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DISCLOSEABLE AND CONNECTED TRANSACTION.

PROVISION OF FINANCIAL ASSISTANCE -

THE LOAN AGREEMENT

INTRODUCTION

We refer to our appointment as the Independent Financial Adviser to advise the independent

Board Committee and the Independent Shareholders in respect of the Loan Agreement and the

transaction contemplated thereunder, details of which are set out in the "Letter from the Board"

contained in the circular of the Company dated 24 March 2023 (the "Circular"). Terms used in
this letter shall have the same those defined in the Circular unless the contextmeanings as

requires otherwise.

On 28 February 2023, the Loan Agreement was entered into amongst Jiangnan Precision, an

indirect wholly owned subsidiary of the Company, as lender, Jiangnan Tiehejin, as borrower, and

Mr. Mei, as guarantor. Pursuant to the Loan Agreement, Jiangnan Precision has agreed to grant

the Loan in the principal amount of RMB20,000,000 to Jiangnan Tiehejin for a term of three

years

24 March 2023
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Putsuaiii the Loan Agreement. o11e of the conditions lirecedent to the di'awdowii of the Loan

include Jiangnaii Precision and Jiangnan Tiehejin naving entei'ed into the Option An Teement. The

Option Agreement was elite red into between Jiangnan Precision and Jiangnan Tiehejiii o11 28

February 2023. PUTSuant to which the Properly Acquisition Option will be oranted to Jiangnan

Precision, at nil consideration, to acquire the Properly. subject 10 the fulfilliient of all the

conditions precedent in the Loan Agreeiiient

LISTING RULES IMPLICATIONS

As at the Latest Practicable Date, Jianonan Tiehejin is owned as to approximately 90.0% by

Mr. Mei and approximately 10.0% by Ms. Cheii Yunjuan, mother of Mr. Mei. Mr. Mei is one of

the Conti'o111no Shaleholders and an executive Director. As such. Jiangiian Tiehejiii is regarded as

a connected pel'son of the Company and the orant of the Loan therefore constitute a connected

11'an saction PUTSuant to Chapter 14A of the Listing Rules

As one of the applicable percentage ratios (as defined in the Listing Rules) is more Ihaii 5%

but less than 25%, the transaction contemplated undei' the Loan Anteeinent constitute a

discloseable (undei' Chapter 14 of the Listing Rules) and connected transaction (under Chapter

14A of the Listing Rules) of the Company. and is sub. Iect 10 the reporting and announcement

requirements under Chapter 14 of the Listing Rules and the reportiiio. allnouncement, circular and

Independent SITareholders' approval requirements under Chapter 14A of the Listino Rules

The grant of the Property Acquisition Option under the Option Agreement would be treated

as a transaction and classified by reference 10 the percentage ratios (as defined under the Listing

Rules) PUTSuant to Rules 14.04(I)(b) and 14.73 of the Listino Rules. The exercise of the Ploperty

Acquisition Option is at the discretion of Jiangiian Piecision. According to Rules 14.75(I) and

14A. 79(2) of the Listing Rules. on the grant of tile Properly Acquisition Option, only the

premiuin (which is nil) will be taken into consideration for calculating the relevant percentage

ratios. The Company will comply willI the relevant requirements under the Listing Rules lipon the

exercise and non-exercise of the Property Acquisition Option (as the case may be)

THE INDEPENDENT BOARD CONIN, 11TTEE

The Independent Board Committee coinprising all the independent lion-executive Dii'ectors.

11amely Mr. La11 Ying Kit, Mr. Yang Guaiig and Mr. CaO Chenu. has been established to consider

and advise the Independent Shareholders as 10 (i) whether the terms of the Loan Agreement are

fair and Teasoiiable: (ii) \\, he ther the enterin, into the Loan Agi'Gement and the transaction

conteinplated theI'euiider is on normal commercial terms, in the oldinary and lisual course of

business of the Group alld in the interests of the Company and tile Shareholders as a whole; and

(11i) now the 111dependent Shareholdei's should \, o1e in respect of the relevant resolution 10 be

PI'oposed at the ECM. after taking Into account the recoinmendatioii of the Independent Financial
Adviser
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THE INDEPENDENT FINANCIAL ADVISER

As the Independent Financial Adviser to the Independent Boa!d Committee and the

Independent Shareholdei's. our 101e is to oive an independent opinion to the in dependeiii Board

Committee and the Independent Shaleholders as to (1) whethei the terms of the Loan Aoreemeni

are fair and reasonable; (ii) whether the entering 11/10 the Loan Agreement and the transaction

contemplated thereundei' Is on normal commercial terms, in the ordinary and Lisual course of

business of the Group and ill the interests of the Coinpany and the Shareholders as a whole; and

