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Costs Shares or the Settlement Shares (each term as defined herein).

Neither the Monetary Authority of Singapore (“Authority”) nor the SGX-ST has examined or approved the contents of this Circular. Neither the Authority nor the
SGX-ST assumes any responsibility for the contents of this Circular, including the correctness of any of the statements or opinions made or reports contained in this
Circular. The SGX-ST does not normally review the application for admission, but relies on the Sponsor confirming that the Enlarged Group (as defined herein) is
suitable to be listed and complies with the Catalist Rules. Neither the Authority nor the SGX-ST has in any way considered the merits of the Shares or units of Shares.
The lodgement of this Circular with the SGX-ST, acting as agent on behalf of the Authority, does not imply that the SFA (as defined herein), or any other legal or
regulatory requirements, or requirements under the Catalist Rules (as defined herein), have been complied with.

Companies listed on Catalist may carry higher investment risk when compared with larger or more established companies listed on the Main Board of the SGX-ST. In particular,
companies may list on Catalist without a track record of profitability and there is no assurance that there will be a liquid market in the shares or units of shares traded on Catalist.
You should be aware of the risks of investing in such companies and should make the decision to invest only after careful consideration and, if appropriate, consultation with your
professional adviser(s).

This Circular has been prepared by the Company and its contents have been reviewed by the Company’s sponsor, SAC Capital Private Limited (“Sponsor”) for
compliance with the Catalist Rules. The Sponsor has not verified the contents of this Circular. This Circular has not been examined or approved by the SGX-ST and
the SGX-ST assumes no responsibility for the contents of this Circular, including the accuracy, completeness or correctness of any of the information, statements
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The contact person for the Sponsor is Mr Bernard Lim, Director, at 1 Robinson Road, #21-00 AIA Tower, Singapore 048542, telephone (65) 6232 3200.

Unless otherwise defined, terms appearing in the cover of this Circular bear the same meanings as defined in this Circular.

INVESTING IN THE COMPANY’S SHARES INVOLVES RISKS WHICH ARE DESCRIBED IN SECTION 16 ENTITLED “RISK FACTORS” OF THIS CIRCULAR.

(Incorporated in the Republic of Singapore on 7 November 1974)

(Company Registration Number: 197401961C)

CIRCULAR TO SHAREHOLDERS

(1) THE PROPOSED ACQUISITION OF THE ENTIRE ISSUED AND PAID-UP SHARE CAPITAL OF KNIT TEXTILE AND APPAREL
PTE. LTD. FOR A CONSIDERATION OF S$26.4 MILLION;

(2) THE PROPOSED ALLOTMENT AND ISSUE OF THE CONSIDERATION SHARES IN SATISFACTION OF THE CONSIDERATION
FOR THE PROPOSED ACQUISITION;

(3) THE PROPOSED WHITEWASH RESOLUTION FOR THE WAIVER BY INDEPENDENT SHAREHOLDERS OF THEIR RIGHT TO
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IN ISSUE NOT ALREADY OWNED, CONTROLLED OR AGREED TO BE ACQUIRED BY THE VENDOR, THE FAMILY TRUST
COMPANY AND THEIR CONCERT PARTIES ON COMPLETION OF THE PROPOSED ACQUISITION;

(4) THE PROPOSED ALLOTMENT AND ISSUE OF THE TRANSACTION COSTS SHARES;

(5) THE PROPOSED ALLOTMENT AND ISSUE OF THE SETTLEMENT SHARES AS AN INTERESTED PERSON TRANSACTION;

(6) THE PROPOSED SHARE CONSOLIDATION OF EVERY TWENTY (20) ORDINARY SHARES INTO ONE (1) CONSOLIDATED
SHARE (FRACTIONAL ENTITLEMENTS TO BE DISREGARDED);

(7) THE PROPOSED CAPITAL REDUCTION;

(8) THE PROPOSED APPOINTMENT OF THE NEW DIRECTORS UPON COMPLETION OF THE PROPOSED ACQUISITION;

(9) THE PROPOSED CHANGE OF NAME OF THE COMPANY FROM “LERENO BIO-CHEM LTD.” TO “KTMG LIMITED”;

(10) THE PROPOSED AMENDMENTS TO THE EXISTING CONSTITUTION OF THE COMPANY; AND

(11) THE PROPOSED ADOPTION OF A GENERAL MANDATE FOR THE ALLOTMENT AND ISSUE OF NEW SHARES.
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In this Circular (including the Target Letter (as defined herein)), unless the context otherwise

requires, the following terms or expressions shall have the following meanings:

Entities within the Enlarged Group

“Callisto Cambodia” : Callisto Apparel (Cambodia) Co., Ltd.

“Callisto Singapore” : Callisto Apparel Holdings Pte. Ltd.

“Company” : Lereno Bio-Chem Ltd.

“Enlarged Group” : The enlarged group of companies comprising the Company

and the Target Group after Completion

“Group” : The Company and its subsidiary as at the date of this

Circular

“KTH” : Knit Textile Holdings Sdn. Bhd.

“KTM” : Knit Textiles Mfg. Sdn. Bhd.

“Moon Cambodia” : Moon Apparel (Cambodia) Co., Ltd.

“Moon Singapore” : Moon Apparel Holdings Pte. Ltd.

“OAE” : Ocean Art & Embellishment Sdn. Bhd.

“Target” : Knit Textile and Apparel Pte. Ltd.

“Target Group” : The Target and the Target Subsidiaries, and “Target Group

Company” means any one of them

“Target Subsidiaries” : Callisto Cambodia, Callisto Singapore, KTH, KTM, Moon

Cambodia, Moon Singapore, OAE and Xentika, and

“Target Subsidiary” means any one of them

“Xentika” : Xentika Limited

Other Entities

“ACRA” : The Accounting and Corporate Regulatory Authority of

Singapore

“Advisor” : Compass Consulting Pte. Ltd.

“Authority” : The Monetary Authority of Singapore

“Bank Negara” : Bank Negara Malaysia, the Malaysian central bank

DEFINITIONS
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“Bin Tai” : Bin Tai Holdings Private Limited, a Controlling Shareholder

of the Company as at the Latest Practicable Date

“Business Valuer” : Jones Lang LaSalle Corporate Appraisal and Advisory

Limited

“CDP” : The Central Depository (Pte) Limited

“Family Trust”, “Family

Trust Company” and

“Family Trustee

Company”

: Have the meanings given to them in Section 2.4.3(a)(i) of

this Circular

“Financial Adviser”,

“Sponsor” or “SAC

Capital”

: SAC Capital Private Limited

“IFA” : Xandar Capital Pte. Ltd.

“Nexia TS” : Nexia TS Pte. Ltd., which was engaged to conduct an

internal controls review of the Target Group’s key business

processes

“SGX-ST” : Singapore Exchange Securities Trading Limited

“Share Registrar and

Share Transfer Agent”

: Tricor Barbinder Share Registration Services

“SIC” : Securities Industry Council of Singapore

General

“1H” : The six-month financial period ended or ending 30 June, as

the case may be

“Accumulated Losses” : Has the meaning given to it in Section 5.1 of this Circular

“Advisor Shares” : The aggregate of 5,500,000 Consideration Shares, that is

equivalent to S$1.1 million divided by the Issue Price, to be

allotted and issued at the Issue Price to the Advisor and/or

its nominees at the direction of the Vendor, in full and final

settlement of fees for the services of the Advisor to the

Vendor

“AGM” : Annual General Meeting of the Company

DEFINITIONS
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“Amount Owing” : The aggregate amount owed and/or owing from the

Company to any third parties, including any amount owed

and/or owing to certain of the Directors and the Controlling

Shareholders due to: (a) loans from the Controlling

Shareholders to the Company; and (b) accruals for staff

and other expenses, as at the Completion Date

“Amount Owing Cap” : S$4.8 million, being the maximum of the Amount Owing for

the purpose of computation of the number of Settlement

Shares

“Article” : Article of the Existing Constitution

“Bin Tai Placement” : Has the meaning given to it in Section 2.9.3 of this Circular

“Board” : The board of Directors as at the date of this Circular

“Business Valuation

Report”

: The independent business valuation report dated

21 December 2018 prepared by the Business Valuer on the

valuation of 100% equity interest in the Target Group, as

set out in Appendix G entitled “Business Valuation Report”

of this Circular

“Call Option” : Has the meaning given to it in Section 2.1.1(a) of this

Circular

“Cambodia” : The Kingdom of Cambodia

“Cambodian

Manufacturing Facilities”

: The two (2) manufacturing facilities in Cambodia operated

by Callisto Cambodia and Moon Cambodia

“Catalist” : The sponsor-supervised listing platform of the SGX-ST

“Catalist Rules” : The rules in the Listing Manual Section B: Rules of Catalist

of the SGX-ST, as may be amended, varied or

supplemented from time to time

“CEO” : Chief Executive Officer

“Code” : The Singapore Code on Take-overs and Mergers, as may

be amended, varied or supplemented from time to time

“Code of Corporate

Governance 2012”

: The Singapore Code of Corporate Governance 2012, as

may be amended, varied or supplemented from time to

time

“Code of Corporate

Governance 2018”

: The Singapore Code of Corporate Governance 2018, as

may be amended, varied or supplemented from time to

time
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“Companies Act” : The Companies Act, Chapter 50 of Singapore, as may be

amended, varied or supplemented from time to time

“Completion” : Completion of the Proposed Acquisition in accordance with

the Option Agreement

“Completion Date” : The date on which Completion occurs

“Conditions” : Has the meaning given to it in Section 2.5 of this Circular

“Consideration” : The aggregate sum of S$26.4 million, being the aggregate

consideration for the Proposed Acquisition, to be satisfied

by the allotment and issue of the Consideration Shares

“Consideration Shares” : The aggregate of 132,000,000 new Consolidated Shares to

be allotted and issued at the Issue Price in satisfaction of

the Consideration, comprising: (a) the Vendor

Consideration Shares; and (b) the Advisor Shares

“Consolidated Shares” : The consolidated Shares after completion of the Proposed

Share Consolidation

“Consolidation Books

Closure Date”

: The time and date to be determined by the Board after

consultation with the Financial Adviser and Sponsor for

compliance with the relevant Catalist Rules, at and on

which the Register of Members and share transfer books of

the Company will be closed to determine the entitlements

of Consolidated Shares of Shareholders pursuant to the

Proposed Share Consolidation

“Controlling Shareholder” : A person who (as defined in the Catalist Rules):

(a) holds directly or indirectly 15.0% or more of the

aggregate of all voting shares in the company (unless

otherwise determined by the SGX-ST); or

(b) in fact exercises control over a company

or may have the meaning given to it in the SFR if the

context so requires

“COO” : Chief Operating Officer

“Creditor Objection

Period”

: Has the meaning given to it in Section 5.6 of this Circular

“Directors” : The directors of the Company as at the date of this Circular
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“Effective Trading Date” : The date on which the Consolidated Shares will trade on

Catalist in board lots of 100 Consolidated Shares

“EGM” : The extraordinary general meeting of the Company, notice

of which is set out on pages N-1 to N-6 of this Circular

“Enlarged Number of

Issued Shares”

: The total number of issued Consolidated Shares after the

Proposed Share Consolidation, and after the allotment and

issue of the Consideration Shares, the Transaction Costs

Shares and the Settlement Shares being, for the purpose

of this Circular and assuming Transaction Costs of S$2.0

million, 169,681,592 Consolidated Shares

“EU” : European Union, including as at the Latest Practicable

Date, the UK (except in respect of Section 6 entitled

“Management’s Discussion and Analysis of Results of

Operations and Financial Position of the Target Group” of

the Target Letter)

“Existing Audit

Committee”

: The audit committee of the Company as at the date of this

Circular

“Existing Constitution” : The existing constitution of the Company, which was

previously known as the memorandum and articles of

association of the Company immediately before 3 January

2016

“FSA” : The Financial Services Act 2013 of Malaysia, as amended,

varied or supplemented from time to time

“FY” : In relation to:

(a) the Company:

(i) except as provided in paragraph (ii) below, and

for the financial year ended prior to 31 March

2017, the financial year ended 31 March;

(ii) commencing from 1 April 2017, following the

change in financial year end of the Company

from 31 March to 31 December, the financial

year ended or ending 31 December

(b) the Target and the Target Group Companies, the

financial year ended or ending 31 December
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“IFA Letter” : The letter from the IFA to the Recommending Directors in

relation to the Proposed Whitewash Resolution as set out

in Appendix B entitled “Letter from the IFA to the

Recommending Directors in respect of the Proposed

Whitewash Resolution” of this Circular

“IFSA” : The Islamic Financial Services Act 2013 of Malaysia, as

amended, varied or supplemented from time to time

“Independent

Shareholders”

: Shareholders who are considered independent for the

purpose of the Proposed Whitewash Resolution

“Interested Person” : Has the meaning given to it in the Catalist Rules

“Interested Person

Transactions”

: Transactions proposed to be entered or entered into

between an entity at risk and an Interested Person, and has

the meaning given to it in the Catalist Rules

“Issue Price” : The issue price of S$0.20 for each Consideration Share,

each Transaction Costs Share and each Settlement Share,

assuming that the Proposed Share Consolidation had been

completed

“KTM Manufacturing

Facility”

: The manufacturing facility in Malaysia operated by KTM

“Latest Practicable Date” : 10 December 2018, being the latest practicable date prior

to the lodgement of this Circular with the SGX-ST acting as

agent on behalf of the Authority

“Long Stop Date” : Has the meaning given to it in Section 2.5 of this Circular

“Market Day” : A day on which the SGX-ST is open for securities trading

“Mr Ong” : Mr Ong Puay Koon, the Managing Director and Chief

Executive Officer, and Controlling Shareholder, of the

Company

“Mrs Lim” : Ms Cheong Swee Lan, wife of Mr Lim Siau Hing

“New Audit Committee” : The new audit committee of the Enlarged Group upon

Completion

“New Board” : The new board of directors of the Company to be appointed

upon Completion, comprising the New Directors
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“New Constitution” : The new constitution of the Company, which is proposed to

replace the Existing Constitution, after the Proposed

Amendments to the Existing Constitution primarily to

comply with the Catalist Rules and the Personal Data

Protection Act

“New Directors” : The directors proposed to be appointed to the New Board

upon Completion, being the New Executive Directors and

the New Independent Directors

“New Executive Directors” : The new executive directors proposed to be appointed to

the New Board upon Completion, being Mr Lim Siau Hing

and Mr Lim Vhe Kai

“New Executive Officers” : The new executive officers proposed to be appointed to the

Company upon Completion, being Mr Chew Chong Kiat

and Mr Low Yong Heng

“New Fabric Dyeing

Facility”

: The new fabric dyeing and finishing facility of the Target

Group in Malaysia

“New Independent

Directors”

: The new non-executive and independent directors

proposed to be appointed to the New Board upon

Completion, being Mr Goh Yeow Tin, Mr Yap Boh Pin and

Mr Koh Boon Huat

“New Nominating

Committee”

: The new nominating committee of the Enlarged Group

upon Completion

“New Remuneration

Committee”

: The new remuneration committee of the Enlarged Group

upon Completion

“Notice of EGM” : Notice of the EGM as set out on pages N-1 to N-6 of this

Circular

“NTA” : Net tangible assets

“NTL” : Net tangible liabilities

“Official List” : The list of issuers maintained by the SGX-ST in relation to

the Catalist

“Option Agreement” : The conditional put and call option agreement dated

27 September 2017 between the Vendor and the Company

in relation to the Proposed Acquisition, as amended and

supplemented by the supplemental agreement dated

13 February 2018 and the second supplemental agreement

dated 31 August 2018 between the Vendor and the

Company
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“Option Period” : Has the meaning given to it in Section 2.1.1 of this Circular

“Option Shares” : 100% of the issued ordinary shares in the capital of the

Target

“Ordinary Resolutions” : Ordinary Resolutions 1, 2, 3, 4, 5, 6, 7, 8, 9, 10, 11 and 12

as set out in the Notice of EGM, and “Ordinary

Resolution” shall mean any one of them

“Periods Under Review” : The financial periods comprising FY2015, FY2016, FY2017

and 1H2018

“Personal Data Protection

Act”

: The Personal Data Protection Act 2012 (No. 26 of 2012) of

Singapore, as may be amended, varied or supplemented

from time to time

“PRC” : People’s Republic of China

“Proposed Acquisition” : The proposed acquisition of the entire issued and paid-up

share capital of the Target by the Company from the

Vendor at the Consideration, upon and subject to the terms

and conditions of the Option Agreement

“Proposed Amendments

to the Existing

Constitution”

: The proposed amendments to the Existing Constitution,

details of which are set out in Section 9 entitled “Proposed

Amendments to the Existing Constitution” of this Circular

“Proposed Appointment

of the New Directors”

: The proposed appointment or re-election of the New

Directors (as the case may be) to the New Board upon

Completion, details of which are set out in Section 6

entitled “Proposed Appointment of the New Directors” of

this Circular

“Proposed Capital

Reduction”

: The proposed capital reduction exercise to be carried out

by the Company, pursuant to section 78A read with section

78C of the Companies Act, to reduce the issued and

paid-up share capital of the Company from S$36,827,431

as at the Latest Practicable Date to S$1,000 by the

cancellation of the issued and paid-up share capital of the

Company that has been lost or is unrepresented by

available assets to the extent of S$36,826,431

“Proposed Change of

Name”

: The proposed change of name of the Company from

“Lereno Bio-Chem Ltd.” to “KTMG Limited”, details of which

are set out in Section 7 entitled “Proposed Change of

Name” of this Circular
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“Proposed General Share

Issue Mandate”

: The proposed grant of a general mandate by Shareholders

for the allotment and issue of new Shares, details of which

are set out in Section 8 entitled “Proposed General Share

Issue Mandate” of this Circular

“Proposed Share

Consolidation”

: The proposed consolidation of every twenty (20) existing

Shares at the Consolidation Books Closure Date into one

(1) Consolidated Share, details of which are set out in

Section 4 entitled “Proposed Share Consolidation” of this

Circular

“Proposed Transactions” : The proposed transactions in this Circular, comprising:

(a) the Proposed Acquisition;

(b) the proposed allotment and issue of the Consideration

Shares;

(c) the Proposed Whitewash Resolution;

(d) the proposed allotment and issue of the Transaction

Costs Shares;

(e) the proposed allotment and issue of the Settlement

Shares as an interested person transaction;

(f) the Proposed Share Consolidation;

(g) the Proposed Capital Reduction;

(h) the Proposed Appointment of the New Directors;

(i) the Proposed Change of Name;

(j) the Proposed Amendments to the Existing

Constitution; and

(k) the Proposed General Share Issue Mandate

“Proposed Whitewash

Resolution”

: A separate resolution of a majority of the Independent

Shareholders in a general meeting of the Company to

waive their right to receive a mandatory general offer from

the Vendor and the Family Trust Company who would incur

an obligation to make a general offer under Rule 14 of the

Code for all of the Shares not already owned, controlled or

agreed to be acquired by the Vendor, the Family Trust

Company and persons acting in concert with them as a

result of the allotment and issue of the Vendor

Consideration Shares and the Transaction Costs Shares,

details of which are set out in Section 3 entitled “Proposed

Whitewash Resolution” of this Circular
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“Proxy Form” : The proxy form in respect of the EGM as set out in this

Circular

“Put Option” : Has the meaning given to it in Section 2.1.1(b) of this

Circular

“Recommending

Directors”

: The Directors who are considered independent for the

purposes of making the recommendation to Independent

Shareholders, being all the Directors other than Mr Ong

and Mr Ong Choon Lui, in relation to the Proposed

Whitewash Resolution

“Register of Members” : The register of members of the Company

“Registrar” : Registrar of Companies appointed under the Companies

Act and includes any Deputy or Assistant Registrar of

Companies

“Relevant KTM Land” : Has the meaning given to it in Section 4.14.1 of the Target

Letter

“Restructuring Exercise” : The corporate restructuring exercise pursuant to which the

Target Group would be formed, and details of which are set

out in Section 3.1 entitled “Restructuring Exercise” of the

Target Letter

“Securities Account” : Securities account maintained by a Depositor with CDP but

does not include a securities sub-account maintained with

a Depository Agent

“Settlement

Shareholders”

: Bin Tai and Mr Ong

“Settlement Shareholders’

Undertaking”

: The undertaking dated 17 December 2018 by the

Settlement Shareholders in favour of the Company and the

Vendor in relation to, among other things, voting at the

EGM and the Bin Tai Placement

“Settlement Shares” : The aggregate of 24,000,000 Consolidated Shares, being

equivalent to the Amount Owing (subject to the Amount

Owing Cap) divided by the Issue Price, to be allotted and

issued to Bin Tai at the Issue Price in full and final

settlement of the Amount Owing

“SFA” : The Securities and Futures Act, Chapter 289 of Singapore,

as may be amended, varied or supplemented from time to

time
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“SFR” : The Securities and Futures (Offers of Investments)

(Securities and Securities-based Derivatives Contracts)

Regulations 2018, as may be amended, varied or

supplemented from time to time

“SFRS” : Singapore Financial Reporting Standards

“SFRS(I)” : Singapore Financial Reporting Standards (International)

“SGXNET” : Singapore Exchange Network, the corporate

announcement system maintained by the SGX-ST for the

submission of announcements by listed companies

“Shareholders” : Registered holders of Shares in the Register of Members,

except that where the registered holder is CDP, the term

“Shareholders” shall, in relation to such Shares, mean the

Depositors whose Securities Accounts maintained with

CDP are credited with Shares

“Shares” : Ordinary shares in the capital of the Company, which

includes Consolidated Shares. For the avoidance of doubt,

unless otherwise referred to as Consolidated Shares,

Shares shall mean the ordinary shares in the capital of the

Company prior to the completion of the Proposed Share

Consolidation

“Special Resolutions” : Special Resolutions 1, 2 and 3 as set out in the Notice of

EGM, and “Special Resolution” shall mean any one of

them

“Substantial Shareholder” : A person who has an interest in one (1) or more voting

shares of a company and the total votes attaching to that

share, or those shares, is not less than 5.0% of the total

votes attaching to all the voting shares in the company

“Target Business” : Has the meaning given to it in Section 2.1.3 of this Circular

“Target Letter” : The letter to Shareholders from the New Directors set out

in Appendix A entitled “Letter to Shareholders from the

New Directors” of this Circular

“Target Shares” : Ordinary shares in the capital of the Target

“Transaction Costs” : Has the meaning given to it in Section 2.8 entitled

“Transaction Costs” of this Circular
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“Transaction Costs

Shares”

: The Consolidated Shares to be allotted and issued at the

Issue Price to the Vendor and/or his nominees in full and

final settlement of the Transaction Costs which, assuming

Transaction Costs of S$2.0 million, will be 10,000,000

Consolidated Shares

“UK” : United Kingdom of Great Britain and Northern Ireland

“US” : United States of America

“Vendor” or “Mr Lim Siau

Hing”

: Mr Lim Siau Hing @ Lim Kim Hoe

“Vendor Consideration

Shares”

: The aggregate of 126,500,000 new Consolidated Shares

(being the total number of the Consideration Shares less

the Advisor Shares) to be allotted and issued to the Vendor

and/or his nominees at the Issue Price upon Completion

“Vendor Undertaking” : The deed of undertaking dated 17 December 2018 by the

Vendor in favour of the Company pursuant to which the

Vendor undertook, among other things, to indemnify the

Company on certain matters relating to the Target Group

“Whitewash Waiver” : Has the meaning given to it in Section 2.5.1(b)(iii) of this

Circular

Currencies, Units of Measurement and Others

“C$” : Canadian dollars

“C” : Euros

“KHR” : Cambodian Riel

“RM” : Ringgit Malaysia

“S$” and “cents” : Singapore dollars and cents, respectively

“US$” : United States dollars

“Sq m” : Square metres

“%” : Percentage or per centum

The term “subsidiary” shall have the meaning given to it in section 5 of the Companies Act.

The term “associated company” shall have the meaning given to it in the Fourth Schedule of the

SFR.
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The term “associate” shall have the meaning given to it in the Catalist Rules.

The term “entity at risk” shall have the meaning given to it in the Catalist Rules, or in paragraph

1 of the Fourth Schedule of the SFR if the context requires.

The terms “acting in concert” and “concert parties” shall have the meanings given to them

respectively in the Code.

