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29 June 2016
To Shareholders
Dear Sir or Madam,
(1) ISSUE OF ORDINARY SHARES AND PREFERRED SHARES
PURSUANT TO SPECIFIC MANDATE;
(2) VERY SUBSTANTIAL ACQUISITION AND REVERSE TAKEOVER IN RELATION TO THE
ACQUISITION OF THE ENTIRE EQUITY CAPITAL OF 錫林郭勒盟宏博礦業開發有限公司
(XILIN GOL LEAGUE HONGBO MINING DEVELOPMENT CO., LTD.*);
(3) ISSUE OF CONVERTIBLE NOTE
PURSUANT TO SPECIFIC MANDATE;
(4) SPECIAL DEAL, CONNECTED TRANSACTION AND VERY SUBSTANTIAL DISPOSAL IN
RELATION TO THE DIVESTMENT OF 100% OF THE SHARES
IN AYKENS HOLDINGS LIMITED AND HOPLAND ENTERPRISES LIMITED;
(5) RECLASSIFICATION, REDESIGNATION AND INCREASE OF AUTHORISED SHARE
CAPITAL;
(6) ADOPTION OF NEW BYE-LAWS;
AND
(7) NOTICE OF SPECIAL GENERAL MEETING

* For identification purposes only
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INTRODUCTION
As set out in the Joint Announcement, the Company’s announcement dated 20 November
2015 and the announcements dated 28 January 2016, 23 March 2016 and 28 June 2016 jointly
issued by the Company and the Offeror, the Company and the Offeror jointly announced,
among other things, that on 22 June 2015:
(a)

the Sellers, Mr. Mo (being the ultimate controlling shareholder of the Sellers) and the
Offeror, entered into the S&P Agreement (as amended on 27 October 2015, 20
November 2015, 28 January 2016, 23 March 2016 and 28 June 2016) pursuant to
which the Offeror conditionally agreed to acquire and (i) Seller 1 conditionally
agreed to sell the Sale Shares, representing approximately 50.38% of the total
number of Ordinary Shares in issue as at the Latest Practicable Date; and (ii) Seller 2
conditionally agreed to sell the Sale Bonds, being part of the Convertible Bonds,
with an aggregate principal amount of HK$96,832,526;

(b) the Company and the Subscribers entered into the Subscription Agreement (as
amended on 23 October 2015, 20 November 2015, 28 January 2016, 23 March 2016
and 28 June 2016) pursuant to which, the Subscribers conditionally agreed to
subscribe for, and the Company conditionally agreed to allot and issue, a total of
4,017,323,774 Subscription Shares, comprising (i) 1,269,414,575 Ordinary
Subscription Shares under the Ordinary Shares Subscription; (ii) 1,373,954,600
Preferred Shares under the Tranche 1 Preferred Shares Subscription; and (iii)
1,373,954,599 Preferred Shares under the Tranche 2 Preferred Shares Subscription, at
the Subscription Price of HK$0.6696 per Subscription Share;
(c)

the Target Sellers (as sellers), the Company (as purchaser) and the PRC Target
entered into the Acquisition Agreement (as amended on 20 November 2015, 28
January 2016, 23 March 2016 and 28 June 2016), pursuant to which, the Company
conditionally agreed to acquire from the Target Sellers the entire equity interests in
the PRC Target at a consideration of RMB558,880,000 (equivalent to approximately
HK$665 million);

(d) the Company (as issuer), League Way (as subscriber) and the Offeror (as guarantor)
entered into the CN Subscription Agreement (as amended on 20 November 2015, 28
January 2016, 23 March 2016 and 28 June 2016) pursuant to which League Way
conditionally agreed to subscribe for, and the Company conditionally agreed to issue,
the Convertible Note with an aggregate principal amount of HK$250,000,000; and
(e)

the Company (as vendor) and Seller 1 (as purchaser) entered into the Divestment
Agreement (as amended on 23 October 2015, 20 November 2015, 28 January 2016,
23 March 2016 and 28 June 2016), pursuant to which the Company conditionally
agreed to sell, and Seller 1 conditionally agreed to purchase, the Divestment Shares,
the Current Accounts Receivable (being shareholder’s loans/advance receivable by
the Company from the Divestment Group) and the shares of SouFun held by the
Company (which, as a condition precedent to completion of the Divestment
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Agreement, will be transferred by the Company to Target 1 at the market price
effective at the time of such transfer) at the Initial Consideration of HK$1,652,995
which shall be subject to adjustment as set out in the Divestment Agreement.
The Transfer will be completed in two tranches. Immediately after the Tranche 1 Sale
Completion (which took place immediately following the execution of the first amendment
agreement to the S&P Agreement on 27 October 2015), the Offeror and parties acting in
concert with it were interested in an aggregate of 60,434,724 Ordinary Shares, representing
approximately 17.40% of the total number of Ordinary Shares in issue as at the Latest
Practicable Date. Subject to fulfilment (or where applicable, waiver) of the S&P Conditions
and immediately following the Tranche 2 Sale Completion (i.e. the S&P Completion), the
Offeror and parties acting in concert with it will be interested in an aggregate of 199,410,000
Ordinary Shares, representing approximately 57.41% of the total number of Ordinary Shares in
issue as at the Latest Practicable Date, and the Offeror will be required to make an
unconditional mandatory general offer in cash for all the issued Ordinary Shares (other than
those already owned by or agreed to be acquired by the Offeror and parties acting in concert
with it) pursuant to Rule 26.1 of the Takeovers Code.
The Ordinary Subscription Shares and any New Conversion Shares which may fall to be
issued by the Company upon conversion of the Preferred Shares and the Convertible Note will
be issued under the Specific Mandates which are subject to the Independent Shareholders’
approval at the SGM.
To make available sufficient number of unissued shares in the authorised share capital of
the Company for the allotment and issue of the Subscription Shares and the New Conversion
Shares, the Company proposes to increase its authorised share capital from HK$80,000,000 to
HK$130,000,000 by the creation of 5,000,000,000 Preferred Shares, such that the authorised
share capital of the Company shall become HK$130,000,000 divided into 8,000,000,000
Ordinary Shares and 5,000,000,000 Preferred Shares, and all the existing shares of the
Company in issue shall be designated as Ordinary Shares; and to adopt the New Bye-laws,
which shall, amongst other things, (a) reflect the aforesaid increase of the authorised share
capital and the creation and issue of the Preferred Shares, and (b) generally bring the bye-laws
of the Company in line with the current laws and practices in Bermuda and the Listing Rules.
The Acquisition constitutes (a) a very substantial acquisition for the Company under Rule
14.06(5) of the Listing Rules as one or more of the relevant percentage ratios under Rule 14.07
of the Listing Rules are over 100% for the Company in relation to the Acquisition; and (b) a
reverse takeover of the Company under Rule 14.06(6)(a) of the Listing Rules on the basis that
(i) the Acquisition constitutes a very substantial acquisition for the Company under Chapter 14
of the Listing Rules; and (ii) the Acquisition will take place in connection with the Transfer.
Accordingly, the Acquisition is subject to the approval of the Independent Shareholders at the
SGM.
As the Acquisition constitutes a reverse takeover of the Company, the Company is being
treated as if it were a new listing applicant under Rule 14.54 of the Listing Rules. The
Company has submitted a new listing application to the Stock Exchange and the Acquisition
will be subject to the approval of the Listing Committee. As the PRC Target’s principal
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business relates to exploration and extraction of natural resources, the deemed new listing
application of the Company is required to comply with all the applicable requirements under
the Listing Rules, in particular the applicable requirements under Chapters 8, 9 and 18 of the
Listing Rules. Based on the audited financial information on the PRC Target set out in
‘‘Appendix III — Accountants’ Report on the PRC Target’’ to this circular, the PRC Target is
not able to satisfy the financial requirements under Rule 8.05 of the Listing Rules. The PRC
Target is a mineral company under Chapter 18 of the Listing Rules and has been in the
exploration and development stage in respect of its upstream crude oil business. The Company
has applied for, and the Stock Exchange [has granted], a waiver from strict compliance with
Rule 8.05 of the Listing Rules. For further information on the relevant waiver from strict
compliance with Rule 8.05 of the Listing Rules, please refer to the section headed ‘‘Waivers
from Strict Compliance with the Listing Rules’’ in this circular.
As one or more of the applicable percentage ratios in respect of the Divestment are 75%
or more, the Divestment constitutes a very substantial disposal for the Company under Chapter
14 of the Listing Rules. Seller 1 is wholly owned by, and is an associate of, Mr. Mo, a nonexecutive Director. Accordingly, the Divestment also constitutes a connected transaction for the
Company. Pursuant to Chapter 14 and Chapter 14A of the Listing Rules, the Divestment
Agreement and the transactions contemplated thereunder are therefore subject to the disclosure
and the Independent Shareholders’ approval requirements. Since the Divestment is an
arrangement made between the Company and Seller 1, the majority Shareholder, which is not
capable of being extended to all Shareholders, the Divestment constitutes a special deal of the
Company under Rule 25 of the Takeovers Code and requires the consent of the Executive.
Such consent, if granted, will be subject to (i) an independent financial advisor publicly stating
that in its opinion the terms of the Divestment are fair and reasonable; and (ii) the approval of
the Divestment by the Independent Shareholders by way of poll at the SGM.
The purpose of this circular is to provide you with (i) further details of the Subscription
Agreement, the Acquisition Agreement, the CN Subscription Agreement and the Divestment
Agreement; (ii) financial information of the Group; (iii) audited financial information of the
PRC Target; (iv) the Independent Technical Report; (v) the Competent Evaluator’s Report; (vi)
unaudited financial information of the Divestment Group as reviewed by the Company’s
auditors; (vii) the reports by the auditors of and the financial advisor to the Company on the
unaudited net losses of the Divestment Group and the reports by the reporting accountants of
and the financial advisor to the Company on the estimated gain from the Divestment in
accordance with the Takeovers Code; (viii) the unaudited pro forma financial information of
the Restructured Group; (ix) a letter from the Independent Board Committee advising the
Independent Shareholders on the Divestment Agreement; (x) a letter from the Independent
Financial Advisor advising the Independent Board Committee and the Independent
Shareholders on the Divestment Agreement; and (xi) the notice of the SGM.
S&P AGREEMENT
Date
22 June 2015 (as amended on 27 October 2015, 20 November 2015, 28 January 2016, 23
March 2016 and 28 June 2016)
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Parties
(i)

The Sellers (as sellers) comprising:
(1) Upsky Enterprises Limited (being Seller 1), which as at the date of the S&P
Agreement was beneficially interested in 209,753,409 Ordinary Shares (representing
approximately 60.39% of the total number of issued Ordinary Shares); and
(2) Tanisca Investments Limited (being Seller 2), which as at the date of the S&P
Agreement was beneficially interested in the Convertible Bonds with an aggregate
principal amount of HK$120,000,000

(ii) Mr. Mo (being the 100% beneficial owner of the Sellers and is jointly and severally liable
for certain obligations of the Sellers under the S&P Agreement); Mr. Mo is a nonexecutive Director
As at the Latest Practicable Date, Mr. Mo was beneficially interested in approximately
6.65% of the issued class A ordinary shares in SouFun and approximately 88.70% of the
issued class B ordinary shares in SouFun (not including Mr. Mo’s interest in options and
convertible instruments over shares of SouFun). Each class A ordinary share of SouFun is
entitled to one vote in the general meeting of SouFun and each class B ordinary share of
SouFun is entitled to 10 votes. In aggregate, Mr. Mo held approximately 70.02% of the
outstanding voting rights in SouFun as at the Latest Practicable Date. Mr. Mo is also the
executive chairman of the board of directors and the chief executive officer of SouFun.
(iii) The Offeror (as purchaser)
Immediately prior to the entering into of the S&P Agreement, the Offeror and parties
acting in concert with it, were interested in an aggregate of 24,410,000 Ordinary Shares,
representing approximately 7.03% of the total number of Ordinary Shares in issue as at
the Latest Practicable Date.
Save as disclosed in this circular, the Offeror has confirmed that immediately before
entering into the S&P Agreement, each of the Offeror, its beneficial owners and parties
acting in concert with it is a third party independent of and not connected with the
Company and its connected persons.
Subject matters of the S&P Agreement
Pursuant to the S&P Agreement, each of the Sellers has conditionally agreed to sell and
transfer to the Offeror and the Offeror has conditionally agreed to purchase and acquire from
the Sellers:
1.

175,000,000 Sale Shares beneficially owned by Seller 1, representing approximately
50.38% of the total number of Ordinary Shares in issue as at the Latest Practicable
Date; and

– 65 –

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

LETTER FROM THE BOARD
2.

the Sale Bonds beneficially owned by Seller 2, with an aggregate principal amount of
HK$96,832,526 which is convertible into 262,063,670 CB Conversion Shares based
on the Existing CB Conversion Price of HK$0.3695 per CB Conversion Share,
representing:
(i)

approximately 75.45% of the total number of Ordinary Shares in issue as at the
Latest Practicable Date;

(ii) approximately 43.00% of the total number of Ordinary Shares in issue as
enlarged by the allotment and issue of 262,063,670 CB Conversion Shares to
the Offeror upon exercise of the conversion rights attached to the Sale Bonds in
full based on the Existing CB Conversion Price of HK$0.3695 per CB
Conversion Share; and
(iii) approximately 38.99% of the total number of Ordinary Shares in issue as
enlarged by the allotment and issue of all 324,763,193 CB Conversion Shares
upon exercise of the conversion rights attached to all the Convertible Bonds in
full based on the Existing CB Conversion Price of HK$0.3695 per CB
Conversion Share.
Completion of the Transfer shall take place in two tranches:
(a)

the Tranche 1 Sale Completion, in respect of the 36,024,724 Sale Shares and the Sale
Bonds with an aggregate principal amount of HK$14,964,000 (convertible into
40,497,970 CB Conversion Shares based on the Existing CB Conversion Price),
which has taken place immediately following the execution of the first amendment
agreement to the S&P Agreement on 27 October 2015; and

(b) the Tranche 2 Sale Completion (i.e. the S&P Completion), in respect of the
remaining 138,975,276 Sale Shares and the remaining Sale Bonds with an aggregate
principal amount of HK$81,868,526 (convertible into 221,565,700 CB Conversion
Shares based on the Existing CB Conversion Price) shall take place on the first
business day after the Conditions as further set out below under the sub-section
headed ‘‘S&P Agreements — S&P Conditions’’ in this section are fulfilled (or, where
applicable, waived).
As further detailed below, as a result of the Subscription and the CN Subscription, the
Existing CB Conversion Price (which is applicable at the time to signing of the S&P
Agreement) will be adjusted from HK$0.3695 to HK$0.0672 per CB Conversion Share
pursuant to the terms and conditions of the Convertible Bonds upon the Subscription
Completion and the CN Subscription Completion (which are expected to take place
simultaneously, but in any event after the S&P Completion). Based on the Adjusted CB
Conversion Price of HK$0.0672 per CB Conversion Share, the Sale Bonds with an aggregate
principal amount of HK$96,832,526 may be converted into a total of 1,440,960,208 CB
Conversion Shares.
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Immediately prior to the entering into of the S&P Agreement (as amended on 27 October
2015, 20 November 2015, 28 January 2016, 23 March 2016 and 28 June 2016), Seller 1 held
209,753,409 Ordinary Shares representing approximately 60.39% of the total number of
Ordinary Shares in issue as at the Latest Practicable Date and Seller 2 held the Convertible
Bonds with an aggregate principal amount of HK$120,000,000 which are convertible into
324,763,193 CB Conversion Shares at the Existing CB Conversion Price of HK$0.3695 per CB
Conversion Share.
Immediately after the Tranche 1 Sale Completion:
(a)

Seller 1 continues to hold 173,728,685 Ordinary Shares representing:
(i)

approximately 50.02% of the total number of Ordinary Shares in issue as at the
Latest Practicable Date;

(ii) approximately 27.51% of the total number of Ordinary Shares in issue as
enlarged by the allotment and issue of 284,265,223 CB Conversion Shares to
Seller 2 upon exercise of the conversion rights attached to the Convertible
Bonds with an aggregate principal amount of HK$105,036,000 held by Seller 2
(immediately after the Tranche 1 Sale Completion) in full at the Existing CB
Conversion Price of HK$0.3695 per CB Conversion Share; and
(iii) approximately 25.85% of the total number of Ordinary Shares in issue as
enlarged by the allotment and issue of 324,763,193 CB Conversion Shares upon
exercise of the conversion rights attached to all the Convertible Bonds in full at
the Existing CB Conversion Price of HK$0.3695 per CB Conversion Share; and
(b) Seller 2 continues to hold the Convertible Bonds with an aggregate principal amount
of HK$105,036,000 which are convertible into 284,265,223 CB Conversion Shares at
the Existing CB Conversion Price of HK$0.3695 per CB Conversion Share,
representing:
(i)

approximately 81.84% of the total number of Ordinary Shares in issue as at the
Latest Practicable Date;

(ii) approximately 45.01% of the total number of Ordinary Shares in issue as
enlarged by the allotment and issue of 284,265,223 CB Conversion Shares to
Seller 2 upon exercise of the conversion rights attached to the Convertible
Bonds with an aggregate principal amount of HK$105,036,000 held by Seller 2
(immediately after the Tranche 1 Sale Completion) in full at the Existing CB
Conversion Price of HK$0.3695 per CB Conversion Share; and
(iii) approximately 42.30% of the total number of Ordinary Shares in issue as
enlarged by the allotment and issue of 324,763,193 CB Conversion Shares upon
exercise of the conversion rights attached to all the Convertible Bonds in full at
the Existing CB Conversion Price of HK$0.3695 per CB Conversion Share.
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Subject to fulfilment (or where applicable, waiver) of the S&P Conditions and
immediately after the Tranche 2 Sale Completion (i.e. the S&P Completion):
(a)

Seller 1 will continue to hold 34,753,409 Excluded Shares representing:
(i)

approximately 10.01% of the total number of Ordinary Shares in issue as at the
date of the Latest Practicable Date;

(ii) approximately 8.48% of the total number of Ordinary Shares in issue as
enlarged by the allotment and issue of 62,699,523 CB Conversion Shares to
Seller 2 upon exercise of the conversion rights attached to the Excluded Bonds
in full at the Existing CB Conversion Price of HK$0.3695 per CB Conversion
Share; and
(iii) approximately 5.17% of the total number of Ordinary Shares in issue as
enlarged by the allotment and issue of 324,763,193 CB Conversion Shares upon
exercise of the conversion rights attached to all the Convertible Bonds in full at
the Existing CB Conversion Price of HK$0.3695 per CB Conversion Share; and
(b) Seller 2 will continue to hold the Excluded Bonds with an aggregate principal
amount of HK$23,167,474 which are convertible into 62,699,523 CB Conversion
Shares at the Existing CB Conversion Price of HK$0.3695 per CB Conversion Share,
representing:
(i)

approximately 18.05% of the total number of Ordinary Shares in issue as at the
Latest Practicable Date;

(ii) approximately 15.29% of the total number of Ordinary Shares in issue as
enlarged by the allotment and issue of 62,699,523 CB Conversion Shares to
Seller 2 upon exercise of the conversion rights attached to the Excluded Bonds
in full at the Existing CB Conversion Price of HK$0.3695 per CB Conversion
Share; and
(iii) approximately 9.33% of the total number of Ordinary Shares in issue as
enlarged by the allotment and issue of 324,763,193 CB Conversion Shares upon
exercise of the conversion rights attached to all the Convertible Bonds in full at
the Existing CB Conversion Price of HK$0.3695 per CB Conversion Share.
Based on the Adjusted CB Conversion Price of HK$0.0672 per CB Conversion Share
(which shall become effective upon the Subscription Completion and the CN Subscription
Completion), the Excluded Bonds with an aggregate principal amount of HK$23,167,474 may
be converted into a total of 344,754,077 CB Conversion Shares and all the Convertible Bonds
with an aggregate principal amount of HK$120,000,000 may be converted into a total of
1,785,714,285 CB Conversion Shares.
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Consideration
The consideration for the Sale Shares is HK$117,180,000, being equivalent to HK$0.6696
per Sale Share and the consideration for the Sale Bonds is HK$175,477,833, being equivalent
to HK$0.6696 per underlying CB Conversion Share, which may fall to be issued upon exercise
of the conversion rights attached to the Sale Bonds at the Existing CB Conversion Price of
HK$0.3695 per CB Conversion Share.
The total consideration for the Transfer was arrived at after arm’s length negotiations
among the Sellers, Mr. Mo and the Offeror and shall be payable by the Offeror by wire transfer
of immediately available funds in HK$ in the following manner:
(a)

upon the Tranche 1 Sale Completion, (i) an amount of HK$24,122,155 has been paid
by the Offeror to Seller 1; and (ii) an amount of HK$27,117,441 has been paid by
the Offeror to Seller 2; and

(b) upon the Tranche 2 Sale Completion (i.e. the S&P Completion), (i) an amount of
HK$93,057,845 shall be payable to Seller 1; and (ii) an amount of HK$148,360,392
shall be payable to Seller 2.
Accordingly, the aggregate considerations under the Tranche 1 Transfer and the Tranche 2
Transfer were HK$51,239,596 and HK$241,418,327, respectively.
S&P Conditions
The following Conditions shall only be applicable to the Tranche 2 Sale Completion.
1.

Conditions precedent to the obligation of the Offeror to complete the S&P Agreement

The obligation of the Offeror to complete the Tranche 2 Transfer is conditional upon
satisfaction of all the following conditions, any one or more of which may be waived by the
Offeror in writing:
(a)

the representations and warranties of Mr. Mo and the Sellers as set out in the S&P
Agreement remaining true and correct in all material respects;

(b) each of Mr. Mo and the Sellers having performed and complied in all material
respects with all covenants, obligations and agreements required by the S&P
Agreement to be performed or complied with by such party on or prior to the date of
the S&P Completion;
(c)

the Sale Shares remaining listed and traded on the main board of the Stock Exchange
at all times from the date of the S&P Agreement to the date of the S&P Completion,
and no indication having been received on or before the date of the S&P Completion
from the SFC and/or the Stock Exchange to the effect that the listing of the Sale
Shares on the Stock Exchange will or may be withdrawn or objected to (or
conditions will or may be attached thereto) as a result of the S&P Completion or in

– 69 –

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

LETTER FROM THE BOARD
connection with the terms of the S&P Agreement save for any temporary suspension
that may be ordered or imposed by any governmental authority in relation to the
S&P Agreement;
(d) all consents, authorisations, approvals, exemptions and waivers required by Mr. Mo
and the Sellers from the Board or the Shareholders or any governmental authority for
the consummation of the transactions contemplated by the S&P Agreement having
been obtained and all necessary filings, notifications and other regulatory
requirements to which Mr. Mo or any Seller is subject having been made or
satisfied, including:
(i)

the passing of resolutions by the Independent Shareholders in the SGM
approving, among other things, the execution of the Transaction Documents and
consummation and completion of the transactions thereunder; and

(ii) the Company having obtained the approval in principle for the consummation
and completion of the reverse takeover contemplated under the Transaction
Documents from the Listing Committee of the Stock Exchange;
(e)

2.

Mr. Mo and the Sellers having delivered a certificate, dated the date of the S&P
Completion and signed by Mr. Mo and a director of each Seller, confirming the
satisfaction of the conditions 1(a) and 1(b) set out above.

Conditions precedent to the obligation of the Sellers to complete the S&P Agreement

The obligation of each of the Sellers to complete the Tranche 2 Transfer is conditional
upon satisfaction of all the following conditions, any one or more of which may be waived by
such Seller in writing:
(a)

the representations and warranties of the Offeror as set out in the S&P Agreement
remaining true and correct in all material respects;

(b) the Offeror having performed and complied in all material respects with all
covenants, obligations and agreements required by the S&P Agreement to be
performed or complied with by the Offeror on or prior to the date of the S&P
Completion;
(c)

all consents, authorisations, approvals, exemptions and waivers required by the
Offeror from any governmental authority for the consummation of the transactions
contemplated by the S&P Agreement having been obtained and all necessary filings,
notifications and other regulatory requirements to which the Offeror is subject having
been made or satisfied;

(d) the Offeror having delivered a certificate, dated the date of the S&P Completion and
signed by a director of the Offeror, confirming the satisfaction of the conditions 2(a)
and 2(c) set out above;
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(e)

the passing of resolutions by the Independent Shareholders in the SGM approving,
among other things, the execution of the Transaction Documents and consummation
and completion of the transactions thereunder; and

(f)

the Company having obtained the approval in principle for the consummation and
completion of the reverse takeover contemplated under the Transaction Documents
from the Listing Committee of the Stock Exchange.

As at the Latest Practicable Date, none of the above S&P Conditions had been fulfilled,
the Offeror had no intention to waive any of the S&P Conditions; and according to the Sellers
and Mr. Mo, they also had no intention to waive any of the S&P Conditions.
If the S&P Conditions set out above are not fulfilled by the Target Completion Date,
being 31 August 2016 (or any other date agreed upon in writing by the Offeror, Mr. Mo and
the Sellers), the S&P Agreement (in respect of the Sale Shares and the Sale Bonds under the
Tranche 2 Transfer) shall become null and void and have no further force or effect, except that
any such termination shall be without prejudice to the rights of any party to the S&P
Agreement in respect of any breach of the S&P Agreement prior to such termination.
S&P Completion
The S&P Conditions 1(d)(i), 1(d)(ii), 2(e) and 2(f) as set out above under the sub-section
headed ‘‘S&P Agreement — S&P Conditions’’ in this section shall not be construed in any way
to mean or imply that the S&P Completion is subject to the completion of any transaction
under any of the Transaction Documents and in particular, the S&P Completion is not subject
to the Subscription Completion. The Transfer is not required to be made conditional on any
special deal and thus is not conditional on the completion of the Divestment. The S&P
Completion shall take place on the first business day after the S&P Conditions as set out above
have been satisfied or waived (other than those conditions that by their terms cannot be
fulfilled until the S&P Completion).
The Sellers, Mr. Mo and the Offeror shall use their respective best efforts to ensure that
the S&P Conditions are fulfilled by the Target Completion Date, being 31 August 2016, or
such other date agreed to by the parties to the S&P Agreement in writing.
The Tranche 1 Sale Completion took place on 27 October 2015.
Mr. Mo and the Sellers’ covenants
Mr. Mo and the Sellers have covenanted to the Offeror as follows:
1.

Subject to the S&P Completion, Mr. Mo and the Sellers shall cause Mr. Mo, Ms.
Cao and Zhang Shaohua not to resign as Directors until the first closing date of the
Offer.
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2.

Mr. Mo and the Sellers shall, and shall cause the Company to, each use their best
endeavours to ensure the satisfaction of S&P Conditions 1(c) to 1(d)(ii) and 2(c) to
2(f) as set out above under the sub-section headed ‘‘S&P Agreement — S&P
Conditions’’ in this section above as soon as reasonably practicable.