(111) how 111e Independent Shaleholders should \, o1e ill respect of the relevant resolution 10 be

proposed at the EGM

We nave not acted as an independent financial adviser or financial adviser 101 other

transactions of the Group in the last two years prior to the dale of the Circulai'. Pui'suant 10 Rule

13.84 of 111e Listino Rules, and Diveii that reinunei'allon for our Gnuaoement 10 0pine on the Loan

Agreement and the transaction contemplated theI'eunder Is at market level and not conditional

upon successful passing of the I'elevani resolution 10 be proposed at the EGM, and that our

engagement is on noriiial coininercial terms. we are Independent of and not associated with the

Company. its conti'o111ng shareholder(s) or connected person(s)

BASIS OF OUR ADVICE

in for111ulaiing our opinion. we nave reviewed. amongst others, (1) the annual I'eport of the

Company foi' the year ended 31 Decembei' 2021 (the "2021 Annual Report"): (ii) the interim

report of the Company for the six months ended 30 June 2022 (the "20221nterim Report"); (iii)

the Loan Agi'eement: (iv) the Option Agreement; and (v) other information contained or referled
to in the Circular

We nave also relied on the statements. informalioii. opinions and representations contained

or refei'red to in the Circular and/or PIOvided to lis by the Company, the Directors and the

management of the Grouj, (the "A, Ianagement"). We nave assumed that all the statements,

inforiitation. opinions and represeiiiations for' Inanei's relating 10 the Group contained or referI'ed

to 111 the Circular and/or provided to us by the Collipany, the Directors and the Management wei'e

reasonably made after due and careful enquiry and \\, ere true, accurate and conipleie at the lime

they were Inade and continued to be so as at the date of the EGl\I

We 11ave no reason to believe that any statements. infoi'Inaiion. opinions o1' representations

I'GIIed on by Lis ill forming our opinion is Lintrue. Inaccurate or 1111sleading at the lime the^ were

made o1' will be uniriie. Inaccurate or misleading at the date of Ihe EGM. nor are we aware of any

material facts the omission of which would rendei the slate In Grits. information, opinions or

representations provided 10 us to be Lintrue. Inaccurate or In isleading. We have assumed that all

the staleinents. inforiiiation. opinions and representations for niaiiers relating 10 the Coinpany

contained or referred 10 in the Circular and/or provided 10 us by the Company and tile

Management nave been reasonably made after due and careful enquiry. We consider Inat we have

been provided with and have reviewed sufficient information to Teach an infoTnTed view and to

provide a reasonable basis for our opinion. We nave I. elied on such statements. information,

opinions and representations and nave not conducted any independent investigation into the

business. financial conditions and affairs or fliture prospects of the Gi. oup
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PRINCIPAL FACTORS AND REASONS CONSIDERED

I. Background

1.1 Jnfoi'n, ation of the Group

Tlie Company is a company incorporated ill Cayiiiaii islands willI limited liability and

is principal Iy eiigaged in the Inariufaciure and sales of 11ai'd steel coil. 11npainted galvanised

steel I, roducts and pulliied galvaiiised steel products. Jiangiian Precision, all indii'ect wholly-

owned subsidiary of the Coinpaiiy. is a company established in the PRC and is principal Iy

engaged in steel processing

1.2 Financial information of the Group

Set out below Is a summary of the audited consolidated financial illformatioii of the

Gi'oup for the yeai's ended 31 December 2020 ("FY2020") alld 2021 ("FY2021"). which

has been extracted froiTT the 2021 Annual Report; and (Ii) the 11naudited coilsolidated

financial inforiiiatioii of the Group foi' the six nionths ended 30 June 2021 ("IH FY2021")

and 2022 ("IH FY2022"), which has been extracted fro!11 the 20221ntei'jin Report

Extract of consolidated statement of profit or loss

Revenue

Gross proiii

Profit/1105\I for Ihe wallpeiiud

Extract of consolidated statement of financial position

For the year ended
31 December

2020

R, \IB '000

Iaudi!edl

TDIal asseis

- Cash at ballk and on nand

- Ti'ade tilld bills felti\, able,

TDIal Iiabiliiies

- Bank and o1he!' loans

Net assets

1,606,146

176,470

72.41 I

2021

RAIB '000

inudiiedl

For the six nionlhs ended

30 June

2021

RAIB'000

(uriaudiiedj

CUI'rent 1,110!
Geai'ing ratio'

2.035.409

'34/01

98.097

As at 31 December

2020

foVB '000

(audited I

2022

RAIB '000

innaudiied)