The terms “Depositor”, “Depository Agent” and “Depository Register” shall have the meanings

given to them respectively in section 81SF of the SFA.

Words importing the singular shall, where applicable, include the plural and vice versa and words

importing the masculine gender shall, where applicable, include the feminine and neuter genders

and vice versa. References to persons shall include corporations.

Any reference in this Circular to “Rule” or “Chapter” is a reference to the relevant rule or chapter

in the Catalist Rules, unless otherwise stated.

Any reference in this Circular to any enactment is a reference to that enactment for the time being

amended or re-enacted. Any term defined under the SFA, the SFR, the Companies Act, the

Catalist Rules or the Code or any modification thereof and used in this Circular shall, where

applicable, have the meaning given to it under the SFA, the SFR, the Companies Act, the Catalist

Rules or the Code or any modification thereof, as the case may be, unless the context requires

otherwise.

Any reference in this Circular to Shares and/or new Shares being allotted and/or allocated to a

person includes allotment and/or allocation to CDP for the account of that person.

Any reference to a time of day and date in this Circular shall be a reference to Singapore time and

date, unless otherwise stated.

Any discrepancies in tables included herein between the amounts listed and the totals shown

thereof are due to rounding. Accordingly, figures shown as totals in certain tables may not be an

arithmetic aggregation of the figures which precede them.
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As at the Latest Practicable Date, the closing exchange rate between RM and S$ is RM0.3293 to

S$1, and the closing exchange rate between US$ and S$ is US$1.3737 to S$1.

The following table sets out the average and closing exchange rates for the respective financial

years and/or financial periods set out in this Circular. The average exchange rates are calculated

using the average of the exchange rates on the last day of each month during each financial year

or financial period.

RM/S$ US/S$

Period Average Closing Average Closing

FY2015 0.3519 0.3303 1.3788 1.4185

FY2016 0.3340 0.3224 1.3821 1.4468

FY2017 0.3210 0.3298 1.3735 1.3360

1H2018 0.3376 0.3377 1.3291 1.3624

The table below sets out the highest and lowest exchange rates for each month for the past six (6)

completed months prior to the Latest Practicable Date.

RM/S$ US/S$

Period Highest Lowest Highest Lowest

June 2018 0.3995 0.3347 1.3677 1.3325

July 2018 0.3389 0.3352 1.3708 1.3567

August 2018 0.3363 0.3316 1.3802 1.3615

September 2018 0.3337 0.3297 1.3802 1.3615

October 2018 0.3334 0.3297 1.3289 1.3655

November 2018 0.3311 0.3268 1.3857 1.3717

December 2018(1) 0.3293 0.3282 1.3737 1.3653

Note:

(1) For the period commencing from 1 December 2018 to the Latest Practicable Date.

The exchange rates quoted in the tables above have been extracted from Bloomberg L.P. and

should not be construed as a representation that the RM or US$ amounts (as the case may be)

actually represent such amounts or can be converted into S$ at the rate indicated or any other rate

or at all. Bloomberg L.P. has not consented to the inclusion of the exchange rates quoted under

this section for the purposes of section 249 of the SFA and is thereby not liable for these exchange

rates under sections 253 and 254 of the SFA.

While the Directors have taken reasonable action to ensure that the information is extracted

accurately and fairly, and has been included in this Circular in its proper form and context, they

have not independently verified the accuracy of the relevant information.
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All statements contained in this Circular, statements made in the press releases and oral

statements that may be made by the Company, the Target Group, the Enlarged Group, the Vendor,

or by their respective directors, key executives or employees acting on their behalf, that are not

statements of historical fact, constitute “forward-looking statements”. Some of these statements

can be identified by words that are biased or by forward-looking terms such as “anticipate”,

“believe”, “could”, “estimate”, “expect”, “forecast”, “if”, “intend”, “may”, “plan”, “possible”,

“probable”, “project”, “will”, “would” and “should” or similar words. However, these words are not

the exclusive means of identifying forward-looking statements. Forward-looking statements

include, without limitation, statements as to expected financial position, expected revenue and

profitability, cost measures, business strategies, plans and prospects, expected growth in

demand, expected industry trends and developments, anticipated expansion plans and

completion and start-up dates for projects.

Forward-looking statements are only predictions and reflect current views with respect to future

events. These statements are based on beliefs and assumptions of management of the Company

and/or the Target Group, which in turn are based on currently available information. Although the

Company and/or the Target Group believe the assumptions upon which these forward-looking

statements are based are reasonable, any of these assumptions could prove to be inaccurate, and

the forward-looking statements based on these assumptions could be incorrect.

These forward-looking statements involve known and unknown risks, uncertainties and other

factors that may cause the actual results, performance or achievements of the Company, the

Target Group and the Enlarged Group to be materially different from any future results,

performance or achievements expected, expressed or implied by such forward-looking

statements. These risks, uncertainties and other factors include, amongst others:

• the regulatory environment, as well as laws and regulations, in the countries in which the

Company, the Target Group and/or the Enlarged Group operate or intend to operate;

• the overall economic environment and general economic and market conditions in the

countries in which the Company, the Target Group and/or the Enlarged Group operate or

intend to operate;

• competition in the apparel contract manufacturing industry in the countries in which the

Company, the Target Group and/or the Enlarged Group operate or intend to operate;

• the ability of the Company, the Target Group and/or the Enlarged Group to anticipate and

respond to changes in the apparel contract manufacturing industry;

• the ability of the Company, the Target Group and/or the Enlarged Group to execute their

business strategies and plans and to achieve their anticipated growth;

• changes in the markets in which the Company, the Target Group and/or the Enlarged Group

operate or intend to operate, and in customer demands, trends and preferences;

• changes in foreign currency exchange or interest rates;

• changes in the future capital needs of the Company, the Target Group and/or the Enlarged

Group and the availability of financing and capital to fund these needs;
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• other matters not yet known to the Company, the Target Group and/or the Enlarged Group;

and

• other factors beyond the control of the Company, the Target Group and/or the Enlarged

Group.

Some of these risks, uncertainties and other factors are discussed in greater detail in this Circular,

including, but not limited to, the discussions under Section 16 entitled “Risk Factors” of this

Circular and Section 6 entitled “Management’s Discussion and Analysis of Results of Operations

and Financial Position of the Target Group” of the Target Letter.

All forward-looking statements made by or attributable to the Company, the Target Group, the

Enlarged Group or the Vendor and/or person(s) acting on their behalf, contained in this Circular

are expressly qualified in their entirety by such risks, uncertainties and other factors. The actual

future results, performance or achievements of the Company, the Target Group and/or the

Enlarged Group may differ materially from those anticipated in these forward-looking statements

as a result of these risks, uncertainties and other factors.

Given the risks, uncertainties and other factors that may cause the actual future results,

performance or achievements of the Company, the Target Group and/or the Enlarged Group to be

materially different from those expected, expressed or implied by the forward-looking statements

in this Circular, undue reliance must not be placed on those statements which apply only as at the

date of this Circular.

None of the Company, the Target Group, the Enlarged Group, the Vendor, the Financial Adviser

and Sponsor or any other person represents or warrants that the actual future results,

performance or achievements of the Company, the Target Group and/or the Enlarged Group will

be as discussed in those statements. The actual future results, performance or achievements of

the Company, the Target Group and/or the Enlarged Group may differ materially from those

anticipated in these forward-looking statements.

Further, the Company, the Target Group, the Enlarged Group, the Vendor and the Financial

Adviser and Sponsor disclaim any responsibility to update any of those forward-looking

statements or publicly announce any revisions to those forward-looking statements to reflect

future developments, events or circumstances for any reason, even if new information becomes

available or other events occur in the future, subject to compliance with all applicable laws and

regulations and/or rules of the SGX-ST and/or any regulatory or supervisory body or agency.

Upon Completion, the Enlarged Group will be subject to the provisions of the SFA and the Catalist

Rules regarding corporate disclosure.
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This Circular contains certain data, statistics and forecasts relating to, among other things, the

apparel and/or clothing industry, and import and export of and domestic spending on apparel

and/or clothing, and population demographics (including in particular with reference to age and

weight), globally as well as specifically in the US, EU and Canada. Such data, statistics and

forecasts are obtained from, among others, industry publications and surveys, statistical and other

reports of the relevant governmental agencies in the relevant jurisdictions, and other publicly

available information. None of the Company, the Target Group, the Enlarged Group or the Vendor,

or their respective directors and executive officers, has obtained the specific consent of these

sources for the inclusion of such information in this Circular.

The Company, the Target Group, the Enlarged Group, the Vendor and their respective directors

and executive officers have taken reasonable action to ensure that the data, statistics and

forecasts used in this Circular have been extracted from their respective sources in their proper

form and context. However, the Company, the Target Group, the Enlarged Group, the Vendor and

their respective directors and executive officers have not verified the accuracy of the data,

statistics and forecasts extracted or ascertained any underlying assumptions and/or qualifications

to which the same may be subject. None of the Company, the Target Group, the Enlarged Group

or the Vendor, or their respective directors and executive officers, makes any representation or

warranty as to the accuracy or completeness of such data, statistics and forecasts and are not

obliged to provide any updates on the same.

Without prejudice to the generality of the foregoing, certain data in this Circular were extracted

from data and other information published by, among others, the World Trade Organisation,

Eurostat, US Census Bureau, US Department of Health and Human Services, the Office of

Consumer Affairs of Canada, Statistics Canada, the World Bank and the United States

Department of Agriculture. None of these organisations has provided its consent, for the purpose

of section 249 of the SFA, to the inclusion of the relevant information in this Circular and is thereby

not liable for the relevant information under sections 253 and 254 of the SFA. Whilst reasonable

action has been taken to ensure that the relevant information is reproduced in its proper form and

context, and that the information is extracted fairly and accurately, none of the Company, the

Target Group, the Enlarged Group or the Vendor, or their respective directors or executive officers,

has conducted an independent review of such information nor verified the accuracy of the

contents of such information.
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The following indicative timetable assumes the approval for all resolutions proposed at the EGM

is obtained on 18 January 2019:

In relation to the Proposed Acquisition and Proposed Share Consolidation

Last date and time for lodgement of the Proxy Form 16 January 2019 at

10.00 a.m.

Date and time of the EGM 18 January 2019 at

10.00 a.m.

Expected Consolidation Books Closure Date 28 January 2019

at 5.00 p.m.

Expected effective date of the Proposed Share Consolidation 29 January 2019

at 9.00 a.m.

Expected Completion Date 11 February 2019

Expected date of suspension of trading of the Shares 11 February 2019

In relation to the Proposed Capital Reduction

Commencement of Creditor Objection Period(1) 18 January 2019

End of Creditor Objection Period(1) 1 March 2019

Expected effective date of Proposed Capital Reduction(2) 5 March 2019

In relation to the Bin Tai Placement

Commencement of Bin Tai Placement 11 February 2019

Completion of Bin Tai Placement(3) 10 May 2019

Expected date of the commencement of trading of the Consolidated

Shares, the Consideration Shares, the Transaction Costs Shares and

the Settlement Shares(3)

13 May 2019

Notes:

(1) During the period of six (6) weeks beginning from the date on which the Special Resolution 1 on the Proposed Capital

Reduction is passed, creditors are entitled to apply to court to cancel the special resolution. The above indicative

timetable assumes that no application is made for the cancellation of the special resolution or any such cancellation

is dismissed or withdrawn within such period of six (6) weeks. See further Section 5 entitled “Proposed Capital

Reduction” of this Circular.

(2) This assumes that the Company will lodge the necessary documents required under sections 78E(2)(i) and (ii) of the

Companies Act with the Registrar within two (2) working days from the expiry of the period of six (6) weeks referred

to above. See further Section 5 entitled “Proposed Capital Reduction” of this Circular.

(3) This assumes that the Bin Tai Placement will be completed within two (2) to three (3) months from Completion, and

trading will be resumed on the next market day after completion of the Bin Tai Placement. If the Bin Tai Placement

is completed earlier, the Company will apply to the SGX-ST for resumption of trading in the Shares on an earlier date

and will keep Shareholders updated by way of announcement through the SGX-ST’s website at http://www.sgx.com.

Shareholders should note that the dates above which are stated to be “expected” are indicative

only and may be subject to change. Please refer to future announcement(s) by the Company on

the SGXNET for the exact dates and times of these events. Where necessary, the Company may

announce any changes to the timetable through the SGX-ST’s website at http://www.sgx.com.
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LERENO BIO-CHEM LTD.
(Incorporated in the Republic of Singapore on 7 November 1974)

(Company Registration Number: 197401961C)

Board of Directors: Registered Office:

Tan Sri Dato’ Kamaruzzaman Bin Shariff

(Non-Executive Chairman and Independent Director)

Mr Ong Puay Koon (Managing Director and Chief Executive Officer)

Mr Ong Choon Lui (Executive Director)

Mr Goh Yeow Tin (Non-Executive and Independent Director)

Mr Wong Heang Fine (Non-Executive and Independent Director)

Mr Yap Boh Pin (Non-Executive and Independent Director)

80 Robinson Road

#02-00

Singapore 068898

21 December 2018

To: The Shareholders of Lereno Bio-Chem Ltd.

Dear Sir/Madam,

(1) THE PROPOSED ACQUISITION OF THE ENTIRE ISSUED AND PAID-UP SHARE

CAPITAL OF KNIT TEXTILE AND APPAREL PTE. LTD. FOR A CONSIDERATION OF

S$26.4 MILLION;

(2) THE PROPOSED ALLOTMENT AND ISSUE OF THE CONSIDERATION SHARES IN

SATISFACTION OF THE CONSIDERATION FOR THE PROPOSED ACQUISITION;

(3) THE PROPOSED WHITEWASH RESOLUTION FOR THE WAIVER BY INDEPENDENT

SHAREHOLDERS OF THEIR RIGHT TO RECEIVE A MANDATORY GENERAL OFFER

FROM THE VENDOR AND THE FAMILY TRUST COMPANY FOR ALL THE SHARES IN

ISSUE NOT ALREADY OWNED, CONTROLLED OR AGREED TO BE ACQUIRED BY THE

VENDOR, THE FAMILY TRUST COMPANY AND THEIR CONCERT PARTIES ON

COMPLETION OF THE PROPOSED ACQUISITION;

(4) THE PROPOSED ALLOTMENT AND ISSUE OF THE TRANSACTION COSTS SHARES;

(5) THE PROPOSED ALLOTMENT AND ISSUE OF THE SETTLEMENT SHARES AS AN

INTERESTED PERSON TRANSACTION;

(6) THE PROPOSED SHARE CONSOLIDATION OF EVERY TWENTY (20) ORDINARY

SHARES INTO ONE (1) CONSOLIDATED SHARE (FRACTIONAL ENTITLEMENTS TO BE

DISREGARDED);

(7) THE PROPOSED CAPITAL REDUCTION;

(8) THE PROPOSED APPOINTMENT OF THE NEW DIRECTORS UPON COMPLETION OF

THE PROPOSED ACQUISITION;
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(9) THE PROPOSED CHANGE OF NAME OF THE COMPANY FROM “LERENO BIO-CHEM

LTD.” TO “KTMG LIMITED”;

(10) THE PROPOSED AMENDMENTS TO THE EXISTING CONSTITUTION OF THE COMPANY;

AND

(11) THE PROPOSED ADOPTION OF A GENERAL MANDATE FOR THE ALLOTMENT AND

ISSUE OF NEW SHARES.

1. INTRODUCTION

1.1 Background

On 29 September 2017, the Company announced that it had entered into the Option

Agreement with the Vendor to acquire 100% of the issued ordinary shares in the capital of

the Target upon and subject to the terms and conditions of the Option Agreement.

The Consideration for the Proposed Acquisition is S$26.4 million, and will be satisfied in full

by the allotment and issue of the Consideration Shares at the Issue Price.

The relative figures under Rules 1006(b), 1006(c) and 1006(d) of the Catalist Rules in

respect of the Proposed Acquisition exceed 100%, and the Proposed Acquisition will also

result in a change in control of the Company upon Completion. As such, the Proposed

Acquisition constitutes a “Reverse Takeover” pursuant to Chapter 10 of the Catalist Rules,

and is subject to (among other things) the approval of the Shareholders at the EGM and the

issue of a listing and quotation notice by the SGX-ST.

An application has been made to the SIC, and the SIC has granted the Vendor and the

Family Trust Company a waiver of the requirement to make a mandatory general offer for

Shares in issue not already owned, controlled or agreed to be acquired by the Vendor, the

Family Trust Company and their concert parties, subject to certain conditions. These

conditions include, among others, the appointment of the IFA to advise Independent

Shareholders on the Proposed Whitewash Resolution and the Independent Shareholders’

approval of the Proposed Whitewash Resolution. Further information on the Proposed

Whitewash Resolution is set out in Section 3 entitled “Proposed Whitewash Resolution” of

this Circular.

The Company has appointed SAC Capital as its Financial Adviser and Sponsor in respect

of the Proposed Transactions and Xandar Capital Pte. Ltd. as the IFA to advise the

Recommending Directors in respect of the Proposed Whitewash Resolution.

1.2 Purpose of this Circular

The purpose of this Circular is to provide Shareholders with information relating to, and to

seek Shareholders’ approval for, the Proposed Transactions at the EGM.

The Notice of the EGM is set out in the Section entitled “Notice of Extraordinary General

Meeting” of this Circular.
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Shareholders should note that some of the resolutions to be presented at the EGM are

conditional on the passing of certain other resolutions. Shareholders are advised to refer to

Section 29 entitled “Inter-conditionality” of this Circular for further details on the

inter-conditionality of these resolutions.

This Circular has been prepared solely for the purposes set out herein and may not be

relied upon by any persons (other than the Shareholders to whom this Circular is

despatched by the Company) or for any other purpose.

The SGX-ST assumes no responsibility for the accuracy of any of the statements

made, reports contained or opinions expressed in this Circular.

2. PROPOSED ACQUISITION

2.1 Background

2.1.1 Option Agreement

The Company and the Vendor have entered into the Option Agreement, pursuant

to which:

(a) the Vendor has granted to the Company a call option, being the right of the

Company to require the Vendor to sell to the Company all of the Option

Shares for the Consideration (“Call Option”); and

(b) the Company has granted to the Vendor a put option, being the right of the

Vendor to require the Company to purchase from the Vendor all of the Option

Shares for the Consideration (“Put Option”).

The Consideration will be satisfied by the allotment and issue of the Consideration

Shares at the Issue Price.

Subject to the fulfilment or waiver of the Conditions, the Call Option or Put Option

may be exercised by the Company or the Vendor (as the case may be) at any time

during the period commencing from the date on which Shareholders’ approval is

obtained for the Proposed Acquisition, and expiring on the date falling fourteen

(14) calendar days prior to the Long Stop Date (“Option Period”).

Subject to the Conditions being fulfilled or waived (as the case may be), the

Completion Date shall be the date falling within fourteen (14) calendar days from

the date of exercise of the Call Option or Put Option, or such other date as may

be mutually agreed between the Company and the Vendor.

2.1.2 Target Group

The Target is a private company incorporated in Singapore and, as at the Latest

Practicable Date, has an issued and paid-up share capital of S$2 comprising two

(2) Target Shares, all of which are legally and beneficially owned by the Vendor.
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Under the Option Agreement, the Vendor will undertake the Restructuring

Exercise, pursuant to which the Target will directly or indirectly own 100% of the

Target Subsidiaries.

Further information on the Target Group is set out in Section 3 entitled

“Restructuring Exercise and Group Structure” of the Target Letter.

2.1.3 Target Business

As at the date hereof, the Target Group is engaged primarily in the business of

contract manufacturing of apparels, specialising in manufacturing of nightwear,

lounge wear, casual wear and plus sizes apparels in Malaysia and Cambodia, and

is currently expanding upstream into the knitting, dyeing, printing and finishing of

fabric (“Target Business”).

Upon Completion, the principal business of the Enlarged Group will be the Target

Business.

Further information on the Target Business is set out in Section 4 entitled

“Business Overview” of the Target Letter.

2.2 Rationale for the Proposed Acquisition

The Company has been a cash company since the completion of the disposal of Lereno Sdn

Bhd on 17 August 2015. Under Rule 1017(2) of the Catalist Rules, the SGX-ST will proceed

to remove the Company from the Official List if it is unable to meet the requirements for a

new listing within twelve (12) months from the time it becomes a cash company. The

Company may apply to the SGX-ST for a maximum six (6) months’ extension if it has

already signed a definitive agreement for the acquisition of a new business. The acquisition

must be completed during such extension period of six (6) months.

The Company had previously entered into term sheets and/or agreements for three (3)

other acquisitions which were terminated prior to the Proposed Acquisition. In conjunction

with the earlier proposed acquisitions, the Company had applied for and obtained

extensions of the period for it to find a new business and meet the requirements for a new

listing. Details of these prior proposed acquisitions and extensions of time, as announced

by the Company, are summarised below:

Date of Announcement Summary

30 June 2015 The Company announced its entry into conditional sale and

purchase agreements to acquire 60% of the issued shares

in the capital of HTwo Education Holdings Pte. Ltd.

17 November 2015 The Company announced that it had been informed that the

disposal of its equity interest in an associated company,

Lereno Sdn Bhd, had been completed on 17 August 2015

and that it had become a cash company

16 May 2016 The Company announced the termination of the proposed

acquisition of HTwo Education Holdings Pte. Ltd.
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Date of Announcement Summary

27 May 2016 The Company announced its entry into a letter of intent to

acquire 100% of the issued shares in the capital of

Majubina Projects Sdn Bhd and its group of companies

27 June 2016 The Company announced: (a) the termination of the letter

of intent to acquire Majubina Projects Sdn Bhd; and (b) the

entry into a conditional sale and purchase agreement to

acquire 100% of the issued shares in Kenyalang Property

(S) Pte. Ltd. (“Kenyalang Acquisition”)

16 August 2016 The Company announced that the SGX-ST had granted

extension of time for 6 months to 16 February 2017 for it to

complete the Kenyalang Acquisition and to meet the

requirements for a new listing

16 February 2017 The Company announced that it had applied to the SGX-ST

for further extension of time to complete the Kenyalang

Acquisition

27 March 2017 The Company announced that the SGX-ST had granted

extension of time for 12 months to 15 February 2018 for it

to complete the Kenyalang Acquisition and to meet the

requirements for a new listing (“15 February 2018

Extension”)

29 September 2017 The Company announced the termination of the Kenyalang

Acquisition and simultaneously the entry into the Option

Agreement in relation to the Proposed Acquisition

Following the entry by the Company into the Option Agreement, the Company sought the

approval of the SGX-ST for the continued validity and applicability of the 15 February 2018

Extension (which was granted in respect of the Kenyalang Acquisition) to the Proposed

Acquisition. On 13 November 2017, the Company announced that the SGX-ST had granted

such approval, subject to certain conditions.

On 6 February 2018, the Company announced that the SGX-ST has granted further

extension of time to 31 August 2018 for the Company to complete the Proposed Acquisition,

subject to certain conditions.

On 29 August 2018, the Company announced that the SGX-ST has granted further

extension of time to 28 February 2019 for the Company to complete the Proposed

Acquisition, subject to certain conditions.

Given that the Company has been granted several extensions of time to meet the

requirements for a new listing, there is no assurance that the SGX-ST will grant any further

extension of time if the Proposed Acquisition is not completed. In the event that any further

extension of time is not granted, the Company will have to be delisted.
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The Board has also considered the following:

2.2.1 The Target Group has an operating track record of around thirty (30) years and is

engaged primarily in the business of contract manufacturing of apparels,

specialising in manufacturing of nightwear, lounge wear, casual wear and plus

sizes apparels in Malaysia and Cambodia and is currently expanding upstream

into the knitting, dyeing, printing and finishing of fabric.

2.2.2 The Target Group has a stable and experienced management team that will

become the management of the Enlarged Group upon Completion. The Vendor,

who is the founder and has been managing the business of the Target Group since

its establishment, will be a New Executive Director and Executive Chairman upon

Completion. Mr Lim Vhe Kai, who will be a New Executive Director and CEO, and

Mr Chew Chong Kiat, who will be a New Executive Officer and COO, have both

been with the Target Group since 2002.

