited liability)

(Stock code: 1139)

NOTICE OF SPECIAL GENERAL MEETING

NOTICE IS HEREBY GIVEN that a special general meeting (the “Meeting”) of Victory Group

Limited (the “Company”) will be held at [REDACTED] on [REDACTED], [REDACTED] at

[REDACTED] for the purpose of considering and, if thought fit, passing the following resolutions as

ordinary resolutions, with or without amendment:

SPECIAL RESOLUTION

1. “THAT:

(a) the amended and restated bye-laws of the Company (the “New Bye-laws”) (a copy of

which is marked “A” and produced at the Meeting and signed by the chairman of the

Meeting for identification purpose) be and is hereby approved and adopted as the

amended and restated bye-laws of the Company in substitution for and to the

exclusion of the existing bye-laws of the Company with immediate effect; and

(b) any one Director be and is hereby authorised generally to do all such acts and things

and to sign, execute and deliver all such documents (including the affixation of the

common seal of the Company where required) as he/she may, in his/her absolute

discretion, consider necessary, desirable or expedient to give effect, determine,

implement or complete any matters relating to or in connection with the

implementation of and giving effect to the adoption of the New-Bye-laws.”

ORDINARY RESOLUTIONS

2. “THAT:

(a) subject to and conditional upon the [REDACTED] of The Stock Exchange of Hong

Kong Limited (the “Stock Exchange”) granting the [REDACTED] of, and permission

to deal in, the Subscription Shares (as defined below), the [REDACTED] (as defined

below) and the Consideration Shares (as defined below), the conditional sale and

purchase agreement dated 7 August 2019 (as supplemented on 16 August 2019, 5

December 2019, 5 March 2020, 25 May 2020 and 4 September 2020) (the

“Acquisition Agreement”) and entered into between Mr. Chang Man Weng (the

“Vendor”) as vendor and the Company as purchaser, in relation to the sale and

purchase of the entire issued share capital of Million Celebration Limited (the
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“Target Company”) and the entire shareholder’s loan advanced by the Vendor to the

Target Company at a total consideration of HK$350,000,000 (a copy of which is

marked “B” and produced at the Meeting and signed by the chairman of the Meeting

for identification purpose) and the transactions contemplated thereunder, including:

(i) the allotment and issue of an aggregate of [REDACTED] new ordinary shares of

HK$0.001 each in the share capital of the Company (the “Share(s)”) at the issue

price of HK$[REDACTED] each (the “Consideration Share(s)”), credited as

fully paid, to the Vendor (or his nominee) pursuant to the terms and conditions

of the Acquisition Agreement; and

(ii) all other transactions contemplated under the Acquisition Agreement;

be and are hereby approved, ratified and confirmed; and

(b) any one director of the Company (“Director”) be and is hereby authorised generally

to do all such acts and things and to sign, execute and deliver all such documents

(including the affixation of the common seal of the Company where required) as

he/she may, in his/her absolute discretion, consider necessary, desirable or expedient

to give effect, determine, implement or complete any matters relating to or in

connection with the implementation of and giving effect to the Acquisition Agreement

and the transactions contemplated thereunder including the issue of the Consideration

Shares and to agree to such variation, amendment or waiver as are, in his/her opinion,

in the interests of the Company and its shareholders as a whole.”

3. “THAT:

(a) the subscription agreement (the “Subscription Agreement”) dated 16 August 2019

(as supplemented on 5 December 2019, 5 March 2020 and 4 September 2020) entered

into between the Company as issuer and Mr. Chan Chun Choi (the “Subscriber”) as

subscriber in relation to the proposed subscription of [REDACTED] Shares (the

“Subscription Share(s)”) at the price of HK$[REDACTED] per Subscription Share

(a copy of which is marked “C” and produced at the Meeting and signed by the

chairman of the Meeting for identification purpose) and the transactions contemplated

thereunder be and are hereby approved, ratified and confirmed;

(b) the Directors be and are hereby granted a specific mandate to exercise all the powers

of the Company to allot and issue the Subscription Shares, subject to and in

accordance with the terms and conditions set out in the Subscription Agreement; and
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(c) any one Director be and is hereby authorised generally to do all such acts and things

and to sign, execute and deliver all such documents (including the affixation of the

common seal of the Company where required) as he/she may, in his/her absolute

discretion, consider necessary, desirable or expedient to give effect, determine,

implement or complete any matters relating to or in connection with the

implementation of and giving effect to the Subscription Agreement and the

transactions contemplated thereunder including the issue of the Subscription Shares

and to agree to such variation, amendment or waiver as are, in his/her opinion, in the

interests of the Company and its shareholders as a whole.”