992 642

124.581

64.394

764,715

34.401

(5144)

1,891,617

243,545

685,303

1209.467

511,150

682,150

2021

RAIBOOO

Iaudited)

As at 30 June

2022

RAIB '000

Iunaudiiedj

1,12366

216,064

721,918

1,151,142

503,927

761,224

1.4 111nes

0.7 limes
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1,886,764

255,799

631,765

1,155,760

500,607

731,004

1.4 limes

0.7 limes

1.3 111nes

07 limes



Noie\

Curreni milli 15 calculate, I its curieni lis\elk o\. ei' current 11nbiliiie\ o1'111e Group

, Geni'Ing ratio 15 calcul"led its loinl brink 11nd o1hei' loin^s ovei' 101"I equiiy of the Group

FY2020 vs FY2021

The Group I'ecorded revenue of approximately RMB2,035.4 niillion in FY2021.

representing all Increase of appi'oximately 26.7 % froni approximately RMB I. 606. I

million ill FY2020Inainly due to the increase ill overall avei'age selling price of 111e

steel products as a result of the upsurge of raw material prices. The Gi'oup recoi'ded

gross profit of approximately RMB234.2 nilllioii ill FY2021. representino an increase

of approximately 32.7% from approxiinaiely HKS176.5111illion in FY202011}airily due

10 (i) the incl'ease in revenue as discussed above; and (Ii) improve 111ent in overall gross
profit niai'gin. in particular 111e painted galvanized steel products. As a result of 111e

above. the Group recorded a substantial illcrease in net profit of approximately 35.5%

to approximately RMB98. I nilllion ill FY2021 fi'Qin approximately RMB72.4 million
in FY2020

As at 31 December 2020 and 2021. the Group's total assets nTainly consisted of

(1) propel'Iy, plant and equipment; (11) 11'ade and bills receivables; (ill) inventories: (iv)

cash at bank and on hand: and (v) prepayments. deposits and other receivables. The

Group's total assets remained stable at approximately RMB1.891.6 In11/10/1 and

approximately RMB1.912.4 nilllioit as at 31 December 2020 and 2021 respectively

The Groups casli at bank and on hand was approximately R\IB216. I million as at 31

Decembei' 2021. I'epresenting a decrease of approximately 11.3% froin approximately

RMB243.5 million as at 31 December 2020 niainly due to the net casli outflow froiii

investing activities and financing activities. which was partially offset by the net cas!I

generated froiii operating activities. The Group's trade and bills receivables, which

were 1110stly due within one nionth. \\, ere appi'oximately RMB721.9 million as at 31

Deceiiiber 2021. representing an increase of approximately 5.3% front appi'oximaiely

RMB685.3 million as at 31 December 2020. and was genei'ally in line \\, 1111 the

Groups incl'eased busiiiess activities

As at 31 December 2020 and 2021. the Group's total liabilities Inainly consisted

of (1) 11'ade and bills payables; and (ii) shoji-Ierin bank and other loans. The total

liabilities of the Group decreased by approximately 4.8% to approximately

RMB 1,151. I 1111/1ioii as 3I December 2021 froiii ftppi'oximately RMB1.209.5 1/1/1110n

as at 31 Decembei' 2020 Inainly due 10 the decrease in trade and bills payables from

appi'oximaiely RMB588.2 nilllion as at 31 December 2020 10 approximately

RMB515.8 million as at 31 December 2021. As a result of the above. the Group's net

assets 1111proved by approximately 11.6% fi'onI appi'oximately RMB682.211/11/10n as at

31 Decelliber 2020 to approximately RMB76I. 2111illioii as at 31 December 202 I
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Tile current ratio alld gearing I'atio of tile Group I'emained stable at approximately

1.4 times and 0.7 times as at each of 31 December 2020 and 2021 respectively

IH FY2021 I-s IH FY2022

The Group recorded revenue of approximately RMB764.7 million in IH FY2022.

repi'esenting a decrease of approximately 23.0% from approximately RMB992.6

million in IH FY2021 niainly due to the decrease ill overall sales volume of the

Group's steel products. in pailiculai' tile 11npainied galvanized steel products. The

Gi'oup recorded gross pi'of it of appi'oxiinaiely RMB34.4 niillion in IH FY2022,

representing a decrease of appi'oximately 72.4% fronT approximately RMB 124.6

million in IH FY2021 primarily due to the (1) decrease 111 overall revenue as discussed

above; and (ii) deterioration of gross profit Inargin froni approximately 12.6% in IH