2.2.3 The Target Group is profitable. Based on the Audited Combined Financial

Statements of Knit Textile and Apparel Pte. Ltd. and its Subsidiaries with

Independent Auditor’s Report for the Financial Years ended 31 December 2015,

2016 and 2017 set out in Appendix C, and the Unaudited Interim Combined

Financial Statements of Knit Textile and Apparel Pte. Ltd. and its Subsidiaries with

Independent Auditor’s Report for the Six-month Period ended 30 June 2018 set out

in Appendix E, the Target Group achieved revenue of approximately RM140.4

million, RM160.1 million, RM218.3 million and RM106.4 million, and net profit after

tax of approximately RM7.5 million, RM7.8 million, RM8.8 million and RM1.4

million, for FY2015, FY2016, FY2017 and 1H2018, respectively.

Taking into account the foregoing, and the terms and conditions of the Proposed

Acquisition, the Board believes that the Target Group and the Target Business would

provide the Company with the necessary recurrent business activities going forward and to

meet the requirements for a new listing. As such, the Board believes that the Proposed

Acquisition is likely to enhance the long-term interests of Shareholders.

2.3 Business Valuation Report

As the Proposed Acquisition constitutes a reverse takeover under Chapter 10 of the Catalist

Rules, pursuant to Rule 1015(3)(a) of the Catalist Rules, a competent and independent

valuer is required to be appointed to value the incoming business. The Company has

commissioned Jones Lang LaSalle Corporate Appraisal and Advisory Limited to prepare a

valuation report on 100% of the equity interest in the Target Group to provide Shareholders

with an independent opinion of the market value of the Target Group.

The valuation was carried out on a market value basis. The market value is defined as the

“estimated amount for which an asset or liability should exchange on the valuation date

between a willing buyer and a willing seller in an arm’s length transaction, after proper

marketing and where the parties had each acted knowledgeably, prudently and without

compulsion”.

Based on the Business Valuation Report, the market value of 100% of the equity interest in

the Target Group as at 30 June 2018, based on an income approach, was S$30.4 million.
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The market value of 100% of the equity interest in the Target Group was developed through

the application of the income approach technique known as discounted cash flow method

to devolve the future value of the business into a present value. The key valuation inputs

include: (a) revenue growth rate at 23% in FY2018, 6% to 12% from FY2019 to FY2022, and

3% thereafter, (b) gross margin (exclude depreciation) at 16% to 18%, (c) profit margin at

2% to 4%, (d) discount rate at 11.4%, and (e) discount for lack of marketability at 14.7%.

This method eliminates the discrepancy in time value of money by using a discount rate to

reflect all business risks including intrinsic and extrinsic uncertainties in relation to the

business. Under this method, value depends on the present worth of future economic

benefit to be derived from the projected income. Indications of value have been developed

by discounting future projected net cash flows available for payment of shareholders’

interest to their present worth at a discount rate which in the Business Valuer’s opinion was

appropriate for the risks of the business. In considering the appropriate discount rate to be

applied, the Business Valuer had taken into account a number of factors, including the

current cost of finance and the considered risk inherent in the business.

For more details on the business valuation conducted by the Business Valuer, please refer

to the Business Valuation Report set out in Appendix G entitled “Business Valuation

Report” of this Circular.

Shareholders are advised to read the Business Valuation Report carefully in its

entirety before deciding whether to approve the Proposed Acquisition.

2.4 Consideration

2.4.1 Consideration

The Consideration for the sale and purchase of the Option Shares upon exercise

of the Call Option or Put Option is S$26.4 million, subject to adjustment in

accordance with the Option Agreement, as described in Section 2.4.2 below.

The Consideration was arrived at on a willing-buyer and willing-seller basis, after

taking into account, among other things, the earnings of the Target Group.

2.4.2 Adjustments to the Consideration

Under the Option Agreement, in the event that:

(a) the valuation of the Target Group, based on the independent valuation report

by a competent and independent valuer appointed pursuant to Rule

1015(3)(a) of the Catalist Rules, materially deviates either way from the

Consideration; and/or

(b) any material issues and/or irregularities are uncovered in the course of due

diligence which would or would reasonably be expected to cause the

valuation of the Target Group to materially deviate on the downside from the

Consideration, and which issues and/or irregularities are not rectified to the

reasonable satisfaction of the Company,
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the Company and the Vendor shall negotiate in good faith on reasonable

adjustments (if any) to be made to: (i) the Consideration; and (ii) the number of

Consideration Shares to be issued. Any such adjustments would be made on or

prior to submission to the SGX-ST of, among other things, the additional listing

application and this Circular, failing which there shall be no adjustments and the

Consideration shall remain at S$26.4 million.

Based on the Business Valuation Report, the market value of 100% of the equity

interest in the Target Group as at 30 June 2018 was S$30.4 million based on an

income approach. See further Section 2.3 entitled “Business Valuation Report” of

this Circular. As the market value exceeds the Consideration, there will be no

adjustment to the Consideration, which will remain as S$26.4 million.

2.4.3 Consideration Shares

The Consideration shall be fully satisfied on Completion by way of the allotment

and issue of the Consideration Shares in the following manner:

(a) An aggregate of 126,500,000 Vendor Consideration Shares (being the total

number of 132,000,000 Consideration Shares less the 5,500,000 Advisor

Shares) will be allotted and issued to the Vendor and/or his nominees upon

Completion.

For this purpose, upon Completion:

(i) An aggregate of 85,000,000 Vendor Consideration Shares (out of a total

of 126,500,000 Vendor Consideration Shares) will, at the direction of the

Vendor, be issued to Wyandotte Capital Limited, a family trust company

(“Family Trust Company”) as the Vendor’s nominee. The Family Trust

Company is incorporated in the British Virgin Islands as an investment

holding company. All of the issued shares in the capital of the Family

Trust Company are held by Lion Trust (Singapore) Limited, a Singapore

trustee company (“Family Trustee Company”) for the benefit of the Lim

Family Trust, a Singapore discretionary trust of the Vendor’s family

(“Family Trust”). The beneficiaries of the Family Trust will be Mr Lim

Siau Hing and Mr Lim Vhe Kai.

(ii) The balance 41,500,000 Vendor Consideration Shares will be issued

directly to the Vendor.

(b) At the direction of the Vendor, an aggregate of 5,500,000 Advisor Shares will

be allotted and issued to the Advisor and/or its nominees upon Completion in

payment of fees of S$1.1 million to the Advisor for the provision of services

to the Vendor. Save for this fee of S$1.1 million, the Advisor is not entitled to

any commission. The Advisor is a business advisory firm providing corporate

and transaction support such as merger and acquisition, due diligence and

risk management services to its clients. The primary role of the Advisor

includes introducing the Company to the Vendor, assisting the Vendor in

facilitating clear coordination and communication with the parties involved in

the Proposed Acquisition, and facilitating the provision of information

required by the professional parties involved in the Proposed Acquisition.
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2.4.4 Transaction Costs Shares and Settlement Shares

Upon Completion, and simultaneously with the allotment and issue of the

Consideration Shares:

(a) The Company will allot and issue to the Vendor and/or his nominees the

Transaction Costs Shares in full and final settlement of the Transaction

Costs. Assuming that the Transaction Costs are S$2.0 million, a total of

10,000,000 Transaction Costs Shares will be issued. The final amount of the

Transaction Costs is subject to adjustment upon Completion. See further

Section 2.8 entitled “Transaction Costs” of this Circular on the Transaction

Costs and Transaction Costs Shares.

(b) The Company will allot and issue to Bin Tai the Settlement Shares, being

24,000,000 Consolidated Shares, in full and final settlement of the Amount

Owing. See further Section 2.9 entitled “Amount Owing” of this Circular on the

Amount Owing.

The SIC has ruled that the allotment and issue of the Settlement Shares to Bin Tai

does not constitute a special deal for the purposes of Rule 10 of the Code.

2.5 Conditions

2.5.1 Conditions

The exercise of the Call Option or Put Option (as the case may be) shall be subject

to the satisfaction of the following conditions precedent (“Conditions”) on or prior

to the expiry of the Option Period, and the obligations of the Vendor and the

Company to proceed to Completion shall be subject to the continuing satisfaction

of the Conditions during the period up to and including the Completion Date:

(a) Restructuring of the Target. The completion of the Restructuring Exercise to

the satisfaction of the Company, and the Restructuring Exercise being in

compliance with applicable laws and the memorandum and articles of

association, and/or any other constitutional documents, of the Target

Subsidiaries.

(b) Consents and Approvals.

(i) The Proposed Acquisition being approved by the SGX-ST and/or the

Sponsor and/or any other relevant authorities and where such approval

is obtained subject to any conditions, such conditions being reasonably

acceptable to the Company and Vendor.

(ii) The approval by the SGX-ST for the listing and quotation of the

Consideration Shares (including the Advisor Shares), the Transaction

Costs Shares and the Settlement Shares on Catalist.

(iii) A waiver being obtained from the SIC of the obligation by the Vendor

and the Family Trust Company to make a mandatory general offer under

the Code for all the Shares in issue not already owned, controlled or

agreed to be acquired by the Vendor, the Family Trust Company and
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their concert parties as a result of the allotment and issue of the

Consideration Shares to the Vendor and the Family Trust Company

(and/or their concert parties, if any) pursuant to the Proposed

Acquisition, subject to any conditions that the SIC may impose and

provided that such conditions are reasonably acceptable to the Vendor

and the Family Trust Company (“Whitewash Waiver”).

(iv) The Company obtaining Shareholders’ approval at the EGM for the

Proposed Acquisition and the transactions in connection therewith,

including but not limited to approval of the Proposed Whitewash

Resolution and the resolutions relating to the allotment and issue of the

Consideration Shares (including the Advisor Shares), the Transaction

Costs Shares and the Settlement Shares, and the Share Consolidation,

on the basis that the resolutions relating to the allotment and issue of

the Consideration Shares (including the Advisor Shares), the

Transaction Costs Shares and the Settlement Shares shall be

inter-conditional.

(v) The approval of all transactions contemplated in connection with the

sale of the Option Shares and issue of the Consideration Shares by the

regulatory authorities (including, without limitation, the Sponsor, the

SGX-ST and the SIC) including the receipt and non-withdrawal of the

listing and quotation notice (“Listing Approval”) of the SGX-ST for,

among other things, the listing and quotation of the Consideration

Shares (including the Advisor Shares), the Transaction Costs Shares

and the Settlement Shares on Catalist subject to any conditions

attached to the Listing Approval which is required to be fulfilled on or

before the Completion having been fulfilled on or before Completion to

the satisfaction of the SGX-ST or otherwise waived by the SGX-ST.

(vi) Where the Listing Approval is obtained subject to any conditions, such

conditions being reasonably acceptable to the Vendor and the Company

as confirmed by them.

(vii) Approval being obtained from the Shareholders for any changes to the

Board.

(viii) Approval being obtained from the Shareholders for the share issue

mandate in accordance with Rule 806 of the Catalist Rules.

(ix) Approval being obtained from the Shareholders for the change of name

of the Company to “KT International Holdings Limited” or such other

name as the Vendor may decide. In this regard, the Vendor has decided

on the name “KTMG Limited” instead. Please see Section 7 entitled

“Proposed Change of Name” of this Circular.

(x) If required, approval being obtained from the Shareholders for the

compliance placement.
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(xi) The allotment, issue and subscription of the Consideration Shares not

being prohibited by any statute, order, rule, regulation, directive or

request promulgated or issued by any legislative, executive or

regulatory body or authority of Singapore or elsewhere, which is

applicable to the Target and/or the Company.

(c) Satisfactory Due Diligence.

(i) The Company being satisfied with the results of the financial, business

and legal due diligence on the Target Group to be carried out by the

Company and/or its advisers.

(ii) The rectification, or the procurement of such rectification, to the

reasonable satisfaction of the Company by the Vendor, of all issues or

irregularities uncovered by the Company which are material in the

context of the Proposed Acquisition during the Company’s due

diligence.

(iii) The Vendor being satisfied with the results of the financial, business and

legal due diligence on the Company to be carried out by the Vendor

and/or its advisers.

(d) No Material Adverse Change. The Company being satisfied in its reasonable

discretion that there has been no material adverse change, or events, acts or

omissions likely to lead to such a material adverse change, in the business,

assets, prospects, performance, financial position or results of operations of

the Target Group from the date of the Option Agreement.

(e) Opinion from Independent Financial Adviser. An opinion from an independent

financial adviser of the Company expressing an opinion containing a

recommendation by the independent financial adviser to the Recommending

Directors to recommend to the Shareholders to vote in support of the

Proposed Whitewash Resolution.

(f) Independent Valuation. The Company receiving an independent valuation

report on the valuation of the Target Group from a competent and

independent valuer, such report to comply with any relevant requirements of

the Catalist Rules.

(g) Accounts.

(i) Each of the Target Group Companies having sufficient working capital

for the next twelve (12) months and operate as a going concern.

(ii) All liabilities are accurately disclosed in the last audited accounts of the

Target Group Companies and there is no further liability or contingent

liability for taxes in respect of the Target Group Companies otherwise

than as a result of activities in the ordinary course of its business since

the date of the last audited accounts.
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(h) Remaining Listed on the Catalist. The Company shall remain listed on the

Catalist, and there shall be no suspension of trading of the Shares (other than

any temporary suspension at the request of the Company or any suspension

which will be lifted prior to or upon Completion), from the date of the Option

Agreement up to and on the date of Completion.

(i) In respect of the Proposed Acquisition.

(i) All permits as may be required or appropriate for or in connection with

the sale and purchase of the Option Shares or the transactions

contemplated in the Option Agreement and to carry on the business of

the Target Group Companies from all relevant governmental bodies

having been obtained and not withdrawn or revoked by such third

parties and where any such permits are obtained subject to any

conditions, such conditions being acceptable to the Vendor and the

Company.

(ii) All necessary or appropriate filings having been made and all

appropriate waiting periods (including any extensions thereof) under

any applicable legislation or regulation of any jurisdiction having

expired, lapsed or been terminated, in each case for or in connection

with the sale and purchase of the Option Shares and to carry on the

business of the Target Group Companies; and, if such consents and/or

conditions are required to be fulfilled before Completion, such

conditions being fulfilled before Completion.

(iii) Such permits as are necessary for the Target Group’s operations having

been obtained and remaining valid and subsisting, and each of the

Target Group Companies is not in breach of the material terms and

conditions of such permits and where the terms of any material contract

or permit to which the Target Group Companies are subject contain any

restriction or prohibition on the change in the shareholding and/or the

boards of directors of the Target Group Companies or include any right

to terminate exercisable prior to or as a result of any matter

contemplated by the Option Agreement, written approval or consent or

written confirmation of the waiver from third parties of such restrictions

or prohibition in relation to any such change arising from the

transactions under the Option Agreement or of any such right to

terminate having been obtained or fulfilled.

(j) Receipt of Service Agreements. The receipt by the Company of service

agreements duly executed by the key management team of the Target Group

in such form and substance satisfactory to the Company including that they

shall remain employed or engaged by the Target and/or the Company for at

least three (3) financial years following Completion, such service agreements

containing non-compete provisions which are customary for transactions of

this nature.
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(k) Deed(s) of Waiver by Settlement Shareholders and other Relevant Persons.

The receipt by the Company of deed(s) of waiver duly executed by the

Settlement Shareholders and such other persons to whom the Company

owed and/or is owing monies comprised in the Amount Owing, reflecting the

matters referred to in Section 2.9 entitled “Amount Owing” of this Circular.

(l) No Litigation/Disciplinary Proceedings.

(i) No civil, criminal, arbitration, administrative or other proceeding is

pending or threatened by or against any Target Group Company or a

person for whose acts or defaults any Target Group Company may be

vicariously liable.

(ii) No Target Group Company (or any person for whose acts or defaults any

Target Group Company may be vicariously liable) to be involved

whether as claimant or defendant or other party in any claim, legal

action, proceeding, suit, litigation, prosecution, investigation, enquiry or

arbitration (other than as claimant in the collection of debts arising in the

ordinary and usual course of its business) and no such claim, legal

action, proceeding, suit, litigation, prosecution, investigation, enquiry or

arbitration is pending or threatened by or against the Target Group

Company (or any person for whose acts or defaults the Target may be

vicariously liable).

(iii) As at the date of the Option Agreement, there were no investigations,

disciplinary proceedings against and/or involving the Target Group or

other circumstances known to the Vendor which were likely to lead to

any claim, legal action, proceeding, suit, litigation, prosecution,

investigation, enquiry or arbitration against the Target Group.

(iv) The Vendor and the Company not having received notice of any

injunction or other order, directive or notice having the eventual effect of

permanently restraining or prohibiting the consummation of the

transactions contemplated by the Option Agreement, and there being no

action seeking to permanently restrain or prohibit the consummation

thereof, which is pending or any such injunction, other order or action

which is threatened.

(m) No Breach of Warranties. Each of the representations, warranties,

indemnities, covenants and undertakings of the Vendor and the Company

remaining true and not misleading in any material respect at Completion, as

if repeated at Completion and at all times between the date of the Option

Agreement and Completion.

If any of the Conditions is not fulfilled and not waived by mutual consent of the

Vendor and the Company by the long stop date of 15 February 2018 (or such

further date as the Company and the Vendor may agree in writing), the Option

Agreement shall cease and determine and save for any antecedent breach of the

Option Agreement, neither the Company nor the Vendor shall have any claim

against the other party for damages, compensation or anything whatsoever.
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Pursuant to the SGX-ST granting further extension of time to 31 August 2018 and

subsequently to 28 February 2019 for the Company to complete the Proposed

Acquisition and meet the requirements for a new listing referred to in Section 2.2

of this Circular, the long stop date referred to above has been extended by mutual

agreement of the Company and the Vendor to 28 February 2019 (or such further

date as the Company and the Vendor may agree) (“Long Stop Date”).

2.5.2 Status of fulfilment of Conditions

In respect of the Condition referred to in Section 2.5.1(b)(iii) above, the SIC has

on, 19 December 2018, granted the Whitewash Waiver. In respect of the Condition

referred to in Section 2.5.1(e) above, the IFA has recommended to the

Recommending Directors to recommend that Independent Shareholders vote in

support of the Proposed Whitewash Resolution. See further Section 3 entitled

“Proposed Whitewash Resolution” of this Circular.

In respect of the Condition referred to in Section 2.5.1(f) above, the Company has

already obtained the Business Valuation Report. See further Section 2.3 entitled

“Business Valuation Report” of this Circular.

In respect of the Condition referred to in Section 2.5.1(k) above, the Settlement

Shareholders have executed an undertaking dated 27 September 2017 in favour

of the Company and the Vendor. See further Section 2.9 entitled “Amount Owing”

of this Circular.

As at the Latest Practicable Date, all of the Conditions have been fulfilled save for

the Conditions referred to in Sections 2.5.1(a), 2.5.1(b)(i), (ii) and (iv) to (ix) above,

but Shareholders should note that the Conditions are required to be fulfilled down

to the Completion Date.

The Company will make a separate announcement when all the remaining

Conditions have been fulfilled, or as and when any of the Conditions has been

waived (including the basis for such waiver).

2.6 Representations, Warranties and Undertakings

Under the Option Agreement, the Company and the Vendor have given to each other certain

customary representations and warranties relating to the Group and the Target Group

respectively.

Under the Option Agreement, the Company and the Vendor have given to each other certain

undertakings in relation to the conduct of the Group, the Target Group and the Target

Business, respectively, during the period between the execution of the Option Agreement

and Completion.

Under the Option Agreement, the Vendor is permitted to procure the payment of a dividend

of up to a maximum aggregate amount of RM6.0 million by KTM, provided that such

payment will not affect its cash flow required for its daily operations and to sustain its

business on a going concern basis, and subject to compliance with applicable law and any
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applicable bank or other financing covenants. KTM has since declared a dividend of RM6.0

million in FY2017. See further Section 4.23 entitled “Dividend Policy” of the Target Letter.

Further, under the Option Agreement, the Vendor and/or its affiliates is permitted to

purchase from KTM the property located at No. 21, Jalan Rekamas 3, Taman Rekamas III,

86200 Simpang Renggam, Johor, Malaysia on arm’s length basis and at market value. See

further Section 10.2.1 entitled “Past Interested Person Transaction” of the Target Letter.

2.7 Voting Undertaking

Under the Option Agreement, the Company has undertaken that it will procure a written
undertaking from the Settlement Shareholders that they will vote in favour of the resolutions
to approve the Proposed Acquisition and the transactions contemplated in relation thereto,
provided that such undertaking will be null and void in the event that the Board does not
recommend Independent Shareholders to vote in favour of the Proposed Acquisition and
the transactions contemplated in relation thereto.

The Settlement Shareholders have executed in favour of the Company and the Vendor the
Settlement Shareholders’ Undertaking, pursuant to which the Settlement Shareholders
have undertaken, among other things:

(a) they will not (and will procure that the other relevant Shareholders will not), as from the
date of the Settlement Shareholders’ Undertaking, sell, transfer, dispose of or
otherwise deal with, or mortgage, charge or otherwise encumber, or grant any option
or other right over or with respect to, any of the 21,839,145 Shares, representing
approximately 29.66% of the total number of issued Shares as at the Latest
Practicable Date (“Undertaking Shares”), held by the Settlement Shareholders, Bintai
Kinden Corporation Berhad and Mr Ong Choon Lui or any interest therein or any right
attached thereto (or enter into any agreement or commitment to do any of the
foregoing) until the earlier of:

(i) the termination of the Option Agreement; and

(ii) the conclusion of the EGM;

(b) they will vote, and will procure that the relevant Shareholders will vote, all of the
Undertaking Shares at the EGM in favour of all of the resolutions that are being
presented at the EGM (except for the Ordinary Resolution 5 relating to the proposed
allotment and issue of the Settlement Shares to Bin Tai and any other resolution on
which any of them is specifically prohibited by the SGX-ST and/or the SIC from voting.

Bin Tai, Mr Ong and Mr Ong Choon Lui will also abstain from voting on Ordinary
Resolution 3 to approve the Proposed Whitewash Resolution.

2.8 Transaction Costs

Under the Option Agreement, the Vendor has agreed to pay on behalf of the Company all
actual costs and expenses incurred and to be incurred by the Company, including all stamp
duties payable in connection with the transfer of the Option Shares, and all professional
fees of the professional advisers appointed by the Company, including the Financial Adviser
and Sponsor, the Business Valuer, the IFA, the reporting accountants and the solicitors,
acting for the Company to complete the transactions contemplated under the Option
Agreement (“Transaction Costs”). The estimated Transaction Costs of S$2.0 million may
be subject to adjustment at Completion.
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The Transaction Costs shall, subject to Completion occurring, be deemed to be an
interest-free loan from the Vendor to the Company, and the Company will allot and issue the
Transaction Costs Shares at the Issue Price to the Vendor and/or his nominees in full and
final settlement of the Transaction Costs. The number of Transaction Costs Shares to be
allotted and issued will depend on the final amount of the Transaction Costs which will be
determined at Completion. In the event that Completion does not occur for any reason
whatsoever, the Vendor irrevocably and unconditionally waives repayment by the Company
of the Transaction Costs or any part thereof.

2.9 Amount Owing

2.9.1 Amount Owing

As described in Section 2.4.4(b) of this Circular, upon Completion and

simultaneously with the allotment and issue of the Consideration Shares, the

Company will allot and issue to Bin Tai the Settlement Shares in full and final

settlement of the Amount Owing.

The Amount Owing, which has been incurred from August 2011 up to the Latest

Practicable Date, comprises primarily:

(a) amounts owing to its substantial shareholder, Bin Tai, and Mr Ong Choon Lui,

an executive Director. Since the Company became a cash company, it has

been funded through interest-free advances by Mr Ong and Mr Ong Choon

Lui. All of the advances made by Mr Ong and Mr Ong Choon Lui to fund the

Company up to 30 June 2017, amounting to around S$5.17 million have been

transferred to Bin Tai. Mr Ong Choon Lui continued to make interest-free

advances to fund the Company from 1 July 2017 onwards, and such

advances during the period from 1 July 2017 to 31 December 2017 amounted

to around S$0.29 million. The amounts owing from the Company to Bin Tai

and Mr Ong Choon Lui arose out of these advances;

(b) accrual for unpaid directors’ fees to non-executive directors for the financial

year from 1 April 2016 to 31 March 2017 and the financial year from 1 April

2017 to 31 December 2017; and

(c) accrual for staff and other expenses of the Company owing primarily to third

party service providers in connection with the routine maintenance of the

Company.