POSSIBLE UNCONDITIONAL MANDATORY CASH OFFER
Shareholding interests of the Offeror and its concert parties in the Company
Prior to the entering into of the S&P Agreement (as amended on 27 October 2015, 20
November 2015, 28 January 2016, 23 March 2016 and 28 June 2016), the Offeror did not hold
any Ordinary Shares, or any other relevant securities in the Company, and whilst (i) IDG
Technology (which is managed by its general partner IDG Technology Venture Investment III,
LLC (‘‘IDG Technology GP’’), and Ho Chi Sing (何志成) and Zhou Quan (周全) (who are the
directors of IDG-Accel Ultimate GP, the ultimate general partner of the IDG Funds which in
turn own approximately 49.14% of the issued share capital of Titan Gas Holdings, the sole
shareholder of the Offeror) are the only two managing members of IDG Technology GP, who
manage IDG Technology GP pursuant to an operating agreement); and (ii) Lin Dongliang (林
棟梁) (a director of Titan Gas Holdings which is interested in 100% of the issued shares of the
Offeror and also a director of Standard Gas which held approximately 35.13% of Titan Gas
Holdings) held 11,500,000 Ordinary Shares and 12,910,000 Ordinary Shares, representing
approximately 3.31% and 3.72% of the total number of Ordinary Shares in issue as at the
Latest Practicable Date respectively. Given the above, IDG Technology and Lin Dongliang (林
棟梁) are therefore parties acting in concert with the Offeror under the Takeovers Code.
Accordingly, prior to the entering into of the S&P Agreement (as amended on 27 October
2015, 20 November 2015, 28 January 2016, 23 March 2016 and 28 June 2016), the Offeror
and parties acting in concert with it, were interested in an aggregate of 24,410,000 Ordinary
Shares, representing approximately 7.03% of the total number of Ordinary Shares in issue as at
the Latest Practicable Date. Immediately after the Tranche 1 Sale Completion and as at the
Latest Practicable Date, the Offeror and parties acting in concert with it were interested in an
aggregate of 60,434,724 Ordinary Shares, representing approximately 17.40% of the total
number of Ordinary Shares in issue as at the Latest Practicable Date.
Subject to fulfilment (or where applicable, waiver) of the S&P Conditions and
immediately following the Tranche 2 Sale Completion (i.e. the S&P Completion), the Offeror
and parties acting in concert with it will be interested in an aggregate of 199,410,000 Ordinary
Shares, representing approximately 57.41% of the total number of Ordinary Shares in issue as
at the Latest Practicable Date, and the Offeror will be required to make an unconditional
mandatory general offer in cash for all the issued Ordinary Shares (other than those already
owned by or agreed to be acquired by the Offeror and parties acting in concert with it)
pursuant to Rule 26.1 of the Takeovers Code.
Pursuant to the S&P Agreement and the CN Subscription Agreement, Mr. Mo, Seller 1,
Seller 2 and League Way have irrevocably and unconditionally undertaken in favour of the
Offeror, that, amongst others, (i) Seller 1 will not accept the Offer in respect of the 34,753,409
Excluded Shares during the Relevant Period; (ii) Seller 1 will not transfer the Excluded Shares
during the Relevant Period; (iii) Seller 2 will not transfer the Excluded Bonds during the
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Relevant Period; (iv) Seller 2 will not accept an offer (if any) to be made by the Offeror to
acquire all the Convertible Bonds (other than those already owned or agreed to be acquired by
the Offeror and parties acting in concert with it) in respect of the Excluded Bonds with a
principal amount of HK$23,167,474 during the Relevant Period; (v) Seller 2 will not convert
any of the Excluded Bonds into Ordinary Shares during the Relevant Period; (vi) League Way
will not accept an offer (if any) to be made by the Offeror to acquire the Convertible Note
(other than those already owned or agreed to be acquired by the Offeror and parties acting in
concert with it) during the CN Relevant Period; and (vii) League Way will not convert the
Convertible Note during the CN Relevant Period.
As such, subject to and upon the S&P Completion, Essence Securities, will on behalf of
the Offeror, make the Offer for all the issued Ordinary Shares (other than those already owned
or agreed to be acquired by the Offeror and parties acting in concert with it) pursuant to Rule
26.1 of the Takeovers Code. Details of the terms and information related to the Offer are set
out in the Joint Announcement under the sub-section headed ‘‘Possible Unconditional
Mandatory Cash Offer’’.
It is the intention of the sole director of the Offeror and the Board to combine the offer
document and the offeree board circular in the Composite Document. In accordance with Rule
8.2 of the Takeovers Code, the Composite Document containing, among other things; (i) details
of the Offer (including the expected timetable); (ii) a letter of advice from the Independent
Board Committee to the Independent Shareholders in relation to the Offer; and (iii) a letter of
advice from the Independent Financial Advisor to the Independent Board Committee in relation
to the Offer, is required to be despatched to the Shareholders within 21 days of the date of the
Joint Announcement or such later date as the Executive may approve. As the making of the
Offer by the Offeror is subject to the prior fulfilment of pre-conditions and the pre-conditions
cannot be fulfilled within the time period contemplated by Rule 8.2 of the Takeovers Code,
consent has been obtained by the Offeror from the Executive under Note 2 to Rule 8.2 of the
Takeovers Code to extend the deadline for the despatch of the Composite Document to 7
September 2016.
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THE SUBSCRIPTION AGREEMENT
Date
22 June 2015 (as amended on 23 October 2015, 20 November 2015, 28 January 2016, 23
March 2016 and 28 June 2016)
Parties
Issuer:

The Company

Subscribers:

Ordinary Subscription Shares
to be subscribed
Aggregate
Number of
Subscription
Ordinary
Monies
Shares
(HK$)

Subscribers

(1)
(2)
(3)
(4)

(5)

(6)
(7)
(8)
(9)
(10)
(11)
(12)
(13)
(14)

The Offeror
Lu Xi
Fang Chao
華寶.境外市場投資2號系列20–6期
QDII單一資金信托
(Hwabao.Overseas Investment
Series 2 No. 20–6 QDII Single
Money Trust*)
華寶.境外市場投資2號系列20–7期
QDII單一資金信托
(Hwabao.Overseas Investment
Series 2 No. 20–7 QDII Single
Money Trust*)
New Fast Investments Limited
Real Smart Holdings Limited
Grand Empire Global Limited
True Success Global Limited
Sonic Gain Limited
Aquarius Investment
Haitong International Securities Company
Limited
ExaByte Capital Fund L.P.
Rich Harvest Worldwide Ltd.

Tranche 1 and Tranche 2
Preferred Shares
to be subscribed
Aggregate
Number of
Subscription
Preferred
Monies
Shares
(HK$)

649,641,578
14,934,289
14,934,289
93,588,212

435,000,001
10,000,000
10,000,000
62,666,667

1,411,505,622
—
—
—

945,144,164
—
—
—

46,794,106

31,333,333

—

—

124,701,315
50,029,870
50,029,870
75,044,800
149,716,246
—
—

83,500,001
33,500,001
33,500,001
50,249,998
100,249,998
—
—

116,736,360
116,736,360
116,736,360
175,104,540
175,104,540
443,369,176
50,000,000

78,166,667
78,166,667
78,166,667
117,250,000
117,250,000
296,880,000
33,480,000

—
—

—
—

14,934,289
127,681,952

10,000,000
85,495,835

1,269,414,575

850,000,000

2,747,909,199

1,840,000,000

Please refer to the sections headed ‘‘Information on the Offeror’’ and ‘‘Information on the
Public Shares Subscribers’’ below for further information on the Subscribers.
Subscription Shares
The Subscription comprises (i) the Ordinary Shares Subscription of 1,269,414,575
Ordinary Subscription Shares; (ii) the Tranche 1 Preferred Shares Subscription of
1,373,954,600 Preferred Shares; and (iii) the Tranche 2 Preferred Shares Subscription of
1,373,954,599 Preferred Shares.
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The 1,269,414,575 Ordinary Subscription Shares represent:
(i)

approximately 365.48% of the total number of Ordinary Shares in issue as at the
Latest Practicable Date;

(ii) approximately 78.52% of the total number of Ordinary Shares in issue as enlarged by
the allotment and issue of the Ordinary Subscription Shares; and
(iii) approximately 19.46% of the total number of Ordinary Shares in issue as enlarged by
the allotment and issue of:
(a)

the Ordinary Subscription Shares;

(b) all the New Conversion Shares to be issued upon conversion of the
1,373,954,600 Tranche 1 Preferred Shares and 1,373,954,599 Tranche 2
Preferred Shares (based on the initial conversion price of HK$0.6696 per
Ordinary Share);
(c)

1,785,714,285 CB Conversion Shares to be issued upon exercise of the
conversion rights attached to the Convertible Bonds in full (based on the
Adjusted CB Conversion Price of HK$0.0672 per CB Conversion Share); and

(d) 373,357,228 New Conversion Shares to be issued upon exercise of the
conversion rights attached to the Convertible Note in full (based on the initial
conversion price of HK$0.6696 per Ordinary Share).
The aggregate nominal value of the Ordinary Subscription Shares is HK$12,694,145.75.
Upon conversion of the Tranche 1 Preferred Shares in full at the initial conversion price
of HK$0.6696 per Ordinary Share, 1,373,954,600 New Conversion Shares will be allotted and
issued, representing:
(i)

approximately 395.58% of the total number of Ordinary Shares in issue as at the
Latest Practicable Date;

(ii) approximately 45.94% of the total number of Ordinary Shares in issue as enlarged by
the allotment and issue of the Ordinary Subscription Shares and the New Conversion
Shares to be issued upon conversion of the Tranche 1 Preferred Shares in full
(assuming that no Tranche 2 Preferred Shares are converted into Ordinary Shares and
there is no other change in the number of issued Ordinary Shares);
(iii) approximately 26.68% of the total number of Ordinary Shares in issue as enlarged by
the allotment and issue of:
(a)

the Ordinary Subscription Shares;
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(b) the New Conversion Shares to be issued upon conversion in full of the
1,373,954,600 Tranche 1 Preferred Shares (assuming that no Tranche 2
Preferred Shares are converted into Ordinary Shares and there is no other
change in the number of issued Ordinary Shares);
(c)

1,785,714,285 CB Conversion Shares to be issued upon exercise of the
conversion rights attached to the Convertible Bonds in full (based on the
Adjusted CB Conversion Price of HK$0.0672 per CB Conversion Share); and

(d) 373,357,228 New Conversion Shares to be issued upon exercise of the
conversion rights attached to the Convertible Note in full (based on the initial
conversion price of HK$0.6696 per Ordinary Share); and
(iv) approximately 21.06% of the total number of Ordinary Shares in issue as enlarged by
the allotment and issue of:
(a)

the Ordinary Subscription Shares;

(b) the New Conversion Shares to be issued upon conversion in full of the
1,373,954,600 Tranche 1 Preferred Shares and the 1,373,954,599 Tranche 2
Preferred Shares (at the initial conversion price of HK$0.6696 per Ordinary
Share and assuming there is no other change in the number of issued Ordinary
Shares);
(c)

1,785,714,285 CB Conversion Shares to be issued upon exercise of the
conversion rights attached to the Convertible Bonds in full (based on the
Adjusted CB Conversion Price of HK$0.0672 per CB Conversion Share); and

(d) 373,357,228 New Conversion Shares to be issued upon exercise of the
conversion rights attached to the Convertible Note in full (based on the initial
conversion price of HK$0.6696 per Ordinary Share).
The aggregate nominal value of the 1,373,954,600 New Conversion Shares which may be
issued upon the conversion of the Tranche 1 Preferred Shares in full based on the initial
conversion price of HK$0.6696 per Ordinary Share is HK$13,739,546.00.
Upon conversion of the Tranche 2 Preferred Shares in full at the initial conversion price
of HK$0.6696 per Ordinary Share, 1,373,954,599 New Conversion Shares will be allotted and
issued, representing:
(i)

approximately 395.58% of the total number of Ordinary Shares in issue as at the
Latest Practicable Date;

(ii) approximately 31.48% of the total number of Ordinary Shares in issue as enlarged by
the allotment and issue of the Ordinary Subscription Shares and the New Conversion
Shares to be issued upon conversion of both the Tranche 1 Preferred Shares and the
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Tranche 2 Preferred Shares in full (based on the initial conversion price of
HK$0.6696 per Ordinary Share and assuming that there is no other change in the
number of issued Ordinary Shares); and
(iii) approximately 21.06% of the total number of Ordinary Shares in issue as enlarged by
the allotment and issue of:
(a)

the Ordinary Subscription Shares;

(b) the New Conversion Shares to be issued upon conversion of both the Tranche 1
Preferred Shares and the Tranche 2 Preferred Shares in full (based on the initial
conversion price of HK$0.6696 per Ordinary Share and assuming that there is
no other change in the number of issued Ordinary Shares);
(c)

1,785,714,285 CB Conversion Shares to be issued upon exercise of the
conversion rights attached to the Convertible Bonds in full (based on the
Adjusted CB Conversion Price of HK$0.0672 per CB Conversion Share); and

(d) 373,357,228 New Conversion Shares to be issued upon exercise of the
conversion rights attached to the Convertible Note in full (based on the initial
conversion price of HK$0.6696 per Ordinary Share).
The aggregate nominal value of the 1,373,954,599 New Conversion Shares which may be
issued upon the conversion of the Tranche 2 Preferred Shares in full based on the initial
conversion price of HK$0.6696 per Ordinary Share is HK$13,739,545.99.
Subscription Price
The Subscription Price of HK$0.6696 per Subscription Share represents:
(i)

a discount of approximately 88.65% to the closing price of HK$5.90 per Ordinary
Share as quoted on the Stock Exchange on 19 June 2015, being the Last Trading
Day;

(ii) a discount of approximately 88.29% to the average closing price of approximately
HK$5.72 per Ordinary Share as quoted on the Stock Exchange for the last five
consecutive trading days up to and including the Last Trading Day (when trading in
the Ordinary Shares was not suspended);
(iii) a discount of approximately 85.03% to the average closing price of approximately
HK$4.474 per Ordinary Share as quoted on the Stock Exchange for the last 10
consecutive trading days up to and including the Last Trading Day (when trading in
the Ordinary Shares was not suspended);
(iv) a premium of approximately HK$0.9720 over the audited net liabilities of the Group
as at 31 March 2015 as represented by each Ordinary Share (before any conversion
of the Convertible Bonds) of approximately HK$0.3024; and
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(v) a premium of approximately 76.21% over the unaudited pro forma adjusted net
tangible assets of the Restructured Group as at 30 September 2015 as represented by
each Ordinary Share in issue upon completion of the Transactions (assuming
conversion in full of the Convertible Bonds (at the Adjusted CB Conversion Price),
the Convertible Note and the Preferred Shares) of approximately HK$0.38.
The Subscription Price is the same as the purchase price per Sale Share under the S&P
Agreement and was arrived at after arm’s length negotiations between the Company and the
Subscribers (including the Offeror) after taking into account the prevailing market price of the
Ordinary Shares, the trading volume of the Ordinary Shares and the financial position of the
Group as at 31 March 2015.
Subscription Conditions
Subscription Completion by each Subscriber is conditional upon the fulfilment (or waiver
by the Majority Subscriber(s), as the case may be) of the following conditions precedent:
(a)

each of the S&P Agreement and the Transaction Documents having been duly
executed;

(b) the current listing of the Ordinary Shares not having been cancelled or withdrawn,
the Ordinary Shares continuing to be traded on the Stock Exchange at all times from
the date of the Subscription Agreement to the date of the Subscription Completion
(save for any temporary suspension pending publication of the Joint Announcement
(or such other period as the Majority Subscriber(s) may agree)), and neither the
Stock Exchange nor the SFC having indicated that either one of them will qualify,
object to, cancel or withdraw such listing and/or dealings in the Ordinary Shares
(including the Ordinary Subscription Shares) for reasons related to or arising from
the transactions contemplated under the Subscription Agreement;
(c)

the passing of resolutions by the Independent Shareholders at the SGM approving,
among other things:
(i)

the execution of the Transaction Documents and consummation and completion
of the transactions thereunder;

(ii) the Increase of Authorised Share Capital and Adoption of New Bye-laws
Resolution; and
(iii) the Specific Mandate (in respect of the Ordinary Subscription Shares and the
New Conversion Shares arising from conversion of the Preferred Shares);
(d) the Listing Committee of the Stock Exchange having granted the listing of and
permission to deal in the Ordinary Subscription Shares and the New Conversion
Shares which may be issued upon exercise of the conversion rights attached to the
Preferred Shares and such approval and granting of permission not having been
withdrawn or revoked;
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(e)

the S&P Completion having occurred in accordance with the terms and conditions
and timetable pursuant to the S&P Agreement and on such terms and conditions to
the satisfaction of the Majority Subscriber(s);

(f)

the Acquisition Completion having occurred in accordance with the terms and
conditions and timetable pursuant to the Acquisition Agreement and on such terms
and conditions to the satisfaction of the Majority Subscriber(s);

(g) the Divestment Completion having occurred in accordance with the terms and
conditions and timetable pursuant to the Divestment Agreement and on such terms
and conditions to the satisfaction of the Majority Subscriber(s);
(h) the Group having obtained all consents from other relevant approval authority which
are necessary to be obtained for the execution and performance of the S&P
Agreement and the Transaction Documents and any of the transactions contemplated
under the S&P Agreement and the Transaction Documents;
(i)

the Group having obtained all consents from third parties which are necessary to be
obtained for the execution and performance of the S&P Agreement and the
Transaction Documents and any of the transactions contemplated under the S&P
Agreement and the Transaction Documents;

(j)

there being no relevant approval authority or any other natural or legal person that
has:
(i)

instituted or threatened any action or investigation to restrain, prohibit or
otherwise challenge the issuance of the Subscription Shares or any of the
transactions contemplated under the S&P Agreement and the Transaction
Documents;

(ii) threatened to take any action as a result of or in anticipation of the
implementation of the transactions contemplated under the S&P Agreement and
the Transaction Documents; or
(iii) instituted or threatened any action for the delisting of or suspension of trading
of the Ordinary Shares on the Stock Exchange;
(k) there having been no statute, regulation or decision which would prohibit or restrict
the execution, delivery or performance of the S&P Agreement and the Transaction
Documents or the consummation of the transactions contemplated under the S&P
Agreement and the Transaction Documents having been enacted or taken by any
approval authority whether in Hong Kong, the PRC or elsewhere;
(l)

there having been no material adverse change (as defined in the Subscription
Agreement);
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(m) representations, warranties and undertakings given by the Company in the
Subscription Agreement being true, accurate and correct in all material respects at
Subscription Completion and the Company having performed all its obligations under
the S&P Agreement and the Transaction Documents to be performed before the
Subscription Completion;
(n) the Subscribers or such custodian(s) as designated by the Majority Subscriber(s)
receiving on or prior to the Subscription Completion: (i) the audited consolidated
accounts of the Group (including notes to and auditors’ report on those accounts) for
the financial year ended 31 March 2014; (ii) legal opinions from the Company’s
Bermuda lawyers dated the date of the Subscription Completion substantially in the
form and substance to the satisfaction of the Subscribers; and (iii) such other
documents relating to the transactions contemplated under the Subscription
Agreement as the Majority Subscriber(s) may reasonably require;
(o) the Company having complied fully with the pre-completion obligations set out in
the Subscription Agreement and otherwise having performed in all material respects
all of the covenants and agreements required to be performed by it under the S&P
Agreement and the Transaction Documents simultaneously;
(p) there having been delivered to the Subscribers a completion certificate from the
Company confirming that all the conditions precedent (other than the conditions (f),
(g), (n) and (o) set out above, this condition and condition (q) below) have been met;
and
(q) completion of the due diligence investigation on the assets, liabilities, business,
financial and legal matters relating to the Group and the results being satisfactory to
the Majority Subscriber(s) in their absolute discretion.
The Subscribers may, at any time, acting through the Majority Subscriber(s), waive in
whole or in part any of the Subscription Conditions (other than the Subscription Conditions set
out in paragraphs (c) and (d) above) by giving written notice to the Company.
In the event that any of the above Subscription Conditions are not fulfilled or waived (as
applicable) prior to the long stop date on 31 August 2016 (or such later date as the Company
and the Majority Subscriber(s) may agree), then none of the Company nor the Subscribers shall
be bound to proceed with the transactions contemplated under the Subscription Agreement and
the Subscription Agreement shall lapse and none of the parties to the Subscription Agreement
shall have any claim against other parties save as to any antecedent rights of the Subscription
Agreement.
As at the Latest Practicable Date, none of the above Subscription Conditions had been
fulfilled and the Subscribers had no intention to waive any of the above conditions.
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Registration under SAFE regulations
Under the terms of the Subscription Agreement, each Subscriber who is a PRC national or
an entity incorporated under PRC law, or directly or indirectly owned by one or more PRC
nationals, shall consult with SAFE regarding any registration with respect to his/its investment
in the Company and the transactions contemplated under the Subscription Agreement pursuant
to the SAFE Circular on Relevant Issues Concerning Foreign Exchange Administration for
Domestic Residents to Engage in Overseas Investment and Financing and Round Trip
Investment via Special Purpose Companies (Hui Fa [2014] No. 37) 《國家外匯管理局關於境
(
內居民通過特殊目的公司境外投融資及返程投資外匯管理有關問題的通知（ 匯發[2014]37
號）》) (the ‘‘Circular 37 Registration’’) would be required by SAFE and, to the extent any
Circular 37 Registration is required for such Subscriber or its direct or indirect shareholders/
investors, shall use his/its best endeavours to complete, or cause the relevant persons to
complete the relevant Circular 37 Registration. If the Majority Subscriber(s) or the Company
deem it reasonably foreseeable that a Subscriber will not be able to complete his/its Circular 37
Registration and such failure shall cause a negative impact on completion of the transactions
contemplated under the Subscription Agreement, the Majority Subscriber(s) and the Company
shall have the right, by giving written notice to such Subscriber and the other parties to the
Subscription Agreement, to request such Subscriber not to participate in the Subscription and
the Subscriber shall comply with such request.
Subscription Completion
Subject to fulfillment or waiver (as applicable) of the Subscription Conditions, the
Subscription Completion shall take place on or before the 10th business day following the
satisfaction or waiver of the Subscription Conditions (other than those conditions precedent
that by their terms cannot be fulfilled until the Subscription Completion) or on such other date
as may be agreed in writing by the Company and the Majority Subscriber(s). The Subscription
Completion is conditional on the S&P Completion, the Acquisition Completion and the
Divestment Completion.
The Subscription Completion shall take place after the S&P Completion and shall take
place simultaneously with the Acquisition Completion, the CN Subscription Completion and
the Divestment Completion.
At the Subscription Completion, the Subscribers shall subscribe for, and the Company
shall allot and issue to such Subscribers, their respective number of the Ordinary Subscription
Shares, and/or the Tranche 1 Preferred Shares and the Tranche 2 Preferred Shares.
Payment of Subscription monies
The aggregate Subscription Price amounts to approximately HK$2,690 million which shall
be payable in cash by the Subscribers in the following manner:
(i)

at Subscription Completion, an amount of approximately HK$983.4 million, being
the sum of (a) the aggregate Subscription Price of the Ordinary Shares Subscription
of HK$850 million; and (b) 5% of the aggregate Subscription Price of the Tranche 1
Preferred Shares Subscription and the Tranche 2 Preferred Shares Subscription (save
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for Haitong International Securities Company Limited and ExaByte Capital Fund
L.P., the entire amount of the Subscription Price for their respective Preferred Shares
will be paid on Subscription Completion) in an aggregate amount of approximately
HK$133.4 million;
(ii) on a date falling within 180 days after the Subscription Completion, an amount of
approximately HK$853.3 million, being 95% of the aggregate Subscription Price of
the Tranche 1 Preferred Shares Subscription (excluding those Tranche 1 Preferred
Shares subscribed for by Haitong International Securities Company Limited and
ExaByte Capital Fund L.P.); and
(iii) on a date falling within one year after the Subscription Completion, an amount of
approximately HK$853.3 million, being 95% of the aggregate Subscription Price of
the Tranche 2 Preferred Shares Subscription (excluding those Tranche 2 Preferred
Shares subscribed for by Haitong International Securities Company Limited and
ExaByte Capital Fund L.P.).
Upon Subscription Completion, the Company will issue share certificates to the
Subscribers for the fully paid and partly paid Subscription Shares. Share certificates for the
Ordinary Subscription Shares, the Make-Up Preferred Shares (as defined under the sub-section
headed ‘‘The Subscription Agreement — Subscription Completion — Public Float Allocation
Adjustment’’ in this section below), the Additional Make-Up Preferred Shares (as defined
under the sub-section headed ‘‘The Subscription Agreement — Subscription Completion —
Public Float Allocation Adjustment’’ in this section below) and the Preferred Shares subscribed
by Haitong International Securities Company Limited and ExaByte Capital Fund L.P. will be
issued to the relevant Subscribers as fully-paid up Ordinary Shares and fully-paid up Preferred
Shares (as the case may be) whilst the share certificates for the rest of the Preferred Shares
under the Tranche 1 Preferred Shares Subscription and the Tranche 2 Preferred Shares
Subscription will be issued as partly paid Preferred Shares at the Subscription Completion upon
payment of 5% of the aggregate Subscription Price of the Tranche 1 Preferred Shares
Subscription and the Tranche 2 Preferred Shares Subscription respectively.
A Subscriber can pay the full Subscription Price for such Preferred Shares it subscribed
for on or before the agreed last payment dates under the Subscription Agreement (i.e., on or
before the 180th day after the Subscription Completion in respect of the Tranche 1 Preferred
Shares and on or before the first anniversary of the Subscription Completion in respect of the
Tranche 2 Preferred Shares). Holders of fully-paid Preferred Shares will be entitled to all rights
and privileges of the Preferred Shares (the principal terms of the Preferred Shares are set out in
the sub-section headed ‘‘The Subscription Agreement — Information on the Preferred Shares’’
in this section below); while holders of partly paid Preferred Shares will not be entitled to
transfer the partly paid Preferred Shares, exercise the restricted voting rights and conversion
rights attached to the Preferred Shares.
For illustrative purposes only, subject to final audit and possible audit adjustments, in
respect of the Subscription Price received upon Subscription Completion, it would be
recognised as bank balances and cash with the remaining Subscription Price to be received on
a date falling within 180 days or one year after the Subscription Completion being recognised
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under prepayments, deposits and other receivables, whilst the Preferred Shares would be
credited to the share capital and reserves of the Company assuming that the Preferred Share is
a non-derivative for which the Company is not obligated to deliver a variable number of the
Company’s own equity instruments.
Public float allocation adjustment
No Subscriber is responsible for the obligations of any other Subscriber under the
Subscription Agreement. If any Subscriber (other than the Offeror) fails to comply with his/its
subscription obligation or is requested not to participate in the Subscription as a result of his/
its failure to complete the Circular 37 Registration (the ‘‘Default Subscriber(s)’’), by the
Majority Subscribers (i.e., the Offeror) giving written notice to the Company:
(a)

all the other Subscribers which comply with their respective subscription obligations
(the ‘‘Non-Default Subscribers’’) shall be entitled but not obliged to effect the
Subscription Completion so far as practicable in respect of the Subscription Shares
subscribed by the Non-Default Subscriber(s) respectively thereunder; or

(b) in addition to the Non-Default Subscribers’ right under (a) above to subscribe for
their respective Subscription Shares, the Offeror shall be entitled but not obliged to
fix a new date for the Subscription Completion (being no more than 10 business days
after the original date of the Subscription Completion), and subscribe for (in addition
to the Offeror’s Subscription Shares) all or part of the Subscription Shares not
subscribed for by the Default Subscriber(s) (the ‘‘Default Subscription Shares’’). If
the Offeror elects to subscribe for the Default Subscription Shares, subject to the
allocation adjustment set out in the two paragraphs below, the Offeror shall pay the
Subscription Price for the Default Subscription Shares in accordance with the terms
of the Subscription Agreement i.e.:
(i)

in respect of Default Subscription Shares which are Ordinary Shares or the
Preferred Shares agreed to be subscribed for by Haitong International Securities
Company Limited and ExaByte Capital Fund L.P., payment shall be made in
full upon Subscription Completion;