FY2021 to 4.5% ill IH FY2022 mainly due to the increase in average production costs

resulting fi'o111 the drop in sales and production volume. as soilie of these costs were

fixed in nature. As a result of the above. the GTouj} recoi'ded a net loss of
approximately RMB5. I nilllion in IH FY2022 as coinpai'ed to a net profit of

approximately RMB64.4 nilllion ill IH FY2021

The Inajor coinponents of the Gi'oup's total assets wei'e substantially the same as

at 31 December 2021 and 30 June 2022. The total assets of the Group remained stable

at approximately RMB1.912.4 million and approximately RMB1,886.8 niillion as at 31

December 2021 and 30 June 2022 respectively. The Groups cash at bank and on hand

was approximately RMB255.8 nilllion as at 30 June 2022 repi'esentino all increase of

approximately 18.4% trolli approximately RMB216. I 1111/1ioii as at 31 December 2021

Inainly due to the net casli generated froiii operating activities. The Gi'oup's trade and

bills receivables. whicli were mostly due within one nionih, was appi'oxiitiately

RMB631.8 nilllioii as at 30 June 2022. representino a decrease of approximately
12.5% trolli approximately RMB721.9 niillioii as at 31 Deceiiiber 2021. The Inajor

coinponents of the Gi'oup's total liabilities were substantially the same as at 31

December 2021 alld 30 June 2022 where they remained stable at approximaiely

RMB1.151.1 In11/10/1 and RMB1.155.8 million as at 31 December 2021 and 30 Julie

2022 respectively. The Group's net assets also I'emained stable at approximately
RMB761.2111illioii and RMB731.011,111ioii as at 31 December 2021 and 30 June 2022

respectively

The current Iaiio of the Group deci'eased SIIohily trolli approximately 1.4 limes as

at 31 December 2021 to approximately 1.3 times as at 30 June 2022. The Deanng ratio

of the Group remained stable at 0.7 as at 31 December 2021 and 30 June 2022

respectively
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1.3 Outlook of the Group

As stated ill the 2021 An11nal Report. the CIOup expects that the steel industry will see

a new ^ound of structural opiiinisaiions. These are expected to result in steel prices being at

I'elative Iy 11igli levels. and as downsireaiii player in the steel Industry, high steel prices will

imply higher selling prices for the Groups products which would enhance the CIOup's
I'even ue

Meanwhile as reported in the 2022 inter1111 Repori. the Group's new production lines

are progressiveIy becoming operational. The expanded production capacity \\, ill be able 10

uplift production efficiency and reduce production costs. in nailicular. the Lise of smart

slitting and cutting production line and 30 smart storage will uplift the production

efficiency of galvanized steel plates and painted galvanized steel plates, enhancing product

quality and reducing production costs, placing the Group in a good position for' its future

business development and Inarket growth

1.4 tnforn, ajion of Jiangna, , Tiehejin

Jianonaii Tiehejiii is a company established in Ihe PRC with limited liability and is

principal Iy engaged in tile processing, production and sales of \, anous types of ferroalloy.

including fei'rotitaniuin and ferroaluminium. it is owned as to approximately 90.0% by

Mr. MeI and approximately 100% by Ms. Cheii Yuiijuan. niother of Mr. Mei. The uriaudited

consolidated net current asset \, alue and net asset value of Jiangnaii TieheJiii as at 31
December 2021 and 2022 each amounted 10 over RMB I billion.

2. The Group's rationale for entering into the Loan Agreement and the Option Agreement

According to the 2021 Annual Rel)ort and 20221ntei'inI Report, the Group had stable (i)

casli at bank and on hand of approximately RMB216. I million and RMB255.81/1/1110n: (ii) trade

and bills receivables. WITich were litosily due within one month. of appi'oximately RMB721.9

nilllion and RMB631.8 niillion; (ill) liei assets of approximately RMB761.2 1/1/1110n and

RMB731.0 nilllion: (iv) curreiii assets of approxiiiiately RMB 1,558. I million and RMB1.527.0

million (accounting for over 80% of the Group's total assets); and (v) current ratio of 1.4 limes

and 1.3 11/11es as at 31 Deceinber 2021 and 30 June 2022 respectively. We consider that the

Group's financial resouices o11 hand is sufficient to covei' its cull'eiit boirowinos. We nave

discussed willI 111e Managenient and noted that the Group is ill a liealtliy fillancial position where

there is 1110re than sufficient workino capital 10 lull the Group's operations. As such. the orani of

the Loan. \\, hicli is 1101 Inaterial to the overall financial position of the Group. will 1101 inIPOse

material impact on the working capital nor daily operaiions of the Group. The Management

considers that the orant of the Loan enables the Group to optimise The return o11 its assets as it

enables the Group 10 generale 1111erest Income
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Undei' the Loan Anyeement. one of the conditions precedent 10 Ihe drawdown of the Loan

includes Jiangnaii Pi'ecision and Jiangnaii Tiehejiii naving entered into the Option Agreement.