Based on the Company’s audited financial statements for the financial year ended

31 December 2017, the Amount Owing as at 31 December 2017 was around

S$5.88 million.

Since 31 December 2017, Mr Ong Choon Lui has continued to fund, and will

continue to fund until Completion, the Company’s operating and other expenses.

As a result, the amounts owing to Mr Ong Choon Lui, and therefore the Amount

Owing, will continue to increase. As at the Latest Practicable Date, the Amount

Owing amounted to around S$6.22 million, out of which an aggregate amount of

around S$5.82 million was owing to Bin Tai and Mr Ong Choon Lui.
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2.9.2 Settlement Shares

Under the Option Agreement, upon Completion, the Company will allot and issue

the Settlement Shares, which shall be equivalent to the Amount Owing, subject to

the Amount Owing Cap of S$4.8 million, divided by the Issue Price. As the Amount

Owing as at the Latest Practicable Date (being around S$6.22 million) exceeds the

Amount Owing Cap, it is expected that the Company will allot and issue to Bin Tai

the Settlement Shares based on the Amount Owing Cap of S$4.8 million. Upon the

allotment and issue of the Settlement Shares to Bin Tai, it shall be the

responsibility of the Settlement Shareholders to, and the Settlement Shareholders

shall, pay any amount owing to other parties comprised in the Amount Owing

(which would include Bin Tai and Mr Ong Choon Lui). In respect of the excess of

any Amount Owing over the Amount Owing Cap, the Settlement Shareholders

shall irrevocably and unconditionally (a) waive (and shall procure other relevant

persons to waive) repayment of such excess amount; and (b) undertake to pay to

the Company any sums comprised in the Amount Owing that it is required to pay

to any third parties.

The arrangement described above was entered into in order for the liabilities

arising from the Amount Owing to be discharged upon Completion, as the Vendor

was not prepared to proceed with the Proposed Acquisition with such liabilities still

outstanding. The Amount Owing Cap of S$4.8 million was arrived at based on

arms’ length negotiations between the Company, the Vendor and Mr Ong.

In connection with the foregoing, the Settlement Shareholders have executed an

undertaking dated 3 October 2017 in favour of the Company and the Vendor,

pursuant to which the Settlement Shareholders have jointly and severally

undertaken that:

(a) in relation to the Amount Owing, upon the allotment and issue of the

Settlement Shares to Bin Tai as described in Section 2.4.4(b), it shall be their

responsibility to, and they shall, forthwith pay any amounts owing to other

parties comprised in the Amount Owing; and

(b) in respect of the excess of any Amount Owing over the Amount Owing Cap,

they irrevocably and unconditionally (i) waive (and shall procure other

relevant persons to waive) repayment of such excess amount; and

(ii) undertake to forthwith pay to the Company any sums comprised in the

Amount Owing that the Company is required to pay to any third party.

Bin Tai is an Interested Person by virtue of it being a Controlling Shareholder of the

Company under Chapter 9 of the Catalist Rules. Accordingly, the allotment and

issue of the Settlement Shares by the Company to Bin Tai pursuant to the

arrangement described above constitutes an Interested Person Transaction

between the Company and Bin Tai. Please see Section 17.1.1 entitled “Allotment

and issue of the Settlement Shares” of this Circular for more information in relation

to the allotment and issue of the Settlement Shares by the Company to Bin Tai

being an Interested Person Transaction.
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2.9.3 Bin Tai Placement

Under Rule 724 of the Catalist Rules, the SGX-ST may suspend trading of the

Shares if less than 10.0% of the total number of issued Shares is held in the hands

of the public. The SGX-ST may allow the Company a period of three (3) months,

or such longer period as the SGX-ST may agree, to raise the percentage of the

total number of issued Shares in the hands of the public to at least 10.0%.

In addition, the Company is required to comply with Rule 1015(3)(a) read with

Rules 406(1)(a) and (c) of the Catalist Rules, under which at least 15.0% of the

issued share capital of the Company must be held in the hands of at least 200

public Shareholders.

Based on the Amount Owing (subject to the Amount Owing Cap) and the Issue

Price, an aggregate of 24,000,000 Settlement Shares will be allotted and issued to

Bin Tai (assuming that the Proposed Share Consolidation has been completed).

This will result in Bin Tai having an interest of approximately 14.68%, and Mr Ong

having a total interest of approximately 14.76%, of the Enlarged Number of Issued

Shares. As Bin Tai and Mr Ong would be Substantial Shareholders of the

Company, the Shares in which they have an interest will be excluded from the

computation of the Company’s public float. As a result, the Company’s public float

immediately after Completion will be approximately 4.76%, and the Company will

not meet the 15.0% public float requirement under Rule 1015(3)(a) read with Rules

406(1)(a) and 406(1)(b) of the Catalist Rules. Please see Section 12.3 entitled

“Changes in shareholding structure” of this Circular for further details.

In order to meet the 15.0% public float requirement, Bin Tai has, pursuant to the

Settlement Shareholders’ Undertaking, agreed to, immediately upon Completion,

undertake a placement of part of the Settlement Shares such that Bin Tai and

Mr Ong, both of whom would be Substantial Shareholders of the Company, and

their respective associates, will collectively have an interest in less than 5.0% of

the Enlarged Number of Issued Shares (“Bin Tai Placement”).

Bin Tai and Mr Ong will cease to be Substantial Shareholders after completion of

the Bin Tai Placement, and the remaining Shares (which will constitute less than

5.0% of the Enlarged Number of Issued Shares) in which Bin Tai and Mr Ong have

an interest will be included in the computation of the public float. As a result, the

public Shareholders’ shareholding in the Company would be approximately

19.55% of the Enlarged Number of Issued Shares and the Company will be able

to meet the public float requirement. The Company also expects to be able to meet

the requirement for at least 200 public Shareholders. Please see Section 12.3

entitled “Changes in shareholding structure” of this Circular for further information.

Bin Tai has engaged UOB Kay Hian Pte. Ltd. as its placement agent to undertake

the Bin Tai Placement. The commissions, fees and other costs and expenses of

the placement agent will not be borne by the Company or the Enlarged Group, but

will be borne by the Settlement Shareholders. The Company will not receive any

of the proceeds from the Bin Tai Placement. The Bin Tai Placement will not be

placed to any persons set out under Rule 812 of the Catalist Rules. Shareholders

should take note that the terms of the Bin Tai Placement, as well as the timing of

the Bin Tai Placement, will depend on various factors such as market conditions.
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2.10 Termination

Under the Option Agreement, either party may (but is not obliged to), by notice to the other

party given at any time prior to Completion, terminate the Option Agreement if there shall

be a material breach by the other party of any term, condition, representation, warranty,

covenant, agreement, obligation or undertaking in the Option Agreement and such breach

is not capable of remedy, or if capable of remedy is not remedied to the reasonable

satisfaction of the non-breaching party within thirty (30) business days after the receipt by

the breaching party of a written notice demanding for remedy of such breach.

Further, the Company may (but is not obliged to), by notice to the Vendor given at any time

prior to Completion, terminate the Option Agreement if there shall be any material change,

or events, acts or omissions which may be likely to lead to a material adverse change, in

the business, assets, prospects, shareholdings, performance, financial position or results of

operations of the Target Group.

Upon termination, the Option Agreement shall become null and void and shall have no

further force or effect save for the Company’s and the Vendor’s obligations in relation to

confidentiality and costs and expenses. In relation to costs and expenses, the Vendor will

continue to bear on behalf of the Company all Transaction Costs incurred and to be incurred

by the Company, and the Vendor irrevocably and unconditionally waives repayment by the

Company of the Transaction Costs or any part thereof.

2.11 Reverse Takeover

For the purposes of Chapter 10 of the Catalist Rules, the relative figures of the Proposed

Acquisition computed on the bases set out in Rules 1006(a) to (e) are as follows:

Rule

1006(a)

Net asset value of the asset to be disposed of
Not applicable to

an acquisition
Net asset value of the Group

Relative figure

Rule

1006(b)

Net profits(1) attributable to the Target Group S$4,081,488(2)

Net profits(1) attributable to the Group S$399,000

Relative figure 1,022.9%

Rule

1006(c)

Aggregate value of the Consideration given S$26,400,000(3)

Market capitalisation of the Company as at

26 September 2017, being the market day preceding

the date of the Option Agreement

S$3,313,434(4)

Relative figure 796.8%(3)

Rule

1006(d)

Number of Shares to be issued by the Company as

Consideration for the Proposed Acquisition
2,640,000,000

Number of Shares in issue as at 29 September 2017,

being the date of the announcement of the Proposed

Acquisition

73,631,858

Relative figure 3,585.4%(5)
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Rule

1006(e)

Aggregate volume or amount of proved and probable

reserves to be disposed of

Not applicable(6)Aggregate volume or amount of the Group’s proved

and probable reserves

Relative figure

Notes:

(1) Under Rule 1002(3) of the Catalist Rules, “net profits” is defined as profit (or loss) before income tax, minority

interests and extraordinary items.

(2) The net profit attributable to the Target Group for FY2017 is computed based on the average exchange rate

of RM1 to S$0.3212.

(3) Calculated based on the Consideration of S$26.4 million as agreed between the Company and the Vendor.

Rule 1003(3) of the Catalist Rule requires that, where the consideration is in the form of shares, the value of

the consideration is the higher of market value or net asset value represented by such shares. Pursuant to

1003(3) of the Catalist Rules, the aggregate value of the Consideration would be S$118.8 million and is

derived by multiplying the number of Shares in issue by the volume-weighted average price of S$0.045 per

Share based on trades done on the SGX-ST on 26 September 2017, being the last market day immediately

preceding the date of the Option Agreement and the size of relative figure under Rule 1006(c) would be

3,584.4%. The net asset value represented by such Shares is not applicable as the Group was in a net liability

position of S$6.34 million as at 30 June 2017.

(4) The market capitalisation of the Company is derived by multiplying the number of Shares in issue by the

volume-weighted average price of S$0.045 per Share based on trades done on the SGX-ST on 26 September

2017, being the last Market Day immediately preceding the date of the Option Agreement.

(5) The relative figure under Rule 1006(d) reflects the number of Consideration Shares issued at the

pre-consolidation issue price of S$0.01 as provided for in the Option Agreement, and does not take into

account the Proposed Share Consolidation. The Transaction Costs Shares to be issued to the Vendor and/or

his nominees and the Settlement Shares to be issued to Bin Tai have been excluded from the computation

as they do not form part of the Consideration for the Proposed Acquisition.

(6) This basis is applicable to a disposal of mineral, oil or gas assets by a mineral, oil or gas company, but not

applicable to an acquisition of assets.

The Vendor and the Family Trust Company will collectively control approximately 80.44% of

the Enlarged Number of Issued Shares following Completion and will become Controlling

Shareholders of the Company. Upon completion of the Bin Tai Placement, it is expected that

each of the Settlement Shareholders (who are Controlling Shareholders as at the Latest

Practicable Date) will no longer, based on their individual shareholdings in the Company, be

Controlling Shareholders and there will be a change in control of the Company.

As the relative figures under Rules 1006(b), 1006(c) and 1006(d) of the Catalist Rules

above exceed 100% and there will be a change in control of the Company, the Proposed

Acquisition constitutes a “Reverse Takeover” under Rule 1015(1) of the Catalist Rules.

Accordingly, the Proposed Acquisition is conditional upon, among others, the approval of

Shareholders at the EGM and the issue of a listing and quotation notice by the SGX-ST.
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3. PROPOSED WHITEWASH RESOLUTION

3.1 Rule 14 of the Code

Under Rule 14 of the Code, unless such obligation is waived by the SIC, where:

3.1.1 any person acquires, whether by a series of transactions over a period of time or

not, shares which (taken together with shares held or acquired by persons acting

in concert with him) carry 30.0% or more of the voting rights of a company; or

3.1.2 any person who, together with persons acting in concert with him, holds not less

than 30.0% but not more than 50.0% of the voting rights and such person, or any

person acting in concert with him, acquires in any period of six (6) months

additional shares carrying more than 1.0% of the voting rights,

such person must extend offers immediately to the holders of any class of share capital of

the company which carries votes and in which such person, or persons acting in concert

with him, hold shares. In addition to such person, each of the principal members of the

group of persons acting in concert with him may, according to the circumstances of the

case, have the obligation to extend an offer.

3.2 Requirement for general offer

As at the Latest Practicable Date, the Vendor, the Family Trust Company and their concert

parties do not hold any Shares or instruments convertible into, rights to subscribe for or

options in respect of the Shares (except pursuant to the Option Agreement).

Upon Completion, an aggregate of 126,500,000 Vendor Consideration Shares and,

assuming Transaction Costs of S$2.0 million, 10,000,000 Transaction Costs Shares, which

collectively constitute approximately 80.44% of the Enlarged Number of Issued Shares, will

be allotted and issued to the Family Trust Company and the Vendor in satisfaction of the

Consideration and the Transaction Costs borne by the Vendor on behalf of the Company.

Please see further Section 12.3 entitled “Changes in shareholding structure” of this

Circular.

Accordingly, the Vendor and the Family Trust Company will, under Rule 14 of the Code, be

required to make a mandatory offer for all the remaining issued Shares not already owned,

controlled or agreed to be acquired by the Vendor, the Family Trust Company and their

concert parties arising from the allotment and issue of the Vendor Consideration Shares

and the Transaction Costs Shares, unless the obligation is waived by the SIC.

Under the Option Agreement, the Proposed Acquisition is conditional upon, among other

things, the SIC granting to the Vendor and the Family Trust Company the Whitewash Waiver

and the approval of Independent Shareholders of the Proposed Whitewash Resolution.

3.3 Whitewash Waiver

The SIC had, on 19 December 2018, waived the requirement for the Vendor and the Family

Trust Company to make a mandatory general offer for the Company under Rule 14 of the
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Code following the acquisition of the Vendor Consideration Shares and the Transaction

Costs Shares pursuant to the Proposed Acquisition, subject to the following conditions:

3.3.1 a majority of holders of voting rights of the Company approve at the EGM, before

the issue of the Vendor Consideration Shares and the Transaction Costs Shares,

the Proposed Whitewash Resolution by way of poll to waive their rights to receive

a general offer from the Vendor and the Family Trust Company;

3.3.2 the Proposed Whitewash Resolution is separate from other resolutions;

3.3.3 the Vendor, the Family Trust Company, parties acting in concert with them and

parties not independent of the Proposed Acquisition (including, for this purpose,

Mr Ong and his concert parties) abstain from voting on the Proposed Whitewash

Resolution;

3.3.4 the Vendor, the Family Trust Company and their concert parties did not acquire or

are not to acquire any shares in the Company or instruments convertible into and

options in respect of shares in the Company (other than subscriptions for, rights to

subscribe for, instruments convertible into or options in respect of new shares in

the Company which have been disclosed in this Circular):

(a) during the period between the date of the first announcement of the Proposed

Acquisition, i.e. 29 September 2017 (“Initial Announcement Date”) and the

date on which Shareholders’ approval is obtained for the Proposed

Whitewash Resolution; and

(b) in the six (6) months prior to the Initial Announcement Date, but subsequent

to negotiations, discussions or the reaching of understandings or agreements

with the Directors in relation to the Proposed Acquisition;

3.3.5 the Company appoints an independent financial adviser to advise the Independent

Shareholders on the Proposed Whitewash Resolution;

3.3.6 the Company sets out clearly in this Circular to Shareholders:

(a) details of the Proposed Acquisition and the allotment and issue of the

Consideration Shares (including the Advisor Shares), the Transaction Costs

Shares and the Settlement Shares;

(b) the dilution effect to existing holders of voting rights upon the allotment and

issue of the Consideration Shares (including the Advisor Shares), the

Transaction Costs Shares and the Settlement Shares;

(c) the number and percentage of voting rights in the Company as well as the

number of instruments convertible into, rights to subscribe for and options in

respect of shares in the Company held by the Vendor, the Family Trust

Company and their concert parties as at the Latest Practicable Date;
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(d) the number and percentage of voting rights to be acquired by the Vendor, the

Family Trust Company and their concert parties as a result of the allotment

and issue of the Vendor Consideration Shares and the Transaction Costs

Shares;

(e) specific and prominent reference to the fact that the allotment and issue of

the Vendor Consideration Shares and the Transaction Costs Shares will

result in the Vendor, the Family Trust Company and their concert parties

holding shares carrying over 49% of the voting rights of the Company, and to

the fact that the Vendor and the Family Trust Company will be free to acquire

further shares without incurring any obligation under Rule 14 to make a

general offer; and

(f) specific and prominent reference to the fact that Shareholders, by voting for

the Proposed Whitewash Resolution, are waiving their rights to a general

offer from the Vendor and the Family Trust Company at the highest price paid

by the Vendor, the Family Trust Company and their concert parties for Shares

in the past six (6) months preceding the Initial Announcement Date;

3.3.7 this Circular by the Company to Shareholders states that the waiver granted by the

SIC to the Vendor and the Family Trust Company from the requirement to make a

general offer under Rule 14 is subject to the conditions set out in Sections 3.3.1

to 3.3.6 above;

3.3.8 the Company obtains the SIC’s approval in advance for those parts of this Circular

that refer to the Proposed Whitewash Resolution; and

3.3.9 to rely on the Proposed Whitewash Resolution, the approval of the Proposed

Whitewash Resolution by Independent Shareholders must be obtained within

three (3) months of the date of SIC’s approval and the allotment and issue of the

Vendor Consideration Shares and the Transaction Costs Shares must be

completed within three (3) months of the date of the approval of the Proposed

Whitewash Resolution.

None of the Vendor, the Family Trust Company and parties acting in concert with him has

traded in the Shares during the period commencing on a date six (6) months prior to the

Initial Announcement Date and up to the Latest Practicable Date.

3.4 Proposed Whitewash Resolution

Independent Shareholders are requested to vote, by way of a poll, on the Proposed

Whitewash Resolution under Ordinary Resolution 3 in the Notice of EGM, waiving their right

to receive a general offer from the Vendor and the Family Trust Company for all the

remaining Shares in issue not already owned, controlled or agreed to be acquired by the

Vendor, the Family Trust Company and their concert parties under Rule 14 of the Code

arising from the allotment and issue of the Vendor Consideration Shares and the

Transaction Costs Shares pursuant to the Proposed Acquisition.
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Shareholders should note that:

3.4.1 approval of the Proposed Whitewash Resolution is a condition precedent to

Completion. If Independent Shareholders do not vote in favour of the

Proposed Whitewash Resolution, the Proposed Acquisition will not be

completed;

3.4.2 the allotment and issue of the Vendor Consideration Shares and the

Transaction Costs Shares will result in the Vendor, the Family Trust

Company and their concert parties holding Shares carrying over 49% of the

voting rights of the Company, and the Vendor and the Family Trust Company

will be free to acquire further Shares without incurring any obligation under

Rule 14 to make a general offer; and

3.4.3 by voting in favour of the Proposed Whitewash Resolution, they will be

waiving their rights to receive a general offer from the Vendor and the Family

Trust Company at the highest price paid by the Vendor, the Family Trust

Company and their concert parties for the Shares in the past six (6) months

preceding the Initial Announcement Date.

In connection with one of the conditions imposed by the SIC for granting the Whitewash

Waiver (as described in Section 3.3.5), Xandar Capital Pte. Ltd. has been appointed as the

IFA to the Recommending Directors to advise on the Proposed Whitewash Resolution. A

summary of the advice of the IFA is set out in Section 23 entitled “Advice of the IFA” of this

Circular. A copy of the IFA Letter in relation to the Proposed Whitewash Resolution is set

out in Appendix B entitled “Letter from the IFA to the Recommending Directors in respect

of the Proposed Whitewash Resolution” of this Circular.

4. PROPOSED SHARE CONSOLIDATION

4.1 Rationale for the Proposed Share Consolidation

Under Rule 1015(3)(c) of the Catalist Rules, in relation to a reverse takeover, the issue

price of each Share after adjusting for any share consolidation must not be lower than

S$0.20.

The Option Agreement provides for the Consideration Shares to be allotted and issued at

the pre-consolidation issue price of S$0.01 for each Consideration Share in satisfaction of

the Consideration.

To comply with the minimum issue price requirement under Rule 1015(3)(c), the Company

proposes to undertake the Proposed Share Consolidation prior to Completion. Pursuant to

the Proposed Share Consolidation, the Company will consolidate every twenty (20) Shares,

as at the Consolidation Books Closure Date, into one (1) Consolidated Share. Accordingly,

after the Consolidation Books Closure Date, every twenty (20) Shares will be consolidated

to constitute one (1) Consolidated Share.

Shareholders should note that the number of Consolidated Shares which they will be

entitled to pursuant to the Proposed Share Consolidation, based on their

shareholdings as at the Consolidation Books Closure Date, will be rounded down to
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the nearest whole Consolidated Share and any fractions of Consolidated Shares

arising from the Proposed Share Consolidation will be disregarded.

Fractions of a Consolidated Share arising from the Proposed Share Consolidation

may be dealt with in such manner as the Directors may, in their absolute discretion,

deem fit in the interests of the Company. This may include aggregating and selling

the same and retaining the net proceeds for the benefit of the Company and/or

purchasing of any or all of the fractional Consolidated Shares and retaining the net

proceeds of the share purchase for the benefit of the Company.

For illustrative purposes, if a Shareholder holds 2,000 Shares as at the Consolidation

Books Closure Date, following the Proposed Share Consolidation and rounding down to the

nearest whole Consolidated Share and disregarding any fractions of Consolidated Shares

arising from the Proposed Share Consolidation, the Shareholder will be entitled to 100

Consolidated Shares.

Each Consolidated Share will rank pari passu with each other, and will be traded in board

lots of 100 Consolidated Shares. Immediately after the Proposed Share Consolidation but

prior to Completion and to the Proposed Capital Reduction, the Company will have an

issued and paid-up share capital of S$36,827,431 comprising 3,681,592 Consolidated

Shares, fractional Consolidated Shares being disregarded.

Upon Completion but prior to the Proposed Capital Reduction, and assuming the allotment

and issue of 10,000,000 Transaction Costs Shares, the Company will have an issued and

paid-up share capital of S$48,992,228 comprising 169,681,592 Consolidated Shares.

The Proposed Share Consolidation will not involve the diminution of any liability in respect

of unpaid capital or the payment to any Shareholder of any paid-up capital of the Company,

and has no effect on the equity of the Company.

Shareholders are not required to make any payment to the Company in respect of the

Proposed Share Consolidation. Subject to approval of Shareholders being obtained for the

Proposed Share Consolidation at the EGM, the number of Consolidated Shares held by

Shareholders arising from the Proposed Share Consolidation will be ascertained on the

Consolidation Books Closure Date.

Shareholders who hold less than twenty (20) existing Shares as at the Books Closure

Date will not be entitled to any Consolidated Shares and will no longer be

Shareholders upon completion of the Proposed Share Consolidation. Such

Shareholders who wish to remain as Shareholders upon completion of the Proposed

Share Consolidation are advised to purchase additional existing Shares so as to

increase the number of existing Shares held to a multiple of twenty (20) existing

Shares prior to the Books Closure Date.

Shareholders should note that the Proposed Share Consolidation may not result in

the desired outcome in terms of the price of the Shares post-consolidation, that is,

the price of the Shares may not increase in proportion to the share consolidation

ratio following the completion of the Proposed Share Consolidation.
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4.2 Conditions precedent to the Proposed Share Consolidation

Shareholders should note that the implementation of the Proposed Share Consolidation is

subject to Shareholders’ approval for the Proposed Share Consolidation at the EGM.

Shareholders should also note that under the Option Agreement, the approval of

Shareholders for the Proposed Share Consolidation is one of the Conditions. If

Shareholders’ approval for the Proposed Share Consolidation is not obtained, the Proposed

Acquisition will not proceed to Completion. Shareholders should refer to Section 29 entitled

“Inter-conditionality” of this Circular on the inter-conditionality of the resolutions contained

in this Circular.

Subject to Shareholders’ approval being obtained for, among other things, the Proposed

Share Consolidation at the EGM, and the Listing Approval from the SGX-ST for the listing

of and quotation for the Consolidated Shares on the Catalist being received, Shareholders’

holdings of the Consolidated Shares arising from the Proposed Share Consolidation will be

determined on the Consolidation Books Closure Date. The Company will in due course

make an announcement to notify Shareholders of the Consolidation Books Closure Date

and the Effective Trading Date.