(ii) in respect of Default Subscription Shares which are Tranche 1 Preferred Shares
(other than the Tranche 1 Preferred Shares agreed to be subscribed for by
Haitong International Securities Company Limited and ExaByte Capital Fund
L.P.), payment shall be made as to 5% of the aggregate Subscription Price for
such Tranche 1 Preferred Shares upon Subscription Completion and as to the
remaining 95% on a date falling within 180 days after the Subscription
Completion; and
(iii) in respect of Default Subscription Shares which are Tranche 2 Preferred Shares
(other than the Tranche 2 Preferred Shares agreed to be subscribed for by
Haitong International Securities Company Limited and ExaByte Capital Fund
L.P.), payment shall be made as to 5% of the aggregate Subscription Price for
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such Tranche 2 Preferred Shares upon Subscription Completion and as to the
remaining 95% on a date falling within one year after the Subscription
Completion.
In the case of (a) above, as the aggregate number of Ordinary Subscription Shares would
have been reduced by the number of Ordinary Subscription Shares initially agreed to be
subscribed for by the Default Subscriber(s), the issue of the Ordinary Subscription Shares
initially agreed to be subscribed for by the Offeror may lead to the Company failing to satisfy
the minimum public float requirements under the Listing Rules. In such case:
(i)

the number of Ordinary Subscription Shares to be issued by the Company to the
Offeror under the Subscription Agreement will be reduced by such number of
Ordinary Subscription Shares which would result in the minimum public float
requirement not being satisfied (the ‘‘Exceeding Ordinary Subscription Shares’’),
and such number of Preferred Shares equal to the number of Exceeding Ordinary
Subscription Shares shall be issued by the Company to the Offeror (the ‘‘Make-up
Preferred Shares’’) in addition to the Preferred Shares that the Offeror has initially
agreed to subscribe for under the Subscription Agreement; and the Offeror shall pay
to the Company the full amount of the Subscription Price for the Make-up Preferred
Shares so subscribed by it upon Subscription Completion; or

(ii) the Non-Default Subscribers and the Company may, alternatively, use their best
endeavours to (x) discuss and re-negotiate the number of the Ordinary Subscription
Shares and the Preferred Shares (as long as the total number of Subscription Shares
subscribed by the Non-Default Subscribers shall not increase) to be issued to the
Non-Default Subscribers to ensure the fulfillment of the minimum public float
requirements following the Subscription Completion; and (y) adjust the payment
terms in respect of the Subscription Price for the Preferred Shares if required for
satisfaction of the capital requirement of the Company.
In the case of (b) above, if the Offeror chooses to subscribe for the Default Subscription
Shares which are Ordinary Shares, and the issue of such Ordinary Subscription Shares (the
‘‘Unsubscribed Ordinary Shares’’) to the Offeror shall lead to the Company failing to satisfy
the minimum public float requirements under the Listing Rules, in addition to the adjustment to
the number of Ordinary Subscription Shares to be issued to the Offeror that may be required
under (a) above, the Company will not be obliged to issue the Unsubscribed Ordinary
Subscription Shares to the Offeror. Instead, the Offeror shall be entitled but not obliged, by
giving written notice to the Company, to subscribe for (in addition to its Subscription Shares)
up to such number of Preferred Shares that is equal to the number of Unsubscribed Ordinary
Shares (the ‘‘Additional Make-Up Preferred Shares’’) on the condition that the Offeror shall
pay to the Company the full amount of the Subscription Price for the Additional Make-Up
Preferred Shares so subscribed by it on Subscription Completion.
In both of the above cases, if following Subscription Completion, the Board resolves to
accelerate the payment of the Subscription Price for the Preferred Shares that remains
outstanding then for the purpose of satisfying the actual requirement for working capital of the
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Company, each Non-Default Subscriber (including the Offeror) has agreed to pay the
Subscription Price for its/his respective Preferred Shares pursuant to the new payment schedule
adopted by the Board.
In circumstances other than (a) and (b) above whereby the issue of any Ordinary
Subscription Shares will lead to the Company failing to satisfy the minimum public float
requirements under the Listing Rules, the parties to the Subscription Agreement shall use their
best endeavours to (i) discuss and re-negotiate the number of the Ordinary Subscription Shares
and the Preferred Shares (as long as the total number of Subscription Shares shall not increase)
to be issued to the Subscribers to ensure the fulfillment of the minimum public float
requirements following the Subscription Completion, and (ii) adjust the payment terms in
respect of the Subscription Price if required for satisfaction of the capital requirement of the
Company. No Ordinary Subscription Shares will be issued if the Company fails to satisfy the
minimum public float requirements under the Listing Rules.
Forfeiture
If a Subscriber fails to satisfy the payment obligations under (ii) or (iii) above under the
sub-section headed ‘‘The Subscription Agreement — Subscription Completion — Payment of
Subscription Monies’’ in this section, the related partly paid Preferred Shares issued to such
Subscriber may be forfeited in accordance with the Bye-laws, and no part of the subscription
money paid will be refunded to such Subscriber. The forfeiture procedure is set out in the New
Bye-laws, which provides amongst other things that if a call to pay up the shares of the
Company (including the Preferred Shares) remains unpaid after it has become due and payable,
the Board may give to the person from whom it is due not less than fourteen (14) clear days’
notice (the ‘‘Forfeiture Notice’’): (a) requiring payment of the amount unpaid together with
any interest which may have accrued and which may still accrue up to the date of actual
payment; and (b) stating that if the Forfeiture Notice is not complied with the shares of the
Company on which the call was made will be liable to be forfeited. Subject to compliance with
the provisions of the New Bye-laws, the Board may resolve to have such Preferred Shares
forfeited and cancel the forfeited shares. The holder(s) of those Preferred Shares will then be
removed from the Company’s register of members. There is no need for the relevant Subscriber
to surrender the share certificate(s) for the Subscription Shares to effect the cancellation and
forfeiture.
Pre-completion obligations
Pursuant to the pre-completion obligations mentioned in Subscription Condition set out in
paragraph (o) under the sub-section headed ‘‘The Subscription Agreement — Subscription
Conditions’’ in this section above, the Company undertakes to procure that between the date of
the Subscription Agreement and the Subscription Completion, each of the Company and any
other subsidiaries of the Company:
(i)

shall carry on its business as a going concern in the ordinary and usual course as
carried on prior to the date of the Subscription Agreement; and

(ii) shall not carry out any of the reserved matters as set out in the Subscription
Agreement or take any action in relation thereto, unless prior written approval from
the Majority Subscriber(s) has been obtained.
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As set out in the Subscription Agreement, the reserved matters in item (ii) above refer to:
(a)

any adoption, approval of or amendment to the annual operation plan, business plan
and financial budget (including capital expenditure budget);

(b) save and except as otherwise contemplated under any Transaction Documents or
agreed to by the Majority Subscriber(s), any transfer, sale or disposal of, or the
creation of any charge, pledge, mortgage, security or any other encumbrance over,
any shares or equity interest of the Company and of its subsidiaries (the ‘‘Group
Company(ies)’’) or any business, or, except for in the ordinary course of business,
any assets or undertaking of any Group Company (including merger and acquisition);
(c)

save and except for such changes or alterations contemplated under the S&P
Agreement and the Transaction Documents or otherwise required under the
applicable laws and regulations, any adoption, alteration, modification or waiver of
any provisions (including the alteration of any rights attaching to the Shares or the
Convertible Bonds or any other security of the Company) of the Company’s
constitutional documents or the Bye-laws;

(d) save and except otherwise contemplated under any Transaction Documents or agreed
to by the Majority Subscriber(s), any Group Company entering into or varying the
terms of (including without limitation waiver of terms or non-enforcement of rights
available to the Group Company thereunder) or terminating any material contracts,
which exclude contracts entered into in the usual and ordinary course of business of
the Group with a total consideration not exceeding HK$5 million within any twelvemonth period;
(e)

any Group Company entering into, varying the terms of (including without limitation
waiver of terms or non-enforcement of rights available to the Group Company
thereunder) or terminating any connected transaction within the meaning of the
Listing Rules;

(f)

any transaction between the Company and Target 1, Target 2 or any of their
respective subsidiaries and affiliates, except for those in the ordinary course of
business involving an aggregate amount of no more than HK$5 million;

(g) the appointment (including an appointment of directors of the Company to fill causal
vacancy), re-designation or removal of any key management (including without
limitation the Chairman, Chief Executive Officer, Chief Financial Officer of the
Company or any Director, legal representatives, directors and other senior
management of any Group Company), or change of their terms of appointment;
(h) save and except as required under the applicable laws and regulations, the
commencement of any proceeding or other action relating to bankruptcy, insolvency,
winding-up, liquidation or dissolution of any Group Company;
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(i)

save and except otherwise contemplated under any Transaction Documents or agreed
to by the Majority Subscriber(s), any change to the shareholding structure or dilution
of the equity interest of any shareholder of any Group Company, including without
limitation the creation, issuance, purchase, redemption, repurchase, reclassification or
other reorganisation of the share capital or any securities convertible into shares of
any Group Company; and

(j)

any commencement, settlement or making of major decisions in relation to any
material legal proceedings, litigations, claims or disputes involving any Group
Company.

The above reserved matters were agreed among the Company and the Subscribers after
arm’s length negotiation. The Company is of the view that the arrangement in respect of the
reserved matters is a common practice in sizeable fund raising exercises which those rights
granted to the Subscribers (in the capacity of new investors but not Shareholders) will
immediately discontinue upon the Subscription Completion. Accordingly, the Board is of the
view that the arrangement in respect of the reserved matters as part of the terms of the
Subscription Agreement, given the terms of the Subscription Agreement as a whole, are fair
and reasonable and in the interests of the Company and the Shareholders as a whole.
At any time between the date of the Subscription Agreement and the Subscription
Completion, the Majority Subscriber(s) shall, be entitled to second a reasonable number of
representatives to the Group to facilitate and manage the preparation and completion of, inter
alia, the Subscription, the Acquisition, the Divestment, the Transfer, and related interim
operation and business transition and the Company shall agree to such secondment arrangement
as permitted under the Takeovers Code (in particular Rule 26.4 of the Takeovers Code pursuant
to which except with the consent of the Executive, no nominee of an offeror or persons acting
in concert with it may be appointed to the board of the offeree company or any of its
subsidiaries, nor may an offeror and persons acting in concert with it exercise offeree company
voting rights, until the offer document has been posted).
Information on the Preferred Shares
A summary of the principal terms of the Preferred Shares is set out below:
Issue price:

HK$0.6696 per Preferred Share.

Dividends:

None of the Preferred Shares shall confer on the holders thereof the
right to receive out of the funds of the Company available for
distribution.

Return on capital:

The Preferred Shares shall rank pari passu in all respects for return
of capital on liquidation, winding up or dissolution of the Company
and participation in the distribution of surplus assets of the
Company with all other shares in the capital of the Company for
the time being in issue.
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Transferability:

Any Preferred Share, subject to it having been fully paid up, shall
be freely transferable subject to compliance with the New Bye-laws
and all applicable laws and regulations. No partly paid Preferred
Shares can be transferred.

Listing:

The Preferred Shares will not be listed on any stock exchanges.

Voting:

Save as otherwise provided by all applicable laws, the holder(s) of
the Preferred Shares will not be entitled to attend or vote at any
general meeting of the Company, unless a resolution is proposed at
a general meeting for winding-up the Company or a resolution is
proposed which if passed would vary or abrogate the rights or
privileges of the holder(s) of the Preferred Shares, in which event
the Preferred Shares shall confer on the holder(s) thereof the right
to receive notice of, and to attend and vote at, the general meeting,
save that such holder(s) may not vote upon any business dealt with
at such general meeting except the election of a chairman, any
motion for adjournment or relating to the proceedings of the
general meeting and the resolution for winding-up or the resolution
which if passed would (subject to any consents required for such
purpose being obtained) vary or abrogate the rights and privileges
of the holder(s) of the Preferred Shares. In such event, the votes of
holders of Preferred Shares shall be counted on an as converted
basis provided that only such Preferred Shares that have been fully
paid up shall be so counted.

Conversion:

Subject to the Listing Rules (including the minimum public float
requirement) being met and the payment in full of the Subscription
Price for the Preferred Shares, the Preferred Shares may be
convertible by the holder of the Preferred Shares, without the
payment of any additional consideration therefor, into such number
of fully-paid New Conversion Shares obtained by multiplying the
conversion rate then in effect by the number of Preferred Shares
being converted.

Conversion period:

An indefinite period commencing on the date of the Subscription
Completion.

Conversion price:

Initially HK$0.6696, subject to customary adjustment for, among
other matters, subdivision or consolidation of Ordinary Shares,
capitalisation of profits or reserves and capital distributions.

Redemption:

The Preferred Shares shall be non-redeemable.
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Lock-up arrangement under the Subscription Agreement
Each Subscriber undertakes to the Company that, in the period commencing from the date
of the Subscription Completion and ending on the date which is 6 months from the date after
the related Subscription Shares have been fully paid up (the ‘‘Lock-up Period’’), it shall not
dispose of, or enter into any agreement to dispose of or otherwise create any options, rights,
interests or encumbrances in respect of such Subscription Shares, which, for the avoidance of
doubt, shall include any and all Ordinary Shares into which his/its Preferred Shares may be
converted during the Lock-up Period.
Proposed use of proceeds
The aggregate gross proceeds from the Subscription amount to approximately HK$2,690
million. The Company has discussed the proposed use of proceeds with the Offeror. The
aggregate net proceeds from the Subscription amounts to approximately HK$2,630 million after
taking into account estimated total expenses of approximately HK$60 million in relation to the
Transfer and the Transactions (representing a net subscription price of HK$0.6547 per
Subscription Share (assuming full conversion of the Preferred Shares at the initial conversion
price)). Such net proceeds are proposed to be applied as follows:
.

as to approximately HK$665 million for the payment of the consideration for the
Acquisition;

.

as to approximately HK$400 million to finance the repayment of the PRC Target’s
outstanding payables and borrowings;

.

as to approximately HK$800 million to finance the development plan of the currently
explored areas in Block 212;

.

as to approximately HK$450 million for exploration and development of other areas
in Block 212;

.

as to approximately HK$115 million to finance the operating expenses of the PRC
Target as well as the Restructured Group; and

.

as to approximately HK$200 million for expanding the Restructured Group’s
business by acquiring other oil companies and the further exploration, development
and production of the other newly acquired oil and gas projects.

Upstream petroleum business is very capital intensive and requires substantial investments
to fuel the development of a single project as well as the continuous growth of an oil and gas
company.
The above proposed use of proceeds from the Subscription was arrived at after
discussions among the Offeror, the PRC Target and the Company as to the proposed business
strategy of the Restructured Group.
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The Offeror has proposed the appointment of new Directors and senior management team
members to lead the future development of the Restructured Group. The appointment of new
Directors is expected to be made after the completion of the Transactions and the date of
despatch of the Composite Document (being the earliest time permitted under the Takeovers
Code). Details of their respective background and experience are set out in the section headed
‘‘Directors and Senior Management of the Restructured Group’’ in this circular. The Offeror
and the Company are of the view that the currently relatively low commodity price offers an
attractive risk/return profile for asset acquisitions.
The Offeror is actively evaluating a number of projects in Canada and the US, which the
Offeror considers to have a meaningful production and steady cash flow with further
exploration upsides, and can be appropriate potential acquisition targets after completion of the
Transactions, such as light oil and liquids-rich gas in the Bluesky, Rock Creek, and Wilrich
formations in Canada which is showing early stage positive results. The Offeror is also
studying Cardium formation in western Canada where there are positive results from some
wells drilled, especially in the Lochend, Harmattan/Garrington, Ferrier and Northeast sub-play
regions. In the US, the Offeror is considering a focus on Eagle Ford Basin where liquids-rich
tight oil assets are attractive. The Offeror would advise the Company to consider the following
major criteria when selecting and evaluating future acquisition targets.
1.

An asset value in the range of US$250 million to US$500 million (equivalent to
approximately RMB1,630 million to RMB3,260 million);

2.

a total proved and probable reserves in the range of 30 million to 60 million barrels;

3.

a working interest net production in the range of 2,500 boe/d to 5,000 boe/d (barrels
of oil equivalent per day, a commonly used measure of oil production) with an oil to
gas ratio greater than 60%;

4.

in production phase with significant future development inventory;

5.

an aggregate yearly production decline rate of less than 30%; and

6.

approved source rock with a production history and potential exploration upside.

In addition, the Offeror and the PRC Target also consider that there will be more
opportunities in the PRC. The PRC Target plans to leverage on the ongoing oil and gas
industry reform in the PRC to expand its operations by selectively engaging in more upstream
exploration projects in the PRC in future. Although historically the oil and gas resources have
long been dominated by state-owned companies, the PRC government has been issuing
favorable policies to let non-state-owned companies participate in exploration and development
projects in the PRC. Based on the Several Opinions of the State Council on Encouraging and
Guiding the Healthy Development of Private Investment (國務院關於鼓勵和引導民間投資健
康發展的若干意見), a policy issued by the State Council in 2010, the PRC government
encourages private capital to (1) engage in oil and gas investments in the PRC, (2) support
private capital entering oil and gas exploration and development in the PRC, and (3) cooperate
with state-owned petroleum companies. This policy also promotes private capital to participate
in the development of infrastructure projects in respect of oil and gas storage, transportation
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and pipelines. Furthermore, based on the ‘‘Energy Development Twelfth Five-year Plan’’ (能源
發展「十二五」規劃) issued by the State Council in 2013, the PRC government encourages
foreign capital to enter local complex oil and gas exploration in the PRC. The oil and gas
industry in the PRC will be more open to foreign investments from non-state-owned
companies. As a result, the Restructured Group may be able to benefit from such welcoming
policy.
Depending on the size of a future acquisition, the Offeror considers that it may propose to
the Company to raise additional funding to finance such acquisition, including debt or equity.
As at the Latest Practicable Date, the Company had not reached any agreement with the
Offeror or any other party (other than the Acquisition) in respect of any possible acquisition.
The Company was approached by the Offeror in respect of the proposal for the
Transactions. The Offeror proposes that it, and the other Subscribers, will subscribe for the
Subscription Shares in order to provide necessary funding for the capital investment and
growth requirements of the Restructured Group. Sufficient working capital is required to ensure
the continuing development of the PRC Target whose upstream petroleum business is capital
intensive. Furthermore under Rule 18.03(5) of the Listing Rules, a listing applicant which is
principally engaged in the exploration and/or extraction of natural resources is required to have
available working capital for 1.25 times of its present requirements in the 12 months from the
date of the related listing document.
Whilst a substantial amount of money is needed to finance the future development of the
PRC Target as well as the Restructured Group as a whole after completion of the Transactions,
not all the proceeds from the Subscription are expected to be utilised in the 12 months after
completion of the Transactions. Save for the HK$665 million which will be used to finance the
payment of the consideration for Acquisition upon Acquisition Completion, a majority of the
expected net proceeds from the Subscription will be used for the continuing exploration and
development of the PRC Target’s current upstream petroleum project. The further exploration
and development work of Block 212 is expected to be gradually carried out over the next few
years. Nevertheless it is important for the Company to have a secured source of funding which
the Subscription will be able to provide. The Company therefore agreed to the payment
schedule in respect of the subscription of the Preferred Shares as suggested by the Offeror and
the other Subscribers as described above. As the Company is not allowed to issue partly-paid
Ordinary Shares, the Offeror and the Company expect that the issue of the Preferred Shares
which allow the agreed deferred payment arrangement will enable the Company to secure a
source of funding now and equip the Company with the financial ability to fuel its future
development and growth. If the Company does not issue the Preferred Shares, it will face the
risk of not being able to raise sufficient funding for its future development. The proportion of
the Ordinary Subscription Shares and Preferred Shares is suggested by the Offeror and agreed
with the other Subscribers. The Company understands from the Offeror that it proposes such
deferred payment schedule after taking into consideration of various factors, including, among
other things, the timing of the funding needs of the PRC Target after completion of the
Transactions, the ability of the Offeror to maintain a majority interest in the Company after
completion of the Transfer and the individual investment preference of each other Subscribers.
The Company considers that the division of the Subscription for the Ordinary Subscription
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Shares and the Preferred Shares as suggested by the Offeror acceptable as under this proposed
payment terms, the Restructured Group will still be able to meet its expected future cash
requirements based on the current expected development timetable.
Given the proposed business development plan of the PRC Target and the benefits of the
Transactions, the Company considers that the size of the Subscription and the related payment
terms are in the interests of the Company and the Shareholders as a whole.
THE ACQUISITION AGREEMENT
Date
22 June 2015 (as amended on 20 November 2015, 28 January 2016, 23 March 2016 and 28
June 2016)
Parties
(i)

The Company (as purchaser)

(ii) The Target Sellers (as sellers)
(iii) The PRC Target
Hongbo Investment holds 60% of the equity interests in the PRC Target and Lida
Investment owns 40% of the equity interests in the PRC Target.
Subject matter
The Company has conditionally agreed to acquire from the Target Sellers, the entire
equity interests in the PRC Target. To the best knowledge, information and belief of the
Directors having made all reasonable enquiries, the Target Sellers and their respective ultimate
owners were independent third parties and not connected with the Company or its connected
persons nor the Offeror or parties acting in concert with the Offeror as at the Latest Practicable
Date.
Consideration
The consideration shall be RMB558,880,000 which shall be satisfied in cash upon the
Acquisition Completion by a payment of RMB335,330,000 to Hongbo Investment and a
payment of RMB223,550,000 to Lida Investment.
The consideration was determined with reference to the estimated value of the PRC
Target’s working interest in Block 212 based on the reserves in Unit 2 and Unit 19 of Block
212, recent oil price and price of comparable transactions. Save for certain seismic survey, no
material exploration work has been done in respect of Block 378. Apart from the indemnity in
respect of litigation, details of which are in the sub-section headed ‘‘History and Business of
the PRC Target — Litigation’’ in this circular, the Target Sellers have not offered any
indemnity in respect of the Acquisition. When agreeing to the consideration for the
Acquisition, the Company has considered and taken into account the various risks faced by the
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PRC Target as summarized in the section headed ‘‘Risk factors — risks relating to the
proposed investment in the PRC Target and to business and industry of the Restructured
Group’’ and the section headed ‘‘History and business of the PRC Target — Key risks relating
to the operations of the PRC Target’’.
According to the Independent Technical Report, the text of which is set out in Appendix
VII to this circular, Block 212 had gross proved plus probable reserves of approximately 14.2
million barrels, gross possible reserves of approximately 4.7 million barrels, gross contingent
resources ranging from 0.49 million barrels to 1.67 million barrels and gross prospective
resources of approximately 9.7 million barrels under the best case, as at 31 December 2015.
In the Independent Technical Report and the Competent Evaluator’s Report, the
Competent Person/Competent Evaluator has also made various estimates of the post-tax NPV
as at 31 December 2015 of the PRC Target’s share in Unit 2 and Unit 19 of Block 212. The
Company understands from the Competent Person/Competent Evaluator that the base
assessment of the value of the reserves centres around the proved plus probable reserves. The
following table sets out various post-tax NPV estimates for the proved and probable reserves
(i.e. the best case for production) based on discount rates of 8%, 10% and 12% and the major
oil price and development timetable assumptions as stated. Further details, particularly
regarding the various oil price scenarios, can be found in Appendix VII and/or Appendix VIII
to this circular.
Source
Price scenario
Base case
Independent Technical
Report

Sensitivity analysis cases
Competent Evaluator’s
Report
Competent Evaluator’s
Report
Competent Evaluator’s
Report
Competent Evaluator’s
Report

Competent Evaluator’s
Report
Independent Technical
Report/Competent
Evaluator’s Report

GCA 1Q 2016 Note

NPV
US$ million
8% 10% 12%

NPV
RMB million
8% 10% 12%

As scheduled (as detailed in
the paragraph headed
‘‘Future Plans for
commercial production’’
in the ‘‘Letter from the
Board’’ section set out
in this circular)

133

115

100

875

757

658

As scheduled

194

169

149 1,277 1,112

980

Drilling scheduled for
commencement in 2016
delayed to 2018
Drilling scheduled for
commencement in 2016
delayed to 2018
Drilling scheduled for
commencement in 2016
delayed to 2018

141

121

105

928

796

691

126

108

93

829

711

612

96

82

71

632

540

467

Drilling scheduled for
commencement in 2016
delayed to 2018
As scheduled

81

69

58

533

454

382

(22)

(22)

(22) (145) (145) (145)

Major assumptions
Timetable
1

US$90/Bbl Brent Case Note
GCA 1Q 2016
(10% Cost Reduction
Case) Notes 1, 3
GCA 1Q 2016 Note 1

US$32/Bbl Escalated Price
and Costs
(10% Cost Reduction
Case) Notes 3, 4, 6
US$32/Bbl Escalated Price
and Costs Notes 4, 6
US$26/Bbl Constant Price
Case
(10% Cost Reduction
Case) Notes 3, 5, 6

2
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Note 1: GCA 1Q 2016 is an oil price scenario compiled by the Competent Person that it uses for reserves
evaluation which mainly assumes an average Brent Crude price of US$40.90 per barrel (equivalent
to approximately RMB266.7 per barrel) in 2016, US$47.58 per barrel (equivalent to approximately
RMB310.2 per barrel) in 2017, US$60.00 per barrel (equivalent to approximately RMB391.2 per
barrel) in 2018, and US$70.00 per barrel (equivalent to approximately RMB456.4 per barrel) in
2019.
Note 2: This case assumes a Brent Crude price of US$45 per barrel (equivalent to approximately RMB293.4
per barrel) in 2016, and then escalates and reaches US$90 per barrel (equivalent to approximately
RMB586.8 per barrel) by 2019.
Note 3: The 10% Cost Reduction Case takes into account a further 10% reduction in both capital and
operating expenditure that the PRC Target believes can be achieved in an extended low oil price
environment (which the Competent Person considers to be reasonable).
Note 4: This case assumes an average oil price of US$32 per barrel (based on the selling price adjusted
down in January 2016, and the lowest selling price of the PRC Target’s crude oil since 1 January
2013 of RMB208.7, which represents the actual selling price per barrel received from the
Customer), and rising in line with the Brent forward future prices from 2017 to 2020 and escalating
2% per annum thereafter.
Note 5: This case assumes constant oil price of US$26 per barrel (equivalent to approximately RMB169.5
per barrel) throughout the production life, being the lowest Brent Crude since 1 January 2016.
Note 6: The sensitivity case with an assumed constant oil price of US$26 per barrel (equivalent to
approximately RMB169.5 per barrel) recorded substantial negative NPVs. Although in this case
costs were also held constant, this oil price is insufficient to cover operating costs beyond 2019. It
is also insufficient to justify drilling additional development wells. Both the Competent Person and
the Company consider that, notwithstanding that this case reflects the lowest price that Brent Crude
has traded at this year, it does not represent a valuation case and no fair market transaction would
take place assuming such a future outcome. While the US$32 (approximately RMB208.7) oil price
case has assumed a 2016 price which is not significantly higher than US$26, such oil price in this
case is assumed to escalate after 2016 in line with the Brent futures market to the point where
production would continue to be economic beyond 2030. Accordingly, the above factors principally
contributed to the higher NPVs in the US$32 per barrel cases than in the US$26 per barrel cases.
Note 7: Please refer to the paragraph headed ‘‘Impairment analysis’’ below for the effect of oil price which
may affect future impairment assessment.