PUTSuaiii to whicli tile Propel'Iy Acquisition Option will be oranied to Jianunan Piecision. at nil

consideration. to acquire the Property with reference to the final price under the "coininercial-

housing pre-sale contract" and sucli Propel'ty Acquisition Option is exei'CISable at the sole

discretion of the Group. Under the Option Agreellient. the Grotip has the 1'1ght 10 select which two

floors of the Ne\\, Office Buildin0 10 be acquii'ed at its sole discretion. The niaximuni purchase

price of the Ploperty lipon the exercise of the Properly Acquisition Opiioii is capped at

RMB22.000.000. The opiioii exercise PI'ice of RMB22.000,000 was deternilned with reference to.

aniong other things, co the prevailing niarkei prices of propel'ties of similar nature and grading

available in the localities: and (ii) the current property niai'ket sentiment ill Changzhou City,

Jiangsti Province. Flirther details of the Property Acquisition Option and the Option Agreement
are set out in the "Letter froin the Board" of the Circular

The Ploperty consists of two stoleys of office units. each storey beino approximately 1500

sq. in. As advised by the Management, the current office of the Group situated at Wuyi County.

Hengshaiiqiao Town. Wujin District, Changzhou City, 11aiigsii Province. the PRC is a leased

pi'opei'Iy. it occupies an area of approxiniately 800 sq. in. and is steadily reaching lis niaximum

capacity \\, 1111 111nited space for lullhei' increase of wol'ksiations. The Group is seeking to acquire

new property for' office LISe in suppoi'I of the continued business growth of the Group. in

particulai'. tile expansion of the color-coaling business since 2021

We concur willI the Management's view that the possible acquisition of the Property in the

foreseeable future call save on I'Grital expenses and provides flexibiliiy for long ternT planning. To

the extent that the Propel'Iy is 1101 immediately fully Litilised by the Group for own-use. the \, acani

spaces Inay be leased out on a short-tellii basis 10 generale rental Income or be sold. There is also

potential to I' capital appi'eclallon in the long run. Further details of the Properly are set out in the
"Letter froiiT the Board" of the Cii'CUIai

Having considered that (1) the grant of Loan will not nave matei'iai financial jiltpaci on the

Group while enabling the Group to generate interest income: and (ii) the Properly Acquisition

Option is exercisable at the sole discretion of Group. which provides flexibility and potential

benefits 10 the Gi'oup as flirther discussed 111 the seciioii lieaded "The Ploperiy Acquisition

Option" below. we ale of the view that the enterinn into tile Loaii Agreeiiient and the Option

Agreement is in the in tel'esis of the Coinj, any and tile Shareholders as a whole
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3. Principal terms

Set out below 15 a summary of the principal terms of the Loan Agreeiiient and the Option

Agreemeiii. details of whicli are set out in the "Letter from the Boal'd" of the Circular

Tile Loan Agree, ,, eJ, I

Date

Parties

Principal

Tilleresi Rate

28 February 2023

(I ) Jiangnan Precision. as lender

(2) Jiangnaii Tiehejin. as bon'ower

(3) Mr. Mei. as guarantor

RMB20,000,000

5.5% pel' allnum. which is delei'mined willI reference 10

the Group's existing cost of capital in the Tallge of

approximately 4.0% 10 4.5%

All interests accrued PUTSuant to the Loan Agreement shall

be I'epayable by Jiangnan Tiehejiii to Jiangnaii Precision at

the Inaiuriiy of the Loan. it Jiangnan Precision chooses to

exercise the Property Acquisition Option and Jiangnaii

Precision and Jiangnaii Tiehejiii have formally entered into

a "coininercial-housing pre-sale contract" ((nib*I;;1:1^;;,'
a>) for the acquisition of the Properly. all interests 11nder
the Loan ADreeinent will be waived. and the principal