4.3 Administrative procedures

4.3.1 Updating of Register of Members and Depository Register

After Shareholders’ approval has been obtained for the Proposed Share

Consolidation at the EGM, Shareholders’ entitlements to the Consolidated Shares

will be determined on the Consolidation Books Closure Date, whereupon the

Register of Members and the depository register will be updated to reflect the

number of Consolidated Shares held by Shareholders based on their

shareholdings in the Company as at the Consolidation Books Closure Date.

4.3.2 Deposit of Old Share Certificates with CDP

Shareholders who hold old physical share certificates for the existing Shares (“Old

Share Certificates”) in their own names and who wish to deposit the same with

CDP and have their Consolidated Shares credited to their Securities Accounts

maintained with CDP must deposit their Old Share Certificates, together with the

duly executed instruments of transfer in favour of CDP, no later than twelve (12)

Market Days before the Consolidation Books Closure Date.

After the Consolidation Books Closure Date, CDP will only accept for deposit

share certificates for Consolidated Shares (“New Share Certificates”).

Shareholders who wish to deposit their New Share Certificates with CDP after the

Consolidation Books Closure Date must first deliver their Old Share Certificates to

the Share Registrar and Share Transfer Agent, Tricor Barbinder Share

Registration Services, at 80 Robinson Road #11-02 Singapore 068898, for

cancellation and issue of New Share Certificates in replacement thereof as

described below.

4.3.3 Issue of New Share Certificates

Shareholders who have deposited their Old Share Certificates with CDP at least

twelve (12) Market Days prior to the Consolidation Books Closure Date need not
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take any action. The Company will arrange with CDP to facilitate the exchange of

New Share Certificates pursuant to the Proposed Share Consolidation.

Shareholders who have not deposited their Old Share Certificates as aforesaid or

who do not wish to deposit their Old Share Certificates with CDP are advised to

forward all their Old Share Certificates to the Share Registrar and Share Transfer

Agent, Tricor Barbinder Share Registration Services, at 80 Robinson Road #11-02

Singapore 068898, as soon as possible after they have been notified of the

Consolidation Books Closure Date and no later than five (5) Market Days after the

Consolidation Books Closure Date for cancellation and exchange for New Share

Certificates. New Share Certificates will be sent by ordinary mail to the registered

addresses of the Shareholders at their own risk within ten (10) Market Days from

the Consolidation Books Closure Date or the date of receipt of the Old Share

Certificates, whichever is the later.

Shareholders are to deliver their respective Old Share Certificates to the Share

Registrar and Share Transfer Agent or CDP only after the announcement of the

Consolidation Books Closure Date by the Company. No receipt will be issued by

the Share Registrar and Share Transfer Agent for the receipt of the Old Share

Certificates tendered.

Shareholders should note that New Share Certificates will not be issued to

Shareholders unless their Old Share Certificates have been tendered to the Share

Registrar and Share Transfer Agent for cancellation.

Please notify the Share Registrar and Share Transfer Agent, Tricor Barbinder

Share Registration Services, at 80 Robinson Road #11-02 Singapore 068898, if

you have lost any of your Old Share Certificates or if there is any change in your

address from that reflected in the Register of Members of the Company.

4.3.4 Share certificates not valid for settlement of trades on Catalist

Shareholders who hold physical share certificates are reminded that their Old

Share Certificates will not be valid for settlement of trading in the new

Consolidated Shares on the Catalist (as the Company is under a book-entry

(scripless) settlement system) but will continue to be accepted for cancellation and

issue of New Share Certificates in replacement thereof for an indefinite period by

the Share Registrar and Share Transfer Agent. Notwithstanding the above, the

New Share Certificates will not be valid for delivery for trades done on the Catalist

although they will continue to be prima facie evidence of legal title.

4.3.5 Trading arrangements for the Consolidated Shares and for odd lots

Subject to Shareholders’ approval for the Proposed Share Consolidation being

obtained at the EGM, with effect from 9.00 a.m. on the Effective Trading Date,

trading in the Consolidated Shares will be in board lots of 100 Consolidated

Shares.

Accordingly, twenty (20) existing Shares as at 5.00 p.m. on the Market Day

immediately preceding the Effective Trading Date will represent one (1)

Consolidated Share with effect from 9.00 a.m. on the Effective Trading Date.
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Trading in the existing Shares will cease after 5.00 p.m. on the Market Day

immediately preceding the Effective Trading Date.

The Shares are currently traded in board lots of 100 Shares in the ready market.

Following the Proposed Share Consolidation, the Securities Accounts of

depositors may be credited with odd lots of Consolidated Shares (i.e. lots other

than board lots of 100 Consolidated Shares). The market for trading of such odd

lots of Consolidated Shares may be illiquid. Depositors who receive odd lots of

Consolidated Shares pursuant to the Proposed Share Consolidation and who wish

to trade such odd lots of Consolidated Shares on the SGX-ST should note that odd

lots of Consolidated Shares can be traded on the unit share market which,

following the Proposed Share Consolidation, would allow trading in odd lots with

a minimum size of one (1) Consolidated Share. The SGX-ST’s unit share market

will enable trading in odd lots in any quantity less than one (1) board lot of the

underlying Consolidated Shares in the ready market.

4.4 Consolidation Books Closure Date and Effective Trading Date

The announcement on the Consolidation Books Closure Date and the Effective Trading

Date in respect of the Proposed Share Consolidation will be made by the Company in due

course, after consultation with the Financial Adviser and Sponsor for compliance with the

relevant Catalist Rules. Please refer to the Section entitled “Indicative Timetable” of this

Circular for further details.

5. PROPOSED CAPITAL REDUCTION

5.1 Introduction

Based on the audited financial statements of the Company for the financial period from

1 April 2017 to 31 December 2017, as at 31 December 2017, the Company had

accumulated losses of S$42,663,250. As at 30 September 2018, based on the Company’s

unaudited financial results announcement for the third quarter and nine (9) months ended

30 September 2018 on SGXNET, the Company’s accumulated losses have increased to

S$42,947,237 (“Accumulated Losses”).

As at the Latest Practicable Date, the issued and paid-up share capital of the Company was

S$36,827,431.

The Company is proposing to undertake the Proposed Capital Reduction to write-off part of

the Accumulated Losses, as described below.

5.2 Details of the Proposed Capital Reduction

The Directors propose to carry out the Proposed Capital Reduction pursuant to section 78A

read with section 78C of the Companies Act.
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The Proposed Capital Reduction will be effected in the following manner:

5.2.1 by reducing the share capital of the Company from S$36,827,431 to S$1,000 by

the cancellation of the share capital of the Company that has been lost or is

unrepresented by available assets to the extent of S$36,826,431; and

5.2.2 thereafter by applying an amount equal to S$36,826,431, being the credit arising

from the cancellation of the share capital of the Company, towards the writing-off

of part of the Accumulated Losses.

Pursuant to section 78C(2) of the Companies Act, the Company is not required to meet the

solvency requirements under section 78C(1)(b) of the Companies Act as the Proposed

Capital Reduction does not involve a reduction, payment or distribution of cash or other

assets by the Company, or a release of any liability owed to the Company.

5.3 Resultant Effect on the Share Capital of the Company

For illustration purposes, assuming the Proposed Capital Reduction took place on

30 September 2018, the issued and paid-up share capital of the Company would be

reduced from S$36,827,431 to S$1,000 and the Accumulated Losses would be reduced

from S$42,947,237 to S$6,120,806.

The Proposed Capital Reduction will not involve any change to the total number of issued

Shares in the Company held by Shareholders immediately after the Proposed Capital

Reduction, nor will the Proposed Capital Reduction involve the payment to any

Shareholders of any paid-up share capital of the Company.

5.4 Rationale for the Proposed Capital Reduction

As at the Latest Practicable Date, the amount of the Accumulated Losses exceeds the

amount of the issued share capital of the Company. The purpose of the Proposed Capital

Reduction is to write off part of the Accumulated Losses, so that the Accumulated Losses

(as at 30 September 2018) will be reduced from S$42,947,237 to S$6,120,806, with a view

to restructuring the finances of the Company. The Accumulated Losses were built up during

the period prior to the Proposed Acquisition. The Proposed Capital Reduction serves to

rationalise the balance sheet of the Company to reflect more accurately the value of its

underlying assets, and thus the financial position of the Company.

In addition, the Proposed Capital Reduction will facilitate future equity-related fund raising

exercises to recapitalise and strengthen the balance sheet of the Company. The Company

would be in a better position to retain profits and enhance its ability to pay future dividends,

if appropriate, if part of the Accumulated Losses are written off. After Completion, the New

Directors will take into consideration the present and future funding needs of the Enlarged

Group before declaring any dividends.
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5.5 Conditions for the Proposed Capital Reduction

The Proposed Capital Reduction is subject to, among other things, the following:

5.5.1 approval by the Shareholders of Special Resolution 1 for the Proposed Capital

Reduction at the EGM;

5.5.2 compliance with the relevant publicity requirements as prescribed in the

Companies Act;

5.5.3 no application having been made for the cancellation of the Shareholders’

resolution approving the Proposed Capital Reduction by any creditor of the

Company within the timeframe prescribed in the Companies Act, or if such

application was made, the withdrawal or dismissal thereof by the judicial

authorities; and

5.5.4 the Company, after the end of six (6) weeks (but before the end of eight (8) weeks)
beginning with the date on which the Proposed Capital Reduction is approved by
the Shareholders, lodging with the Registrar:

(a) a statement made by the Directors confirming that the requirements under
section 78C(1)(c) and section 78C(3) (if applicable) have been complied with,
and that no application for cancellation of the resolution has been made. In
this regard, pursuant to section 78C(2), it will not be necessary for the
Company to meet the solvency requirements set out in section 78C(3) as the
Proposed Capital Reduction does not involve a reduction, payment or
distribution of cash or other assets by the Company, or a release of any
liability owed to the Company; and

(b) a notice containing information in relation to the Proposed Capital Reduction.

The Company will make an immediate announcement on SGXNET to update Shareholders
if any of the conditions for the Proposed Capital Reduction as set out in this Section is not
met.

5.6 Creditor Objections

In the event that during the six (6) weeks commencing with the date on which the Proposed
Capital Reduction was approved by the Shareholders (“Creditor Objection Period”), one
or more applications for the cancellation of the Shareholders’ resolution approving the
Proposed Capital Reduction has been made under section 78D(2) of the Companies Act, for
the Proposed Capital Reduction to take effect, the following conditions must be satisfied:

5.6.1 the Company must give to the Registrar notice of the application(s) for the
cancellation of the Shareholders’ resolution approving the Proposed Capital
Reduction as soon as possible after such application(s) have been served on the
Company by the creditor(s);

5.6.2 the proceedings in relation to each application for the cancellation of the
Shareholders’ resolution approving the Proposed Capital Reduction must be
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brought to an end by either the dismissal of the application under section 78F of
the Companies Act or without determination (for example, because the application
has been withdrawn); and

5.6.3 the Company must, within fifteen (15) days beginning with the date on which the
last such proceedings were brought to an end in accordance with paragraph 5.6.2
above, lodge with the Registrar:

(a) a statement made by the Directors confirming that the requirements under
section 78C(1)(c), section 78C(3) (which is not applicable, as explained in
Section 5.5.4 above) and section 78D(4) of the Companies Act have been
complied with, and that the proceedings in relation to each such application
have been brought to an end by the dismissal of the application or without
determination;

(b) a notice containing information in relation to the Proposed Capital Reduction;
and

(c) in relation to each such application which has been dismissed by the Court,
a copy of the order of the Court dismissing the application.

5.7 Effective Date of the Proposed Capital Reduction

If no application is received from any creditor of the Company for the cancellation of the

resolution approving the Proposed Capital Reduction within the Creditor Objection Period,

the Company will after the expiry of the Creditor Objection Period and before the end of

eight (8) weeks beginning with the date of the resolution approving the Proposed Capital

Reduction, lodge the relevant documents required under sections 78E(2)(i) and (ii) of the

Companies Act with the Registrar, upon which the Proposed Capital Reduction will take

effect.

The Company will thereafter announce and notify Shareholders of the effective date of the

Proposed Capital Reduction through a SGXNET announcement to be posted on the

SGX-ST website at http://www.sgx.com.

Please see Section 10 entitled “Financial Effects of the Proposed Transactions” of this

Circular on the financial effects of the Proposed Capital Reduction.

6. PROPOSED APPOINTMENT OF THE NEW DIRECTORS

On Completion, Tan Sri Dato’ Kamaruzzaman Bin Shariff, Mr Ong, Mr Ong Choon Lui and

Mr Wong Heang Fine will step down as Directors of the Board. Mr Goh Yeow Tin and

Mr Yap Boh Pin, who are existing Directors, are proposed to be re-elected to the New Board

upon Completion. Mr Lim Siau Hing, Mr Lim Vhe Kai and Mr Koh Boon Huat are proposed

to be appointed to the New Board after Completion. Upon Completion, the New Directors

will comprise the following:

(a) Mr Lim Siau Hing (Executive Chairman);

(b) Mr Lim Vhe Kai (Executive Director and CEO );
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(c) Mr Goh Yeow Tin (Lead Non-Executive and Independent Director );

(d) Mr Yap Boh Pin (Non-Executive and Independent Director ); and

(e) Mr Koh Boon Huat (Non-Executive and Independent Director ).

For further information on each of the New Directors and details on the New Audit

Committee, the New Nominating Committee and the New Remuneration Committee of the

Enlarged Group, please see Section 13 entitled “New Directors, New Executive Officers

and Related Employees” and Section 14 entitled “Corporate Governance” of this Circular.

7. PROPOSED CHANGE OF NAME

In view of the Proposed Transactions, the Company is seeking the approval of

Shareholders to change the name of the Company from “Lereno Bio-Chem Ltd.” to “KTMG

Limited” as the proposed change of name will more appropriately reflect the new business

of the Company upon Completion. Accordingly, the Board recommends that the name of the

Company be changed as proposed in this Circular.

The name “KTMG Limited” has been reserved with ACRA until 13 February 2019.

In connection with the proposed change of name of the Company, the Company intends to

adopt the corporate logo as shown below:

Subject to the resolution for the proposed change of name of the Company being carried as

a special resolution at the EGM, the Company will, on Completion, lodge the requisite

notification with ACRA relating to its change of name. The Company shall adopt “KTMG

Limited” as its new name with effect from the registration of such name with ACRA, and the

name “KTMG Limited” shall replace all references to “Lereno Bio-Chem Ltd.” wherever it

appears in the Existing Constitution.

The Company will issue an announcement to notify Shareholders of the coming into effect

of the Company’s new name. Shareholders should note that the change of the Company’s

name does not affect the legal status of the Company. Shareholders should also note that

notwithstanding the change of the Company’s name, the Company will not recall existing

share certificates which will continue to be prima facie evidence of legal title. No action will

be required on the part of the Shareholders.

8. PROPOSED GENERAL SHARE ISSUE MANDATE

At the AGM of the Company held on 23 April 2018, the Shareholders had granted to the

Directors a general mandate to allot and issue Shares subject to the provisions of Rule 806

of the Catalist Rules. The aggregate number of Shares which may be issued under such
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general mandate was determined based on the total number of issued Shares at the time

of the passing of such general mandate, that is, 23 April 2018.

The Company is proposing to seek Shareholders’ approval at the EGM for the grant of the

Proposed General Share Issue Mandate, under which the aggregate number of Shares

which may be issued is to be determined based on the total number of Consolidated Shares

after the completion of the Proposed Share Consolidation and the Proposed Acquisition.

This is in addition to the authorisation being sought for the proposed issue of the

Consideration Shares (including the Advisor Shares), the Transaction Costs Shares and the

Settlement Shares referred to in Sections 2.4.3 and 2.4.4 of this Circular.

Specifically, approval from the Shareholders will be sought for, amongst others, authority to

be granted pursuant to Article 12(2) of the Existing Constitution (after the Proposed

Amendments to the Existing Constitution) and Rule 806 of the Catalist Rules to the New

Directors to:

(a) (i) allot and issue new shares in the capital of the Company whether by way of rights

issue, bonus issue or otherwise; and/or

(ii) make or grant offers, agreements or options (collectively, “Instruments”) that

might or would require shares to be issued, including but not limited to the

creation and issue of (as well as adjustments to) warrants, debentures or other

Instruments convertible into shares,

at any time and upon such terms and conditions, and for such purposes and to such

persons as the New Directors shall in their absolute discretion deem fit; and

(b) (notwithstanding that the authority conferred by the ordinary resolution may have

ceased to be in force) issue shares in pursuance of any Instrument made or granted

by the Directors while the ordinary resolution was in force,

provided that:

(i) the aggregate number of new shares to be issued pursuant to such authority

(including shares to be issued in pursuance of Instruments made or granted

pursuant to such authority and any adjustments effected under any relevant

Instrument) shall not exceed 100.0% of the Enlarged Number of Issued Shares

and that the aggregate number of shares to be issued other than on a pro-rata

basis to the then-existing Shareholders shall not exceed 50.0% of the Enlarged

Number of Issued Shares; and

(ii) unless revoked or varied by the Shareholders in general meeting, such authority

shall continue in full force until the conclusion of the next AGM or the date by

which the next AGM is required by law to be held, whichever is earlier.

The Proposed General Share Issue Mandate will take effect from the passing of Ordinary

Resolution 12 and shall continue in force until the next AGM, unless prior thereto such

authority is revoked or varied by the Company in a general meeting or the Proposed

General Share Issue Mandate is carried out to the full extent mandated.
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9. PROPOSED AMENDMENTS TO THE EXISTING CONSTITUTION

9.1 Introduction

Under Rule 406(8) of the Catalist Rules, the constitution of an issuer is required to meet the

requirements in Appendix 4C of the Catalist Rules. In addition, Rule 730 of the Catalist

Rules provides that if an issuer amends its articles or other constituent documents, they

must be made consistent with all the listing rules prevailing at the time of amendment.

In view of the foregoing, the Company is proposing to amend certain articles in its Existing

Constitution to comply with the requirements of Rule 406(8) and Appendix 4C, and

Rule 730, of the Catalist Rules, as well as to take into account the provisions of the

Personal Data Protection Act relating to the collection, use and disclosure of personal data.

The Company will propose further amendments to the Existing Constitution for consistency

with certain recent amendments to the Companies Act at a subsequent time.

9.2 Summary of the Principal Amendments

A summary of the principal amendments to certain articles in the Existing Constitution is set

out below. This summary should be read with the comparison between the existing articles

and the amendments proposed to be made thereto, with all additions underlined and any

deletions marked with a strikethrough, as set out in Appendix L entitled “Proposed

Amendments to the Existing Constitution” of this Circular.

9.2.1 Proposed amendments to Article 5

It is proposed that Article 5 of the Existing Constitution be amended in the manner

described below:

(a) Any allotment of shares or grant of options over or otherwise disposal of the

same shall be subject to the Companies Act and the Catalist Rules.

(b) It is proposed that a new proviso be inserted to provide that the rights

attaching to shares of a class other than ordinary shares must be expressed

in the Existing Constitution. This is to bring Article 5 in line with paragraph

1(b) of Appendix 4C of the Catalist Rules.

(c) Article 5 currently provides that the total value of issued preference shares

shall not at any time exceed the total value of issued ordinary shares of the

Company. It is proposed that Article 5 be amended to provide that the total

number (rather than value) of issued preference shares shall not exceed the

total number (rather than value) of issued ordinary shares of the Company.

This is to bring Article 5 in line with paragraph 1(a) of Appendix 4C of the

Catalist Rules.

9.2.2 Proposed amendments to Article 12(2)

Article 12(2) currently provides that the Company may seek from Shareholders a

general share issue mandate, provided that the aggregate number of shares to be
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issued does not exceed 50% of the Company’s existing issued share capital, of

which the aggregate number of shares issued other than on a pro rata basis to

existing shareholders does not exceed 20% of the Company’s existing issued

share capital.

Rule 806(2) of the Catalist Rules currently permits a listed issuer to seek from

shareholders a general share issue mandate subject to:

(a) if the mandate is approved by ordinary resolution, a limit of not more than

100% of the total number of issued shares (excluding treasury shares and

subsidiary holdings), of which the aggregate number of shares issued other

than on a pro rata basis to existing shareholders must be not more than 50%

of the total number of issued shares (excluding treasury shares and

subsidiary holdings); and

(b) if the mandate is approved by special resolution, a limit of not more than

100% of the total number of issued shares (excluding treasury shares and

subsidiary holdings), whether or not on a pro rata basis.

It is proposed that Article 12(2) be amended such that the limit on the number of

shares will be in accordance with Rule 806(2) of the Catalist Rules.

9.2.3 Proposed amendments to Article 13

The proviso at the end of Article 13 provides that the Company shall not be bound

to register more than three (3) persons as the holders of any share except in the

case of executors or administrators of the estate of a deceased member. It is

proposed that the proviso be amended to be in line with paragraph 4(d) of

Appendix 4C of the Catalist Rules, by specifically also including trustees of the

estate of a deceased member in the exception to the proviso.

9.2.4 Proposed amendments to Article 15

It is proposed that Article 15, which relates to the Company’s lien on shares and

dividends, be amended to be in line with paragraph 3(a) of Appendix 4C of the

Catalist Rules, so that the Company’s lien on shares and dividends shall be

restricted to unpaid calls and instalments upon the specific shares in respect of

which such monies are due and unpaid and to such monies as the Company may

be called upon by law to pay in respect of the shares of the member or deceased

member.

9.2.5 Proposed amendments to Articles 53 and 54

Articles 53 and 54 relate to general meetings of the Company. It is proposed that

Articles 53 and 54 be amended to provide that all general meetings of the

Company shall be held in Singapore. This is to bring Articles 53 and 54 in line with

Rule 730A(1) and Practice Note 7E of the Catalist Rules.
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9.2.6 Proposed amendments to Article 56

Article 56 deals with notices of general meetings that are given to Shareholders.

It is proposed that Article 56 be amended to clarify that the notice period of at least

twenty-one (21) days for any meeting to pass a special resolution, and at least

fourteen (14) days for any other meeting, excludes the date on which the notice is

served or deemed to be served and the date of the meeting for which the notice

is given. This is to bring Article 56 in line with paragraph 7(a) of Appendix 4C of the

Catalist Rules.

9.2.7 New Article 62A and proposed amendments to Articles 63 and 64

It is proposed that a new Article 62A be inserted immediately after the existing

Article 62 to provide that all resolutions at general meetings shall be voted by poll.

Consequential changes have been made to Articles 63 and 64. These changes are

to bring Articles 62A, 63 and 64 in line with Rule 730A(2) of the Catalist Rules.

Article 64, which relates to the Chairman’s direction as to a poll, has also been

updated to provide that the Chairman shall appoint at least one (1) scrutineer for

each general meeting, who shall be independent of the persons undertaking the

polling process. This update is to bring Article 64 in line with Rule 730A(3) of the

Catalist Rules.

9.2.8 Proposed amendments to Article 66

Article 66 of the Existing Constitution, which relates to the rights of and restrictions

on a member to vote at any general meeting, has been amended to include the

condition that all calls due to the Company must have been paid before a member

present in person or by proxy is entitled to vote. This is to bring Article 66 in line

with paragraph 8(a) of Appendix 4C of the Catalist Rules.

9.2.9 New Article 71(6)

Article 71 relates to the appointment of proxies for general meetings of the

Company. It is proposed that a new Article 71(6) be inserted immediately after the

existing Article 71(5) to clarify that:

(a) a member who has deposited an instrument appointing any number of

proxies to vote on his behalf at a general meeting shall not be precluded from

attending and voting in person at that general meeting; and

(b) any such appointment of all the proxies concerned shall be deemed to be

revoked upon the attendance of the member appointing the proxy or proxies

at the relevant general meeting.