According to the Competent Evaluator’s Report set out in Appendix VIII to this circular,
the Competent Evaluator is of the opinion that the oil reserves pertaining to the PRC Target’s
working interest in Block 212 under the EPCC had a fair market value in the range of US$120
million to US$130 million (equivalent to approximately RMB790 million to RMB855 million)
as at 31 December 2015 (the ‘‘Estimated FMV’’) based on VALMIN Code. The Company
understands that when determining the Estimated FMV, the Competent Evaluator has
considered various risks, including the PRC Target’s (as operator) capability, facility and
environmental liabilities, risk of securing production permit, development risks, costs, oil price,
timetable for the development plan and litigation. Shareholders may refer to the Competent
Evaluator’s Report for details of the Competent Evaluator’s assessment of those risks.
Apart from the oil price, cost and timing assumptions as stated in the table above, other
major assumptions underlying the reserves volume estimates, the related NPV estimates and the
Estimated FMV include, among others, (1) Yanchang will be able to obtain a production permit
for Unit 2 and Unit 19 of Block 212 and the PRC Target will continue to be the operator of the
oil operation in the Area under the EPCC, (2) the production forecast based on the successful
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implementation of the PRC Target’s development and production plan, (3) there will not be any
unexpected material increase in the production and operating costs, and (4) there will not be
any material change to the legal, political and economic environments.
The post-tax NPV estimates and the Estimated FMV are prepared by the Competent
Person/Competent Evaluator in US$. Independent Shareholders should note that all sales and
operations of the PRC Target are made/conducted in the PRC, and denominated and settled in
RMB. The selling price of the PRC Target’s crude oil is materially affected by international oil
market price denominated in US$. Devaluation of RMB against US$ will have a positive effect
on the selling price of the PRC Target’s crude oil in RMB without directly affecting its
production and operating cost and expenses, and thus will have a positive impact on the posttax NPV estimates and the Estimated FMV.
The Independent Shareholders may also refer to the various NPV analyses as set out in
the Independent Technical Report and in the Competent Evaluator’s Report in Appendices VII
and VIII respectively and as summarised above. The Independent Shareholders shall note that
those post-tax NPV estimates do not represent any estimated fair market value. The Company
understands from the Competent Evaluator that the valuation is a process involving an iterative
approach based on both quantitative and qualitative analysis, including evaluation of different
NPV sensitivity scenarios. The Estimated FMV also is a result of the Competent Evaluator’s
judgment of a number of different factors, including perceptions of nature of competition and
market conditions/sentiment. The Company understands from the Competent Evaluator that it is
of the view that ascribing a single-number value to the proved and probable reserves in Block
212 under the Estimated FMV would imply a degree of precision that is not reflective of
market conditions.
The Company understands from the Competent Evaluator that for the purposes of
estimating the Estimated FMV, the Competent Evaluator has considered many different price
scenarios as summarised in the post-tax NPV table above. The Company understands that the
price assumptions used by the Competent Evaluator in the GCA 1Q 2016 case are generally
consistent with other market expectations that the Company is aware of. During the Track
Record Period, Brent Crude stayed over US$90 per barrel (equivalent to approximately
RMB586.8 per barrel) for a significant period of time in 2013 and 2014 and fell below US$90
per barrel in late 2014 and 2015. The average Brent Crude in 2015 was approximately US$53.6
per barrel (equivalent to approximately RMB349.5 per barrel). After 2015, Brent Crude fell
once to as low as US$26 per barrel (equivalent to approximately RMB169.5 per barrel) on 20
January 2016 and then gradually increased back to about US$48.41 per barrel (equivalent to
approximately RMB315.63 per barrel) as at the Latest Practicable Date. As explained by the
Competent Evaluator it has viewed the reserves value of Block 212 at a wide range of oil
prices in its sensitivity analysis including the lower oil price cases of US$32 per barrel (the
PRC’s Target’s lowest selling price of crude oil since 2013 was RMB208.7 per barrel
(equivalent to US$32 per barrel)) and US$26 per barrel (equivalent to approximately
RMB169.5 per barrel), as well as US$90 per barrel (as a representative of a higher oil price
scenario).
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The Company understands from the Competent Evaluator that when determining the
Estimated FMV, it has substantively weighted its opinion to an assumption that future oil
prices will be more reflective of the GCA 1Q 2016 price assumption. It has also recognised the
potential upside value of the reserves in a higher oil price environment, as illustrated by the
US$90 per barrel case by adjusting upwards its opinion to reflect possibility that such a
scenario could occur. Should such a higher oil price scenario be realised in practice, the posttax NPV realisable could approach US$149 million (equivalent to RMB980 million) or higher.
The portion of the Estimated FMV attributable to the estimated post-tax NPV in the case of a
higher oil price environment (as represented by the US$90 per barrel case) is based on the
Competent Evaluator’s professional judgment.
As explained in the Competent Evaluator’s Report, the Competent Evaluator does not
consider the US$32 per barrel (the PRC’s Target’s lowest selling price of crude oil since 2013
was RMB208.7 per barrel (equivalent to US$32 per barrel)) and US$26 per barrel (equivalent
to approximately RMB169.5 per barrel) cases to represent fair market value cases as the
Competent Evaluator considers that market generally assume higher future oil prices than in
these scenarios. The Company understands that this is consistent generally with the other
recent market forecasts that it observed. After a significant further decrease in Brent Crude in
January and February 2016, it increased back to around US$48.41 per barrel as at the Latest
Practicable Date. In particular, it should be noted that the US$26 per barrel case analysis was
conducted in part to intentionally show an illustrative oil price case under which the PRC
Target’s undeveloped reserves will become economically unviable, and such case does not
represent the Competent Evaluator’s forecast of likely oil prices. The actual selling price of the
PRC Target’s crude oil did not fall to such low price in January and February 2016 when Brent
Crude fell to such low price level. Nevertheless, Independent Shareholders should note that if
the selling price falls back to US$32 per barrel or below, the value of the reserves in Block
212 will decrease significantly as compared to the range of Estimated FMV. If the selling price
falls to US$26 per barrel and holds constant at US$26 per barrel for the whole production life,
the estimated post-tax NPV would be negative and all undeveloped reserves would become
economically unviable.
Discount rate is another key in determining the Estimated FMV. The Company
understands from the Competent Evaluator that given the PRC Target’s experience in operating
and managing drilling activities in Block 212, it sees no reason why the PRC Target should not
be able to carry out the planned development plan. In assessing the various development risks,
apart from oil price, the relatively more significant risk would be the development timing as
affected by the oil price. The development risk is relatively low. The Company understands
from the Competent Evaluator that when determining the Estimated FMV, the Competent
Evaluator considers it appropriate to place an emphasis on the post-tax NPV range at discount
rates ranging from 8% to 12% in the case of the PRC Target as developing oil assets.
As summarised in the table set out above in this subsection of this letter from the Board,
the post-tax NPVs in respect of proved plus probable reserves in the GCA 1Q 2016 case
without delay and the one delayed ranges from US$93 million (equivalent to RMB612 million)
to US$141 million (equivalent to RMB928 million) at discount rates ranging from 8% to 12%;
and from US$108 million (equivalent to RMB711 million) to US$121 million (equivalent to
RMB796 million) at a discount rate of 10% (being the mid-point of the above discount rates).
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The Company notes that the Estimated FMV range lies closer to the upper end of the above
post-tax NPV range. The Company considers, and the Joint Sponsors concur, that (1) the use
of the oil price assumptions in the GCA 1Q 2016 case and the US$90 Brent case for the
purpose of determining the Estimated FMV, and (2) the Estimated FMV are reasonable given
(a) the 2 sets of price assumptions are consistent and in line with the general market forecasts
as observed by the Company; (b) the historical oil price trend; (c) the Estimated FMV falls
within the above range of post-tax NPV in the base case; and (d) their understanding of the
valuation methodology used by the Competent Evaluator.
Based on the above Estimated FMV and the audited net assets of the PRC Target as at 31
December 2015, the adjusted net assets value of the PRC Target (by revaluing the oil and gas
properties and the intangible asset (which together represent the PRC Target’s capitalised
investment in the exploration and development in the Area) with an aggregate book value of
RMB377.7 million based on the Estimated FMV) would range from approximately RMB682.1
million to RMB747.9 million, which respectively represents a premium of approximately
22.0% to 33.8% over the consideration for the Acquisition. Accordingly, the Directors consider
that the consideration for the Acquisition is fair and reasonable. For details of the development
plans of the PRC Target, please refer to the section headed ‘‘History and Business of the PRC
Target — Future Plans for Commercial Production’’ in this circular.
The Independent Shareholders should review the Independent Technical Report and the
Competent Evaluator’s Report carefully and thoroughly. Independent Shareholders should also
refer to the risk that the crude oil reserve data in this circular are only estimates and the actual
production, revenue and expenditures with respect to the PRC Target’s net reserves under the
EPCC may differ materially from these estimates, as further explained in the ‘‘Risk Factors’’
section in this circular. Subsequent to the publication of this circular and up to the SGM, if
there are any subsequent material changes in the view of the Competent Person/Competent
Evaluator in the Independent Technical Report and/or the Competent Evaluator’s Report and/or
changes to the market conditions, including among other things, the general market view on oil
price forecasts which may be material to the Independent Shareholders’ assessment of the
Transactions, the Company shall issue an announcement and/or a supplementary circular
(where appropriate) accordingly.
Impairment analysis
For accounting purposes, the PRC Target’s investment in Block 212 comprising oil and
gas properties (including those related construction in progress) and the intangible assets will
impair if the estimated value of the related reserves in Block 212 falls below the aggregate
carrying value of those assets which amounted to approximately RMB378 million as at 31
December 2015 based on the accountants’ report as set out in Appendix III to this circular.
If the estimated value of the reserves in the Area (which may be estimated in terms of the
estimated post-tax NPV of the proved plus probable reserves) falls below the aggregate
carrying value of the PRC Target’s oil and gas related assets, an impairment provision may
then be required. The estimated value of reserves in Block 212 will be affected by many
different factors from time to time, including among other things, the exploration and
development activities and results in the Area, the spot and forecast oil market prices, the
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actual and estimated development and production costs and expenses, and the general market
sentiment. For illustrative purposes, set out below are the 2016 average price scenarios at
which the post-tax NPVs of the proved plus probable reserves of Unit 2 and Unit 19 in Block
212 (1) equals to the aggregate carrying value of the PRC Target’s investment in the oil and
gas related assets of approximately RMB378 million in the Area as at 31 December 2015 and
(2) becomes zero.

Major assumptions

Timetable

NPV
RMB million
8%
10%
12%

Costs

As scheduled

443

378

321

Costs

As scheduled

445

378

320

Costs

As scheduled

18

0

(16)

Costs

As scheduled

21

0

(19)

Note 1

Price scenario
2016 — US$27/Bbl Escalated Price and
(10% Cost Reduction) Note 2
2016 — US$30/Bbl Escalated Price and
(without 10% Cost Reduction) Note 2
2016 — US$20/Bbl Escalated Price and
(10% Cost Reduction) Note 3
2016 — US$22/Bbl Escalated Price and
(without 10% Cost Reduction) Note 3

Note 1: Given the long-term nature of the PRC Target’s investment in the Area, the current general market
forecasts on oil price and the historical long-term oil price trend, if an impairment assessment has to
be performed now, the Company considers that it will be appropriate to consider a price assumption
with an escalation rather than a flat oil price assumption.
Note 2: These cases assume an average oil price of approximately US$27 per barrel (equivalent to
approximately RMB176.0 per barrel) and approximately US$30 per barrel (equivalent to
approximately RMB195.6 per barrel) in 2016 respectively and rising in line with the Brent forward
future prices from 2017 to 2020 and escalating 2% per annum thereafter so that the NPV at a 10%
discount rate equals RMB378 million (being the aggregate carrying value of the PRC Target’s oil
and gas related assets (including those related to construction in progress) and intangible assets as
at 31 December 2015).
Note 3: This case assumes an average oil price of approximately US$20 per barrel (equivalent to
approximately RMB130.4 per barrel) and approximately US$22 per barrel (equivalent to
approximately RMB143.4 per barrel) in 2016 respectively and rising in line with the Brent forward
future prices from 2017 to 2020 and escalating 2% per annum thereafter so that the NPV at a 10%
discount rate becomes zero.

Acquisition Conditions
The Acquisition Completion is subject to the satisfaction or waiver (as applicable) of the
following conditions (other than those which have been satisfied as at the Latest Practicable
Date):
(a)

the respective representations and warranties of the Target Sellers and the Company
set forth in the Acquisition Agreement remain true, accurate, complete and not
misleading in all respects at the date of the Acquisition Agreement, and as at the date
of the Acquisition Completion, except for those representations and warranties which
are explicitly stated to be true and accurate as at a particular date specified only;
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(b) the Target Sellers and the Company having fulfilled and complied with all the
material terms, undertakings, and conditions as set out in the Acquisition Agreement
at or before the Acquisition Completion;
(c)

there is no prohibition, writ, temporary restriction or any form of order issued by any
competent governmental authorities that impedes the Acquisition Completion or
make the Acquisition Completion illegal;

(d) the completion of the capitalisation of the loans owed by the PRC Target to the
Target Sellers;
(e)

the renewal of the EPCC to the satisfaction of the Company;

(f)

the approvals being obtained from the National Development and Reform
Commission (if applicable) and Ministry of Commerce of the PRC;

(g) the completion of a change of business registration at the relevant Industrial and
Commercial Bureau in the PRC registering the Company as the new holder of the
PRC Target’s equity interests;
(h) the completion of necessary registration with the State Administration of Foreign
Exchange;
(i)

the approvals of the Independent Shareholders, the Stock Exchange and the SFC (if
applicable) for the transactions contemplated under the Acquisition Agreement
having been obtained (for the avoidance of doubt, the SFC’s approval is not required
for the Acquisition);

(j)

the entering into of the Subscription Agreement on the date when the Acquisition
Agreement was entered into, and the simultaneous completion of the Subscription
Agreement and the Acquisition Agreement; and

(k) the entering into of the Divestment Agreement on the date when the Acquisition
Agreement was entered into and the simultaneous completion of the Divestment
Agreement and the Acquisition Agreement.
As at the Latest Practicable Date, the Acquisition Conditions (d) and (e) had been
fulfilled. The Target Sellers may, in writing, waive any of the above Acquisition Conditions
(other than conditions (a) and (b) in respect of their own obligations and conditions (f), (g),
(h), (i), (j) and (k)); whilst the Company may, in writing, waive any of the above conditions
(other than conditions (a) and (b) in respect of its own obligations and conditions (f), (g), (h),
(i), (j) and (k)).
The Acquisition has been approved by the Bureau of Commerce of Inner Mongolia of the
PRC.
As at the Latest Practicable Date, the Company had no intention to waive any of the
above conditions which are capable of being waived and it is not aware of any intention of the
Target Sellers to waive such conditions. The Company will consider the seriousness and any
adverse impact to the Group in respect of any condition which cannot be satisfied before it
decides to waive any of the conditions that it is entitled to waive.
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Acquisition Completion
The Acquisition Completion is expected to take place within five business days (or such
other date as the parties to the Acquisition Agreement shall agree) after the parties to the
Acquisition Agreement having confirmed in writing all the Acquisition Conditions have either
been fulfilled or (as the case may be) waived or such other date as may be agreed between the
parties to the Acquisition Agreement.
If Acquisition Completion does not take place by 31 August 2016 (or such other date as
may be agreed between the parties to the Acquisition Agreement), each of the parties to the
Acquisition Agreement may choose to terminate the Acquisition Agreement; provided a party
shall not be entitled to terminate the Acquisition if its default is the major cause of the
Acquisition Completion failing to take place on or before 31 August 2016.
The Acquisition Completion is conditional on the Subscription Completion and the
Divestment Completion, all of which shall take place simultaneously.
Grant of option
Pursuant to an option deed dated 28 June 2016, the Offeror granted to the Company an
option (the ‘‘Option’’) to sell its entire equity interest in the PRC Target to the Offeror. The
Option is exercisable on the occurrence of certain triggering events in the two years after
completion of the Acquisition. Additional details of the Option are set out in the section
headed ‘‘History and Business of the PRC Target’’ in this circular.
THE CN SUBSCRIPTION AGREEMENT
Date
22 June 2015 (as amended on 20 November 2015, 28 January 2016, 23 March 2016 and 28
June 2016)
Parties
(i)

The Company (as issuer)

(ii) League Way, which (along with its respective ultimate owners), to the best knowledge,
information and belief of the Directors having made all reasonable enquiries, is an
independent third party and not connected with the Company or its connected persons nor
the Offeror or parties acting in concert with the Offeror as at the Latest Practicable Date
(as subscriber)
(iii) The Offeror Note
Note: Under the original CN Subscription Agreement, the Offeror agreed to act as guarantor in respect of certain
obligations of the Company. Pursuant to an amendment agreement dated 28 June 2016, the Offeror was
removed as guarantor.
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CN Conditions
The CN Subscription Completion is conditional on the satisfaction or waiver (or the case
may be) of the following conditions precedent:
(a)

the Group having obtained all consent from approval authorities which are necessary
to be obtained for the execution and performance of the CN Subscription Agreement
and consummation of any of the transactions contemplated under the CN
Subscription Agreement;

(b) the Company having obtained all consent from third parties which are necessary to
be obtained for the execution and performance of the CN Subscription Agreement
and consummation of any of the transactions contemplated under the CN
Subscription Agreement;
(c)

the passing of resolutions by the Independent Shareholders in the SGM approving
the CN Subscription;

(d) the Listing Committee of the Stock Exchange having granted listing of and
permission to deal in the New Conversion Shares issuable upon the conversion of the
Convertible Note and such approval and granting of permission not having been
withdrawn or revoked;
(e)

each of the transaction documents in relation to the CN Subscription having been
duly executed by the parties thereto;

(f)

the Acquisition Completion having occurred pursuant to the Acquisition Agreement;

(g) there being no approval authority or any other person that has:
(i)

instituted or threatened any action or investigation to restrain, prohibit or
otherwise challenge the issuance of the Convertible Note or any of the
transactions contemplated under the CN Subscription Agreement;

(ii) threatened to take any action as a result of or in anticipation of the
implementation of the transactions contemplated under the CN Subscription
Agreement; or
(iii) instituted or threatened any action for the delisting of or suspension of trading
of the Ordinary Shares on the Stock Exchange;
(h) there having been no statute, regulation or decision which would prohibit or restrict
the execution, delivery or performance of the transaction documents in relation to the
CN Subscription or the consummation of the transactions contemplated under the
transaction documents in relation to the CN Subscription having been enacted or
taken by any approval authority whether in Hong Kong, the PRC or elsewhere;
(i)

there having been no material adverse change (as defined in the CN Subscription
Agreement);
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(j)

the warranties of the Company set forth in the CN Subscription Agreement being
true, accurate and correct in all material respects at the CN Subscription Completion
and the Company having performed all its obligations under the CN Subscription
Agreement or other documents entered into in respect of the CN Subscription to be
performed before the CN Subscription Completion;

(k) the Company having complied fully with the pre-completion obligations set out in
the CN Subscription Agreement and otherwise having performed in all material
respects all of the covenants and agreements required to be performed by it under
other documents entered into in respect of the CN Subscription to be performed
simultaneously; and
(l)

there having been delivered to League Way a completion certificate from the
Company confirming that the conditions precedent (other than those that cannot be
satisfied until the CN Subscription Completion) set out in the CN Subscription
Agreement have been met.

League Way may, at any time, waive in whole or in part any of the conditions precedent
(other than conditions (a) to (h)) by written notice to the Company. Such waiver may or may
not be accompanied with conditions and shall not prejudice the rights of League Way to claim
for compensation or damages under the CN Subscription Agreement.
If the CN Conditions are not satisfied or waived on or before 31 August 2016, the CN
Subscription Agreement shall lapse and none of the parties shall have any claim against any
other under the CN Subscription Agreement, save with respect to any antecedent rights arising
under the CN Subscription Agreement.
As at the Latest Practicable Date, none of the above CN Conditions had been fulfilled,
and the Company was not aware of any intention of League Way to waive any of such
conditions.
CN Subscription Completion
The CN Subscription Completion is conditional on the Acquisition Completion and shall
take place on or before the 10th business day following the satisfaction or waiver of the
conditions precedent (other than those conditions precedent that by their terms cannot be
fulfilled until the CN Subscription Completion) or on such other date as may be agreed in
writing by the Company and League Way. The CN Subscription Completion shall take place
simultaneously with the Subscription Completion, the Acquisition Completion and the
Divestment Completion.
Payment of CN Subscription money
The entire principal amount of the Convertible Note shall be payable by League Way to
the Company by telegraphic transfer by instalments as follows:
(a)

HK$12,500,000, being 5% of the principal amount of the Convertible Note, shall be
payable by League Way upon the CN Subscription Completion; and
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(b) HK$237,500,000, being 95% of the principal amount of the Convertible Note, shall
be payable by League Way within 120 days after the CN Subscription Completion.
The Convertible Note will be issued by the Company to League Way on the CN
Subscription Completion date after League Way has paid the required 5% of the principal
amount of the Convertible Note. Nevertheless, the holder of the Convertible Note will not be
entitled to any of the redemption, conversion or other rights under the Convertible Note prior
to the full payment of the remaining subscription money in the manner set out in (b) above
(save for the rights to which an unsecured creditor is entitled upon liquidation of the
Company).
For illustrative purposes only, subject to final audit and possible audit adjustments, in
respect of the principal amount of the Convertible Note received upon the CN Subscription
Completion, it would be recognised as bank balances and cash with the remaining principal
amount to be received within 120 days after CN Subscription Completion being recognised
under prepayments, deposits and other receivables, whilst the Convertible Note would be
recorded in non-current liabilities and reserves of the Company assuming that the Convertible
Note will meet the fixed-for-fixed requirements, i.e. to be settled by the exchange of a fixed
amount of cash or another financial asset for a fixed number of the Company’s ordinary shares,
subject to the adjustment of the conversion ratio to compensate the holder for changes in the
number of ordinary shares outstanding that relate to share issuances or redemption not at fair
value.
CN forfeiture
If League Way fails to meet its payment obligation in (b) above under the sub-section
headed ‘‘The CN Subscription Agreement — CN Subscription Completion — Payment of CN
Subscription Money’’ in this section and fails to rectify the default within 60 days after the
payment becomes due, the Convertible Note will be forfeited in accordance with the terms of
the Convertible Note and the CN Subscription Agreement. Under the CN Subscription
Agreement, no-refund of part payment of the subscription money made by League Way is
provided. There is no procedure that the Company will need to carry out before it forfeits the
Convertible Note and forfeits the part of the subscription money received by it. The aforesaid
forfeiture mechanism of the Convertible Note is a contractual arrangement agreed between the
parties to the CN Subscription Agreement. The Company does not require League Way to
surrender the Convertible Note for the purposes of forfeiture. The Board may, at its sole
discretion, resolve to have such Convertible Note forfeited. The Company may send a
forfeiture notice to League Way after the forfeiture. However, there is no legal or contractual
requirement for the Company to carry out such procedure and failure to do that will not render
the forfeiture invalid.
The above deferred payment arrangement described under the sub-section headed ‘‘The
CN Subscription Agreement — CN Subscription Completion — Payment of CN Subscription
Money’’ in this section was agreed between League Way and the Company after arm’s length
negotiation having considered the procedures that League Way may need to take for
transmitting funds in the PRC to Hong Kong to satisfy the payment obligation, the
development plan and funding needs of the PRC Target after the Acquisition Completion, and
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the terms of the Convertible Note allowing the Company to forfeit all payments made by
League Way to the Company if League Way fails to pay the remaining amount by the deadline
and fails to rectify the default within 60 days after the payment becomes due (as described
above under the sub-section headed ‘‘The CN Subscription Agreement — CN Subscription
Completion — CN Forfeiture’’ in this section), and that the holder of the Convertible Note will
not be entitled to any of the redemption and conversion rights under the Convertible Note prior
to the full payment of the remaining subscription money.
Principal terms of the Convertible Note
Principal amount:
HK$250,000,000
Maturity date:
The third anniversary of the date of the CN Subscription Completion
Interest:
No interest shall be payable on the entire CN Principal Amount
Conversion:
Upon full payment of the principal amount of the Convertible Note under the CN
Subscription Agreement, League Way shall have the right, at its option and by delivering a
conversion notice to the Company, to convert all (but no less than all) of the CN Principal
Amount into such number of CN Conversion Shares as is equal to the quotient of (x) the CN
Principal Amount, divided by (y) the conversion price per CN Conversion Share of
HK$0.6696, subject to adjustment in respect of any stock split, stock combination, stock
bonus dividends or similar events affecting the share capital of the Company after the issue of
the Convertible Note.
Notwithstanding the foregoing, the Company shall not be obliged to issue any CN
Conversion Share if to the extent such issuance will result in breach of the Listing Rules
(including but not limited to the minimum public float requirement of the Listing Rules),
provided that the Company shall use its commercially reasonable efforts to ensure the CN
Conversion Shares can be allotted without resulting in a breach of the Listing Rules as soon as
practicable.
Redemption:
Upon full payment of the principal amount of the Convertible Note under the CN
Subscription Agreement, during the period starting from the first day of the 31st month
following the CN Subscription Completion and ending on the maturity date, the holder of the
Convertible Note shall have the right to request the Company to redeem the then outstanding
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Convertible Note by paying the holder of the Convertible Note the CN Principal Amount and
the Redemption Premium of HK$125,000,000 within 30 days after receiving the relevant
redemption notice from League Way.
Upon full payment of the Subscription Price for the Convertible Note under the CN
Subscription Agreement, upon the maturity date, if the Convertible Note is not converted into
CN Conversion Shares or redeemed by then, the Company shall redeem the Convertible Note
by paying the holder of the Convertible Note the CN Principal Amount and the Redemption
Premium within 30 days after the maturity date.
Transfer of the Convertible Note:
Except as required by law or pursuant to a general offer for the Convertible Note in
accordance with the Takeovers Code, the Convertible Note may not be transferred.
Listing:
The Convertible Note will not be listed on the Stock Exchange or any other stock
exchanges.
Conversion price:
The initial conversion price of HK$0.6696 per CN Conversion Share represents:
(i)

a discount of approximately 88.65% to the closing price of HK$5.90 per Ordinary
Share as quoted on the Stock Exchange on the Last Trading Day;

(ii) a discount of approximately 88.29% to the average closing price of HK$5.72 per
Ordinary Share as quoted on the Stock Exchange over the last five consecutive
trading days prior to the Last Trading Day (when trading in the Ordinary Shares was
not suspended);
(iii) a discount of approximately 85.03% to the average closing price of approximately
HK$4.47 per Ordinary Share as quoted on the Stock Exchange over the last 10
consecutive trading days prior to the Last Trading Day (when trading in the Ordinary
Shares was not suspended);
(iv) a premium of approximately HK$0.972 over the audited net liabilities of the Group
as at 31 March 2015 as represented by each Ordinary Share (before any conversion
of the Convertible Bonds) of approximately HK$0.3024; and
(v) a premium of approximately 76.21% over the unaudited pro forma adjusted net
tangible assets of the Restructured Group as at 30 September 2015 as represented by
each Ordinary Share in issue upon completion of the Transactions (assuming
conversion in full of the Convertible Bonds (at the Adjusted CB Conversion Price),
the Convertible Note and the Preferred Shares) of approximately HK$0.38.