amount of the Loan shall be Lised 10 offset the purchase

price for Ihe acquisition of the Ploperiy

Repayment

Early repayment

The repayiiieni date of the principal amount and all

outstanding interests shall be three years froiii the

Drawdowii Date. Subject to compliance with laws and

regulations (including the Listing Rules ). Jiangnan

Precision alld Jiangnan Tiehejin Inay enter Into agreement

with tel'ms Inntually agreed for the extension of the Loan

Jiangnan Precision has the light 10 request the Borrowel' 10

repay the principal am Quill of the Loan and all accrued

interest ill ftill ahead of the I'epaymeni date of the Loan by

giving 10 the Borrower one nionth's PI'10r willten notice

-9-



Security The Loaii will be secui'ed by tile persoiial guarantee

provided by Mr. Mei. PUTSuant to \\, hich I\11'. MeI anleed

10 guarantee to Jiangnan Precision the payment obligation

of Jiangnan Tiehejin under the Loan Agi'eeliieni, which

includes but is not limited to the principal amount of the

Loan. Intel'est, damage compensation, an d 11q uidated

dalliages. and all costs (including litigation, legal fees and

enforcement fees. eic. ) alli'ibuted froiii Jiangnaii Tiehejin 's

repayiiieiit obligation undei' tile Loan Agreenieni. TITe

guarantee period shall end when the repayment obligation

of Jiangiian Tiehejiii 11nder the Loan Agreement is
fulfilled

Event of default If Jiangitan Tiehejiii defaults o11 tile repayment of the

Loan, Jiangnan Pi'ecision 11as the 1'1ghi to lake remedial

measures. including (a) requiring Jiangnaii Tiehejiii 10

rectify the breach: (b) requiring Jiangnaii Tiehejin to bear

the losses suffered by Jiangnan Precision; and (c)

requiring Jiangnan Tiehelin to Immediately repay the Loan

and 11npaid interests and all fees paid by and all losses

incurred by Jiangnaii Pi'ecisioii PUTSuant 10 the Loan

ADreement. Other events of default PUTSuani to the Loan

Agreement include: (i) Jiangnan Tiehejiii fails to ftilly and

punctually perform or comply with its obligations undei

the Loan Agi'eement: (ii) any repi'eseniations. wari'anties

and 11ndei'taking Inade or given by Jiangnaii TieheJin

PUTSuant to the Loan Agreement are untrue or 1111slGading

in Inaiei'iai respects; (111) any provision of the Loan

Agreeiiieni becomes Invalid, unenforceable or Jiangnan

Tiehejin's consent or approval to peltoriii lis obligations

undei' the Loan Agi'Gement is revoked or amended for

whatever I'eason; o1' (Iv) any debt of Jiangnaii Tiehejiii is

declared due prior 10 the expiry of the terni: o1' any

guai'antee or similar obligation of Jiangiiaii TielieJiii is 1101

released after the expiry of the tel'in



7'11e Option Agreement

PUTSuani 10 111e Loan Agreement. one of 111e colldiiions lirecedent to the drawdown of

the Loan is Jiangnaii Precision and Jiangiian Tiehejiii naving entered into the Option

Agreement. TITe Option Agreement \\, as entered into belween Jiangnaii Precision and

Iiaiignaii Tiehejiii o11 28 February 2023. PUTSuant to whicli the Propel'Iy Acquisition Option

will be granted to Jiangnan Precision, at 1111 coilsidei'allon. 10 acquire the Properly with

reference to the final price undel' tile "coinmeicia1-110usino pie-sale contract". subject to the
fulfillment of certain conditions precedent. Funher details of the Propel'Iy Acquisition
Option. the Option Agreement and the Property are set out in the "Letiei' froin the Board"
of the Circular

3.1 Evaluation of the principal terms of the Loan Agreement

J, , terest I'a re

The Mariaoement informed that tile interest Tale under the Loan Agreeinent is

determined with reference 10 co the existing cost of capital of the Group. which

represents the cost of obtaining filialicing to tnnd its operations; (ii) the loan priiiie

rates promulgated by the People's Bank of Cliina. \\, hich reflect general niarket

conditions; and (Iii) 111e ci'edit assessment on Jiangnan Tiehejin, as further discussed in

the section lieaded "Security and default risk" below

According to the 2022 Interim Report and the Management. co Ihe Group's

existillg cost of capital langed froiii 4.0% per allnuni to 4.5% per an nuni. (ii) the one-

year and over five-year loan pi'line rate promulgated by the Peoples Bank of China are

3.65% per annuin and 430% per annum. and (Iii) 111e averaoe interest rate of the

Group's existing tel'n} deposits is 1.9% per annum. The interest I'ale of 5.5% per annum

undei' the Loail ADreemeni is highei' than all of the above lates. Accordinuly. we

consider that the Interest late 11nder the Loan Agi'eelneni to be fair and reasonable

Security and default risk

The Loan will be secured by the personal nuai'antee PIOvided by Ml'. MeI.