This is to bring Article 71 in line with paragraph 3.3 of Practice Note 7E of the

Catalist Rules which provides that if a member submits a proxy form and

subsequently attends the meeting in person and votes, the appointment of the

proxy should be revoked.
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9.2.10 New Article 76A

It is proposed that a new Article 76A be inserted immediately after Article 76 to

provide that:

(a) the Board shall have at least two (2) non-executive directors who are

independent and free of any material business or financial connection with

the Company;

(b) Independent Directors must comprise at least one-third of the Board; and

(c) in the event of any retirement or resignation which renders the Company

unable to meet any of the foregoing requirements, the Company shall

endeavour to fill the vacancy within two (2) months, but in any case not later

than three (3) months.

This is to bring the Constitution in line with the revised Rule 406(3)(c) of the

Catalist Rules which will come into effect on 1 January 2022.

9.2.11 Proposed amendments to Article 79

Article 79 currently provides, among other things, that any Director may appoint

any person not disapproved by a majority of the other Directors for the time being

to be an alternate Director. It is proposed that Article 79 be amended to provide

that any Director may appoint any person who is approved by a majority of the

other Directors (rather than not disapproved by the other Directors) to be alternate

Director. This is to bring Article 79 in line with paragraph 9(k) of Appendix 4C of the

Catalist Rules.

9.2.12 Proposed amendments to Article 84

Article 84 currently provides that a Director who is appointed the managing

director shall not, while holding that office, be subject to retirement by rotation and

he shall not be taken into account in determining the rotation of retirement of

Directors or the number of Directors to retire.

Under the new Rule 720(4) of the Catalist Rules, which will apply as from

1 January 2019, all Directors are required to submit themselves for re-nomination

and re-appointment at least once every three (3) years. It is proposed that Article

84 be amended to provide that a Director who is appointed the managing director

would also be subject to retirement by rotation together with the other Directors.

9.2.13 Proposed amendments to Article 93

Article 93 sets out the grounds on which the office of Director shall become vacant.

It is proposed that Article 93 be amended to provide for an additional ground on

which the office of Director shall become vacant, i.e. if the Director becomes

disqualified from acting as a director in any jurisdiction for reasons other than on

technical grounds. This is to bring Article 93 in line with paragraph 9(m) of

Appendix 4C of the Catalist Rules.
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9.2.14 Proposed amendments to Article 96

Article 96 of the Existing Constitution currently provides that a Director appointed

to fill a vacancy must retire from office at the next following general meeting but

shall be eligible for re-election. It is proposed that Article 96 be amended to provide

that such a Director must retire from office at the next following annual general

meeting (and not just any general meeting) but shall be eligible for re-election.

This is for clarification purposes and to bring Article 96 in line with paragraph 9(b)

of Appendix 4C of the Catalist Rules.

9.2.15 Proposed amendments to Article 119

It is proposed that Article 119 of the Existing Constitution be amended to provide

that the Company shall issue its annual report to its Shareholders at least fourteen

(14) days before the date of the AGM. This is to bring Article 119 in line with

Rule 707(2) of the Catalist Rules.

9.2.16 New Articles 128 and 129

In general, under the Personal Data Protection Act, an organisation can only

collect, use or disclose the personal data of an individual with the individual’s

consent, and for a reasonable purpose which the organisation has made known to

the individual. The new Article 128 sets out, among other things, the purposes for

which the Company and/or its agents and service providers can collect, use and

disclose personal data of Shareholders and their appointed proxies or

representatives.

Article 129 provides that a Shareholder who appoints a proxy and/or a

representative for any meeting of the Company is deemed to have:

(a) warranted that, where such Shareholder discloses the personal data of such

proxy or representative to the Company (or its agents or service providers),

such Shareholder has obtained the prior consent of such proxy or

representative for the purposes specified in Article 128; and

(b) agreed to indemnify the Company in respect of any penalties, liabilities,

claims, demands, losses and damages as a result of or in connection with

such Shareholder’s breach of warranty.

9.3 Summary of principal amendments and the New Constitution of the Company

The summary of principal amendments of the Existing Constitution is set out in Appendix L

entitled “Proposed Amendments to the Existing Constitution” to this Circular. The proposed

New Constitution is set out in Appendix M entitled “New Constitution” to this Circular. The

Proposed Amendments to the Existing Constitution is subject to Shareholders’ approval.
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10. FINANCIAL EFFECTS OF THE PROPOSED TRANSACTIONS

10.1 Pro forma financial effects

The pro forma financial effects of the Proposed Transactions on the share capital, NTA,

earnings and gearing of the Enlarged Group set out in this Section 10 have been prepared

based on:

10.1.1 the unaudited consolidated financial statements of the Group for the three-month

financial period ended 31 March 2017 and the audited consolidated financial

statements of the Group for nine-month financial period ended 31 December 2017;

and

10.1.2 the audited combined financial statements of the Target Group for FY2017.

The pro forma financial effects of the Proposed Transactions are for illustrative purposes

only. The objective is to illustrate what the historical information might have been had the

Proposed Transactions been completed at an earlier date. However, such information is not

necessarily indicative of the actual results of the operations or the related effects in the

financial position that would have been attained had the Proposed Transactions been

completed at such an earlier date. Given that the financial effects presented below are pro

forma in nature and only for illustrative purposes, it does not necessarily represent the

actual financial position and/or results of the Enlarged Group immediately after Completion.

10.2 Assumptions

For the purposes of illustration, the financial effects of the Proposed Transactions are

computed based on, among others, the following assumptions:

10.2.1 the financial effects of the Proposed Transactions on the earnings and the

earnings per Share for the financial year ended 31 December 2017 are computed

assuming that the Proposed Transactions are completed on 1 January 2017;

10.2.2 the financial effects of the Proposed Transactions on the share capital, NTA and

gearing of the Enlarged Group as at 31 December 2017 are computed assuming

that the Proposed Transactions are completed on 31 December 2017;

10.2.3 the aggregate of 132,000,000 Consideration Shares (including the Advisor

Shares) were issued at the Issue Price on 1 January 2017;

10.2.4 the aggregate of 10,000,000 Transaction Costs Shares (assuming Transaction

Costs of S$2.0 million) and 24,000,000 Settlement Shares were issued at the

Issue Price on 1 January 2017;

10.2.5 the Settlement Shares are issued to Bin Tai in full and final settlement of the

Amount Owing on Completion, resulting in the assets, liabilities and NTA of the

Group being zero;

10.2.6 the Transaction Costs in connection with the Proposed Transactions (including the

Proposed Acquisition) are disregarded for the purposes of calculating the financial
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effects, except for stamp duty payable on the transfer of the Option Shares

pursuant to the Proposed Acquisition;

10.2.7 the Proposed Acquisition will result in the sole shareholder of the Target (i.e. the

Vendor) obtaining majority interest in the Enlarged Number of Issued Shares upon

Completion and, as such, the Proposed Acquisition is accounted for as a reverse

acquisition, in which the Target, the legal subsidiary, is deemed to be the

accounting acquirer that acquires the Company, which is the legal parent and

accounting acquiree.

Under the reverse acquisition accounting, the cost of the acquisition will be

recognised as an expense in the profit or loss of the Enlarged Group. For this

purpose, the cost of acquisition will be measured as the excess of (a) the

consideration effectively transferred (which is generally measured at acquisition-

date fair value) by the Target, which is the accounting acquirer, over (b) the net of

the acquisition-date fair values of the identifiable assets acquired and the liabilities

assumed of the Company.

In view of the Company having ceased its operations and being a cash company,

the cost of the acquisition will be the consideration effectively transferred by the

Target, which will be measured based on the fair value of the Company’s equity

interest, as represented by the total number of issued Shares existing as at the

date of Completion, computed based on the closing market price of each Share on

the last trading day preceding Completion.

For the purposes of the financial effects of the Proposed Transactions on the

earnings and earnings per Share, it is assumed that the Proposed Transactions

are completed on 1 January 2017, and the Company’s equity interest is computed

based on the closing market price of S$0.02 per Share. For the purposes of the

financial effects of the Proposed Transactions on the NTA and NTA per Share, it is

assumed that the Proposed Transactions are completed on 31 December 2017,

and the Company’s equity interest is computed based on the closing market price

of S$0.015 per Share; and

10.2.8 based on the exchange rate of S$1:RM3.0285, being the closing rate for FY2017,

and S$1:RM3.1140, being the average rate for FY2017.

10.3 Financial effects on share capital

Number of

Shares or

Consolidated

Shares

Issued and

paid-up share

capital

(S$’000)

Issued and paid-up share capital as at

31 December 2017 73,631,858 36,827

After Proposed Share Consolidation 3,681,592 36,827

Add: Proposed Acquisition(1) 166,000,000 33,200

Add: Proposed Capital Reduction(2) – (36,826)
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Number of

Shares or

Consolidated

Shares

Issued and

paid-up share

capital

(S$’000)

Effect of reverse acquisition accounting(3) – (21,036)

Issued and paid-up capital of the Enlarged Group

after the Proposed Transactions 169,681,592 12,165

Notes:

(1) This takes into account the allotment and issue of the Consideration Shares (including the Advisor Shares),

the Transaction Costs Shares (assuming Transaction Costs of S$2.0 million) and the Settlement Shares.

(2) Please refer to Section 5 entitled “Proposed Capital Reduction” of this Circular for the details of the Proposed

Capital Reduction.

(3) In preparation of the unaudited pro forma consolidated financial information of the Enlarged Group, the pro

forma adjustments for the Enlarged Group has been made due to reverse acquisition accounting, assuming

the Enlarged Group has been in place since 1 January 2017.

10.4 Financial effects on NTA and NTA per Share or Consolidated Share

Before the

Proposed

Transactions

After the

Proposed

Transactions

(NTL)/NTA as at 31 December 2017 (S$’000) (5,840)(1) 13,005(2)

Number of Shares or Consolidated Shares 73,631,858(3) 169,681,592(4)

(NTL)/NTA per Share or Consolidated Share (cents) (7.93)(1) 7.66(2)

Notes:

(1) Net tangible loss of the Group as at 31 December 2017.

(2) Net tangible asset of the Enlarged Group as of 31 December 2017.

(3) The total number of Shares as at 31 December 2017.

(4) The total number of Consolidated Shares after the Proposed Share Consolidation and the issue of the

Consideration Shares (including the Advisor Shares), the Transaction Costs Shares (assuming Transaction

Costs of S$2.0 million) and the Settlement Shares.

10.5 Financial effects on earnings and earnings per Share or Consolidated Share

Before the

Proposed

Transactions

After the

Proposed

Transactions

Profit/(Loss) for FY2017 (S$’000) 300(1) (8,527)(2)

Weighted average number of Shares or

Consolidated Shares 73,631,858(3) 169,681,592(4)

Profit/(Loss) per Share or Consolidated Share (cents) 0.41(1) (5.03)(2)

Notes:

(1) Profit after tax of the Group for FY2017.

(2) The Enlarged Group’s loss for FY2017 is derived after certain pro forma adjustments, including the reverse

acquisition accounting, which resulted in the recognition of listing expenses. Please refer to Appendix F
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entitled “Report on Unaudited Pro Forma Consolidated Financial Information of the Enlarged Group for the

Financial Year ended 31 December 2017 and the Six-Month Period ended 30 June 2018” for details.

(3) The total number of Shares as at 31 December 2017.

(4) The total number of Consolidated Shares after the Proposed Share Consolidation and the issue of the

Consideration Shares (including the Advisor Shares), the Transaction Costs Shares (assuming Transaction

Costs of S$2.0 million) and the Settlement Shares.

10.6 Financial effects on gearing

Before the

Proposed

Transactions

After the

Proposed

Transactions

Net debt as at 31 December 2017 (S$’000) 5,866(1) 28,300(2)

Shareholders’ (deficit)/equity as at 31 December

2017 (S$’000) (5,840) 13,005

Gearing (times)(3) Not meaningful 2.18

Notes:

(1) Total debt net of cash and short-term deposits of the Group as of 31 December 2017.

(2) Total debt net of cash and short-term deposits of the Enlarged Group as of 31 December 2017.

(3) Gearing is determined based on net debt divided by shareholders’ equity. The Enlarged Group’s net debt

includes borrowings, trade and other payables, less cash and short-term deposits.

11. SUBMISSION TO THE SGX-ST

On 8 November 2018, the Sponsor had submitted the pre-admission notification to the

SGX-ST. A copy of this Circular has been lodged by the Financial Adviser and Sponsor with

the SGX-ST, acting as agent on behalf of the Authority, on 21 December 2018 for posting

on the SGX-ST website.

Pursuant to Appendix 4F of the Catalist Rules, the SGX-ST is expected to issue a listing and

quotation notice in respect of the Consolidated Shares, the Consideration Shares (including

the Advisor Shares), the Transaction Costs Shares and the Settlement Shares upon

lodgement of this Circular with the SGX-ST, acting as agent on behalf of the Authority.

It should be noted that the listing and quotation notice issued by the SGX-ST is in no way

reflective of the merits of any of the Proposed Transactions, the Company, the Target

Group, the Enlarged Group, the Shares, the Consolidated Shares, the Consideration

Shares, the Transaction Costs Shares or the Settlement Shares.

12. ENLARGED GROUP

12.1 Principal business

As at the date of this Circular, the Company is a cash company and does not carry on any

business or operations.

Following Completion, the principal business of the Company will be the Target Business.

Please refer to Section 4 entitled “Business Overview” of the Target Letter for more

information on the Target Group and the Target Business.
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12.2 Group structure upon Completion

12.2.1 Group

As at the Latest Practicable Date, the Company has one subsidiary, MAE

Engineers Pte. Ltd. (“MAE Engineers”). MAE Engineers has been dormant since

April 2008. To facilitate the Proposed Acquisition, the Company and Mr Ong have

entered into a sale and purchase agreement dated 21 December 2018 for the sale

of all of the issued shares in the capital of MAE Engineers to Mr Ong for a nominal

consideration of S$1.00. The disposal of all of the issued shares in the capital of

MAE Engineers constitutes an Interested Person Transaction, as to which please

see Section 17.1.2 entitled “Disposal of MAE Engineers to Mr Ong” of this Circular.

The SIC has ruled that the disposal of all of the issued shares in the capital of MAE

Engineers to Mr Ong for a nominal consideration does not constitute a special deal

for the purposes of Rule 10 of the Code.

The disposal of MAE Engineers is expected to be completed by 31 December

2018.

12.2.2 Target Group

The details of the Target Group are set out in Section 3 entitled “Restructuring

Exercise and Group Structure” of the Target Letter.

12.2.3 Enlarged Group

Upon Completion, the structure of the Enlarged Group will be as follows:

Company

KTH
Callisto

Singapore

100%

Target

100%100% 100%

Moon

Singapore

100%100% 100%

KTM

100%

Xentika

Moon

Cambodia
Callisto

Cambodia

OAE

100%
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12.3 Changes in shareholding structure

Pursuant to the Proposed Share Consolidation and the Proposed Acquisition, the Company
will be issuing the Consideration Shares, the Transaction Costs Shares and the Settlement
Shares. After completion of the Proposed Share Consolidation, the Proposed Acquisition
and the Proposed Capital Reduction, and assuming the allotment and issue of 10,000,000
Transaction Costs Shares, the issued share capital of the Enlarged Group will be
S$12,165,000 comprising 169,681,592 Consolidated Shares. The public Shareholders’
shareholding in the Company would be approximately 4.76% of the Enlarged Number of
Issued Shares.

To meet the 15.0% public float requirement under Rule 1015(3)(a) read with Rule 406(1) of
the Catalist Rules, Bin Tai has agreed under the Settlement Shareholders’ Undertaking to
undertake the Bin Tai Placement such that Bin Tai and Mr Ong will cease to be Substantial
Shareholders after completion of the Bin Tai Placement. See Section 2.9.3 entitled “Bin Tai
Placement” of this Circular for further details. The SGX-ST has granted to Bin Tai and
Mr Ong a waiver from compliance with the moratorium requirements under Rule
1015(3)(b)(i) read with Rules 420, 421 and 422 or 443 in respect of the Shares in which they
have an interest as at the date of this Circular. Please see Section 18.4 entitled “Controlling
Shareholder Moratorium Waiver” for details of the waiver.

Taking into account the moratorium waiver referred to above, the remaining Shares (which
will constitute less than 5% of the issued Shares at that time) in which Bin Tai and Mr Ong
have an interest will be included in the computation of the public float. Following the
completion of the Bin Tai Placement, the public Shareholders’ shareholding in the Company
would be approximately 19.55% of the Enlarged Number of Issued Shares. As a result, the
Company will be able to meet the public float requirement.

As at the Latest Practicable Date, the issued and paid-up share capital of the Company was
S$36,827,431 comprising 73,631,858 Shares. There is only one (1) class of shares in the
capital of the Company. The rights and privileges attaching to the Shares are set out in the
Existing Constitution.
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13. NEW DIRECTORS, NEW EXECUTIVE OFFICERS AND RELATED EMPLOYEES

13.1 Management reporting structure

The Company proposes to constitute the New Board and appoint a new senior management

team following Completion. Accordingly, following Completion, the proposed management

reporting structure of the Company will be as follows:

Board of Directors

Lim Siau Hing @

Lim Kim Hoe

Executive Chairman

Lim Vhe Kai

Executive Director and

Chief Executive Officer

Low Yong Heng

Financial Controller

Accounts and

Finance

Chew Chong Kiat

Chief Operating Officer

Human Resource

and Administration
Production

Marketing

Merchandising

Product

Development

Sourcing and

Purchasing

13.2 New Directors

13.2.1 Particulars of New Directors

The following New Directors will be entrusted with the responsibility for the overall

management and direction of the Enlarged Group and their particulars are set out

below:

Name Age Address

Proposed Position in

Enlarged Group

Lim Siau Hing

@ Lim Kim Hoe

72 50 Raffles Place

#06-00 Singapore Land Tower

Singapore 048623

Executive Chairman

Lim Vhe Kai 43 50 Raffles Place

#06-00 Singapore Land Tower

Singapore 048623

Executive Director and

Chief Executive

Officer

Goh Yeow Tin 67 50 Raffles Place

#06-00 Singapore Land Tower

Singapore 048623

Lead Non-Executive

and Independent

Director
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Name Age Address

Proposed Position in

Enlarged Group

Yap Boh Pin 77 50 Raffles Place

#06-00 Singapore Land Tower

Singapore 048623

Non-Executive and

Independent Director

Koh Boon Huat 64 50 Raffles Place

#06-00 Singapore Land Tower

Singapore 048623

Non-Executive and

Independent Director

As at the Latest Practicable Date, none of the New Independent Directors sits on

the board of any of the Target Group Companies that are based in jurisdictions

other than Singapore.

13.2.2 Qualifications and working experience of the New Directors

Information on the business and working experience, education and professional

qualifications, if any, and areas of responsibilities of the New Directors are set out

below:

Mr Lim Siau Hing is proposed to be appointed as the Executive Chairman of the

Company upon Completion.

Mr Lim Siau Hing and his wife, Mrs Lim, founded KTM together in December 1988

to operate an apparel manufacturing factory from a small shop house in Batu

Pahat, Johor, Malaysia. Since then, he has been instrumental in developing KTM

into the Target Group today. He is currently the managing director of the Target

Group and exercises general oversight of the operations of the Target Group. Over

three (3) decades, the Target Group has significantly expanded its operations to

become a well-established, reputable market player that exports its products to the

EU, US and Canada. The Target Group’s established reputation is evidenced by,

among other things, its ability to retain several of its customers in the US and the

EU as major customers and its increased sales to them over a number of years,

despite being in a fragmented and competitive industry, and based on its

discussions with customers and potential customers.

Mr Lim Siau Hing has accumulated a wealth of experience, knowledge and skills

in the textile and apparel industry over the years. Mr Lim Siau Hing started his

career in September 1969 as a supervisor in a yarn factory in Taiwan. From March

1970 to January 1974, he was a production manager in Oriental Industries Private

Limited in Singapore, where he was in charge of overseeing the production

process of synthetic fiber. From February 1974 to June 1977, he was a production

manager with Syntex Industries Sdn Bhd in Malacca. From July 1977 to June

1981, Mr Lim Siau Hing was a director at Minat Industries Sdn Bhd, which he set

up with a few business partners to operate a fabric dyeing factory in Batu Pahat.

In December 1981, he founded Knit Textiles Industries Sdn Bhd with Mrs Lim and

a business partner to operate a fabric knitting factory in Batu Pahat. This

eventually led to Mr Lim Siau Hing and Mrs Lim setting up KTM in December 1988.
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Mr Lim Siau Hing graduated from Feng Jia College, Taiwan with a diploma in textile

engineering in July 1969.

Mr Lim Vhe Kai is proposed to be appointed as an Executive Director and CEO

of the Company upon Completion. As CEO, he will be responsible for the overall

management of the operations, strategic planning and business development of

the Enlarged Group.

Mr Lim Vhe Kai has more than 16 years of experience in the apparel manufacturing

sector, having been with the Target Group since August 2002. He is currently the

marketing director of the Target Group. Apart from heading the marketing functions

of the Target Group, he also oversees the sourcing and purchasing, product

development, and merchandising departments, and jointly oversees the

production department with Mr Chew Chong Kiat.

Prior to joining the Target Group in August 2002, Mr Lim Vhe Kai was an

information technology executive at Ramatex Industries Sdn Bhd from 1997 to

1998, and a system and network engineer at CN Eminent Systems Sdn Bhd from

1998 to 2000. He then joined e-Komoditi.com Sdn Bhd as a system and network

engineer from 2000 to 2001, before taking up the position of group network

security consultant at RHB Management Company Sdn Bhd from 2001 to July

2002. He joined the Target Group in August 2002 to help his father, Mr Lim Siau

Hing, in the family business.

Mr Lim Vhe Kai graduated with a Bachelor of Science, Computer Information

Systems (Honours) from the University of Windsor, Ontario, Canada in 1997.

Mr Goh Yeow Tin is proposed to be appointed as the Lead Non-Executive and

Independent Director of the Company upon Completion. He currently serves as a

Non-Executive and Independent Director of the Company, and was appointed on

1 October 2007. He was further appointed as the Chairman of the Company’s

Nominating Committee on 16 February 2012.

Mr Goh Yeow Tin is currently the non-executive chairman of Seacare Medical

Holdings Pte Ltd and Seacare Manpower Pte Ltd. Mr Goh Yeow Tin began his

career in September 1979 with the Economic Development Board (“EDB”) where

he headed the Local Industries Unit and was subsequently appointed as a director

of EDB’s Automation Application Centre in 1983. Mr Goh Yeow Tin was the

founding member of the Association of Small and Medium Enterprise and founded

International Franchise Pte Ltd in 1986, a pioneer in the franchising business in

Singapore. Mr Goh Yeow Tin was previously the Deputy Managing Director of

Tonhow Industries Ltd from 1991 to 1993, the first listed plastic injection moulding

company on SGX-ST’s then second board, the Stock Exchange of Singapore

Dealing and Automated Quotation system (SESDAQ). Mr Goh Yeow Tin was also

previously the Vice President of Times Publishing Ltd from 1996 to 2006 and was

responsible for the group’s retail and distribution businesses.
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Mr Goh Yeow Tin graduated with a Bachelor Degree in Mechanical Engineering

(Honours) from the University of Singapore in 1975 and obtained a Masters

Degree in Industrial Engineering and Management from Asian Institute of

Technology in 1979.

Mr Goh Yeow Tin presently holds directorships in several SGX-ST listed

companies, including Sheng Siong Group Ltd. (lead independent director),

AsiaPhos Limited (independent director), Vicom Ltd. (independent director) and

TLV Holdings Limited (non-executive chairman and independent director).

Mr Goh Yeow Tin will be the chairman of the New Nominating Committee, a

member of the New Audit Committee and a member of the New Remuneration

Committee after Completion.

Mr Yap Boh Pin is proposed to be appointed as a Non-Executive and Independent

Director of the Company upon Completion. He currently serves as a

Non-Executive and Independent Director of the Company, and was appointed on

1 April 2004. He was further appointed as the Chairman of the Company’s Audit

Committee on 24 May 2011.

Mr Yap Boh Pin is presently the managing director of B.P.Y. Private Limited, a firm

of management consultants which provides financial planning, financial

accounting, reviewing internal control systems as well as corporate secretarial

services. He has been with B.P.Y. Private Limited since January 1999.

From September 1969 to June 1975, Mr Yap Boh Pin was the General Manager of

Shing Kwan Group, where he was responsible for the management of property

investments of the group. In March 1976, he was appointed as a director of Shing

Kwan Pte Ltd and has remained a director as at the Latest Practicable Date. From

July 1975 to July 1999, Mr Yap Boh Pin was a senior partner at Yap Boh Pin & Co,

which provided advice on auditing, taxation, liquidation and corporate

restructuring matters.