– 105 –

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

LETTER FROM THE BOARD
The initial conversion price was arrived at after arm’s length negotiation among the
Company, the Offeror and League Way taking into account the prevailing market price of the
Ordinary Shares, the trading volume of the Ordinary Shares, the audited consolidated net
liabilities of the Group as at 31 March 2015 and the Subscription Price.
Based on the initial conversion price, the Convertible Note can be converted into
373,357,228 CN Conversion Shares, which have an aggregate nominal value of
HK$3,733,572.28. Such CN Conversion Shares represent:
(i)

approximately 107.49% of the total number of Ordinary Shares in issue as at the
Latest Practicable Date;

(ii) approximately 51.81% of the total number of Ordinary Shares in issue as enlarged by
the allotment and issue of such CN Conversion Shares upon exercise of the
conversion rights attached to the Convertible Note (assuming that there is no other
issue or repurchase of the issued Ordinary Shares);
(iii) approximately 18.76% of the total number of Ordinary Shares in issue as enlarged by
the allotment and issue of:
(a)

such CN Conversion Shares upon exercise of the conversion rights attached to
the Convertible Note; and

(b) the Ordinary Subscription Shares (assuming that there is no other issue or
repurchase of the issued Ordinary Shares);
(iv) approximately 5.72% of the total number of Ordinary Shares in issue as enlarged by
the allotment and issue of:
(a)

such CN Conversion Shares upon exercise of the conversion rights attached to
the Convertible Note;

(b) the Ordinary Subscription Shares (assuming that there is no other issue or
repurchase of the issued Ordinary Shares);
(c)

2,747,909,199 New Conversion Shares to be issued upon exercise of the
conversion rights attached to the Preferred Shares (based on the initial
conversion price); and

(d) 1,785,714,285 CB Conversion Shares to be issued upon exercise of the
conversion rights attached to the Convertible Bonds in full (assuming that there
is no other issue or repurchase of the issued Ordinary Shares) (based on the
Adjusted CB Conversion Price of HK$0.0672 per CB Conversion Share).
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Undertaking of League Way
During the CN Relevant Period (being the period commencing on the date of the CN
Subscription Completion and ending on the date on which a cash offer to be made by the
Offeror to acquire the Convertible Note and all the Convertible Bonds (other than those already
owned or agreed to be acquired by the Offeror and parties acting in concert with it) (if any)
closes or lapses), League Way irrevocably and unconditionally undertakes in favour of the
Offeror under the CN Subscription Agreement that it shall:
(a)

not accept such offer (if any) which may be made by the Offeror to acquire all the
Convertible Note (other than those already owned or agreed to be acquired by the
Offeror and parties acting in concert with it);

(b) not convert the Convertible Note;
(c)

not enter into any agreement, arrangement or understanding with a view to effecting
any of the acts prohibited by the foregoing paragraph; and

(d) in the event that it should fail to comply with the undertakings given above,
indemnify to the Offeror for any loss, damages, costs and expenses which may be
incurred.
Use of proceeds
As the issue of the Convertible Note is being executed as part of the Transactions, it will
be difficult to carve out those expenses incurred in relation to the Transactions which are
solely related to the issue of the Convertible Note. For convenience, the Company has decided
to pay all expenses in relation to the Transactions out of the proceeds from the Subscription.
Accordingly, the net proceeds from the issue of the Convertible Note equal the gross proceeds
and the net price per CN Conversion Share is approximately HK$0.6696, calculated by
dividing the net proceeds from the issue of the Convertible Note over the number of New
Conversion Shares which may fall to be issued upon full conversion of the Convertible Note at
the initial conversion price.
It is intended that the Company shall use the net proceeds from the CN Subscription as
follows:
.

as to approximately HK$200 million to expand the Restructured Group’s business by
acquiring other oil companies and the further exploration, development and
production of the other newly acquired oil and gas projects; and

.

as to approximately HK$50 million to finance the operations of the PRC Target and
to be used as general working capital of the Restructured Group.

– 107 –

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

LETTER FROM THE BOARD
THE DIVESTMENT AGREEMENT
Date
22 June 2015 (as amended on 23 October 2015, 20 November 2015, 28 January 2016, 23
March 2016 and 28 June 2016)
Parties
(i)

The Company (as vendor)

(ii) Seller 1 (as purchaser)
Assets to be disposed of/assigned
The Divestment Shares, the Current Accounts Receivable and a total number of 125,000
ADS (equivalent to 25,000 class A ordinary shares) of SouFun held by the Company as of the
date of the Divestment Agreement (which, as a condition precedent to completion of the
Divestment Agreement, will be transferred by the Company to Target 1 at the market price
effective at the time of such transfer).
Consideration
The Initial Consideration for the Divestment is approximately HK$1,652,995, which was
agreed with reference to the aggregate value of (i) the unaudited amount of Current Accounts
Receivable as at 31 March 2015 and (ii) the unaudited combined net liabilities of the
Divestment Group attributable to owners of the Divestment Group (i.e. the Company) as at 31
March 2015.
The Current Accounts Receivable, represents the amount due to holding company (i.e. the
Company) by the Divestment Group, which forms part of the Divestment consideration and
accordingly will be settled upon Divestment Completion. The Company will not be liable for
any of the liabilities of the Divestment Group upon Divestment Completion.
The Initial Consideration was calculated based on the unaudited management accounts of
the Divestment Group as of 31 March 2015 before the management accounts were reviewed by
the Company’s auditors. The related numbers are unaudited but have now been reviewed by the
Company’s auditors. The difference between the net liabilities of the Divestment Group as per
the unaudited management accounts and the reviewed accounts of about HK$12.4 million
represents mainly the provision of losses made in respect of the Divestment Group’s investment
in the joint venture companies as at 31 March 2015 which is not reflected in the unaudited
management accounts used by the Company in calculating the Initial Consideration.
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The Initial Consideration shall be subject to the following adjustments:
(a)

the amount (which, for the avoidance of doubt, can either be a positive amount or a
negative amount) of (i) the aggregate fair market value of the Real Properties set
forth in the Circular, minus (ii) the aggregate book value of the Real Properties
(including any related leasehold improvement) as reflected in the Company’s audited
accounts for the financial year ended 31 March 2015; and

(b) the amount (which, for the avoidance of doubt, can either be a positive amount or a
negative amount) of (i) the aggregate net amount of the Current Accounts Receivable
as of the date of the Divestment Completion, minus (ii) HK$257,513,000, being the
aggregate net amount of the Current Accounts Receivable as of 31 March 2015,
provided that, in any event, if the aggregate amount of the Initial Consideration and the
Adjustment Amount is less than HK$1, the adjusted consideration for the Divestment shall be
deemed to be HK$1.
The Company has confirmed that, and the Joint Sponsors have confirmed that they have
reviewed the financial information of the Divestment Group, the Divestment Agreement and
other related documents (i.e. the loan documents of the Divestment Group) as provided by the
Company to ensure that, the Company will not be liable for any of the liabilities of the
Divestment Group, including bank loans or amounts due to related companies, after completion
of the Divestment.
For illustrative purposes, the adjustment to the Initial Consideration based on the
valuation of the Real Properties as at 31 March 2016 is as follows:
HK$
Fair market value of the Real Properties as at 31 March 2016
(based on the valuation report on the Real Properties set forth
in Appendix X to this circular)(Note 1)
Held by members of the Divestment Group
Held by a 26.7%-owned joint venture of the Divestment Group(Note

2)

308,567,000
102,697,000
411,264,000

Less: Aggregate carrying value of the Real Properties as at
31 March 2015 as per the audited accounts of the Group
Held by members of the Divestment Group
Held by a 26.7%-owned joint venture of the Divestment Group(Note

2)

312,230,000
121,986,834
434,216,834

Decrease in value of the Real Properties
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The corresponding increase in the Current Accounts Receivable assuming that the class A
ordinary shares of SouFun will be transferred by the Company to the Divestment Group at
US$25.55 per share (based on the closing price of each ADS as at the Latest Practicable Date
of US$5.11 and the ratio of five ADS for one class A ordinary share of SouFun) is as follows:
US$
Closing price of a class A ordinary share of SouFun
Number of class A ordinary shares of SouFun held

HK$(Note

3)

25.55
25,000

198.01
25,000

638,750

4,950,250
HK$

Current Accounts Receivable as at 31 December 2015
Add: Increase in Current Accounts Receivable arising
from the class A ordinary share of SouFun to be
transferred to the Divestment Group
(as calculated above)
Less: Current Accounts Receivable as at 31 March 2015
Increase in Current Accounts Receivable

256,710,000

4,950,250
(257,513,000)
4,147,250

Therefore, the total adjustment to the Initial Consideration is as follows:
HK$
Increase in the Current Accounts Receivable (Note
Decrease in value of the Real Properties

4)

4,147,250
(22,952,834)

Adjustment Amount

(18,805,584)

Initial Consideration

1,652,995

Aggregate of the Adjustment Amount and the Initial Consideration
Adjusted consideration for the Divestment

(17,152,589)
1(Note

5)

Notes:
1.

Calculated based on the exchange rate of RMB1.00 = HK$1.19.

2.

Target 1, through its indirect wholly-owned subsidiary, 廣西沃頓國際大酒店有限公司 (Guangxi
Wharton International Hotel Limited), holds an approximately 26.7% equity interest in a joint venture,
廣西普凱興業酒店投資有限公司 (Guangxi Pukai Xingye Hotel Investment Company Limited), which
in turn holds some property interests forming part of the Real Properties.

3.

Calculated based on the exchange rate of US$1 = HK$7.75.
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4.

Assuming that there is no change to the Current Accounts Receivable as at 31 December 2015 other
than that arising from the transfer of the shares in SouFun from the Company to the Divestment Group
as described in the table above.

5.

Pursuant to the Divestment Agreement, if the aggregate of the Initial Consideration and the Adjustment
Amount is less than HK$1, the adjusted consideration for the Divestment shall be deemed to be HK$1.

Any actual adjustment will also depend on the actual balance of the Current Accounts
Receivable as at the date of the Divestment Completion. Any Adjustment Amount shall be
certified by the Company’s external auditors.
The consideration shall be paid by Seller 1 to the Company by telegraphic transfer on the
date of the Divestment Completion.
Divestment Conditions
The Company’s obligation to complete the Divestment is conditional upon the fulfilment
(or waiver by the Company of any one or more) of the following conditions precedent:
(a)

the passing of resolutions by the Independent Shareholders in the SGM approving,
among other things, the execution of the Divestment Agreement and consummation
and completion of the Divestment and related transactions under the Divestment
Agreement;

(b) there being no notification from the Stock Exchange stating that the Divestment is
prohibited under the Rule 14.92 of the Listing Rules on the part of the Company;
(c)

the Executive having consented to the Divestment as a special deal under Note 4 of
Rule 25 of the Takeovers Code;

(d) the Company (and the relevant members of the Divestment Group) having obtained
all consent from the other approval authorities which are necessary to be obtained for
the execution and performance of the S&P Agreement and the Transaction
Documents and any of the transactions contemplated under the S&P Agreement and
the Transaction Documents;
(e)

the Company (and the relevant members of the Divestment Group) having obtained
all consent from third parties which are necessary to be obtained for the execution
and performance of the S&P Agreement and the Transaction Documents and any of
the transactions contemplated under the S&P Agreement and the Transaction
Documents;

(f)

there being no approval authority or any other person that has:
(i)

instituted or threatened any action or investigation to restrain, prohibit or
otherwise challenge any of the transactions contemplated under the S&P
Agreement and the Transaction Documents; or
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(ii) threatened to take any action as a result of or in anticipation of the
implementation of the transactions contemplated under the S&P Agreement and
the Transaction Documents;
(g) there having been no statute, regulation or decision which would prohibit or restrict
the execution, delivery or performance of the S&P Agreement and the Transaction
Documents or the consummation of the transactions contemplated under the S&P
Agreement and the Transaction Documents enacted or taken by any approval
authority whether in Hong Kong, the PRC or elsewhere;
(h) the Company, Seller 1 and the relevant members of the Divestment Group having
entered into an assignment deed pursuant to which the Company shall assign to
Seller 1, at Divestment Completion and for nil consideration, the rights and
obligations of the Company with respect to all its rights to the entire net amount of
the Current Accounts Receivable as of the date of the Divestment Completion;
(i)

the warranties given by Seller 1 under the Divestment Agreement being true,
accurate and correct in all material respects at Divestment Completion and Seller 1
having performed all its obligations under the S&P Agreement and the Transaction
Documents to be performed before Divestment Completion;

(j)

there having been delivered to the Company a certificate from Seller 1 confirming
that all the conditions precedent (other than the conditions (a), (b), (c), (d) and (e)
set out above, this condition and condition (k) below) having been met; and

(k) each of the S&P Agreement and the Transaction Documents having been duly
executed by the parties thereto and the transactions contemplated under the S&P
Agreement and the Transaction Documents (including the Subscription, the Transfer,
the Acquisition and the Divestment) being completed prior to or simultaneously at
Divestment Completion.
Seller 1’s obligation to complete the Divestment is conditional upon the fulfilment (or
waiver by Seller 1 of any one or more) of the following conditions precedent:
(a)

the warranties given by the Company under the Divestment Agreement being true,
accurate and correct in all material respects at Completion and Seller 1 having
performed all its obligations under the S&P Agreement and the Transaction
Documents to be performed before Divestment Completion;

(b) all the shares of SouFun held by the Company as of the date of the Divestment
Agreement having been transferred, at market price effective at the time of transfer,
from the Company to Target 1;
(c)

Seller 1 receiving the following documents on or prior to Divestment Completion:
(i)

the books and records (including without limitation statutory books, minute
books, company chops, contract chops and finance chops, etc.) of each member
company of the Divestment Group; and
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(ii) resignation letters issued by all the relevant directors (as designated by Seller 1)
of the member companies of the Divestment Group; and
(d) there having been delivered to Seller 1 a certificate from the Company confirming
that all the conditions precedent (other than condition (c) above) have been met.
If the Divestment Completion fails to take place on or before 31 August 2016 or such
later date the Company and Seller 1 may agree, the Divestment Agreement shall lapse and
none of the parties shall have any claim against any other under the Divestment Agreement,
save with respect to any antecedent rights arising under the Divestment Agreement. However,
Seller 1 shall not, by relying on any failure by the Company to satisfy any of the conditions
precedent refuse to complete the Divestment if such failure to satisfy such conditions precedent
is within the control of Seller 1.
As at the Latest Practicable Date, none of the above Divestment Conditions had been
fulfilled, the Company had no intention to waive any of the Divestment Conditions (a) to (k)
set out on pages 111 and 112 which it is entitled to waive any one or more, and the Company
was not aware of any intention of Seller 1 to waive any of the Divestment Conditions (a) to (d)
set out on pages 112 and 113 which it is entitled to waive any one or more. The Company will
consider the seriousness and any adverse impact to the Group in respect of any condition
which cannot be satisfied before it decides to waive any of the conditions that it is entitled to
waive.
Divestment Completion
The Divestment Completion shall take place on or before the 10th business day following
the satisfaction or waiver of the conditions precedent (other than those conditions precedent
that by their terms cannot be fulfilled until Divestment Completion) or on such other date as
may be agreed in writing by the parties. The Divestment Completion is conditional on the S&P
Completion, the Subscription Completion, the Acquisition Completion and the CN Subscription
Completion. The Divestment Completion, the Subscription Completion, the Acquisition
Completion and the CN Subscription Completion shall take place simultaneously.
Use of proceeds
Based on the Initial Consideration, the aggregate gross proceeds from the Divestment
amount to HK$1,652,995. However, the actual amount of the proceeds from the Divestment
will be subject to the adjustment to the Initial Consideration as illustrated above. The Company
has discussed with the Offeror and proposes to use the proceeds (including the aggregate of the
Initial Consideration and the Adjustment Amount) for general working capital of the
Restructured Group.
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ESTIMATED FINANCIAL EFFECT OF THE TRANSACTIONS
Upon completion of the Transactions, (i) the PRC Target will become a wholly-owned
subsidiary of the Company and its results and assets and liabilities will be consolidated into the
consolidated financial statements of the Company; and (ii) the Company will not hold any
equity interest in the Divestment Group, and member companies of the Divestment Group will
cease to be subsidiaries of the Company and their respective results and assets and liabilities
will no longer be consolidated into the consolidated financial statements of the Company.
As set out in Appendix VI to this circular, on the basis of (i) the assets and liabilities of
the Group as at 30 September 2015; (ii) the assets and liabilities of the PRC Target as at 31
December 2015; and (iii) assuming that the Transfer and the Transactions had been completed
as at 30 September 2015, the Group’s total assets as at 30 September 2015 of approximately
HK$439,430,000 would increase to approximately HK$3,011,670,000 for the Restructured
Group while the Group’s total liabilities as at 30 September 2015 of approximately
HK$553,787,000 would increase to approximately HK$802,884,000 for the Restructured
Group. Further details in respect of the impacts of the Transactions on the Group’s assets and
liabilities are set out in Appendix VI to this circular.
On the assumption that the Divestment had completed on 30 September 2015, it is
estimated that the Group would record a gain of approximately HK$42.2 million from the
Divestment representing the Initial Consideration of HK$1,652,995 and adding back the
unaudited combined net liabilities of the Divestment Group attributable to owners of the
Divestment Group as at 30 September 2015 of HK$271,938,000 (as per the unaudited financial
statements of the Divestment Group as at 30 September 2015 as reviewed by the Company’s
auditors as set out in Appendix V to this circular), less the unaudited aggregate amount of the
Current Accounts Receivable due from the Divestment Group as at 30 September 2015 of
HK$256,755,000, and adding the release of exchange fluctuation reserve of HK$25,357,000.
The estimated gain from the Divestment as disclosed in the Joint Announcement had amounted
to approximately HK$36.3 million, which was calculated on the assumption that the
Divestment had completed on 31 March 2015. The increase in the estimated gain from
HK$36.3 million to HK$42.2 million (which was calculated on the assumption that the
Divestment had completed on 30 September 2015) is primarily due to (i) the increase in the
combined net liabilities of the Divestment Group attributable to owners of the Divestment
Group of approximately HK$3.7 million from approximately HK$268,279,000 as at 31 March
2015 to approximately HK$271,938,000 as at 30 September 2015 as a result of losses recorded
by the Divestment Group during the six months period ended 30 September 2015 of
approximately HK$5.2 million, which was offset by gains from exchange differences arising on
translation of foreign operations of approximately HK$1.5 million for the reason that the
Divestment Group was in net liabilities position as at 31 March 2015 and 30 September 2015,
and RMB depreciated against the Hong Kong dollar during the six months period ended 30
September 2015; and (ii) the decrease in net amounts due from the Divestment Group to the
Company of approximately HK$758,000 from approximately HK$257,513,000 as at 31 March
2015 to HK$256,755,000 as at 30 September 2015 which was mainly due to repayment of the
amount due to the Company during the six months ended 30 September 2015. The unaudited
estimated gain from the Divestment is regarded as profit forecast for the purposes of the
Takeovers Code. In this regard, please refer to ‘‘Appendix V — Unaudited Financial
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Information of the Divestment Group’’ for the report of the financial advisor to the Company
and ‘‘Appendix VI — Unaudited Pro Forma Financial Information of the Restructured Group’’
for the report of the reporting accountants in compliance with Rule 10 of the Takeovers Code.
SHAREHOLDING STRUCTURE OF THE COMPANY
The following table sets out the shareholding structure of the Company (i) immediately
prior to the Tranche 1 Sale Completion; (ii) immediately after the Tranche 1 Sale Completion
(assuming no conversion of the Convertible Bonds); (iii) immediately after the Tranche 1 Sale
Completion and the Tranche 2 Sale Completion (i.e. the S&P Completion) (assuming no
conversion of the Convertible Bonds); (iv) immediately after the S&P Completion and before
the Subscription Completion and the CN Subscription Completion (assuming conversion in full
of the Convertible Bonds); (v) immediately after the S&P Completion, the Subscription
Completion and the CN Subscription Completion (assuming no conversion of the Convertible
Bonds, the Convertible Note and the Preferred Shares); (vi) immediately after the S&P
Completion, the Subscription Completion and the CN Subscription Completion (assuming
conversion in full of the Convertible Bonds (taking into account of the adjustment of CB
Conversion Price as detailed in the sub-section headed ‘‘Adjustment to the CB Conversion
Price of the Convertible Bonds’’ in this section), the Convertible Note and the Preferred
Shares):
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Shareholding and capital structures
Immediately after the
Tranche 1 Sale
Completion and the
Tranche 2 Sale
Immediately after the
Completion (i.e. the
Tranche 1 Sale
S&P Completion)
Immediately prior to
Completion (assuming (assuming no conversion
the Tranche 1
no conversion of the
of the Convertible
Sale Completion
Convertible Bonds)
Bonds)
Number of
Number of
Number of
Ordinary
Ordinary
Ordinary
Shares
%
Shares
%
Shares
%

Immediately after the
S&P Completion and
before the Subscription
Completion and the CN
Subscription Completion
(assuming conversion in
full of the Convertible
Bonds) (Note 1)
Number of
Ordinary
Shares
%

Immediately after the
S&P Completion, the
Subscription Completion
and the CN
Subscription Completion
(assuming no conversion
of the Convertible
Bonds, the Convertible
Note, and Preferred
Shares)
Number of
Ordinary
Shares
%

Immediately after the
S&P Completion, the
Subscription Completion
and the CN Subscription
Completion (assuming
conversion in full of the
Convertible Bonds, the
Convertible Note and
Preferred Shares)
(Note 2)
Number of
Ordinary
Shares
%

Seller 1
Seller 2

209,753,409
—

60.39%
—

173,728,685
—

50.02%
—

34,753,409
—

10.01%
—

34,753,409
62,699,523

5.17%
9.33%

34,753,409
—

2.15%
—

34,753,409
344,754,077

0.53%
5.28%

The Sellers

209,753,409

60.39%

173,728,685

50.02%

34,753,409

10.01%

97,452,932

14.50%

34,753,409

2.15%

379,507,486

5.82%

—
11,500,000
12,910,000
—

—
3.31%
3.72%
—

36,024,724
11,500,000
12,910,000
—

10.37%
3.31%
3.72%
—

175,000,000
11,500,000
12,910,000
—

50.38%
3.31%
3.72%
—

437,063,670
11,500,000
12,910,000
—

65.03%
1.71%
1.92%
—

824,641,578
11,500,000
12,910,000
—

51.01%
0.71%
0.80%
—

3,677,107,408
11,500,000
12,910,000
443,369,176

56.37%
0.18%
0.20%
6.80%

—
—

—
—

—
—

—
—

—
—

—
—

—
—

—
—

14,934,289
14,934,289

0.92%
0.92%

14,934,289
14,934,289

0.23%
0.23%

—

—

—

—

—

—

—

—

93,588,212

5.79%

93,588,212

1.43%

—
—
—
—
—
—

—
—
—
—
—
—

—
—
—
—
—
—

—
—
—
—
—
—

—
—
—
—
—
—

—
—
—
—
—
—

—
—
—
—
—
—

—
—
—
—
—
—

46,794,106
124,701,315
50,029,870
50,029,870
75,044,800
149,716,246

2.89%
7.71%
3.09%
3.09%
4.64%
9.26%

46,794,106
241,437,675
166,766,230
166,766,230
250,149,340
324,820,786

0.72%
3.70%
2.56%
2.56%
3.83%
4.98%

—
—
—

—
—
—

—
—
—

—
—
—

—
—
—

—
—
—

—
—
—

—
—
—

—
—
—

—
—
—

50,000,000
14,934,289
127,681,952

0.77%
0.23%
1.96%

—

—

—

—

—

—

—

—

619,772,997

38.33%

1,512,807,398

23.19%

24,410,000

7.03%

60,434,724

17.40%

199,410,000

57.41%

461,473,670

68.66% 1,468,824,575

90.85%

5,657,693,982

86.72%

—

—

—

—

—

—

—

—

—

—

373,357,228

5.72%

Other existing public Shareholders

113,162,591

32.58%

113,162,591

32.58%

113,162,591

32.58%

113,162,591

16.84%

113,162,591

7.00%

113,162,591

1.73%

Total

347,326,000 100.00%

347,326,000 100.00%

347,326,000 100.00%

672,089,193 100.00% 1,616,740,575 100.00%

6,523,721,287 100.00%

Total public Shareholders (Note 6)

137,572,591

113,162,591

113,162,591

113,162,591

2,378,834,703

The Offeror
IDG Technology
Lin Dongliang (林棟梁)
Aquarius Investment (Note 4)
Lu Xi (Note 3)
Fang Chao (Note 3)
華寶.境外市場投資2號系列20–6期 QDII
單一資金信托
(Hwabao.Overseas Investment Series 2
No 20-6 QDII Single Money Trust*)
(Note 3)
華寶.境外市場投資2號系列20–7期 QDII
單一資金信托
(Hwabao.Overseas Investment Series 2
No 20-7 QDII Single Money Trust*)
(Note 3)
New Fast Investments Limited (Note 3)
Real Smart Holdings Limited (Note 3)
Grand Empire Global Limited (Note 3)
True Success Global Limited (Note 3)
Sonic Gain Limited (Note 3)
Haitong International Securities Company
Limited (Note 3)
ExaByte Capital Fund L.P. (Note 3)
Rich Harvest Worldwide Ltd. (Note 3)
Public Shares Subscribers (Note 3)
The Offeror and parties acting
in concert with it
League Way (Note 5)

39.61%

32.58%
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Immediately
Immediately
after the S&P
after the S&P
Completion, the Completion, the
Subscription
Subscription
Completion and Completion and
the CN
the CN
Subscription
Subscription
Completion
Completion
(assuming
(assuming no
conversion in
conversion of
full of the
the Convertible
Convertible
Bonds, the
Bonds, the
Convertible
Note, and Convertible Note
and Preferred
Preferred
Shares)
Shares)

Immediately
prior to the
Tranche 1 Sale
Completion

Immediately
after the
Tranche 1 Sale
Completion
(assuming no
conversion of
the Convertible
Bonds)

Immediately
after the
Tranche 1 Sale
Completion and
the Tranche 2
Sale Completion
(i.e. the S&P
Completion)
(assuming no
conversion of
the Convertible
Bonds)

Immediately
after the S&P
Completion and
before the
Subscription
Completion and
the CN
Subscription
Completion
(assuming
conversion in
full of the
Convertible
Bonds)

347,326,000

347,326,000

347,326,000

672,089,193

1,616,740,575

6,523,721,287

347,326,000

347,326,000

347,326,000

347,326,000

347,326,000

347,326,000

—

—

—

—

1,269,414,575

1,269,414,575

—
—

—
—

—
—

—
—

CN Conversion Shares

—

—

—

—
324,763,193
(Note 1)
—

—

2,747,909,199
1,785,714,285
(Note 2)
373,357,228

Preferred Shares

—

—

—

—

2,747,909,199

—

324,763,193
324,763,193
—

324,763,193
324,763,193
—

324,763,193
324,763,193
—

—
—
—

2,159,071,513
1,785,714,285
373,357,228

—
—
—

Shares in issue
Ordinary Shares
Ordinary Shares in
issue immediately
prior to the
Tranche 1 Sale
Completion
Ordinary Subscription
Shares
New Conversion
Shares arising from
conversion of the
Preferred Shares
CB Conversion Shares

Other unissued
underlying Shares
pursuant to
convertible debt
securities
Convertible Bonds
Convertible Note
Notes:
(1)

The calculation of the total number of CB Conversion Shares is based on the Existing CB Conversion
Price of HK$0.3695 per CB Conversion Share.
The above situation is for illustrative purposes only. Each of the Company, the Offeror and Seller 2
have unconditionally and irrevocably undertaken to ensure that no less than 25% of the Ordinary Shares
will be held by the public at all times in compliance with the minimum public float requirement of the
Listing Rules in particular immediately following any conversion of the Convertible Bonds (i.e. the Sale
Bonds under the Tranche 1 Transfer, the Sale Bonds under the Tranche 2 Transfer and the Excluded
Bonds).
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(2)

The calculation of the total number of CB Conversion Shares is based on the Adjusted CB Conversion
Price of HK$0.0672 per CB Conversion Share, details of which are set out in the sub-section headed
‘‘Adjustment to the CB Conversion Price of the Convertible Bonds’’ in this section below.