PUTSuant to whicli Mr. MeI agreed 10 0uarantee to Jianonaii Precision the payment

obligaiioii of Jiangnaii Tiehejiii under tile Loaii Agreement. \\, hicli Includes but is 1101

limited to the I, rincipal amount of 111e Loan. Interest. dalliage coinpensaiion. and

liquidated dainages. and all costs (including litigation. legal fees and enforcement fees.

etc. ) alli'Ibuted noni Jiangnaii Tiehejiii's I'epayment obligation 11ndeT the Loan

Agreement. The uuarantee lieriod shall only end when tile repayment obligation of

Jiangnaii Tiehejiii 11nder the Loan Aureeiiieiit is fulfilled
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We 1101e Inai Mr. Mei is 111e Controlling Shareholder of both Jianonan Tiehejin

and 111e Coinpany. As advised by the Mallageinent. the Group has the right 10 request

for. allcl Jiangnan Tiehejiii and Mi'. Me I nave aoreed to. on a timely basis update the
Gi'oup on the usage of the Loan as well as the consti'uciioii PI'ogress of 111e Properly

They will also regulai'Iy provide the 01'0uj, with Jianonaii Tiehejin's financial

statements for the Group to continually assess tile credit standing of Jiangnan Tiehejin

We nave reviewed the uriaudited financial staleiiients includino balance sheets for

2021 and 2022 of Jiangnaii Tiehejin and personal financial information froni Mr. Mei.

including ballk statements and Mr. Alei's Shares held in the Coinpany througli Newi'ich

Limited by virtue of Interest in controlled coll)oralion and concur with the

Management Ihai Jiangnan Tiehejin is in a liealthy financial position and each of

Jianunan Tiehejin and Mr. Mei has sufficient financial resoui'ces for I'epayino the

Loan. We undei'stand trolli the Mariaoement that as Jianonan Tiehejin is a private

colltpany incorporated in the PRC. its financial statements are 1101 subject to annual

audit requirements 11nder tile relevant PRC rules and regulations and tilerefore, audited
financial statements are not available. Tlie Mariaoement infoi'med 111ai Jian urian

Tiehejin files its tax leturn to the relevant PRC authorities based on sucli 11naudited

financial inforiiiaiioii. We have reviewed Jiangnaii Tiehejin's tax filinos foi' 2021 alld

2022 and noted that the figures subiiiiited to 111e PRC authorities ale the same as those
of tile uriaudiied financial statements. We considei the use of 11naudited financial

statements for' this purpose to be reasonable and adequate

Having taken into account the above. we concur with the Management's \, Iew

Ihai the guai'antee provided by Mr. Me I call effective Iy safeouard the interests of the

Company and the default risk of the Loan is relatively low

Repayment and Ear. Iy I. epayment

PUTSuani to the Loan AUI'Gemeni. the repaynient dale of the principal amount and

all outstanding interests shall be three years froni the Drawdown Date. Althouuli the

Group will 1101 receive 1111erest income on a regulai' basis under sucli repayiiTeiit

arrangenient, the interest amount 10 be received is not niatei'iai I'elative to the Group's

scale of opei'allons and the Group does not rely on 11 as a material source of income

Notwithstanding that the principal anjount and all outstanding interests shall be

repaid at the nTaturiiy dale. as the Loan is subject to early I'epayinent lipon the demand

of the Group. despite the amount of the Loan is not Inaieria1 10 the overall financial

position of the Group as discussed above. in the event that the Group faces liquidity

needs. the Group 11as full riohis to request Jiangnaii Tiehejin to repay the Loan and all

accrued interest in ftill ahead of the Tellayineni date of the Loan in the case of liquidity

needs. We therefore consider 111e ovei'all I'epayment arrangement is fair and I'easonable



Tile Pr'operty Acquisition Option

Under the Loan Agi'eement. one of the conditions precedent to tile drawdowii of

the Loan is Jiangnan Precision and Jiangnan Tiehejiii havino eniei'ed into the Option

Agreeine!11. PUTSuant to which the Properly Acquisition Option will be granted. at nil

consideration. 10 Jiangnan Pi'ecision to acquire the Properly at a maximunT purchase

price capped at RMB22.000,000, and such Properly Acquisition Option is exercisable

at 111e sole disci'etioii of the Group

The Property Acquisition Option. which is exercisable at the sole discretion of

the Gi'oup. nierely represents all additional option available to the Group at the point

of settleiiient of the Loan. Such Properly Acquisition Option is favorable to the Group

as it PIOvides flexibility for 111e Group 10 0pi for' (i) receiving an interest illcoine fi'o1n

the Loan at matui'ity or when the Group requests for early repayiiieni; or (11) exercising

the Property Acquisition Option where it can purchase the Property at a price capped

at RMB22.000,000. potentially enjoying an upside ill the event Inai the niarkei \, alue

of the Propel'Iy exceeds RMB22.000,000 plus the accrued interests of the Loan. at the

time of the exercise of the Properly Acquisition Option. The Managemeiii infoi'med