In October 1966, Mr Yap Boh Pin qualified as a Chartered Accountant (Associate)

from the Institute of Chartered Accountants in England and Wales. He also

qualified as a Chartered Accountant (Fellow) of the Institute of Chartered

Accountants in England and Wales, and the Institute of Singapore Chartered

Accountants in January 1997 and January 2005 respectively.

Mr Yap Boh Pin’s current directorships include TeleChoice International Limited

(independent director), which is listed on the SGX-ST, Asia Mobile Holdings Pte.

Ltd., which is a subsidiary of Singapore Technologies Telemedia Pte Ltd, and

Overseas Realty (Ceylon) Plc, which is a public listed company in Sri Lanka.

Mr Yap Boh Pin has also held directorships in various public companies from 1975

to 2000, including Singapore Land Limited, L&M Investments Limited and Pan

Pacific Public Company Limited. During his appointment at these companies, Mr

Yap Boh Pin was a member of their Executive Committee and/or Audit Committee,

assisting in the evaluation and recommendation of changes to their system of

internal controls as well as corporate governance.
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Mr Yap Boh Pin will be the chairman of the New Audit Committee, a member of the

New Nominating Committee and a member of the New Remuneration Committee

after Completion.

Mr Koh Boon Huat is proposed to be appointed as a Non-Executive and

Independent Director of the Company upon Completion.

Mr Koh Boon Huat has 40 years of experience in the banking and finance industry.

He commenced his career in October 1974 as a clerk in Malayan Banking Bhd,

Batu Pahat. From March 1985 to February 1988, he was an officer of Arab-

Malaysian Finance Bhd, Batu Pahat, before he joined First Malaysia Finance

Berhad, Batu Pahat, in February 1988 where he was a credit officer. He

subsequently left as an acting branch manger, and joined MBf Finance Berhad,

Pontian in September 1991 and MBf Finance Berhad, Batu Pahat in August 1993

as a branch manager. Between March 1995 and December 1996, Mr Koh Boon

Huat was the personal assistant to the managing director of S.P.I. Holdings Sdn.

Bhd., Batu Bahat. He subsequently rejoined the banking industry as a branch

manager for Oriental Bank Berhad, Batu Berendam, Melaka from January 1997 to

August 1997 and Phileo Allied Bank Berhad, Batu Pahat from August 1997 to

February 2001. Mr Koh Boon Huat was the branch manager of United Overseas

Bank (Malaysia) Bhd, Kluang from March 2001 to April 2002 and branch manager

of United Overseas Bank (Malaysia) Bhd, Batu Pahat from April 2002 to November

2008. He last held the position of area manager with United Overseas Bank

(Malaysia) Bhd, South Area Centre from November 2008 to June 2016, where he

was responsible for managing eight branches in Johor and Melaka with a staff

force of over 400 employees. Mr Koh Boon Huat has extensive knowledge and

expertise in banking operations, credit and marketing, compliance, collections and

recovery.

In February 1998, Mr Koh Boon Huat obtained his Diploma in Management from

Malaysian Institute of Management, and in April 2006, he graduated with a degree

in Management (Honours) from Multimedia University. He was a committee

member of Johor State Asian Institute of Chartered Bankers Advisory Council

between August 2011 and June 2016.

Mr Koh Boon Huat is currently a non-executive independent director of Acoustech

Bhd., which is a listed company on Bursa Malaysia Securities Berhad.

Mr Koh Boon Huat will be the chairman of the New Remuneration Committee, a

member of the New Audit Committee and a member of the New Nominating

Committee after Completion.
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13.2.3 Present and past directorships of the New Directors

The list of present and past directorships of each New Director for the last five (5)

years preceding the Latest Practicable Date, excluding that to be held in the

Company pursuant to Completion, is set out below:

Name Present Directorships Past Directorships

Lim Siau Hing Companies within Enlarged

Group

Callisto Apparel Holdings

Pte. Ltd.

Knit Textile Holdings

Sdn. Bhd.

Knit Textiles Mfg. Sdn. Bhd.

Moon Apparel Holdings

Pte. Ltd.

Ocean Art & Embellishment

Sdn. Bhd.

Companies within Enlarged

Group

–

Companies outside the

Enlarged Group

Knit Textiles Industries

Sdn. Bhd.(1)

Companies outside the

Enlarged Group

–

Lim Vhe Kai Companies within Enlarged

Group

Callisto Apparel (Cambodia)

Co., Ltd.

Knit Textiles Mfg. Sdn. Bhd.

Moon Apparel (Cambodia)

Co., Ltd.

Ocean Art & Embellishment

Sdn. Bhd.

Xentika Limited

Companies within Enlarged

Group

–

Companies outside the

Enlarged Group

Haruaki Ventures Sdn. Bhd.(2)

Vertical Delta Sdn. Bhd.

Windsor Mile Capital Pte. Ltd.

Companies outside the

Enlarged Group

High Essential Sdn. Bhd.

Kaiji Sdn. Bhd.

Precise Action Sdn. Bhd.

LETTER TO SHAREHOLDERS FROM
THE BOARD OF DIRECTORS OF THE COMPANY

77



Name Present Directorships Past Directorships

Goh Yeow Tin Companies within Enlarged

Group

Lereno Bio-Chem Ltd.

Companies within Enlarged

Group

–

Companies outside the

Enlarged Group

AsiaPhos Limited

Edu Community Pte. Ltd.

Kiran Electronics B & C

Services Pte. Ltd.

Seacare Foundation Pte Ltd

Seacare Manpower Services

Pte Ltd

Seacare Medical Holdings

Pte. Ltd.

Sheng Shiong Group Ltd.

TLV Holdings Limited

Vicom Ltd.

Watertech Pte. Ltd.

Companies outside the

Enlarged Group

Linknet Asia Pte Ltd

OEL (Holdings) Limited

Singapore Post Limited

Yap Boh Pin Companies within Enlarged

Group

Lereno Bio-Chem Ltd.

Companies within Enlarged

Group

–

Companies outside the

Enlarged Group

ACS (International)

Asia Mobile Holdings

Pte. Ltd.

Amatil Investments (S)

Pte Ltd

B.P.Y. Private Limited

Ceylon Shipping Agency

Pte Ltd

Eunicent Pte. Ltd.

GZLNi Pte. Ltd.

Havelock City (Pvt) Ltd

K & N Pacific Investments (S)

Pte Ltd

Kraus & Naimer Pte. Ltd.

Mireka Capital Land (Pvt) Ltd

Mireka Homes (Pvt) Ltd

Overseas Realty (Ceylon)

PLC

Park Tower Properties

(Private) Limited

Companies outside the

Enlarged Group

Cosmopolitan Development

Pte Ltd

Kwan Investments Pte Ltd

Robertson Quay Development

Pte Ltd

Singapore Heart Foundation

STT Communications

(Beijing) Co., Ltd

Tan You Investments Pte Ltd

Tennessee Pte. Ltd.

The Marketing Interchange

Pte. Ltd.

Yappstar Pte. Ltd.
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Name Present Directorships Past Directorships

S K Investments Lanka

(Private) Limited

Shing Investments

Pte Limited

Shing Kwan Investment

(Singapore) Pte Ltd

Shing Kwan Pte Ltd

Singapore-Suzhou Township

Development Pte Ltd

STT Communications

(Shanghai) Co., Ltd

TeleChoice International

Limited

Tyma Investments Pte Ltd

Koh Boon Huat Companies within Enlarged

Group

–

Companies within Enlarged

Group

–

Companies outside the

Enlarged Group

Acoustech Bhd.

Companies outside the

Enlarged Group

–

Notes:

(1) Knit Textiles Industries Sdn. Bhd. is currently dormant and not carrying on any business activities.

An application has been made for the striking off of Knit Textiles Industries Sdn. Bhd. and it is in

the process of being struck off.

Given that, among other things, Knit Textiles Industries Sdn. Bhd. is not carrying on any business

activities, the New Directors are of the view that it does not compete with the Target Group.

Nevertheless, to avoid any perceived or potential conflict of interests in relation to Knit Textiles

Industries Sdn. Bhd., Mr Lim Siau Hing, Mrs Lim and Knit Textiles Industries Sdn. Bhd. have also

entered into a non-competition deed of undertaking dated 17 December 2018 with the Company.

Please refer to Section 10.3.1 entitled “Potential Conflict of Interests in relation to Knit Textiles

Industries Sdn. Bhd.” of the Target Letter for further details of the abovementioned non-

competition deed of undertaking.

(2) Haruaki Ventures Sdn. Bhd. (formerly known as Decent Garment Sdn. Bhd.) is currently dormant

and not carrying on any business activities. An application has been made for the striking off of

Haruaki Ventures Sdn Bhd and it is in the process of being struck off.

Given that, among other things, Haruaki Ventures Sdn. Bhd. is not carrying on any business

activities, the New Directors are of the view that it does not compete with the Target Group.

Nevertheless, to avoid any perceived or potential conflict of interests in relation to Haruaki

Ventures Sdn. Bhd., Mr Lim Vhe Kai, Mr Chew Chong Kiat and Haruaki Ventures Sdn Bhd have

also entered into a non-competition deed of undertaking dated 17 December 2018 with the

Company. Please refer to Section 10.3.2 entitled “Potential Conflict of Interests in relation to

Haruaki Ventures Sdn. Bhd. (formerly known as Decent Garment Sdn. Bhd.)” of the Target Letter

for further details of the abovementioned non-competition deed of undertaking.

13.2.4 Experience and training of the New Directors

All of the New Directors possess the appropriate experience and expertise to act

as New Directors, as evidenced by their business and working experience as set

out above.
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Mr Goh Yeow Tin and Mr Yap Boh Pin, who are existing Directors and will remain

on the Board as New Independent Directors after Completion, have relevant

experience as directors of public listed companies in Singapore, and are familiar

with the roles and responsibilities of a director of a public listed company in

Singapore.

Mr Lim Siau Hing, Mr Lim Vhe Kai and Mr Koh Boon Huat do not have experience

as a director of a public listed company in Singapore and have undertaken the

relevant training in Singapore to familiarise themselves with the roles and

responsibilities of a director of a public listed company in Singapore. Each of

Mr Lim Siau Hing, Mr Lim Vhe Kai and Mr Koh Boon Huat has undertaken with the

Company that he will, in due course, attend the relevant courses organised by the

Singapore Institute of Directors within one (1) year of Completion.

13.2.5 Arrangement relating to the New Directors

As at the Latest Practicable Date, none of the New Directors has any arrangement

or understanding with any of the Substantial Shareholders of the Company,

customers or suppliers of the Enlarged Group or other person pursuant to which

the New Directors are or will be appointed.

13.3 New Executive Officers

13.3.1 Particulars of the New Executive Officers

Upon Completion, the Enlarged Group will have a new senior management team.

As at the Latest Practicable Date, the particulars of the New Executive Officers are

as follows:

Name Age Address

Proposed Position in

Enlarged Group

Chew Chong

Kiat

45 50 Raffles Place

#06-00 Singapore Land Tower

Singapore 048623

Chief Operating

Officer

Low Yong Heng 48 50 Raffles Place

#06-00 Singapore Land Tower

Singapore 048623

Financial Controller

13.3.2 Qualifications and working experience of the New Executive Officers

Information on the business and working experience, education and professional

qualifications, if any, and areas of responsibilities of the New Executive Officers

are set out below:

Mr Chew Chong Kiat is proposed to be appointed as COO of the Company upon

Completion. As the COO of the Company, he will be in charge of the day-to-day

operations of the Enlarged Group.
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Mr Chew Chong Kiat has been with the Target Group since July 2002. He is

currently the group general manager of the Target Group. He oversees the human

resource and administration department and jointly oversees the production

department with Mr Lim Vhe Kai.

Mr Chew Chong Kiat started his career as a credit control officer with Malpac

Securities Sdn Bhd from March 1996 to December 1998. He then joined Wah Tat

Bank Berhad as an operations officer in January 1999, before he made a career

switch by joining the education sector. In early January 2000, he was a lecturer of

Economics at Taylor’s College, Subang in Malaysia and thereafter from July 2000

to June 2002, he was a lecturer of economics at Sepang Institute of Technology,

Klang.

Mr Chew Chong Kiat graduated with a Bachelor of Arts, and a double major in

Economics and Industrial Relations, from the University of Toronto, Canada in

December 1995.

Mr Low Yong Heng is proposed to be appointed as the Financial Controller of the

Company upon Completion.

Mr Low Yong Heng joined the Target Group in September 2017 as the Financial

Controller of the Target Group. He supervises the accounts and finance

department of the Target Group.

Prior to joining the Target Group, Mr Low Yong Heng had accumulated over 25

years of experience in the accounting and finance industry. He started his career

in Sin Tat Seng Trading Sdn Bhd as an account manager from September 1993 to

February 1995, before moving on to Klynveld Peat Marwick Goerdeler (KPMG) as

an audit semi-senior from April 1995 to December 1997. From January 1998 to

March 2002, he was an accountant in Nam Fatt Construction Sdn Bhd. From April

2002 to November 2012, he was a senior finance and purchasing manager at

Vickers Hoskins (M) Sdn Bhd (a subsidiary of Nam Fatt Corporation Bhd), where

he managed and led the accounting and finance team, prepared financial

forecasts, statements and budgets for corporate exercises, established

accounting control procedures and liaised with tax authorities, external auditors,

banks and various government agencies.

From July 2013 to March 2014, Mr Low Yong Heng was a finance manager for the

Singapore operations of Scania (Malaysia) Sdn Bhd. He joined PTS Properties

Sdn Bhd as financial controller in May 2014, and subsequently Yong Tai Berhad as

head of accounts and corporate finance in September 2014.

Mr Low Yong Heng graduated with a Bachelor of Commerce (Accountancy) from

the University of Wollonggong, New South Wales, Australia in July 1993. He

subsequently qualified as a certified practising accountant of the Australian

Society of Certified Practising Accountants in October 1996, a public accountant

of the Malaysian Institute of Accountants in April 1997 and a chartered accountant

of the Malaysian Institute of Accountants in June 2001.
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13.3.3 New Audit Committee Statement

The New Audit Committee has: (a) conducted an interview with Mr Low Yong

Heng; (b) considered his qualifications and past working experience; (c) observed

his abilities, familiarity and diligence in relation to the financial matters and

information of the Target Group; and (d) noted the absence of any negative

feedback from the internal auditors and Ernst & Young LLP. Taking into account the

foregoing, the New Audit Committee is of the view that Mr Low Yong Heng is

suitable for the position of the Company’s Financial Controller.

After making all reasonable enquiries, and to the best of its knowledge and belief,

nothing has come to the attention of the New Audit Committee to cause it to

believe that Mr Low Yong Heng does not have the competence, character and

integrity expected of a Financial Controller of a listed company.

13.3.4 Present and past directorships of the New Executive Officer

The list of present and past directorships of the New Executive Officers for the last

five (5) years preceding the Latest Practicable Date is set out below:

Name Present Directorships Past Directorships

Chew Chong
Kiat

Companies within Enlarged
Group

Callisto Apparel (Cambodia)
Co., Ltd.
Moon Apparel (Cambodia)
Co., Ltd.

Companies within Enlarged
Group

–

Companies outside the
Enlarged Group

Haruaki Ventures Sdn. Bhd.(1)

Oracle Circle Sdn. Bhd.
Oracle Matrix Sdn. Bhd.
Platinum Splendid Sdn. Bhd.
Splendid Perfect Sdn. Bhd.

Companies outside the
Enlarged Group

High Essential Sdn. Bhd.
Kaiji Sdn. Bhd.
Precise Action Sdn. Bhd.

Low Yong
Heng

Companies within Enlarged
Group

–

Companies within Enlarged
Group

–

Companies outside the
Enlarged Group

–

Companies outside the
Enlarged Group

–

Note:

(1) Haruaki Ventures Sdn. Bhd. (formerly known as Decent Garment Sdn. Bhd.) is currently dormant

and not carrying on any business activities. An application has been made for the striking off of

Haruaki Ventures Sdn Bhd and it is in the process of being struck off.

As Haruaki Ventures Sdn. Bhd. is not carrying on any business activities, it is not in competition

with the Target Group. Nevertheless, to avoid any perceived or potential conflict of interests in
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relation to Haruaki Ventures Sdn. Bhd., Mr Lim Vhe Kai, Mr Chew Chong Kiat and Haruaki

Ventures Sdn. Bhd. have also entered into a non-competition deed of undertaking dated

17 December 2018 with the Company. Please refer to Section 10.3.2 entitled “Potential Conflict of

Interests in relation to Haruaki Ventures Sdn. Bhd. (formerly known as Decent Garment Sdn.

Bhd.)” of the Target Letter for further details of the abovementioned non-competition deed of

undertaking.

13.3.5 Arrangement relating to the New Executive Officers

As at the Latest Practicable Date, none of the New Executive Officers has any

arrangement or understanding with any of the Substantial Shareholders of the

Company, customers or suppliers of the Enlarged Group or other person pursuant

to which the New Executive Officers are or will be appointed.

13.4 Relationship

13.4.1 Save as disclosed, as at the Latest Practicable Date, there is no family relationship

between the New Directors, the New Executive Officers or the Substantial

Shareholders of the Company.

Upon Completion, Mr Lim Siau Hing will be appointed as the Executive Chairman

of the Company. Mr Lim Vhe Kai will be appointed as a New Executive Director and

CEO of the Company. Mr Lim Siau Hing is the father of Mr Lim Vhe Kai.

13.4.2 There is no family relationship between the employees of the Enlarged Group

upon whose work the Enlarged Group is dependent and the New Directors, the

New Executive Officers or the Substantial Shareholders of the Company.

13.4.3 As at the Latest Practicable Date, neither the Company nor the Target Group has

any employee who is an immediate family member of a Director, the CEO or a New

Director whose remuneration exceeds S$50,000 per year.

Mrs Lim is as at the Latest Practicable Date, and will after Completion continue to

be, employed by the Target Group as a relationship manager. Mrs Lim is the

spouse of Mr Lim Siau Hing and mother of Mr Lim Vhe Kai. Her primary

responsibilities are to assist Mr Lim Siau Hing to liaise with, and maintain the

Target Group’s relationship with, the suppliers and customers of the Target Group.

The compensation (including salary, bonus, statutory contribution and

benefits-in-kind) paid by the Target Group to her for FY2016 and FY2017, being

the two (2) most recently completed financial years, in bands of S$50,000, is set

out below:

Name FY2016 FY2017

Mrs Lim Band A(1) Band A(1)

Note:

(1) Remuneration bands:

“Band A” refers to remuneration of up to S$50,000 per annum.“Band B” refers to remuneration

from S$50,001 to S$100,000 per annum.
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13.5 Remuneration

The compensation paid or payable to the New Directors, including the CEO to be appointed

upon Completion (including directors’ fees) and the New Executive Officers (including

salary, bonus, statutory contribution and benefits-in-kind), for services rendered to the

Target Group in all capacities, on an aggregate basis, for FY2016 and FY2017 (being the

two (2) most recent completed financial years) and as estimated for FY2018 (such estimate

excluding bonuses and any profit sharing plan) in remuneration bands of S$250,000 per

annum(1) are as follows:

FY2016 FY2017

FY2018

(estimated)

New Directors

Mr Lim Siau Hing(2) Band A(1) Band A(1) Band A(1)

Mr Lim Vhe Kai(3) Band A(1) Band A(1) Band A(1)

Mr Goh Yeow Tin – (4) – (4) Band A(1)

Mr Yap Boh Pin – (4) – (4) Band A(1)

Mr Koh Boon Huat – (4) – (4) Band A(1)

New Executive Officers

Mr Chew Chong

Kiat

Band A(1) Band A(1) Band A(1)

Mr Low Yong Heng – (4) Band A(1) Band A(1)

Notes:

(1) Remuneration bands:

“Band A” refers to remuneration of up to S$250,000 per annum.“Band B” refers to remuneration from

S$250,001 to S$500,000 per annum.

(2) Mr Lim Siau Hing will be appointed as a New Director and Executive Chairman upon Completion.

(3) Mr Lim Vhe Kai will be appointed as a New Director and CEO upon Completion.

(4) Not employed or appointed by the Target Group during the relevant periods.

As at the Latest Practicable Date, no portion of the compensation disclosed above was paid

or is to be paid:

(a) pursuant to any bonus or profit-sharing plan or any other profit-linked agreement or

arrangement; or

(b) in the form of stock options.

Save for amounts set aside or accrued in respect of mandatory employee funds, no

amounts have been set aside or accrued by the Target Group or the Enlarged Group to

provide pension, retirement or similar benefits.
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13.6 Service Agreements

13.6.1 General

Save as disclosed below, as at the Latest Practicable Date, there are no existing

or proposed service agreements entered or proposed to be entered into between

any of the Enlarged Group and the New Directors or New Executive Officers which

provides for compensation in the form of stock options, pensions, retirement or

other similar benefits, or other benefits upon the termination of employment.

13.6.2 New Executive Directors

(a) The Company has entered into separate service agreements dated

17 December 2018 (collectively “Service Agreements” and individually

“Service Agreement”) with each of the New Executive Directors. Pursuant to

these Service Agreements, Mr Lim Siau Hing and Mr Lim Vhe Kai will be

appointed as Executive Chairman, and Executive Director and CEO, of the

Company respectively. The Service Agreements will take effect on the

Completion Date.

The initial term of each New Executive Director’s employment is fixed for

three (3) years and shall thereafter be automatically renewed on a year to

year basis on such terms to be agreed between each New Executive Director

and the Company, provided that any variation of the terms shall be subject to

the approval of the New Remuneration Committee and the New Board.

(b) Each Service Agreement provides, among other things, that during the

continuance of such agreement, unless prevented by ill health or accident,

the New Executive Director will devote substantially the whole of his time,

attention, abilities and skills to carrying out his duties and responsibilities

properly and effectively.

Either the Company or the New Executive Director may terminate the

relevant Service Agreement by not less than six (6) months’ written notice, or

in lieu of notice, payment of an amount equivalent to six (6) months’ salary

based on the New Executive Director’s last drawn monthly salary.

Each Service Agreement may be terminated immediately by notice in writing

by the Company prior to the expiry of the term in any of the following cases:

(i) if the New Executive Director commits any material or persistent breach

or non-observance of any of his obligations under the relevant Service

Agreement;

(ii) if the New Executive Director is guilty of any grave or wilful misconduct

or gross neglect or gross negligence in the discharge of his duties and

obligations imposed by the relevant Service Agreement or otherwise in

connection with or affecting the business of the Company or the

Enlarged Group;
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(iii) if the New Executive Director becomes bankrupt or makes any

composition or arrangement with or for the benefit of his creditors;

(iv) if the New Executive Director is convicted of any offence (save for an

offence under any road traffic legislation for which he is not sentenced

to any term of immediate or suspended imprisonment) or has any

judgment (whether in criminal or civil proceedings), including findings in

relation to fraud, misrepresentation or dishonesty, given against him,

whether or not in connection with or referable to his employment;

(v) if the New Executive Director engages in any conduct (whether or not in

the course of his employment) tending to bring himself or the Company

or the Enlarged Group into disrepute or otherwise materially and

adversely affecting the interests of the Company or the Enlarged Group;

(vi) if the New Executive Director becomes of unsound mind;

(vii) if the New Executive Director is incapacitated by reason of his health or

accident from performing his duties and obligations hereunder and shall

have been so incapacitated for a total period of 180 days or more

(whether or not consecutive) in the preceding twelve (12) months; or

(viii) if the New Executive Director shall cease to hold the office of Director

pursuant to the constitution of the Company, or is prohibited or

disqualified from holding the office of, or acting as, a Director pursuant

to any applicable laws, for whatever reason.

The Service Agreements do not provide for any of the New Executive

Directors to be entitled to claim any benefits upon termination of his

employment.