(3)

Given that the Public Shares Subscribers are not connected persons to the Offeror, their subscription of
the Ordinary Subscription Shares and Preferred Shares are not financed by any connected persons of the
Company and they will not become connected persons of the Company as a result of the Subscription or
after full conversion of the Preferred Shares/Convertible Note, the interests of the Public Shares
Subscribers in the Company upon the Subscription Completion and/or conversion of the Preferred
Shares/Convertible Note shall form part of the Company’s public shareholding. The Public Shares
Subscribers are parties acting in concert with the Offeror as the Public Shares Subscribers were
introduced by the Offeror and the terms of the Subscription Agreement were negotiated between the
Company and the Offeror (for itself and on behalf of the other Subscribers) and all the Subscribers
entered into the Subscription Agreement (being one single agreement) together with the Company.

(4)

Aquarius Investment is held as to 9% by Mr. Wang, who is the chief executive officer and an executive
director of Titan Gas Holdings, and a director of Standard Gas and Aquarius Investment. Further, Mr.
Wang holds an approximately 8.05% equity interest in Titan Gas Holdings.

(5)

Given League Way is independent of the Offeror, its subscription of the Convertible Note is not
financed by any connected persons of the Company and it will not become a connected person of the
Company as a result of the CN Subscription or conversion of the Convertible Note, the interests of
League Way in the Company upon the Subscription Completion and/or after conversion of the
Convertible Note shall form part of the Company’s public shareholding.

(6)

In the above shareholding table, (i) under the column ‘‘Immediately prior to the Tranche 1 Sale
Completion’’, ‘‘Total public Shareholders’’ refer to the aggregate shareholding interest in the Company
held by IDG Technology, Lin Dongliang (林棟梁) and ‘‘Other existing public Shareholders’’; (ii) under
the columns ‘‘Immediately after the Tranche 1 Sale Completion (assuming no conversion of the
Convertible Bonds)’’, ‘‘Immediately after the Tranche 1 Sale Completion and the Tranche 2 Sale
Completion (i.e. the S&P Completion) (assuming no conversion of the Convertible Bonds)’’ and
‘‘Immediately after the S&P Completion and before the Subscription Completion and the CN
Subscription Completion (assuming conversion in full of the Convertible Bonds)’’, ‘‘Total public
Shareholders’’ refer to the shareholding interest in the Company under ‘‘Other existing public
Shareholders’’; (iii) under the columns ‘‘Immediately after the S&P Completion, the Subscription
Completion and the CN Subscription Completion (assuming no conversion of the Convertible Bonds,
the Convertible Note, and Preferred Shares)’’, ‘‘Total public Shareholders’’ refer to the total
shareholding interest in the Company under ‘‘The Sellers’’, ‘‘Public Shares Subscribers’’ and ‘‘Other
existing public Shareholders’’; (iv) under the column ‘‘Immediately after the S&P Completion, the
Subscription Completion and the CN Subscription Completion (assuming conversion in full of the
Convertible Bonds, the Convertible Note and Preferred Shares)’’, ‘‘Total public Shareholders’’ refer to
the total shareholding interest in the Company under ‘‘The Sellers’’, ‘‘Public Shares Subscribers’’,
‘‘League Way’’ and ‘‘Other existing public Shareholders’’.

(7)

Based on the tentative timetable, it is expected that the Acquisiton will be completed on the same date
as the completion of the Subscription and the CN Subscription.
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The following charts set out the shareholding structure of the Group (i) immediately prior
to the Tranche 1 Sale Completion, (ii) as at the Latest Practicable Date, (iii) immediately after
the S&P Completion, (iv) immediately after the S&P Completion and assuming conversion in
full of the Convertible Bonds, (v) immediately upon completion of the Transfer and the
Transactions; and (vi) after conversion of the Preferred Shares, the Convertible Note and the
Convertible Bonds, so as to illustrate the effects of the Transfer and the Transactions.
Shareholding structure of the Group immediately prior to the Tranche 1 Sale Completion

Mr. Mo
100%
Seller 1

IDG Technology(1)

60.39%

3.31%

Lin Dongliang(1)
（林棟梁）
3.72%

Public
Shareholders
32.58%

The Company
100%
The Divestment
Group
Note:
(1)

The Offeror, IDG Technology and Lin Dongliang (林棟梁) are parties acting in concert.
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Existing shareholding structure of the Group as at the Latest Practicable Date

Mr. Mo
100%

Offeror(2)

Seller 1
50.02%(1)

10.37%(1)

IDG
Technology(2)
3.31%

Lin Dongliang(2)
(林棟梁)

Public
Shareholders

3.72%

32.58%

The Company
100%
The Divestment
Group
Notes:
(1)

After completion of the Tranche 1 Sale Completion on 27 October 2015, Seller 1 transferred a 10.37%
interest in the Company to the Offeror under the Transfer.

(2)

The Offeror, IDG Technology and Lin Dongliang (林棟梁) are parties acting in concert.
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Shareholding structure of the Group immediately after the S&P Completion (assuming no
conversion of the Convertible Bonds)

Mr. Mo
100%
Offeror(2)

Seller 1
10.01%(1)

50.38%(1)

IDG Technology(2)
3.31%

Lin Dongliang(2)
（林棟梁）

Public
Shareholders

3.72%

32.58%

The Company
100%
The Divestment
Group
Notes:
(1)

Upon completion of the Tranche 2 Sale Completion, Seller 1 shall transfer a 40.01% interest to the
Offeror under the Transfer.

(2)

The Offeror, IDG Technology and Lin Dongliang (林棟梁) are parties acting in concert.

– 121 –

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

LETTER FROM THE BOARD
Shareholding structure of the Group immediately after the S&P Completion and before
the Subscription Completion and the CN Subscription Completion (assuming conversion
in full of the Convertible Bonds)

Mr. Mo

100%

100%
Offeror(1)

Seller 1
5.17%

65.03%

IDG
Technology(1)
1.71%

Lin Dongliang(1)
（林棟梁）

Public
Shareholders

1.92%

Seller 2(2)
9.33%

The Company
100%
The Divestment
Group
Notes:
(1)

The Offeror, IDG Technology and Lin Dongliang (林棟梁) are parties acting in concert.

(2)

Seller 2 is the holder of the existing Convertible Bonds.

– 122 –

16.84%

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

LETTER FROM THE BOARD
Shareholding structure of the Restructured Group immediately upon completion of the
Transfer and the Transactions and before conversion of the Convertible Bonds

Mr. Mo
100%
IDG
Technology(1)

Seller 1
2.15%

Other
Subscribers(1)(2)

0.71%
Offeror(1)

38.33%
Lin Dongliang(1)
(林棟梁)

Existing Public
Shareholders

0.80%

7.00%

51.01%

The Company
100%
The PRC Target

Notes:
(1)

The Offeror, IDG Technology, Lin Dongliang (林棟梁) and the other Subscribers are regarded as parties
acting in concert for the purpose of the Transfer and the Transactions.

(2)

The other Subscribers (other than the Offeror) represent the Public Shares Subscribers that will
subscribe for the Ordinary Subscription Shares and are regarded as public Shareholders as explained
above.
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Shareholding structure of the Restructured Group after conversion of the Preferred
Shares, the Convertible Note and the Convertible Bonds

Mr. Mo

100%

100%
Seller 1

Aquarius
Investment(1)(3)

Offeror(1)

0.53%

56.37%

Seller 2(2)
5.28%

Other
Subscribers(1)(5)(6)

Existing public
Shareholders

23.19%

1.73%

6.80%

IDG
Technology(1)

Lin Dongliang(1)
(林棟梁)

League Way(4)(6)

0.18%

0.20%

5.72%

The Company
100%
The PRC Target

Notes:
(1)

The Offeror, IDG Technology, Lin Dongliang (林棟梁), Aquarius Investment and the other Subscribers
are regarded as parties acting in concert for the purpose of the Transfer and the Transactions.

(2)

Seller 2 is the holder of the Excluded Bonds.

(3)

Aquarius Investment is one of the Subscribers subscribing for the Preferred Shares under the
Subscription.

(4)

League Way will subscribe for the Convertible Note under the CN Subscription.

(5)

The other Subscribers represent the Public Shares Subscribers that will subscribe for the Ordinary
Subscription Shares and/or the Preferred Shares (other than the Offeror and Aquarius Investment).

(6)

League Way and the other Subscribers (other than the Offeror and Aquarius Investment) are regarded as
public Shareholders as explained above.
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INFORMATION ON THE GROUP
The Company, through the Divestment Group, is principally engaged in the ownership
and operations of hotels and restaurants in the PRC. Save for the Divestment Group, the Group
does not have other significant operations.
As at the Latest Practicable Date, the Divestment Group, through Target 1, owned the
Nanning Hotel which is located in Nanning, Guangxi, the PRC and a 26.7% interest in the
Beihai Yintan No. 1 Hotel which is located in Beihai, Guangxi, the PRC. Target 2 has not
engaged in any business operations since July 2015, and as at the Latest Practicable Date there
were no ongoing discussions or agreements reached on any potential new business
developments of Target 2.
The Divestment Group’s unaudited net loss before and after taxation for the two years
ended 31 March 2014 and 2015, as reviewed by the Company’s auditors (as set out in
Appendix V to this circular) were as follows:

For the year ended
31 March
2014
2015
HK$’000
HK$’000
Net loss before taxation (including
non-controlling interests)
Loss for the year attributable to owners of
the Divestment Group

197,119

152,366

196,644

151,452

The above unaudited net losses of the Divestment Group constitutes a profit forecast for
the purpose of the Takeovers Code. In this regard, please refer to ‘‘Appendix V — Unaudited
Financial Information of the Divestment Group’’ for the respective reports of the auditors of
and the financial advisor to the Company in compliance with Rule 10 of the Takeovers Code.
The unaudited combined net liabilities of the Divestment Group attributable to owners of
the Divestment Group as at 31 March 2015 was HK$268,279,000 and the carrying value of the
Current Accounts Receivable as at 31 March 2015 was HK$257,513,000, the net amount of
which is HK$12,418,995 lower than the Initial Consideration.
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GROUP STRUCTURE
Please refer to the sub-section headed ‘‘Information on the Group’’ in this section above
for the information on the principal business, assets and financial results of the Divestment
Group.
The corporate chart of the Company and the Divestment Group as at the Latest Practicable
Date is as follows:

The Company
100%

100%
Target 1

Target 2

100%

100%
Unisonic Investments
Limited

Open Land Holdings
Limited
100%

60%

廣西沃頓國際大酒店
有限公司
(Guangxi Wharton International
Hotel Limited*)
100%
廣西南寧米谷豐餐飲
管理有限公司
(Guangxi Nanning Migufeng
Food & Beverages Management
Company Limited*)

26.7%

廣西普凱礦業科技有限公司
(Guangxi Pukai Mineral
Technology Company Limited*)
100%

廣西普凱興業酒店
投資有限公司
(Guangxi Pukai Xingye Hotel
Investment Company Limited*)
100%
北海海興房地產開發
有限公司
(Beihai Haixing Real Estate
Development Company Limited*)

北海海興房地產開發有限公司
銀灘一號會議中心分公司
(Beihai Haixing Real Estate
Development Company Limited Silver
Beach 1 International Conference
Centre Branch Company*)

* For identification purposes only
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INFORMATION ON THE PRC TARGET
Business of the PRC Target
The PRC Target is principally engaged in upstream crude oil exploration, development
and production. Pursuant to the EPCC, Yanchang (as the mineral right owner) and the PRC
Target (as the operator) cooperate to explore for oil in the Area; the crude oil produced from
the Area, which belongs to Yanchang, is sold by the PRC Target (as entrusted by Yanchang) to
the Customer which is designated by Yanchang and the PRC Target and Yanchang are entitled
to share 80% and 20% of the sale proceeds (net of any sales related taxes). Yanchang holds the
mineral rights in respect of the Area pursuant to two exploration permits granted by MOLR
since 2008 and 2009. Please refer to the section headed ‘‘History and Business of the PRC
Target’’ in this circular for details of the history and business of the PRC Target.
Financial information on the PRC Target
Based on the accountants’ report on the PRC Target for the Track Record Period being
prepared in accordance with HKFRS, the text of which is set forth in Appendix III to this
circular:
(i)

the net loss of the PRC Target for the two years ended 31 December 2014 and 2015
were as follows:
For the year ended
31 December
2014
2015
RMB’million RMB’million
Net loss before taxation
Net loss after taxation

9.7
13.1

25.2
24.6

(ii) the net assets of the PRC Target as at 31 December 2015 was approximately
RMB270.2 million.
Without qualifying the opinion, the accountants’ report on the PRC Target included in
Appendix III to this circular contains an emphasis of matter in respect of the financial
information of the PRC Target relating to, among other things, its net current liabilities
position and cash flow position. Under the Subscription, total net proceeds of about HK$2,630
million will be provided to the Restructured Group by instalments within 1 year after
completion of the Transactions. Such proceeds are expected to significantly help improve the
financial position and cash flow position of the Restructured Group. As per the unaudited pro
forma financial information of the Restructured Group in Appendix VI to this circular, the
Restructured Group would record net assets of HK$2,209 million, net current assets of
HK$1,894 million and bank balances and cash of HK$279 million. Based on the cash flow
forecast up to 30 June 2017, the Restructured Group will have sufficient working capital to
meet 125% of its planned development needs based on the bases and assumptions as set out in
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the board forecast memorandum. Accordingly, the Company believes that the issues regarding
the emphasis of matter in respect of the accountants’ report on the PRC Target shall
appropriately be addressed and resolved after completion of the Transactions.
INFORMATION ON THE OFFEROR
The Offeror is an investment holding company incorporated in the BVI with limited
liability on 2 April 2015 and wholly owned by Titan Gas Holdings which is held as to (i)
approximately 49.14% by the IDG Funds; (ii) approximately 35.13% by Standard Gas; (iii)
approximately 8.05% by Mr. Wang; (iv) approximately 6.87% by Kingsbury (as stated below
in the last paragraph under the sub-section headed ‘‘Information on the Offeror — Kingsbury’’
in this section, Standard Gas, Mr. Wang and Kingsbury entered into an acting in concert
arrangement with respect to their voting rights in Titan Gas Holdings); (v) approximately
0.73% by Zhang Weiwei (張唯唯); and (vi) approximately 0.08% by Bryce Wayne Lee. As at
the Latest Practicable Date, save for the entering into of the S&P Agreement, the CN
Subscription Agreement and the Subscription Agreement, the Offeror did not engage in any
business activities.
Shareholders shall refer to the section headed ‘‘Relationship between the Restructured
Group and the Controlling Shareholders’’ in this circular for further details on the background
of the Offeror and Titan Gas Holdings.
As at the Latest Practicable Date, the IDG Funds, Standard Gas, Mr. Wang, Kingsbury,
Zhang Weiwei (張唯唯) and Bryce Wayne Lee, being the shareholders of Titan Gas Holdings,
did not hold any Ordinary Shares, or any other relevant securities in the Company.
IDG Funds
As at the Latest Practicable Date, IDG-Accel Capital II held series A preferred voting
shares and series B preferred voting shares in Titan Gas Holdings representing in aggregate
approximately 47.04% of the outstanding voting rights in Titan Gas Holdings; and IDG-Accel
Investors II held series A preferred voting shares and series B preferred voting shares in Titan
Gas Holdings representing in aggregate approximately 2.10% of the outstanding voting rights
in Titan Gas Holdings. The IDG Funds are exempted limited partnerships registered in the
Cayman Islands and are under common control of their ultimate general partner, IDG-Accel
Ultimate GP. IDG-Accel Ultimate GP is an exempted company incorporated in the Cayman
Islands with limited liability and is beneficially owned as to 50% by Ho Chi Sing (何志成),
and 10% each by Zhou Quan (周全), Shong Hugo (熊曉鴿), Guo Yihong (過以宏), Li
Jianguang (李建光) and Zhang Suyang (章蘇陽), respectively. IDG-Accel Ultimate GP’s board
of directors (comprising Ho Chi Sing (何志成) and Zhou Quan(周全)) is responsible for
decision-making matters relating to the IDG Funds and their investments, and hence controls
the exercise of the voting rights attached to the shares that the IDG Funds hold in Titan Gas
Holdings.
As at the Latest Practicable Date, Ho Chi Sing (何志成), Zhou Quan (周全), Shong Hugo
(熊曉鴿), Guo Yihong (過以宏), Li Jianguang (李建光) and Zhang Suyang (章蘇陽), being the
ultimate owners of IDG-Accel Ultimate GP, did not hold any Ordinary Shares, or any other
relevant securities in the Company.
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Standard Gas
Standard Gas is a company incorporated in the BVI and is established for the purpose of
investing in Titan Gas Holdings. As at the Latest Practicable Date, Blazing Success Limited
held all the issued voting shares in Standard Gas, being 2,500,000 shares. Blazing Success
Limited is a company incorporated in the BVI and is established for the purpose of investing in
Standard Gas. Blazing Success Limited is wholly owned by Lee Khay Kok, the chief engineer
of Titan Gas Holdings. Lee Khay Kok is also the sole director of Blazing Success Limited. On
8 May 2015, Blazing Success Limited granted an irrevocable power of attorney to the board of
directors of Standard Gas, or a person designated by the board of directors of Standard Gas, to
exercise all the voting rights attached to the 2,500,000 voting shares in Standard Gas held by
Blazing Success Limited. The board of directors of Standard Gas, which comprises Mr. Wang,
Lin Dongliang (林棟梁) and Shong Hugo (熊曉鴿), designated Mr. Wang as the exclusive
attorney-in-fact pursuant to the power of attorney granted by Blazing Success Limited. Further,
each of Blazing Success Limited and Lee Khay Kok (in the capacity as the sole shareholder
and sole director of Blazing Success Limited) has also given an irrevocable undertaking that it/
he will not exercise its/his rights in respect of the shares in Standard Gas held by Blazing
Success Limited. As at the Latest Practicable Date, the board of directors of Standard Gas
comprises Mr. Wang, Lin Dongliang (林棟梁) and Shong Hugo (熊曉鴿); and 11,350,000
share options of Standard Gas had been granted under its employee stock option plan.
As at the Latest Practicable Date, Lee Khay Kok, Shong Hugo (熊曉鴿) and Mr. Wang do
not hold any Ordinary Shares, or any other relevant securities in the Company.
Kingsbury
As at the Latest Practicable Date, Kingsbury is a joint stock company incorporated in the
PRC and its scope of business mainly includes investment and management of urban
infrastructures, land development, investment and management. Kingsbury is owned as to
approximately 74.80% by Luo Yuping (羅玉平), approximately 14.15% by Guo Xihong (郭西
紅), approximately 8.75% by Luo Xinyu (羅信余), approximately 0.7% by Chen Chang (陳暢),
approximately 0.7% by Zhang Zhi (張智), approximately 0.7% by Li Kai (李凱),
approximately 0.133% Zeng Hong (曾紅) and approximately 0.067% by Gong Mei (龔梅),
none of whom is affiliated with the other shareholders of Titan Gas Holdings.
As at the Latest Practicable Date, Luo Yuping (羅玉平), Guo Xihong (郭西紅), Luo
Xinyu (羅信余), Chen Chang (陳暢), Zhang Zhi (張智), Li Kai (李凱), Zeng Hong (曾紅) and
Gong Mei (龔梅), being the beneficial owners of Kingsbury, did not hold any Ordinary Shares,
or any other relevant securities in the Company.
On 8 May 2015, Standard Gas, Mr. Wang and Kingsbury entered into an acting in concert
arrangement with respect to their voting rights in Titan Gas Holdings for the purpose of
facilitating a more efficient decision-making process in connection with the exercise of their
shareholders’ rights in Titan Gas Holdings. Standard Gas and Kingsbury are both passive
investors of Titan Gas Holdings. Pursuant to such arrangement, Standard Gas, Mr. Wang and
Kingsbury commercially agreed to align with each other in respect of the voting of major
actions in respect of Titan Gas Holdings’ business and each of Standard Gas, Mr. Wang and
Kingsbury will consult with each other and reach agreement on material matters of Titan Gas
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Holdings before it/he exercises its/his respective voting rights in Titan Gas Holdings, provided
that Mr. Wang will have a casting vote and will have the final decision making power in the
event that a consensus cannot be reached among Standard Gas, Mr. Wang and Kingsbury.
Aquarius Investment
Aquarius Investment is an investment holding company incorporated in the BVI and
owned as to 91% by Zhao Ming (趙明) and 9% by Mr. Wang as at the Latest Practicable Date.
Zhao Ming (趙明) is an individual investor working for a private technology company in the
PRC and Mr. Wang is a director of Aquarius Investment and Standard Gas, and the chief
executive officer and an executive director of Titan Gas Holdings which beneficially owned
100% equity interests of the Offeror as at the Latest Practicable Date.
Interests in the Company
After the Tranche 1 Sale Completion, the Offeror holds:
(i)

36,024,724 Ordinary Shares (i.e. 36,024,724 Sale Shares) representing approximately
10.37% of the total number of Ordinary Shares in issue as at the Latest Practicable
Date, and

(ii) the Convertible Bonds with an aggregate principal amount of HK$14,964,000 which
are convertible into 40,497,970 CB Conversion Shares based on the Existing CB
Conversion Price of HK$0.3695 per CB Conversion Share, representing:
(a)

approximately 11.66% of the total number of Ordinary Shares in issue as at the
Latest Practicable Date;

(b) approximately 10.44% of the total number of Ordinary Shares in issue as
enlarged by the allotment and issue of 40,497,970 CB Conversion Shares to the
Offeror upon exercise of the conversion rights attached to the Convertible
Bonds with an aggregate principal amount of HK$14,964,000 held by the
Offeror in full at the Existing CB Conversion Price; and
(c)

approximately 6.03% of the total number of Ordinary Shares in issue as
enlarged by the allotment and issue of 324,763,196 CB Conversion Shares upon
exercise of the conversion rights attached to all the Convertible Bonds in full at
the Existing CB Conversion Price.