4. “THAT:

(a) the [REDACTED] dated [●] (the “[REDACTED]”) entered into between the

Company as issuer and [●] (the “[REDACTED]”) as [REDACTED] (a copy of which

is marked “D” and produced at the Meeting and signed by the chairman of the Meeting

for identification purpose) and the transactions contemplated thereunder (including

but not limited to the arrangement for the taking up of the unsubscribed

[REDACTED], if any, by the [REDACTED]) be and are hereby approved, confirmed

and ratified;

for the purpose of this resolution, “[REDACTED]” means the [REDACTED] Shares

proposed to be issued by the Company at the subscription price of HK$[REDACTED]

per [REDACTED] (the “[REDACTED]”) as to not more than [REDACTED] Shares

by the public and not more than [REDACTED] Shares to the qualifying shareholders

of the Company (the “Qualifying Shareholders”) whose names appear on the date by

reference to which entitlement under the [REDACTED] will be determined (other

than those shareholders (the “Non-Qualifying Shareholders”) with registered

addresses outside Hong Kong whom the Directors, after making relevant enquiry,

consider their exclusion from the [REDACTED] to be necessary or expedient on

account either of the legal restrictions under the laws of the relevant place or the

requirements of the relevant regulatory body or stock exchange in that place) subject

to the fulfilment of the conditions and terms set out in the [REDACTED];

(b) the Directors be and are hereby authorised to allot and issue the [REDACTED]

pursuant to the [REDACTED] notwithstanding the same may be offered, allotted or

issued otherwise than pro rata to the Qualifying Shareholders and, in particular, the

Directors may make such exclusions or other arrangements in relation to the

Non-Qualifying Shareholders as they may deem necessary, desirable or expedient to

having regard to any restrictions or obligations under the bye-laws of the Company

or the laws of, or the rules and regulations of any recognised regulatory body or any

stock exchange in, any territory outside Hong Kong;

(c) the [REDACTED] and the transactions contemplated thereunder (including but not

limited to the arrangements for taking up of the unsubscribed [REDACTED], if any,

by the [REDACTED]) be and is hereby approved, confirmed and ratified;
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(d) any one Director be and is hereby authorised generally to do all such acts and things

and to sign, execute and deliver all such documents (including the affixation of the

common seal of the Company where required) as he/she may, in his/her absolute

discretion, consider necessary, desirable or expedient to give effect, determine,

implement or complete any matters relating to or in connection with the

implementation of and giving effect to the [REDACTED] and the [REDACTED] and

the transactions contemplated thereunder, the exercise or enforcement of any of the

Company’s rights under the [REDACTED] and to agree to such variation, amendment

or waiver as are, in his/her opinion, in the interests of the Company and its

shareholders as a whole.”

5. “THAT:

the terms of the application for a waiver (the “Whitewash Waiver”) granted or to be

granted by the [REDACTED] of the Corporate Finance Division of the Securities and

Futures Commission to the Subscriber pursuant to Note 1 on the Dispensations from Rule

26 of the Code on Takeovers and Mergers of Hong Kong from an obligation to make a

mandatory general offer to other shareholders of the Company in respect of all the issued

Shares other than those already owned or agreed to be acquired by the Subscriber as a result

of the allotment and issue of the Subscription Shares, [REDACTED] and Consideration

Shares in full be and are hereby approved and any one Director be and is hereby authorised

generally to do all such acts and things and execute and deliver all such documents as he

may, in his/her absolute discretion, consider necessary, desirable or expedient to give

effect, determine, implement or complete any matters relating to the Whitewash Waiver.”