Inat the option exercise price of RMB22,000,000 was deterin ined with reference to.

among other things. (1) the prevailing market pi'ices of properties of silliilar nature and

gi'adjng available in the localities; alld (11) the CUI'I'ent properly Inarket sentiment in

Changzhoti City, Jiangsu Province

Notwiihsiaiiding that all jilterests under the Loan Agreemeni will be waived if the

Company chooses 10 exei'cise the Propel'Iy Acquisition Option. the Company would

only exei'CISe such option \\, here the then prevailing niarket prices of properties of

SImilar nature and grading a\, allable in the localities Is 1101ably highei' than the exercise

price of RMB22.000,000 plus the accrued interests of the Loan. For Illustrative

pulposes. assuming that the Plopei'Iy is completed at the end of three years-time when

the Loan Agreement matures. if the the 11 Inai'ket \, alue of the Properly is less than

RMB25.300,000 (being 111e aggi'egate of the opiioii exercise I}rice of RMB22.000,000

and total in telest income of RMB3.300,000 to be waived Lipoii the exercise of the

Plopert}, Acquisition 0111ioii). the CTouj, would choose to receive interest income

Instead of exercising the Property ACquisitioii Option

Based o11 the above. we concui' with the I\ianaoellieni's \, iew that the Properly

Acquisition Option. which represenis all allei'native settlement arran Delnent of the Loan

willI extra flexibility and potential benefits 10 the Company. is fair and reasonable and

is on normal coiniiTercial terms and in the interests of the Conipany and the
SIIareholders as a whole



RECOMlv, IENDATION

Having considered the above principal factoi's, we are of the \, Iew that co the Tenjis of 111e

Loan Agi'eemeni are fail' and reasonable: and (11) although the entei'ing into the Loan Agreement

alld tile Transaction contemplated thereunder is 1101 in the ordinary alld usual course or business of

the Group. 11 is o11 normal commercial ternis and in the interests of the Company and the
Shareholders as a \\, hole

ACcoi'dingly. we I'econilliend 111e Independent Shareholders. as well as the Independent

Board Committee to advise The Tildependent Shareholders. to \, o1e ill favour of the resolution 10 be

proposed at the EGM to approve the Loan Agi'eelnent

I "

Mr. Cliang Sean PCy ("11fr. Chang") is a Responsible Officei' of Allus Caplinl Lii7iiied
licensed 10 calTy on T}, pe 4 fad\'ismg on securities). Type 6 (advising o11 coinoi'ale 11hance) and
Type 9 (assei 111anageiiieiit) regulated acii'viiits 11nder 111e SFO and perilii'tied 10 1111dei'lake I'Di'k as

a sponsoi'. He I'S also a Responsible Officei' of Anus 111\, esiments Linii!ed licensed 10 calvJ, o11

Type I (deanng in sectiJ'1'11ts) regulaied acii'\-7'1y under 111e SFO. Mi'. Cliaiig 11ns o1, ei' 25 years ill

experi'eiicc ill banking. cumoi'ale finance ad\, ISOiy and I'n \, estiiieiii n}ariageiiieii!. in pal'11ctilai'. lie

has paint^^aled ill spunsoiship \voi'k foi' 1111/1hl public oneiinus and acrecl as filialICJ'al advisei' o1'

111depeiideiii financial advisei' In \-WTOtis coipoi'ale filialIce ridvisoiy nunsaciioiis

C ang Sean Pey

Yours faithfully,
FDi' and on behalf of

Altus Capital Limited

Executive DJi'ec!or

Mi'. Leo Trim ( "M, ', Tani ") is a Responsible Officer' of Altus Capi'!al Limi'led licensed 10

calry on TJ. pe 6 (ad\, Ismg o11 coipoi'ale finance) legulated acti'\. 71y 1111dei' Ihe SFO and perniiiied 10

undertake \voi'k as a sponsoi'. He has over eiglii ), ears of experience in corporate fihance and
ridvisoiy in Hong Kong. in painculai'. he 11ns participated in sponsoiship u, o1'k 101' initial public

offeiiiios and acred as financial rid\, isei o1 illdependeiii financial advisei' in \all'ous coipoi'ale
filialice nansaciions. Mi'. Talli is a cellified public accouniant of file Hong Kong msii'tilte of
Cellified Public ACc0!1111anis

Leo Tam

Execuiive Direcior
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