As at the Latest Practicable Date, IDG Technology (which is managed by its general
partner IDG Technology GP and Ho Chi Sing (何志成) and Zhou Quan (周全) (who are
directors of IDG-Accel Ultimate GP, the ultimate general partner of the IDG Funds, which in
turn own approximately 49.14% of the issued share capital of Titan Gas Holdings, the sole
shareholder of the Offeror) are the only two managing members of IDG Technology GP, who
manage IDG Technology GP pursuant to an operating agreement) held 11,500,000 Ordinary
Shares, representing approximately 3.31% of the total number of Ordinary Shares in issue as at
the Latest Practicable Date.
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As at the Latest Practicable Date, Lin Dongliang (林棟梁) (a director of Titan Gas
Holdings, which is interested in 100% of the issued shares of the Offeror, and also a director
of Standard Gas which holds approximately 35.13% of Titan Gas Holdings) held 12,910,000
Ordinary Shares, representing approximately 3.72% of the total number of Ordinary Shares in
issue as at the Latest Practicable Date.
Interests in SouFun
Zhou Quan (周全) (a director of SouFun) together with Ho Chi Sing (何志成) are
beneficially interested in approximately 9.17% of the class A ordinary shares of SouFun in
issue (not including Zhou Quan’s (周全) interest in options and Zhou Quan (周全) and Ho Chi
Sing’s (何志成) interest in convertible instruments over shares of SouFun) as at the Latest
Practicable Date, represented by the aggregate interest in SouFun held by IDG-Accel China
Capital L.P., IDG-Accel China Capital Investors L.P., IDG Alternative Global Limited (‘‘IDG
Alternative’’) and Chuang Xi Capital Holdings Limited, all of which have the same ultimate
general partner, namely IDG-Accel China Capital GP Associates Ltd., of which both Zhou
Quan (周全) and Ho Chi Sing (何志成) are directors. The issued voting shares in IDG-Accel
China Capital GP Associates Ltd. are held as to 50% by Zhou Quan (周全) and 50% by Ho
Chi Sing (何志成).
SouFun announced that on 17 September 2015, SouFun entered into (i) a subscription
agreement with IDG Alternative, a company then 100% owned by Ho Chi Sing (何志成)) (the
‘‘IDG SouFun Subscription Agreement’’); and (ii) a subscription agreement with Safari
Group Holdings Limited and Safari Group CB Holdings Limited (which are majority
beneficially owned by Carlyle Group) (‘‘Carlyle’’) (collectively, the ‘‘SouFun Subscription
Agreements’’). According to the said announcement, IDG Alternative, Carlyle and the
management of SouFun (including Mr. Mo) will invest a total amount between US$400 million
and US$700 million to purchase SouFun’s newly issued class A ordinary shares and
convertible notes (the ‘‘SouFun Notes’’) on a 50/50 basis. Under the SouFun Subscription
Agreements, the subscription price of the new class A ordinary shares of SouFun is US$5.85
per current ADS (i.e. US$29.25 per class A ordinary share), which represented an
approximately 0.2% premium over the closing price of US$5.84 per current ADS or US$29.20
per class A ordinary share as at 16 September 2015 and an approximately 3.4% premium over
the volume-weighted average trading price of approximately US$5.66 per current ADS or
US$28.30 per class A ordinary share for the 20 trading days preceding 16 September 2015.
Holders of the SouFun Notes will have the right to convert the SouFun Notes into class A
ordinary shares at the price per share equal to 122.5% of the purchase price per share of the
new class A ordinary shares in seven (7) years after the issuance of the SouFun Notes. The
SouFun Notes shall bear an annual interest of 1.5%. According to IDG Alternative, the terms
of the SouFun Subscription Agreements were negotiated and discussed among the parties on an
arm’s length basis. Pursuant to the IDG SouFun Subscription Agreement, on 4 November 2015,
IDG Alternative subscribed for 5,359,658 class A ordinary shares of SouFun.
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To the best knowledge, information and belief of the Directors having made all reasonable
enquiries, save as disclosed in this circular, prior to the entering into of the S&P Agreement,
the Offeror and its ultimate owners are independent third parties and not connected with the
Company or its connected persons, and the Offeror has become a substantial Shareholder after
the Tranche 1 Sale Completion.
INFORMATION ON THE PUBLIC SHARES SUBSCRIBERS
Lu Xi (盧熙) works for a company listed in Hong Kong engaging principally in trading of
chemicals and is an individual investor.
Fang Chao (房超) is a businessman with interests in a real estate business in the PRC.
華寶‧境外市場投資2號系列20–6期QDII單一資金信托 (Hwabao.Overseas Investment
Series 2 No 20–6 QDII Single Money Trust*) and 華寶‧境外市場投資2號系列20–7期QDII
單一資金信托 (Hwabao.Overseas Investment Series 2 No 20–7 QDII Single Money Trust*)
(together known as the ‘‘QDII Trusts’’) are required to act based on the instructions of 上海宏
流投資管理有限公司 (Shanghai Trend Capital Co., Ltd.*) (‘‘Trend Capital’’). Trend Capital
will, upon completion of the Subscription, exercise the voting rights attached to the
Subscription Shares subscribed by the two QDII Trusts. As at the Latest Practicable Date,
Trend Capital was owned as to 66% by Wang Ruyuan (王茹遠) and 34% by 上海滙央投資中
心 (有限合伙) (Shanghai Huiyang Investment Centre (Limited Partnership)*), of which all
matters are managed by its executive partner Wang Ruyuan (王茹遠). The trustee of the above
two QDII Trusts is Hwabao Trust Co., Ltd. (華寶信托有限責任公司).
New Fast Investments Limited is an investment holding company incorporated in the BVI
with limited liability and is ultimately wholly owned by Yu Nan (余楠), who personally and
through her companies invested in equity and listed securities in Hong Kong and the PRC. Her
investments included companies engaged in, among other businesses, technology, media and
internet business.
Real Smart Holdings Limited is an investment holding company incorporated in the BVI
with limited liability and is ultimately wholly owned by Xu Sa (徐颯), who personally and
through companies of which he is a shareholder, invested in listed securities in Hong Kong. He
also invested in a company engaged in environment protection related businesses.
Grand Empire Global Limited is an investment holding company incorporated in the BVI
with limited liability and is ultimately wholly owned by Zhang Lu (張璐), who was a
consultant of a waste water treatment company with operations in the PRC. Ms. Zhang also,
through a company of which she holds equity interest, invested in a company engaged in
electronic products related business in the PRC.
True Success Global Limited is an investment holding company incorporated in the BVI
with limited liability and is ultimately wholly owned by Ko Wing Yan Samantha (高穎欣)
(‘‘Ms. Ko’’). Other than her directorship in REORIENT Group Limited, which she has resigned
with effect from 9 November 2015, as at the Latest Practicable Date, Ms. Ko was also a
shareholder and a director of Varitronix International Limited, the shares of which are listed on
the Main Board of the Stock Exchange (stock code: 0710.HK).
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Sonic Gain Limited is an investment holding company incorporated in the BVI with
limited liability and is ultimately wholly owned by Ko Chun Shun Johnson (高振順) (‘‘Mr.
Ko’’). Mr. Ko is father of Ms. Ko. Mr. Ko is a director of REORIENT Group Limited. As at
the Latest Practicable Date, Mr. Ko was an indirect shareholder of REORIENT Group Limited
and thus was deemed to be interested in approximately 9.55% of the issued share capital of
REORIENT Group Limited; and REORIENT Group Limited wholly owned REORIENT
Financial which is the financial advisor to the Company in respect of the Offer and the
Transactions and one of the Joint Sponsors to the Company in respect of the deemed new
listing application of the Company. In addition to his interests in REORIENT Group Limited,
as at the Latest Practicable Date, Mr. Ko was a substantial shareholder, deputy chairman and a
director of Frontier Services Group Limited (stock code: 0500.HK), and a shareholder and a
director of KuangChi Science Limited (stock code: 0439.HK), all of which are companies
whose shares are listed on the Main Board of the Stock Exchange.
Haitong International Securities Company Limited is a company incorporated in Hong
Kong with limited liability and is ultimately wholly owned by Haitong International Securities
Group Limited, a company listed on the Stock Exchange.
Rich Harvest Worldwide Ltd. is an investment holding company incorporated in the BVI
with limited liability and is ultimately wholly owned by Zhang Chunhua (張春華) who invests
in listed and unlisted securities in, among other areas, Hong Kong and the PRC.
ExaByte Capital Fund L.P. (the ‘‘ExaByte Fund’’) is a limited partnership registered
under the laws of the Cayman Islands, which is a Greater China-focused hedge fund with a
long-short equity strategy. ExaByte Capital Management (HK) Limited (‘‘ExaByte Hong
Kong’’) is the investment advisor of the ExaByte Fund. ExaByte Hong Kong, a company
incorporated in Hong Kong with limited liability, is licensed to carry out type 9 (asset
management) regulated activity under the SFO.
As at the Latest Practicable Date, none of the Public Shares Subscribers held, owned, had
control or direction over any voting rights or rights over any Ordinary Shares, or convertible
securities, warrants and options in the Company or outstanding derivatives in respect of the
securities of the Company.
For the purposes of the Subscription Agreement and the Offer, the Public Shares
Subscribers are parties acting in concert with the Offeror as the Public Shares Subscribers were
introduced by the Offeror and the terms of the Subscription Agreement were negotiated
between the Company and the Offeror (for itself and on behalf of the other Subscribers) and all
the Subscribers entered into the Subscription Agreement (being one single agreement) together
with the Company. Accordingly, the Offer will not be extended to the Public Shares
Subscribers and the Subscribers will also not be allowed to dispose of any of the Ordinary
Subscription Shares that may be allotted to them under the Subscription during the Offer
Period.
To the best knowledge, information and belief of the Directors having made all reasonable
enquiries, the above Public Shares Subscribers and their ultimate owners were independent
third parties and not connected with the Company or its connected persons as at the Latest
Practicable Date.
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Furthermore, to the best information of the Company as confirmed by the Public Shares
Subscribers, with the exception to the QDII Trusts which is explained below, each of them will
finance the Subscription Price for its/his respective part of the Subscription by its/his own
internal resources and/or funding from its shareholder(s); and whilst they are parties acting in
concert with the Offeror in connection with the Subscription as they entered into one single
Subscription Agreement with the Offeror and had the Offeror represent them in negotiating and
agreeing the terms of the Subscription with the Company, the Subscription by the Public
Shares Subscribers will not be financed directly or indirectly by the Offeror and its associates,
and after completion of the Subscription none of the Public Shares Subscribers will take
instructions from the Offeror and its associates or any core connected persons of the Company
in relation to voting on the Company’s resolutions.
The Shares to be subscribed for by the QDII Trusts will be solely funded by Trend
Capital and whilst it is a party acting in concert with the Offeror in connection with the
Subscription as it entered into one single Subscription Agreement with the Offeror and had the
Offeror represent it in negotiating and agreeing the terms of the Subscription with the
Company, Trend Capital will not be financed directly or indirectly by the Offeror and its
associates, and after completion of the Subscription none of the Public Shares Subscribers will
take instructions from the Offeror and its associates or any core connected persons of the
Company in relation to voting on the Company’s resolutions.
In view of the above, the Public Shares Subscribers are treated as public Shareholders and
the Ordinary Shares held by them are included in the calculation of the Company’s public float.
Mr. Wang is a senior management member of Titan Gas Holdings (holding 100% equity
interests in the Offeror) and is a business acquaintance of Mr. Mo. The Offeror initiated the
discussions with the Company relating to the Subscription through the connection between Mr.
Wang and Mr. Mo. The Offeror then discussed such investment opportunity with the Public
Shares Subscribers who were businessmen and investors that have financial resources and
experience in investments. Subsequently, the Offeror introduced the Public Shares Subscribers
(being business acquaintances of the Offeror including some introduced by one of the other
Subscribers to the Offeror) to the Company concerning the Subscription.
Save as disclosed in this circular, there is no other personal, family or business
relationship among the Offeror and the Subscribers, and the Offeror and the Subscribers have
not entered into any agreement or arrangement (either explicit or implicit) or understanding
(whether formal or informal) in connection with the Subscription (other than those set out in
the Subscription Agreement).
The Offeror has confirmed that (1) the Public Shares Subscribers are its acquaintances
through business and/or social connections of the Offeror’s directors or shareholders including
professional investment funds which have business contacts with IDG Funds, and business and
social acquaintances of Lin Dongliang (林棟梁) and Mr. Wang; (2) it discussed with the Public
Shares Subscribers principally about the proposed terms of the Transfer and the Transactions,
the business and prospects of the PRC Target, and its future intention about the Restructured
Group; (3) all material representations that it made to the Public Shares Subscribers have been
set out in the Joint Announcement and this circular; (4) it kept the Public Shares Subscribers
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informed of its negotiations with the Company, the Sellers and the other parties to the
Transactions; and (5) it understands that the Public Shares Subscribers have agreed to the terms
of the Subscription because they consider that, there is potential gain from their investments in
the Company under the Subscription which may be realised by selling the Preferred Shares or
the Conversion Shares if the selling price exceeds their investment cost and/or from any
dividend which may be declared if they convert the Preferred Shares and hold the Conversion
Shares (whilst the conversion of any Preferred Share is subject to the Company being able to
satisfy the public float requirement under the Listing Rules from time to time, it is not
anticipated that there will be any major public float issue as shown in the illustrative
shareholding table on page 116 of this circular).
INFORMATION ON HONGBO INVESTMENT, LIDA INVESTMENT, HONGJIN
ENGINEERING AND LEAGUE WAY
Hongbo Investment is a company established in the PRC with limited liability and
ultimately held as to 80% by Shi Jianji (石建極) and 20% by Shi Wei (石為) as at the Latest
Practicable Date. The principal businesses of Hongbo Investment include investment
management, investment consulting, business information and other business.
Lida Investment is a company established in the PRC with limited liability and ultimately
owned as to 95% by Hongbo Investment and 5% by Shi Jianji (石建極) as at the Latest
Practicable Date. The principal businesses of Lida Investment include investment management,
investment consulting, business information and other business.
League Way is a company incorporated in the BVI with limited liability and ultimately
owned as to 70% by Shi Jianji (石建極) and 30% by Shi Wei (石為) as at the Latest
Practicable Date. League Way is an investment holding company.
Hongjin Engineering is a company established in the PRC with limited liability and
ultimately held as to 60% by Hongbo Investment and 40% by Lida Investment as at the Latest
Practicable Date. Hongjin Engineering is principally engaged in the provision of petroleum
engineering technology services, oilfield engineering services and drilling services.
As at the Latest Practicable Date, none of Hongbo Investment, Lida Investment, League
Way, Hongjin Engineering, Shi Jianji (石建極) and Shi Wei (石為) held, owned, had control or
direction over any Ordinary Shares or convertible securities, warrants or options in the
Company or outstanding derivatives in respect of securities in the Company.
Mr. Wang, as representative of the Offeror, introduced Shi Wei (石為) (being the
representative of the Target Sellers and League Way) to Mr. Mo (being the representative of
the Company). To the best knowledge, information and belief of the Directors having made all
reasonable enquiries, Hongbo Investment, Lida Investment, League Way and Hongjin
Engineering and their respective ultimate owners were independent third parties and not
connected with the Company or its connected persons nor the Offeror or parties acting in
concert with the Offeror as at the Latest Practicable Date. Save as disclosed in this circular,
there is no other personal, family or business relationship between (i) the Company and the
Target Sellers, (ii) the Company and League Way; and the Company, the Target Sellers and/or
League Way have not entered into any agreement or arrangement (either explicit or implicit) or
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understanding (whether formal or informal) in connection with the Acquisition (other than
those set out in the Acquisition Agreement) or the CN Subscription (other than those set out in
the CN Subscription Agreement) and save for the Acquisition and the CN Subscription, there is
no other agreement or understanding between the Offeror, its shareholders, the PRC Target and
its shareholders.
Prior to the completion of the Acquisition, both Shi Jianji (石建極) and Shi Wei (石為)
are directors of the PRC Target and upon Acquisition Completion it is proposed that both Shi
Jianji and Shi Wei will resign their position as directors of the PRC Target. Both Shi Jianji (石
建極) and Shi Wei (石為) are not associates of the Offeror or any existing or proposed
directors or chief executive of the Company.
As at the Latest Practicable Date, none of Shi Jianji (石建極) , Shi Wei (石為) or any of
their respective associates held any Shares in the Company and none of Shi Jianji and Shi Wei
held any office or was employed by any member of the Group. Both Shi Jianji (石建極) and
Shi Wei (石為) will not become a controlling Shareholder, a director or chief executive of any
member of the Restructured Group as a result of the Acquisition and upon completion of the
Acquisition will be Independent Third Parties of the Group and the Directors and their
respective associates.
In view of the above, both Shi Jianji (石建極) and Shi Wei (石為) are not and will not as
a result of the Acquisition become controllers of the Company (as defined under Chapter 14A
of the Listing Rules).
THE OFFEROR’S INTENTION
Business
The Group will no longer engage in the existing hotel and restaurant business carried on
through the Divestment Group immediately upon the Divestment Completion, but will be
principally engaged in a new business, namely, the exploration, development and production of
crude oil after the Acquisition Completion.
Apart from the Acquisition, the Offeror will, following the completion of the Offer,
conduct a detailed review of the operations and investment portfolio of the Restructured Group
with a view to developing a sustainable corporate strategy to broaden its income stream, which
may include rebalancing the resources of the Group should opportunities arise. As at the Latest
Practicable Date, the Offeror was actively evaluating a number of acquisition opportunities,
and except for the transactions contemplated under the Acquisition Agreement, the Offeror has
confirmed that it and its associates currently have no concrete plans for any acquisition of
assets and/or business by the Company. In the event that any of such opportunities
materialises, further announcements will be made as and when required by the Listing Rules.
As at the Latest Practicable Date, save for the Divestment and the proposed change of the
Board composition as described below, and subject to the result of the Offeror’s review on the
operations of the Company, the Offeror had not entered into any agreement, arrangements,
understandings or negotiations and had no intention to (i) discontinue the employment of any
employee of the Group; (ii) redeploy any fixed assets of the Company other than those in its
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ordinary and usual course of business but may evaluate the continued employment of the
remaining employees of the Company depending on the business strategy and focus of the
Restructured Group after completion of the Transactions.
The Offeror and the Company have decided to currently maintain the financial year end of
the Company as end-March and the financial year end of the PRC Target as end-December
after completion of the Transactions but may reassess from time to time depending on the
development of the Restructured Group.
Maintaining the listing status of the Company
The Offeror intends that the Ordinary Shares will remain listed on the Stock Exchange
after the close of the Offer and does not intend to exercise any rights to compulsorily acquire
all the Ordinary Shares. The sole director of the Offeror and the new Directors to be nominated
by the Offeror will jointly and severally undertake to the Stock Exchange to take appropriate
steps following the close of the Offer to ensure the minimum public float requirement under
the Listing Rules is complied with by the Company.
After the Subscription, the Company Secretary will keep (i) a register of the holders of
the Preferred Shares; and (ii) a record of the Shares held by non-public Shareholders. Subject
to the Preferred Share(s) having been fully paid, any transfer of the Preferred Share(s) may be
effected by the submission of an instrument of transfer to the Company; and the Company
Secretary will be responsible for updating the aforesaid register of holders of the Preferred
Shares. Any transfer of any Preferred Shares will not affect the public float shareholding of the
Company. When a holder of a Preferred Share serves a conversion notice to the Company, the
Company Secretary will check the impact of such conversion on the shareholding and public
float of the Company. If such conversion will cause the Company to fail to meet the public
float requirement under the Listing Rules, the Company will inform the related holder of the
Preferred Share and will not allow such conversion in accordance with the terms of the
Preferred Shares. Whilst it has not been provided in the Subscription Agreement or the terms
of the Preferred Shares, the Company and the Subscribers agree that in the event more than one
conversion notice (‘‘Conversion Notice’’) is submitted by the holders of the Preferred Shares
(the ‘‘Converting Holder(s)’’) to the Company on the same date (the ‘‘Conversion Date’’),
and the conversion of such Preferred Shares in aggregate would cause the Company to fail to
meet the public float requirement under the Listing Rules, the number of Preferred Shares
which may be converted by each Converting Holder will be allocated on a pro-rata basis based
on the number of Preferred Shares held by each Converting Holder compared to the aggregate
number of outstanding Preferred Shares held by the Converting Holders on the Conversion
Date multiplied by the number of Conversion Shares which may be issued by the Company
pursuant to the Conversion Notices without breaching the public float requirement under the
Listing Rules. For the avoidance of doubt, any fraction of a Conversion Share shall be ignored.
The Stock Exchange has indicated that if, upon the close of the Offer, less than 25% of
the issued Ordinary Shares are held by the public or if the Stock Exchange believes that:
(i)

a false market exists or may exist in the trading of the Ordinary Shares; or

(ii) there are insufficient Ordinary Shares in public hands to maintain an orderly market,
it will consider exercising its discretion to suspend the trading in the Ordinary Shares.
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Proposed change of board composition of the Company
As at the Latest Practicable Date, the Board comprised two executive Directors, one nonexecutive Director and three independent non-executive Directors. All the current Directors
except Prof. Chen Zhiwu have indicated to the Board their intentions to resign with effect from
the closing date of the Offer (being the earliest time permitted under the Takeovers Code). The
Offeror intends to nominate a number of new Directors (including executive and/or nonexecutive Directors) who will form the majority of the Board with effect from the date of
despatch of the Composite Document (being the earliest time permitted under the Takeovers
Code). Information on the background and experience of those new Directors to be nominated
by the Offeror is set out in the section headed ‘‘Directors and Senior Management of the
Restructured Group’’ in this circular.
Proposed change of company name and company logo
Upon the S&P Completion, the Offeror intends to propose to the Board to change the
English name of the Company and to adopt and register a new Chinese name as its secondary
name.
Further, as informed by the Board, the Company is currently using the existing logo being
‘‘
’’ as a licensee without a written contract, accordingly, the Offeror also intends to
propose to the Board to adopt a new logo, subject to the S&P Completion.
REASONS FOR AND BENEFITS OF THE TRANSACTIONS
Current situation of the Company and the Group
The Group recorded net loss for each of the four years ended 31 March 2015. Whilst the
Group has been implementing various measures with a view to increasing revenue and
controlling cost, the operating environment and prospect of the Group’s existing hotel and
restaurant business remain challenging. The Group recorded audited net current liabilities of
HK$147.1 million and a deficiency in net assets of HK$105.0 million as at 31 March 2015.
The auditors of the Company have expressed a disclaimer opinion on their reports in respect of
the Group’s financial statements for the years ended 31 March 2014 and 2015. The ongoing
operation of the Group will substantially depend on the continuing support of the Company’s
existing majority shareholder and its affiliates.
As set out in the annual report of the Group for the year ended 31 March 2014, the
independent auditors’ report states that the consolidated financial statements have been
prepared by the Directors on a going concern basis, the validity of which depends upon the
successful implementation and outcome of the measures to be undertaken by the Group as
described in note 2 to the related consolidated financial statements (and as summarised below).
In view of the extent of the material uncertainties relating to the successful implementation and
outcome of the measures to be undertaken by the Group as mentioned above which might cast
a significant doubt on the Group’s ability to continue as a going concern, the auditors have
disclaimed their audit opinion on the consolidated financial statements.
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As set out in note 2 to the financial statements of the Company for the year ended 31
March 2014, the Directors have adopted the following measures with a view to improving the
Group’s overall financial and cash flow position and to maintain the Group’s existence as a
going concern: (i) the Group’s principal banker continued to provide continuing financing to
the Group under the Group’s existing available facilities which amounted to RMB162,000,000
(approximately HK$197.6 million); (ii) the Group implemented cost-saving measures to
maintain adequate cash flows for the Group’s operations; and (iii) as set out in the Company’s
announcement on 24 June 2014, the filing of an appeal in relation to a civil judgment where a
provision for the litigation of approximately HK$166,780,000 was made as at 31 March 2014.
In light of the above, the then Directors were of the opinion that it is still appropriate to
prepare the consolidated financial statements for the year ended 31 March 2014 on a going
concern basis.
As set out in the annual report of the Group for the year ended 31 March 2015, the
independent auditors’ report states that the consolidated financial statements for the year ended
31 March 2015 have been prepared by the Directors on a going concern basis, the validity of
which depends upon the successful implementation and outcome of the measures to be
undertaken by the Group as described in note 2 to the related consolidated financial statements
(and as summarised below). However, the auditors were unable to obtain sufficient appropriate
audit evidence regarding the continuing provision of financing by the Group’s principal banker
to the Group, successful implementation and outcome of the measures and therefore on the
appropriateness of the use of the going concern assumption adopted for the preparation of the
consolidated financial statements. In view of the extent of the material uncertainties relating to
the successful implementation and outcome of the measures to be undertaken by the Group as
mentioned above which might cast a significant doubt on the Group’s ability to continue as a
going concern, the auditors have disclaimed their audit opinion on the consolidated financial
statements.
As set out in note 2 to the financial statements of the Company for the year ended 31
March 2015, the Directors considered the Group has adequate cash flows to maintain the
Group’s operation: (i) the Group’s principal banker shall continue to provide continuing
financing to the Group under the Group’s existing available facilities; and (ii) the Group shall
implement cost-saving measures to maintain adequate cash flows for the Group’s operations.
Accordingly, the Directors are of the opinion that it is still appropriate to prepare the
consolidated financial statements for the year ended 31 March 2015 on a going concern basis.
Proposal of the Offeror
The Offeror will become the controlling Shareholder after completion of the Transfer. The
other existing Shareholders will be offered a chance to dispose of their investments in the
Company under the Offer on the same terms as Seller 1 and Seller 2.
Through Mr. Mo, the Company was approached by the Offeror which offered the
Company a proposal to inject substantial cash of up to approximately HK$2,690 million under
the Subscription to the Company. The Subscription will significantly improve the financial and
liquidity positions of the Group. Under the Acquisition and the Divestment, the Company will
be able to invest in the PRC Target which is principally engaged in the exploration,
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development and production of crude oil through the EPCC in the PRC and dispose of the
entire Divestment Group which principal hotel and restaurant business has been facing
operating and market challenges, and recorded net liabilities. The Offeror and the Company
(having considered information and explanation as given by the Offeror) consider that it is a
good time to invest in the PRC Target given the relatively low oil market price resulting in a
lower valuation of the PRC Target. The diagram below shows the oil market price (Brent
Crude) since 1 January 2014 up to the Latest Practicable Date.
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Structure and terms of the Subscription and the CN Subscription
As explained in the paragraph headed ‘‘the Subscription Agreement — Proposed use of
proceeds’’ above in this letter from the Board, whilst the Restructured Group will require
substantial funding to finance the continuing development of the PRC Target and acquisitions
of other oil and gas assets, it does not require all the Subscription monies shortly after the
completion of the Transactions as the further exploration and development work is expected to
be gradually carried out over the next few years. Nevertheless it is important for the Company
to have a secured source of funding, the Company therefore agreed to the payment schedule in
respect of the subscription of the Preferred Shares as suggested by the Offeror and the other
Subscribers, as opposed to issuing partly-paid Ordinary Shares, which the Company is not
permitted to do so. Accordingly, the Company considers that the issue of the Preferred Shares,
which allows the agreed deferred payment arrangement, will enable the Company to secure a
source of funding now and equip the Company with the financial ability to fuel its future
development and growth. The Preferred Shares are non-redeemable and are only convertible
upon full payment of the subscription price. The purpose of the issue of the Preferred Shares is
to allow a deferred payment schedule where the Company expects Preferred Shares would
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likely be converted into Ordinary Shares (subject to the terms of the Preferred Shares) as soon
as they are fully paid, so the Company therefore priced the Preferred Shares at the same
subscription price as the Subscription Shares.
The CN Subscription is carried out in connection with the Acquisition and will help the
Restructured Group further strengthen its cash position for the development of the PRC
Target’s business after completion of the Transactions. The Company considers that by having
a minority equity interest in the Company after completion of the Acquisition, the interests of
the Target Sellers would be aligned with that of the Company. The Company considers that
this aligned equity interest will help demonstrate the Target Sellers’ confidence in the
continuing development of the PRC Target after completion of the Acquisition. However, the
Company understands that the Target Sellers did not agree to subscribe for new Shares as they
are not familiar with the Hong Kong stock market but are willing to, through League Way,
subscribe for the Convertible Note which has a debt element that is redeemable (albeit only
after 2.5 years and not transferable during its term) and an equity element allowing the holder
of the Convertible Note to subscribe for new Ordinary Shares based on the principal value of
the debt at the same subscription price as the Subscribers, which was determined materially
based on the long-term market price of the Shares as further explained below. As the purpose
of the issue of the Convertible Note is to give the Target Sellers (through League Way) an
equity interest in the Company, the conversion price is also set equal to the subscription price
of the Subscription Shares and the Preferred Shares.
As shown in the share price chart below for the period from April 2012 up to the Latest
Practicable Date, the closing price of the Shares saw a sharp increase in late April 2015 despite
the continued disappointing results of the Group. Trading in the Shares was suspended on 15
May 2015 when the Share price increased to HK$2.16. On 8 June 2015, the Company issued
an inside information announcement updating the market in respect of the then ongoing
negotiations on the Transfer and the Transactions. The Share price continued to surge after the
release of the inside information announcement to HK$5.9 (being the price as of the Last
Trading Day) prior to the suspension of trading pending the release of the Joint Announcement.
Whilst the Company does not know the reasons for the increase in Share price from April to
June 2015, the Company believes that it is likely a result of market speculations.
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Prior to the sudden unexplained surge in Share price on 23 April 2015, the closing price
of a Share on 22 April 2015 (the ‘‘Reference Date’’) was only HK$0.65, and the average
closing price of the Shares for the 10 and 30 consecutive trading days prior to (and including)
such date were HK$0.654 and HK$0.616 respectively. The Company notes that these prices
represented the long term price level of the Shares prior to the Reference Date as illustrated in
the chart above.
Based on information available from the website of the Stock Exchange, on a best efforts
basis, the following table sets out all share issues (the ‘‘Subscription Comparable Issues’’)
announced since 1 January 2014 and up to the date immediately prior to the Latest Practicable
Date by companies listed on the Stock Exchange involving the issue of (i) new shares; and/or
(ii) convertible instruments, for cash to a subscriber/subscriber group (the ‘‘New Subscriber’’)
resulting in the New Subscriber becoming a new controlling shareholder and making a general
offer for all the remaining shares in such company. Share issues relating to companies under
prolonged suspension have been excluded where different pricing considerations may apply.

Date of
announcement

28 January 2014
8 May 2014

5 June 2014

25 July 2014

5 September 2014
26 November 2014

21 January 2015

4 May 2015

Premium/(discount) of placing/subscription/issue
price over/(to)
closing share average closing average closing
price as at the share price for share price for
the 5 trading the 10 trading
last day of
days
days
trading
immediately
immediately
immediately
prior to the
prior to the
prior to the
relevant
relevant
relevant
announcement
announcement
announcement
% (Approximate) % (Approximate) % (Approximate)

Company name

Neo-Neon Holdings Limited (‘‘Neo-Neon’’)
(stock code: 1868) (Note 3)
E-Rental Car Company Limited (formerly known as
‘‘Perception Digital Holdings Limited’’)
(stock code: 1822) (Note 2)
Southwest Securities International Securities Limited
(‘‘SWSI’’) (formerly known as ‘‘Tanrich Financial
Holdings Limited’’) (stock code: 812) (Note 4)
Jimei International Entertainment Group Limited
(formerly known as ‘‘Sinogreen Energy
International Group Limited’’) (stock code: 1159)
(Note 2)
Group Sense (International) Limited (‘‘Group
Sense’’) (stock code: 601) (Note 5)
Maxnerva Technology Services Limited (formerly
known as Daiwa Associate Holdings Limited)
(‘‘Maxnerva Technology’’) (stock code: 1037)
(Note 6)
Skynet Group Limited (formerly known as EDS
Wellness Holdings Limited) (‘‘Skynet Group’’)
(stock code: 8176) (Note 7)
New Silkroad Culturaltainment Limited (formerly
known as ‘‘JLF Investment Company Limited’’)
(stock code: 472) (Note 2)
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(44.8)

(45.8)

(45.5)

(6.7)

16.7

25.5

(42.3)

(13.6)

(5.6)

(94.3)

(94.4)

(94.0)

(7.2)

5.3

10.7

(4.7)

36.2

39.3

(90.5)

(86.2)

(84.1)

(17.5)

(9.3)

(2.2)
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Date of
announcement

10 August 2015
10 December 2015
29 February 2016

Premium/(discount) of placing/subscription/issue
price over/(to)
closing share average closing average closing
price as at the share price for share price for
the 5 trading the 10 trading
last day of
days
days
trading
immediately
immediately
immediately
prior to the
prior to the
prior to the
relevant
relevant
relevant
announcement
announcement
announcement
% (Approximate) % (Approximate) % (Approximate)

Company name

Asian Capital Holdings Limited (‘‘Asian Capital’’)
(stock code: 8295) (Note 8)
Sun East Technology (Holdings) Limited (‘‘Sun
East’’) (stock code: 365) (Note 9)
Global Link Communications Holdings Limited
(stock code: 8060) (Note 2)
Mean
Minimum
Maximum

(25.5)

(13.4)

(12.4)

(66.4)

(57.3)

(56.7)

(46.3)

(45.9)

(47.6)

(40.6)
(94.3)
(4.7)

(28.0)
(94.4)
36.2

(24.8)
(94.0)
39.3

Premium/(discount) over/(to)
average closing average closing
price for the 5 price for the 10
trading days
trading days
immediately
immediately
prior to the
prior to the
closing price as
reference date
reference date
at the reference
as indicated
as indicated
date as
below
below
indicated below
% (Approximate) % (Approximate) % (Approximate)
The Subscription Price of HK$0.6696 per
Subscription Share/conversion price of HK$0.6696
per CN Conversion Share
— by reference to the closing price per Shares on
the Reference Date
— by reference to the closing price per Share on
the Last Trading Day
— by reference to the closing price per Share on
the Latest Practicable Date

3.0

0.5

2.4

(88.7)

(88.3)

(85.0)

(58.7)

(58.7)

(58.7)

Source: Relevant announcements of the companies for the Subscription Comparable Issues
Notes:
(1)

The closing share prices of the relevant listed companies are sourced from Bloomberg.