6. “THAT:

(a) subject to the consent of the [REDACTED] of the Corporate Finance Division of the

Securities and Futures Commission, and the satisfaction of all conditions, if any,

attached to the consent, the settlement of the indebtedness due to Mr. Chan Chun Choi

as more particularly set out in the section headed “Letter from the Board” of the

circular of the Company dated [●] (the “Special Deal”), be and is hereby approved

for the purpose of Rule 25 of the Code on Takeovers and Mergers of Hong Kong; and

(b) any one Director be and is hereby authorised generally to do all such acts and things

and to sign, execute and deliver all such documents (including the affixation of the

common seal of the Company where required) as he/she may, in his/her absolute

discretion, consider necessary, desirable or expedient to give effect, determine,

implement or complete any matters relating to or in connection with the

implementation of and giving effect to the Special Deal.”
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7. “THAT:

(a) conditional upon completion of the Acquisition Agreement, the appointment of Mr.

Chang Man Weng as executive Director with effect from the date of resumption of

trading in the Shares on the Stock Exchange be and is hereby approved; and

(b) any one Director be and is hereby authorised to fix the Directors’ remuneration and

to do all such acts and things and execute all such documents as he/she may, in his/her

absolute discretion, consider necessary, desirable or expedient in connection with the

appointment of Director set out in paragraph (a) above.”

By order of the Board

Victory Group Limited
Chan Chun Choi

Chairman and Managing Director

Hong Kong, [REDACTED]

Head office and principal place of business in Hong Kong:

Suite 1609, New East Ocean Centre

No. 9 Science Museum Road

Tsimshatsui East, Kowloon

Hong Kong

Registered office:

Clarendon House

2 Church Street

Hamilton HM 11

Bermuda

Notes:

1. A member of the Company who is entitled to attend and vote at the meeting convened by the above notice is entitled

to appoint a proxy to attend and vote on his behalf. A proxy need not be a member of the Company but must attend in

person to represent the member. A member who is the holder of two or more shares may appoint more than one proxy

to represent him and vote on his behalf. If more than one proxy is so appointed, the appointment shall specify the number

and class of shares in respect of which each such proxy is so appointed.

2. Where there are joint holders of any share, any one of such joint holder may vote, either in person or by proxy, in respect

of such share as if he were solely entitled thereto, but if more than one of such joint holders be present at any meeting,

the vote of the senior who tenders a vote, whether in person or by proxy, shall be accepted to the exclusion of the votes

of the other joint holders, and, for this purpose, seniority shall be determined by the order in which the names stand in

the register of members of the Company in respect of the joint holding.
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3. In order to be valid, the form of proxy together with any power of attorney or other authority under which it is signed

or a certified copy of such power of authority, must be deposited with the Company’s branch share registrar in Hong

Kong, [REDACTED], at [REDACTED] not less than 48 hours before the time for holding the Meeting, or any

adjournment thereof.

4. The register of members of the Company will be closed as follows:

For determining the entitlement to attend and vote at the meeting, the register of members of the Company will be closed

from [REDACTED] to [REDACTED] (both days inclusive), during which time no transfer of shares will be effected. To

ensure that shareholders are entitled to attend and vote at the meeting, all transfer documents accompanied by the

relevant share certificates must be lodged with the Company’s branch share registrar in Hong Kong, [REDACTED] at

[REDACTED] for registration no later than 4:30 p.m. on [REDACTED].

5. Completion and delivery of an instrument appointing a proxy should not preclude a member from attending and voting

in person at the meeting or any adjournment thereof and, in such event, the instrument appointing a proxy shall be

deemed to be revoked.

6. Pursuant to Rule 13.39(4) of the Rules Governing the Listing of Securities on the Stock Exchange, any votes of

shareholders at a general meeting must be taken by poll (except for those relating purely to a procedural or

administrative matter which may be voted on by a show of hands). Therefore, the resolutions proposed at the meeting

shall be voted by poll.

As of the date of this notice, the Board comprises Mr. Chan Chun Choi, Mr. Chan Kingsley Chiu Yin, Ms. Lo So Wa Lucy, and

as executive directors; Mr. Ip Ka Keung Patrick, Dr. Lam King Hang and Mr. Cheung Man Fu as independent non-executive

directors.
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