(2)

The last trading days prior to the release of the relevant Rule 3.5 announcements under the Takeovers
Code were used for our assessment above.
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(3)

Neo-Neon published an announcement on 28 January 2014 in relation to, among others, that Neo-Neon
entered into a non-legally binding letter of intent with an investor, pursuant to which such investor
expressed its interest in the subscription of new issues of Neo-Neon. Trading in Neo-Neon’s shares was
halted from 9 a.m. on 27 January 2014. Accordingly, we have taken the closing share price on 24
January 2014, being the last trading day prior to the halt of trading in Neo-Neon’s shares for our
assessment above.

(4)

As stated in the announcement of SWSI dated 15 August 2014, the subscription price was determined
and negotiated on an arm’s length basis between certain parties with reference to, among others, the
market prices of the shares of SWSI before its announcement dated 5 June 2014 in respect of a possible
acquisition of the shares of SWSI held by Dr. Yip Man Fan, an executive director of SWSI. Trading in
SWSI’s shares was halted from 10:15 a.m. on 5 June 2014. Accordingly, we have taken the closing
share price on 5 June 2014 for our assessment above.

(5)

As stated in the announcement of Group Sense dated 6 January 2015, the subscription price was
negotiated on an arm’s length basis which has taken into account the trading price of the shares of
Group Sense prior to its Rule 3.7 announcement dated 5 September 2014. Trading in Group Sense’s
shares was halted from 1 p.m. on 5 September 2014. Accordingly, we have taken the closing share price
on 5 September 2014 for our assessment above.

(6)

Maxnerva Technology published an announcement on 26 November 2014 in relation to, among others,
that its substantial shareholder was recently approached by several intermediaries about the possible sale
of its shareholding interest in Maxnerva Technology. Trading in Maxnerva Technology’s shares was
halted from 11:23 a.m. on 26 November 2014. Accordingly, we have taken the closing share price on
26 November 2014 for our assessment above.

(7)

Skynet Group published an announcement on 21 January 2015 in relation to, among others, that Skynet
Group was in discussions with certain independent third parties about a possible fund raising by way of
issuing convertible notes or other instruments which may carry rights to convert into Skynet Group’s
new ordinary shares. Trading in Skynet Group’s shares was halted from 1 p.m. on 19 January 2015.
Accordingly, we have taken the closing share price on 19 January 2015 for our assessment above.

(8)

Asian Capital published an announcement on 10 August 2015 in relation to, among others, that its
controlling shareholder was approached by certain investors (acting separately) regarding possible
acquisition of part of its shareholding interest in Asian Capital. Trading in Asian Capital’s shares was
halted from 11:27 a.m. on 10 August 2015. Accordingly, we have taken the closing share price on 10
August 2015 for our assessment above.

(9)

Sun East published an announcement on 10 December 2015 in relation to, among others, Sun East was
under negotiation with potential investors in connection with a proposed issue and allotment of new
shares or issue of securities to such potential investors. Trading in Sun East’s shares was halted from
1pm on 10 December 2015. Accordingly, we have taken the closing share price on 10 December 2015
for our assessment above.

Whilst the Subscription Price and the CN Conversion Price represent a substantial
discount to the Share price on the Last Trading Day, the Company considers that this
comparison is not meaningful as the Share price on the Last Trading Day deviated very
significantly from the long-term normal Share price of the prior to the unexplained speculative
price surge. The Company thus considers it more meaningful to compare the Subscription Price
and the CN Conversion Price with the Share price prior to the unexplained speculative price
surge based on the price on or before the Reference Date. The Subscription Price and the CN
Conversion Price represent a premium in the range of 0.5% to 3.0% over the closing and
average prices based on the Reference Date in the table above.
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Based on the background, reasons and benefits of the Subscription as stated in this letter
from the Board, the Company considers that the issue price of the Subscription Shares and the
Preferred Shares under the Subscription and the conversion price of the Convertible Note to be
fair and reasonable; and the Joint Sponsors concur with the Company’s view. The Company
considers that the terms of the Convertible Note, including the conversion price and the
Redemption Premium fair and reasonable after having considered the maturity and redemption
term of the Convertible Note and the overall terms of the Acquisition.
Fund flows and use of proceeds
The following chart illustrates the fund flows under the Transfer and the Transactions.
Other Subscribers and League Way
(being the subscriber of the Convertible Note)

The Offeror
Consideration paid/payable
under the Transfer to the Sellers
HK$292,657,833

Aggregate
subscription monies
HK$1,559,855,835

Subscription monies

{

HK$1,380,144,165

Total consideration paid/payable by the Offeror

HK$1,672,801,998

HK$2,940,000,000

{{

Total proceeds from the Subscription
and the CN Subscription

Amount ear-marked for the acquisition
of the PRC Target and its further
business development
HK$2,315,000,000

Acquisition of other oil and
gas assets this year

General working capital and
transaction expenses

HK$400,000,000

HK$225,000,000

Consideration for
the Acquisition

Development for Unit 2
and Unit 19 of Block 212

Exploration and development
of other areas in Block 212

Repayment of debts and
liabilities of the PRC Target

HK$665,000,000

HK$800,000,000

HK$450,000,000

HK$400,000,000
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The Company (after discussion with the Offeror) estimates that the timing for the use of
the net proceeds from the Subscription and the CN Subscription (on the basis that completion
of the Transactions took place on 15 June 2016) will be as follows:
From the date
of completion
of the
Transactions
up to
31 December
2016
Total
HK$
HK$
Net proceeds from the Subscription and the
CN Subscription
Breakdown of proposed use of net
proceeds:
Repayment of the consideration for the
Acquisition
Repayment of debts and other liabilities
Development of Unit 2 and Unit 19 of
Block 212 (based on the high case
development plan) Note
Further development of other areas in
Block 212
Working capital
Acquisition and development of other oil
and gas companies or projects

For the year ending 31 December
2017
2018
2019
HK$
HK$
HK$

2,880,000,000

2,026,653,003

853,346,997

—

—

665,000,000
400,000,000

665,000,000
400,000,000

—
—

—
—

—
—

800,000,000

244,211,003

168,700,000

185,700,000

201,388,997

450,000,000
165,000,000

152,442,000
165,000,000

146,156,000
—

147,986,000
—

3,416,000
—

400,000,000

400,000,000

—

—

—

2,880,000,000

2,026,653,003

314,856,000

333,686,000

204,804,997

Note: This sum sufficiently covers all financing requirements (including all capital expenditures (i.e.
building of producers and water injectors) and fracturing expenditures (i.e. workover)) envisaged under
the PRC Target’s development plan and matches the development schedule as set out in the subsection headed ‘‘History and Business of the PRC Target — Future Plans for Commercial Production’’
in this circular.

The Divestment
The Company further understands that the Offeror is not interested in the Group’s existing
hotel and restaurant assets and operations and has suggested the Company to divest them from
the Group. As explained above, the Group has been loss making since the year ended 31
March 2012 as a result of, among other factors, the deteriorating market situation and
increasing competition leading to decrease in profit margin and decrease in valuation of the
Group’s hotel properties, and compensation for litigation paid in relation to a contractual
dispute between the Group and an ex-shareholder of a subsidiary which also contributed to an
increase to the operating cost for the year ended 31 March 2014.
The table below summarises the net loss of the Group for the four years ended 31 March
2015, and the net assets/(liabilities) and market capitalisation of the Company as at each of 31
March 2012, 2013, 2014 and 2015.
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2015
HK$
Loss attributable to owners
of the parent

234,020,000

2015
HK$
Net assets/(liabilities)
Market capitalisation

(112,410,000)
218,815,380

For the year ended 31 March
2014
2013
HK$
HK$

197,298,000

2012
HK$

24,667,000

9,067,000

As at 31 March
2014
2013
HK$
HK$

2012
HK$

154,000
225,761,900

198,128,000
166,716,480

209,628,000
170,189,740

As explained above, the Company had a relatively small market capitalisation prior to
April 2015. The Company believes that the increase in Share price and thus the market
capitalisation is likely a result of market speculations and were not related to the performance
or value of the business of the Group.
The Divestment Group recorded total assets of approximately HK$421.8 million, total
liabilities (not including the amount due to the Company under the Current Accounts
Receivable) of approximately HK$436.1 million as of 31 December 2015 and thus net
liabilities (attributable to the Company) of approximately HK$14.3 million. Those liabilities of
the Divestment Group mainly represent trading liabilities, debts and advances made by related
companies ultimately owned by Mr. Mo to the Divestment Group (which have not been and
will not be waived prior to completion of the Transactions).
Consideration for the Divestment
When selling the Divestment Group as a private group of companies engaging in the hotel
business, and the Company’s investment in SouFun shares, the Company considers that it is
most appropriate to determine the consideration for the Divestment based on the estimated fair
market value of Divestment Group and the SouFun shares. The Real Properties are the key
assets to the operation of the Divestment Group’s business and their aggregate carrying value
represented approximately 97.7% of the total assets of the Divestment Group as at 31 March
2015. The Company accordingly considers it appropriate and reasonable to use the net assets/
(liabilities) of the Divestment Group as adjusted based on the latest estimated fair market value
of the Real Properties and the latest share price of SouFun shares as the basis of determining
the consideration for the Divestment. The consideration for the Divestment reflects the latest
unaudited combined net asset value of the Divestment Group and the amount of the Current
Accounts Receivable prior to the entering into of the Divestment Agreement which will be
further adjusted by, among other things, the latest fair market value of the Real Properties and
SouFun shares.
The Real Properties held by the Divestment Group have been valued by LCH (AsiaPacific) Surveyors Limited. The full text of the summary valuation report with property
certificates for their respective market values in existing states as at 31 March 2016 are set out
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in Appendix X to this circular. The Real Properties were valued based on the income approach,
the sales comparison approach making reference to comparable transactions and then adjusting
them to reflect the difference between the comparable and the subject properties in respect of
the hotel properties and land and the investment method of the income approach, which takes
into account the current rent receivable from the existing tenancy agreements and the
reversionary potential of the property interests in respect of those investment properties. The
aggregate fair market value of the Real Properties as at 31 March 2016 amounted to
approximately RMB345.6 million (equivalent to approximately HK$411.3 million) representing
a shortfall of approximately HK$22.9 million from the aggregate book value of the Real
Properties of approximately HK$434.2 million as of 31 March 2015, based on which the Initial
Consideration was determined.
Given the capital deficiency (as represented by the net liabilities) of the Divestment Group
(after taken into account the Current Accounts Receivable), the shortfall of the aggregate fair
market value of the Real Properties to their aggregate book value and market price of SouFun
shares as at the Latest Practicable Date, the Initial Consideration of approximately HK$1.65
million is likely to be adjusted to a nominal consideration of HK$1. Please refer to the
paragraph headed ‘‘The Divestment Agreement — consideration’’ above in this letter from the
Board for an illustration of the calculation of the adjusted consideration for the Divestment.
As a result of the Divestment, the Group is expected to record a material accounting gain
upon disposal of the Divestment Group which would amount to approximately HK$42.2
million assuming that the Divestment had completed on 30 September 2015. The Divestment
Completion is conditional on, among other things, the Subscription Completion and the
Acquisition Completion.
The interests of the Company and the Shareholders
Whilst the Transactions (as a result of the issue of the Ordinary Subscription Shares, the
full conversion of the Preferred Shares, the Convertible Note and the Convertible Bonds (based
on the Adjusted CB Conversion Price)) may cause a substantial dilution of the shareholding
interests of the existing public Shareholders (other than those who are parties acting in concert
with the Offeror) from approximately 32.58% to approximately 1.73%, the Directors consider
that the Transactions are beneficial to existing public Shareholders as the Transactions will
help turn the Company from a current position of recording consolidated net liabilities to net
assets. As illustrated in the unaudited pro forma financial information of the Restructured
Group as set out in Appendix VI to this circular, the unaudited pro forma adjusted net tangible
assets of the Restructured Group per Share would be HK$0.38, as compared to net tangible
liabilities of the Group per Share of HK$(0.35) as at 30 September 2015, and thus, the
Directors (including executive and non-executive Directors) consider that the potential
substantial dilution to the shareholding interests of the existing public Shareholders is
justifiable.
Please refer to the section headed ‘‘Risk Factors’’ in this circular for the risks associated
with the Transfer and the Transactions.
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The Directors consider that the Transactions represent a good opportunity for the
Company to (i) raise a substantial amount of additional funds; and (ii) improve the financial
position and liquidity and trading prospects of the Company.
The Board (including all the independent non-executive Directors) are of the view that the
terms of the Transactions, which have been agreed after arm’s length negotiation among the
parties to the various related agreements, are on normal commercial terms, fair and reasonable
and in the interests of the Company and the Shareholders as a whole. As Ms. Cao and Mr. Mo
are considered to have material interests in the Transfer and the Transactions, accordingly they
abstained from voting from the relevant resolutions of the Board. Other than these two
Directors, none of the Directors has a material interest in the Transfer and the Transactions or
was required to abstain from voting from the relevant resolutions of the Board.
ADJUSTMENT TO THE CB CONVERSION PRICE OF THE CONVERTIBLE BONDS
As a result of the Subscription and the CN Subscription, the Existing CB Conversion
Price will be adjusted from HK$0.3695 to HK$0.0672 per CB Conversion Share pursuant to
the terms and conditions of the Convertible Bonds subject to the Subscription Completion and
the CN Subscription Completion. Based on the outstanding principal amount of
HK$120,000,000 of the Convertible Bonds as at the Latest Practicable Date, the number of CB
Conversion Shares to be allotted and issued upon full conversion of the Convertible Bonds
based on the Adjusted CB Conversion Price shall be 1,785,714,285 Ordinary Shares,
representing:
(i)

approximately 514.13% of the number of Ordinary Shares in issue as at the Latest
Practicable Date; and

(ii) approximately 27.37% of the number of Ordinary Shares in issue as enlarged by the
allotment and issue of:
(a)

1,269,414,575 Ordinary Subscription Shares;

(b) the New Conversion Shares to be issued upon the conversion of the
1,373,954,600 Tranche 1 Preferred Shares and the 1,373,954,599 Tranche 2
Preferred Shares (based on the initial conversion price of HK$0.6696 per
Ordinary Share);
(c)

1,785,714,285 CB Conversion Shares upon conversion of the Convertible Bonds
in full (based on the Adjusted CB Conversion Price); and

(d) 373,357,228 CN Conversion Shares upon conversion of the Convertible Note in
full (based on the initial conversion price of HK$0.6696 per CN Conversion
Share).
Pursuant to the Transfer, the Offeror will acquire the
principal amount of HK$96,832,526 from Seller 2 (of which
aggregate principal amount of HK$14,964,000 have already
pursuant to the Tranche 1 Sale Completion). Such Sale
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1,440,960,208 CB Conversion Shares upon full conversion at the Adjusted CB Conversion
Price. The remaining Convertible Bonds (i.e. the Excluded Bonds) with an aggregate principal
amount of HK$23,167,474 can be converted into 344,754,077 CB Conversion Shares upon full
conversion at the Adjusted CB Conversion Price. Please refer to the sub-section headed
‘‘Shareholding Structure of the Company’’ in this section above for further information on the
impact of the conversion of the Convertible Bonds based on the Adjusted CB Conversion
Price.
SPECIFIC MANDATES AND LISTING APPROVAL
The Ordinary Subscription Shares and any New Conversion Shares which may fall to be
issued by the Company upon conversion of the Preferred Shares and/or the Convertible Note
will be issued under the Specific Mandates which are subject to the Independent Shareholders’
approval at the SGM.
The Ordinary Subscription Shares and the New Conversion Shares will rank pari passu in
all respects with the Ordinary Shares in issue as at the date of allotment and issue of the
Ordinary Subscription Shares and the New Conversion Shares respectively.
No application will be made for the listing of, or permission to deal in, the Preferred
Shares and the Convertible Note on the Stock Exchange or any other stock exchanges. An
application has been made to the Listing Committee of the Stock Exchange for the listing of,
and permission to deal in, the Ordinary Subscription Shares and the New Conversion Shares.
RAISING OF FUNDS IN THE PAST 12 MONTHS
The Company has not raised any other funds by way of issues of equity securities in the
12 months immediately preceding the date of the Subscription Agreement.
INCREASE OF AUTHORISED SHARE CAPITAL AND ADOPTION OF NEW BYELAWS
The Company has an authorised share capital of HK$80,000,000 divided into
8,000,000,000 Ordinary Shares of HK$0.01 each as at the Latest Practicable Date. In view of
the Subscription, the Board proposes to put forward the Increase of Authorised Share Capital
and Adoption of New Bye-laws Resolution to be passed by the Independent Shareholders at the
SGM approving, inter alia, (i) the increase of the authorised share capital of the Company from
HK$80,000,000 to HK$130,000,000 by the creation of 5,000,000,000 Preferred Shares of
HK$0.01 each, such Preferred Shares having the rights, privileges and restrictions as set out in
the New Bye-laws, such that the authorised share capital of the Company shall become
HK$130,000,000 divided into 8,000,000,000 Ordinary Shares of HK$0.01 each, and
5,000,000,000 Preferred Shares of HK$0.01 each, and all the existing shares of the Company
in issue shall be designated as Ordinary Shares; and (ii) the adoption of the New Bye-laws.
The Board proposes that the Company adopt the New Bye-laws to, amongst other things,
(a) reflect the aforesaid increase of the authorised share capital and the creation and issue of
the Preferred Shares, and (b) generally bring the Bye-laws in line with the current laws in
Bermuda and the requirements under the Listing Rules.
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A summary of certain provisions of the New Bye-laws is set forth in Appendix XI to this
circular.
IMPLICATIONS UNDER THE LISTING RULES AND THE TAKEOVERS CODE
The Acquisition
The Acquisition constitutes:
(a)

a very substantial acquisition for the Company under Rule 14.06(5) of the Listing
Rules as one or more of the relevant percentage ratios under Rule 14.07 of the
Listing Rules are over 100% for the Company in relation to the Acquisition; and

(b) a reverse takeover of the Company under Rule 14.06(6)(a) of the Listing Rules on
the basis that (i) the Acquisition constitutes a very substantial acquisition for the
Company under Chapter 14 of the Listing Rules; and (ii) the Acquisition will take
place in connection with the Transfer.
Accordingly, the Acquisition is subject to the approval of the Independent Shareholders at
the SGM. Mr. Mo, Seller 1, the Offeror, Lin Dongliang (林棟梁), IDG Technology and their
respective associates, and any person who has a material interest or who are involved in or
interested in any of the Transfer, the Subscription, the Acquisition, the CN Subscription and/or
the Divestment are required to abstain from voting on the relevant resolutions to be proposed
at the SGM to approve, among others, the Acquisition.
As the Acquisition constitutes a reverse takeover of the Company, the Company is treated
as if it were a new listing applicant under Rule 14.54 of the Listing Rules. The Company has
submitted a new listing application to the Stock Exchange and the Acquisition will be subject
to the approval of the Listing Committee. As the PRC Target’s principal business relates to the
exploration and extraction of natural resources, the deemed new listing application of the
Company is required to comply with all the applicable requirements under the Listing Rules, in
particular the applicable requirements under Chapters 8, 9 and 18 of the Listing Rules. As the
PRC Target is not be able to satisfy the financial requirements under Rule 8.05 of the Listing
Rules, the Company has applied for the deemed new listing based on the alternative
requirements under Rule 18.04 of the Listing Rules.
The Divestment
As one or more of the applicable percentage ratios in respect of the Divestment are 75%
or more, the Divestment constitutes a very substantial disposal for the Company under Chapter
14 of the Listing Rules. Seller 1 is wholly owned by, and is an associate of, Mr. Mo, a nonexecutive Director. Accordingly, the Divestment also constitutes a connected transaction for the
Company. Pursuant to Chapter 14 and Chapter 14A of the Listing Rules, the Divestment
Agreement and the transactions contemplated thereunder are therefore subject to the disclosure
and the Independent Shareholders’ approval requirements.
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Since the Divestment is an arrangement made between the Company and Seller 1, the
majority Shareholder, which is not capable of being extended to all Shareholders, the
Divestment constitutes a special deal of the Company under Rule 25 of the Takeovers Code
and requires the consent of the Executive. Such consent, if granted, will be subject to (i) an
independent financial advisor publicly stating that in its opinion the terms of the Divestment
are fair and reasonable; and (ii) the approval of the Divestment by the Independent
Shareholders by way of poll at the SGM.
Mr. Mo, Seller 1, the Offeror, Lin Dongliang (林棟梁), IDG Technology, their respective
associates and parties acting in concert with them, and any person who has a material interest
or who are involved in or interested in any of the Transfer, the Subscription, the Acquisition,
the CN Subscription and/or the Divestment are required to abstain from voting on the relevant
resolutions to be proposed at the SGM to approve, among others, the Divestment.
The Company has made an application seeking consent of the Executive to the
Divestment, and it is expected that the Executive’s consent to the Divestment will be subject
to the Independent Financial Advisor opining that the Divestment is fair and reasonable and
subject to the approval of the Independent Shareholders having been obtained for the
Divestment.
INDEPENDENT BOARD COMMITTEE AND INDEPENDENT FINANCIAL ADVISOR
The Independent Board Committee, comprising all independent non-executive Directors,
namely Prof. Ye Jianping, Palaschuk Derek Myles and Prof. Chen Zhiwu, has been established
to make recommendation to the Independent Shareholders in respect of the Divestment
Agreement and the transactions contemplated thereunder. Mr. Mo, a non-executive Director is
not a member of the Independent Board Committee as Mr. Mo, being interested in the
Divestment Agreement (through Seller 1), is considered to have material interests in the
Divestment.
Somerley Capital Limited has been appointed as the Independent Financial Advisor to
advise the Independent Board Committee in respect of the Divestment Agreement and the
transactions contemplated thereunder and the appointment has been approved by the
Independent Board Committee.
SGM
Set out on pages SGM-1 to SGM-5 of this circular is a notice convening the SGM to be
held at United Conference Centre Limited — Room 4, 10/F., United Centre, 95 Queensway,
Admiralty, Hong Kong at 10:00 a.m. on Friday, 22 July 2016, at which resolutions will be
proposed to approve (i) the Increase of Authorised Share Capital; (ii) the Transactions and the
Specific Mandates; and (iii) the adoption of the New Bye-Laws. Voting at the SGM will be
conducted by way of poll. All Shareholders who have a material interest or who are involved
in or interested in any of the S&P Agreement, the Subscription Agreement, the Acquisition
Agreement, the CN Subscription Agreement and/or the Divestment Agreement including Mr.
Mo, Seller 1, the Offeror, Lin Dongliang (林棟梁) and IDG Technology, their respective
associates and parties acting in concert with them, which in aggregate held 234,163,409
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Ordinary Shares as at the Latest Practicable Date (representing approximately 67.42% of the
issued Ordinary Shares), will be required to abstain from voting on each of the resolutions
proposed at the SGM.
A form of proxy for use at the SGM is enclosed with this circular. In order to be valid,
the enclosed form of proxy, together with any power of attorney or other authority under which
it is signed must be delivered to the office of the Company’s share registrar, Computershare
Hong Kong Investor Services Limited at 17M/F, Hopewell Centre, 183 Queen’s Road East,
Wanchai, Hong Kong as soon as possible but in any event not less than 48 hours before the
time appointed for the holding of the SGM or any adjournment thereof.
Completion and return of the enclosed form of proxy will not preclude you from attending
and voting in person at the SGM or any adjournment thereof should you so wish.
RECOMMENDATIONS
On the basis of the information set out in this circular, the Board considers the
Transactions and the Specific Mandates to be fair and reasonable and in the interests of the
Company and the Shareholders as a whole. The Board also considers the proposed increase in
the Company’s authorised share capital and the adoption of the New Bye-laws are in the
interests of the Company and the Shareholders as a whole. Accordingly, the Board
recommends the Independent Shareholders to vote in favour of the resolutions proposed at the
SGM.
Your attention is drawn to (i) the letter from the Independent Board Committee which is
set out on pages 153 to 154 of this circular; and (ii) the letter of advice from Somerley Capital
Limited which is set out on pages 155 to 183 of this circular. The Independent Board
Committee, having taken into account the advice of the Independent Financial Advisor,
consider the terms of the Divestment are on normal commercial terms and are fair and
reasonable so far as the Independent Shareholders are concerned, and the entering into of the
Divestment Agreement, while not in the ordinary and usual course of business of the Company
because of its ‘‘one off’’ nature, is nevertheless in the interests of the Company and the
Shareholders as a whole. Accordingly, the Independent Board Committee recommends the
Independent Shareholders to vote in favour of the resolution which will be proposed at the
SGM to approve the Divestment.
FURTHER INFORMATION
Your attention is drawn to the other sections and appendices in this circular, which
contain further information about the PRC Target, the Restructured Group and other
information that need to be disclosed in accordance with the Listing Rules. You should
consider carefully all the information set out in the section headed ‘‘Risk Factors’’ in this
circular before making a voting decision in relation to the Acquisition at the SGM.
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WARNING
As fulfilment of the conditions precedent to the S&P Agreement, the Subscription
Agreement, the Acquisition Agreement, the CN Subscription Agreement and the
Divestment Agreement is not within the control of the respective parties involved in the
Transfer, the Subscription, the Acquisition, the CN Subscription and the Divestment,
there is no assurance that they can be fulfilled and/or that the Transfer, the Subscription,
the Acquisition, the CN Subscription and the Divestment will be completed as
contemplated and/or the Offer will be made. Shareholders and potential investors of the
Company should exercise caution when dealing in the Ordinary Shares. If the
Shareholders and potential investors of the Company are in any doubt about their
position, they should consult their professional advisors.
By Order of the Board
Shun Cheong Holdings Limited
Cao Jing
Executive Chairman
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