(c) Pursuant to the terms of the Service Agreements, the New Executive

Directors are entitled to basic monthly salaries as set out below:

New Executive Director

Monthly

Salary (RM)

Mr Lim Siau Hing 75,000

Mr Lim Vhe Kai 60,000

Each New Executive Director will be entitled to a fixed annual bonus of three

(3) month’s salary. Each New Executive Director will be provided a private

vehicle in Malaysia and the Company shall be responsible for all road taxes

and expenses incurred in respect of such car, including petrol, insurance,

maintenance, operating and repair expenses. All travelling, accommodation,

meals, entertainment expenses, mobile phone and other out-of-pocket

expenses reasonably incurred by the New Executive Directors in the proper

performance of their duties will be borne by the Company.
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Mr Lim Siau Hing and Mr Lim Vhe Kai will be entitled to an annual variable

bonus that is determined on an annual profit sharing basis, calculated based

on the PBT, provided that Mr Lim Siau Hing and Mr Lim Vhe Kai is under the

employment of the Enlarged Group on the last day of the relevant financial

year. For this purpose, “PBT” refers to the audited consolidated profit before

income tax, excluding non-controlling interest, any exceptional or

extraordinary items and before including such annual variable bonus of the

Enlarged Group.

The amount of annual variable bonus will be determined as follows:

PBT

Amount of

Variable Bonus

Where PBT does not exceed RM7.0 million Nil

Where PBT exceeds RM7.0 million but does

not exceed RM10.0 million

3.0% of the PBT

Where PBT exceeds RM10.0 million but

does not exceed RM13.0 million

3.5% of the PBT

Where PBT exceeds RM13.0 million 4.0% of the PBT

Mr Lim Siau Hing and Mr Lim Vhe Kai are proposed to be the Executive

Chairman, and Executive Director and CEO, of the Company respectively

after Completion, and both of them will be responsible for the management

and for driving the growth of the Enlarged Group. The Company believes that

Mr Lim Siau Hing and Mr Lim Vhe Kai will make invaluable contributions to

the Enlarged Group. The Company believes that the profit sharing annual

variable bonus will spur them on to further optimise their performance and

efficiency and to reward them for their significant contributions to the

Enlarged Group.

(d) Pursuant to their respective Service Agreements, each New Executive

Director will not, during the term of his employment and the period of twelve

(12) months after the termination of his employment:

(i) carry on or be engaged, concerned or interested in any business, trade

or activity, in any territories where the Enlarged Group has carried on or

conducted or engaged in business (including any territories into which

the Enlarged Group has sold any products) at any time during the twelve

(12) months preceding the date of termination of the relevant Service

Agreement), which competes directly or indirectly with the business of

the Enlarged Group carried on prior to the date of the termination of the

relevant Service Agreement. However, the New Executive Director is

not prohibited from holding not more than 5% of the total issued shares

in any company listed on any recognised stock exchange provided that

he does not participate in and is not otherwise involved in the

management of such company;
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(ii) solicit or entice away from the Enlarged Group the business or custom

of any person who is at the time of termination of the relevant Service

Agreement, or was at any time during the period of twelve (12) months

immediately preceding such termination, a customer, supplier,

distributor, principal, manufacturer, sub-contractor or agent or otherwise

in the habit of dealing with the Enlarged Group, or persuade, induce or

encourage any such person to terminate any arrangement, relationship

or dealings, or reduce the level of dealings, with the Enlarged Group, or

otherwise interfere with any arrangement or relationship between any

such person and the Enlarged Group, or attempt to do any of the

foregoing;

(iii) persuade, solicit or induce, or attempt to persuade, solicit or induce, any

employee, manager or consultant of the Company as at the time of

termination of the relevant Service Agreement, or during the period of

twelve (12) months immediately preceding such termination, to leave

the employment of the Enlarged Group or enter into any alternative

employment (whether or not this will result in such person committing a

breach of his contract with the relevant Enlarged Group company).

However, nothing prohibits any generic solicitation for employees in

newspapers, trade publications and other public media that is directed

at the general public and not directed specifically towards employees of

the Enlarged Group.

(e) Had the Service Agreements been in existence since the beginning of

FY2017, the aggregate remuneration paid to the New Directors would have

been approximately RM3.0 million instead of RM0.6 million and the PBT and

net profit after tax would have been approximately RM10.3 million (instead of

RM12.7 million) and RM7.2 million (instead of RM8.8 million), respectively.

13.7 Material background information

None of the New Directors, the New Executive Officers or Controlling Shareholders of the

Company after Completion:

13.7.1 had at any time during the last ten (10) years, had an application or a petition

under any bankruptcy laws in any jurisdiction filed against him or against a

partnership of which he was a partner at the time when he was a partner or at any

time within two (2) years after the date he ceased to be a partner;

13.7.2 had at any time during the last ten (10) years, had an application or a petition

under any law of any jurisdiction filed against an entity (not being a partnership) of

which he was a director or an equivalent person or a key executive, at the time

when he was a director or an equivalent person or a key executive of that entity

or at any time within two (2) years after the date he ceased to be a director or an

equivalent person or a key executive of that entity, for the winding up or dissolution

of that entity or, where that entity is the trustee of a business trust, that business

trust, on the ground of insolvency;

13.7.3 has any unsatisfied judgment against him;
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13.7.4 has ever been convicted of any offence, in Singapore or elsewhere, involving fraud

or dishonesty, which is punishable with imprisonment, or has been the subject of

any criminal proceedings (including any pending criminal proceedings of which he

is aware) for such purpose;

13.7.5 has ever been convicted of any offence, in Singapore or elsewhere, involving a

breach of any law or regulatory requirement that relates to the securities or futures

industry in Singapore or elsewhere, or been the subject of any criminal

proceedings (including any pending criminal proceedings of which he is aware) for

such breach;

13.7.6 has at any time during the last ten (10) years, had any judgment entered against

him in any civil proceedings in Singapore or elsewhere involving a breach of any

law or regulatory requirement that relates to the securities or futures industry in

Singapore or elsewhere, or a finding of fraud, misrepresentation or dishonesty on

his part, or been the subject of any civil proceedings (including any pending civil

proceedings of which he is aware) involving an allegation of fraud,

misrepresentation or dishonesty on his part;

13.7.7 has ever been convicted in Singapore or elsewhere of any offence in connection

with the formation or management of any entity or business trust;

13.7.8 has ever been disqualified from acting as a director or an equivalent person of any

entity (including the trustee of a business trust), or from taking part directly or

indirectly in the management of any entity or business trust;

13.7.9 has ever been the subject of any order, judgment or ruling of any court, tribunal or

governmental body, permanently or temporarily enjoining him from engaging in

any type of business practice or activity;

13.7.10 has ever to his knowledge, been concerned with the management or conduct, in

Singapore or elsewhere, of the affairs of:

(a) any corporation which has been investigated for a breach of any law or

regulatory requirement governing corporations in Singapore or elsewhere;

(b) any entity (not being a corporation) which has been investigated for a breach

of any law or regulatory requirement governing such entities in Singapore or

elsewhere;

(c) any business trust which has been investigated for a breach of any law or

regulatory requirement governing business trusts in Singapore or elsewhere;

or

(d) any entity or business trust which has been investigated for a breach of any

law or regulatory requirement that relates to the securities or futures industry

in Singapore or elsewhere,

in connection with any matter occurring or arising during the period when he was

so concerned with the entity or business trust; and/or
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13.7.11 has been the subject of any current or past investigation or disciplinary

proceedings, or has been reprimanded or issued any warning, by the Authority or

any other regulatory authority, exchange, professional body or government

agency, whether in Singapore or elsewhere.

14. CORPORATE GOVERNANCE

14.1 Board practices

The New Directors recognise the importance of corporate governance and maintaining high

standards of accountability to the Shareholders. The New Directors will use best efforts to

implement the practices recommended in the Code of Corporate Governance 2018, which

will apply in respect of financial years commencing from 1 January 2019.

Upon Completion, Mr Lim Siau Hing will be appointed as the Executive Chairman, and

Mr Lim Vhe Kai will be appointed as the New Executive Director and CEO. Mr Lim Siau Hing

is the father of Mr Lim Vhe Kai. Under Guideline 2.2 of the Code of Corporate Governance

2018, which will come into force on 1 January 2019, a majority of the New Board is required

be made up of New Independent Directors as the Executive Chairman and the CEO are

immediate family members, the Executive Chairman is part of the management team and

the Executive Chairman is not an Independent Director. Upon completion of the Proposed

Transactions, the New Board will comprise of the two (2) New Executive Directors and three

(3) New Independent Directors, whose office will expire in accordance with the provisions

of the Constitution. As such, the composition of the New Board upon Completion will be in

compliance with the Code of Corporate Governance 2018 when it comes into force on

1 January 2019.

The three (3) New Independent Directors are Mr Goh Yeow Tin, Mr Yap Boh Pin and Mr Koh

Boon Huat. Mr Koh Boon Huat has no existing business or professional relationship of a

material nature with the Company, the Target Group, the other New Directors and/or the

Substantial Shareholders of the Company or the Target Group. In relation to the

independence of Mr Goh Yeow Tin and Mr Yap Boh Pin, please see Section 14.2 entitled

“Mr Goh Yeow Tin and Mr Yap Boh Pin as New Independent Directors” of this Circular.

The New Board will have overall responsibility for the corporate governance of the Enlarged

Group so as to protect and enhance long-term Shareholder value. It will set the overall

strategy for the Enlarged Group and supervise executive management and monitor their

performance. Apart from its statutory responsibilities, the New Board will be responsible for:

14.1.1 reviewing the financial performance and condition of the Enlarged Group;

14.1.2 approving the Enlarged Group’s strategic plans, key operational initiatives, major

investment and funding decisions; and

14.1.3 identifying principal risks of the Enlarged Group’s business and ensuring the

implementation of appropriate systems to manage the risks.
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The New Board will hold half yearly meetings every year, with additional meetings for

particular matters convened when necessary. The New Board will also periodically review

the internal control and risk management systems of the Enlarged Group to ensure that

there are sufficient guidelines and procedures in place to monitor its operations.

The New Board will continue to implement a policy of providing full disclosure of material

corporate information as commercially appropriate through press announcements, press

releases, Shareholders’ circulars as well as through the interim and annual financial results

announcements.

Every New Director will be expected, in the course of carrying out his duties, to act in good

faith, provide insights and consider at all times the interests of the Company.

All other matters will be delegated to various committees whose actions will be monitored

by the New Board. These committees include the New Audit Committee, the New

Nomination Committee and the New Remuneration Committee. Each committee operates

within clearly defined terms of reference and functional procedures. Please see

Sections 14.4, 14.5 and 14.6 entitled “New Nominating Committee”, “New Remuneration

Committee” and “New Audit Committee” respectively of this Circular.

14.2 Mr Goh Yeow Tin and Mr Yap Boh Pin as New Independent Directors

Guideline 2.4 of the Code of Corporate Governance 2012, which continues to be applicable

as at the date of this Circular, states that the independence of any director who has served

on the Board beyond nine (9) years from the date of his first appointment should be subject

to particularly rigorous review. In doing so, the Board should also take into account the need

for progressive refreshing of the Board. The Board should also explain why any such

director should be considered independent.

The SGX-ST has announced amendments to the Catalist Rules pursuant to which a person

will not be regarded as independent if he has been a director for an aggregate period of

more than nine (9) years (whether before or after listing), and his continued appointment as

an independent director has not been sought and approved in separate resolutions by

(a) all shareholders; and (b) shareholders, excluding the directors and the chief executive

officer of the listing applicant, and associates of such directors and chief executive officer.

These amendments will apply only as from 1 January 2022 and do not apply to the

Company as at the date of this Circular. Instead, the position under the Code of Corporate

Governance 2012 as described in the immediately preceding paragraph continues to apply

to the Company.

Mr Goh Yeow Tin and Mr Yap Boh Pin are existing Directors, and are proposed to become

New Directors upon Completion. Mr Goh Yeow Tin was appointed as a Non-Executive and

Independent Director of the Company on 1 October 2007, while Mr Yap Boh Pin was

appointed as a Non-Executive and Independent Director of the Company on 1 April 2004.

As such, both Mr Goh Yeow Tin and Mr Yap Boh Pin have served on the Board for more than

nine (9) years.
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Notwithstanding the foregoing, the New Nominating Committee and the New Board had

after rigorous review, consider both Mr Goh Yeow Tin and Mr Yap Boh Pin to be independent

based on the following reasons:

14.2.1 Mr Goh Yeow Tin and Mr Yap Boh Pin were appointed as and acted as

Independent Directors at a time when the Company was carrying on a different

business that was led by a different management, being Mr Ong as Managing

Director and Chief Executive Officer and Mr Ong Choon Lui as an Executive

Director. Mr Ong and Mr Ong Choon Lui will be stepping down as Executive

Directors upon Completion.

The Proposed Acquisition will, upon Completion, result in the Company having a

new business and new management. Upon Completion, Mr Lim Siau Hing and

Mr Lim Vhe Kai will be appointed as New Executive Directors, and as Executive

Chairman and CEO respectively.

Apart from having been Non-Executive Directors of the Company under a different

management:

(a) none of Mr Goh Yeow Tin or Mr Yap Boh Pin had, or will after Completion

have, any relationship with the Company, its related companies, its

Substantial Shareholders or its officers that could interfere, or be reasonably

perceived to interfere, with the exercise of their independent business

judgment in the best interests of the Company after Completion;

(b) none of them is or was in the past three (3) financial years employed by the

Target or any of its related corporations;

(c) none of their immediate family members is or was in the past three (3)

financial years employed by the Target or its related corporations and whose

remuneration was or is determined by the Remuneration Committee;

(d) none of them or any of their immediate family members, in the current or

immediate past financial year, provided to or received from the Target or any

of its subsidiaries any significant payments (being, for this purpose, an

amount in excess of S$50,000 aggregated over any financial year) or

material services;

(e) none of them or any of their immediate family members, in the current or

immediate past financial year, is or was a Substantial Shareholder, partner

(with a stake of 5% or more), director or executive officer of any organisation

which has provided to or received from the Target or any of its subsidiaries

significant payments (being, for this purpose, an amount in excess of

S$200,000 aggregated over any financial year) or material services from the

Target or any of its subsidiaries; and

(f) none of them is or has been directly associated with a Substantial

Shareholder of the Target in the current or immediate past financial year.
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In view of the foregoing, notwithstanding that Mr Goh Yeow Tin and Mr Yap Boh Pin

have been Independent Directors for more than nine (9) years, the New

Nominating Committee and the New Board believe that they are suitable to remain

as Independent Directors upon Completion.

14.2.2 Mr Goh Yeow Tin and Mr Yap Boh Pin have substantial business and commercial

experience and substantial understanding of the role of, and experience in acting

as, independent directors, having been appointed as independent directors of a

number of SGX-ST listed companies over the years.

Mr Goh Yeow Tin’s current directorships include Sheng Siong Group Ltd. (lead

independent director), AsiaPhos Limited (independent director), Vicom Ltd.

(independent director) and TLV Holdings Limited (non-executive chairman and

independent director), all of which are listed on the SGX-ST. Mr Yap Boh Pin’s

current directorships include TeleChoice International Limited (independent

director), which is listed on the SGX-ST.

In view of the foregoing, the New Nominating Committee and the Board believe

that they will be able to exercise independent judgement and demonstrate

objectivity in their conduct and deliberations at Board and Board committee

meetings.

Mr Goh Yeow Tin and Mr Yap Boh Pin have each abstained from participation in the

deliberations on their independence and suitability to continue as Independent Directors of

the Company.

14.3 Lead Independent Director

Upon Completion, Mr Lim Siau Hing will be appointed as the Executive Chairman, and

Mr Lim Vhe Kai will be appointed as the CEO. Mr Lim Siau Hing is the father of Mr Lim Vhe

Kai.

In view of the Executive Chairman not being regarded as independent, in accordance with

the Code of Corporate Governance 2018, Mr Goh Yeow Tin will be appointed as the Lead

Independent Director upon Completion.

As Lead Independent Director, Mr Goh Yeow Tin will be available to Shareholders where

they have concerns for which contact through the normal channels of communication with

the Executive Chairman or management are inappropriate or inadequate.

14.4 New Nominating Committee

The New Nominating Committee will comprise Mr Goh Yeow Tin, Mr Yap Boh Pin and

Mr Koh Boon Huat. The chairman of the New Nominating Committee is Mr Goh Yeow Tin.

The New Nominating Committee has been set up to be responsible for, among other things,

the following functions:

14.4.1 making recommendations to the New Board on all New Board appointments and

re-nomination taking into consideration each Director’s contribution and

performance and the future requirements of the Enlarged Group, the need for

diversity on the New Board and other considerations such as those in Guideline

2.4 of the Code of Corporate Governance 2018;
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14.4.2 determining annually whether a Director is independent as defined under the Code

of Corporate Governance 2018;

14.4.3 reviewing board succession plans for the Directors, in particular, for the

Company’s Executive Chairman and CEO;

14.4.4 ensuring that all members of the New Board submit themselves for re-nomination

and re-election at regular intervals. Under the Constitution, at least one-third of the

Directors are required to retire from office at every AGM of the Company and every

Director must retire from office at least once every three (3) years. A retiring

Director is eligible and may be nominated for re-election; and

14.4.5 determining whether or not a Director where he has multiple board representations

and/or is able to carry out his duties in light of his commitments to other

companies.

The New Nominating Committee will also decide on how the New Board’s performance is

to be evaluated and propose objective performance criteria, subject to the approval of the

New Board, which addresses how the New Board is to enhance long-term Shareholders’

value. The New Board will also implement a process to be carried out by the New

Nominating Committee for assessing the effectiveness of the New Board as a whole and for

assessing the contribution of each individual Director to the effectiveness of the New Board.

Each member of the New Nominating Committee shall abstain from voting on any

resolutions in respect of the assessment of his performance or re-nomination as Director.

The New Nominating Committee will be responsible for the re-nomination of the Directors.

The New Nominating Committee may recommend the appointment of any other qualified

person as a Director to fill a vacancy or as an addition to the New Board. The Constitution

provides that such Director so appointed shall hold office until the next AGM and shall be

eligible for re-election. In making its recommendation for the purpose of re-nomination of

the Directors, the New Nominating Committee will take into consideration their overall

contribution and performance.

In its search, nomination and selection process for new Directors, the new Nominating

Committee will:

(a) identify the competencies required to enable the New Board to fulfil its responsibilities;

(b) seek external assistance, if the need arises, by approaching relevant institutions such

as the Singapore Institute of Directors, search companies or via public advertisements

to search for suitable candidates. The search for suitable candidates could also be

drawn from the contacts and network of the existing Directors and senior

management;

(c) conduct formal interviews of short-listed candidates to assess suitability and to ensure

that the candidates are aware of the expectations and the level of commitment

required of them; and

(d) make recommendations to the New Board for approval.
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Each member of the new Nominating Committee will abstain from voting on any resolutions,

making any recommendations and/or participating in any deliberations of the New

Nominating Committee in respect of the assessment of his performance or re-nomination as

a Director.

Under the Code of Corporate Governance 2018, directors are required to attend and

actively participate in Board and board committee meetings, and that directors with multiple

board representations must ensure that sufficient time and attention are given to the affairs

of the company. As at the Latest Practicable Date, Mr Goh Yeow Tin is an independent

director of five (5) companies listed on the SGX-ST (including the Company). The New

Nominating Committee and the New Board noted that, although Mr Goh Yeow Tin has

multiple board representations on listed companies, he does not hold any executive

positions in any company, and has recorded full attendance at Board meetings and Board

committee meetings of the Company for FY2015, FY2016 and FY2017. Mr Goh Yeow Tin

has also confirmed that he is able to devote sufficient time and attention to the affairs of the

Enlarged Group.

Taking into account the foregoing, as well as his extensive experience and understanding

of the role as a director of listed companies, and his confirmation referred to above, the New

Nominating Committee and the New Board have determined that Mr Goh Yeow Tin will be

able to adequately carry out his duties as a New Independent Director. Mr Goh Yeow Tin

has abstained from participating in the deliberations on his ability to adequately carry out

his duties as an Independent Director.

14.5 New Remuneration Committee

The New Remuneration Committee will comprise Mr Koh Boon Huat, Mr Goh Yeow Tin and

Mr Yap Boh Pin. The chairman of the New Remuneration Committee will be Mr Koh Boon

Huat. The new Remuneration Committee will be responsible for recommending to the New

Board a framework of remuneration for the New Directors and New Executive Officers and

key executives, and determine specific remuneration packages for each of the New

Executive Directors.

The recommendations of the New Remuneration Committee will be submitted for

endorsement by the entire New Board. All aspects of remuneration, including but not limited

to directors’ fees, salaries, allowances, bonuses, options and benefits-in-kind shall be

covered by the New Remuneration Committee. Each member of the New Remuneration

Committee will abstain from voting on any resolutions, making recommendations and/or

participating in any deliberations of the new Remuneration Committee in respect of his

remuneration package.

If necessary, the New Remuneration Committee will seek expert advice within and/or

outside the Company on remuneration matters. The New Remuneration Committee will

ensure that existing relationships, if any, between the Company and its appointed

remuneration consultants will not affect the independence and objectivity of the

remuneration consultants. The New Remuneration Committee will also perform an annual

review of the remuneration packages in order to maintain their attractiveness to retain and

motivate the New Directors and New Executive Officers and to align the interest of the New

Directors and New Executive Officers with the long-term interest of the Company.
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The total remuneration of the employees who are related to the New Directors will be

reviewed annually by the New Remuneration Committee to ensure that their remuneration

packages are in line with the staff remuneration guidelines and commensurate with their

respective job scopes and level of responsibilities. In the event that a member of the New

Remuneration Committee is related to the employee under review, he will abstain from such

review.

The remuneration paid to employees who are immediate family members of the New

Directors will be disclosed in the annual report, following Completion, in the event such

remuneration exceeds S$50,000 for that financial year.

14.6 New Audit Committee

The New Audit Committee will comprise Mr Yap Boh Pin, Mr Goh Yeow Tin and Mr Koh Boon

Huat. The chairman of the New Audit Committee is Mr Yap Boh Pin.

The New Audit Committee will assist the New Board in discharging their responsibility to

safeguard the assets, maintain adequate accounting records, and develop and maintain

effective systems of internal control, with the overall objective of ensuring that management

creates and maintains an effective control environment in the Company following

Completion. The New Audit Committee will provide a channel of communication between

the New Board, the management and the external auditors of the Company on matters

relating to audit following Completion.

In particular, the New Audit Committee will meet at least half yearly, following Completion,

to discuss and review the following where applicable:

14.6.1 assist the New Board in the discharge of its responsibilities on financial reporting

matters;

14.6.2 review the audit plans and scope of work of the external auditors and internal

auditors, including the results of the external and internal auditors’ examination

and their evaluation of the system of internal accounting controls, their letter to

management and the management’s response, and monitor the implementation of

the internal control recommendations made by the Company’s external and

internal auditors;

14.6.3 review the interim financial results and annual financial statements and the

external auditors’ report on the annual financial statements, and discuss any

significant adjustments, major risk areas, changes in accounting policies and

practices, significant financial reporting issues and judgments, compliance with

Singapore financial reporting standards as well as compliance with the Catalist

Rules and other statutory or regulatory requirements, concerns and issues arising

from their audits including any matters which the auditors may wish to discuss in

the absence of management to ensure the integrity of the financial statements of

the Enlarged Group and any announcements relating to the financial performance,

where necessary, before submission to the New Board for approval;

14.6.4 review the adequacy and effectiveness of the Enlarged Group’s risk management

and internal control system, including financial, operational, compliance and
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information technology controls (which review can be carried out internally or with

the assistance of any competent third parties) and discuss issues and concerns,

if any, prior to the incorporation of the New Board’s comments in the annual report;

14.6.5 review and approve the Enlarged Group’s transfer pricing policy and hedging

policy (if any), and conduct periodic reviews of the transfer pricing policy and

hedging policy, together with the foreign exchange transactions and hedging

activities undertaken by the Enlarged Group;

14.6.6 monitor the performance of the agreement relating to the indebtedness described

in Section 4.23 entitled “Dividend Policy” of the Target Letter and Section

10.2.2(g) entitled “Agreement relating to indebtedness from KTM to Mr Lim Siau

Hing and Mr Lim Vhe Kai” of the Target Letter, and in particular, review and confirm

that any payment of the Amount Payable (as defined below in Section 4.23.1(d)

entitled “Target Group” of the Target Letter) by KTM to Mr Lim Siau Hing and Mr

Lim Vhe Kai will not adversely affect the ongoing working capital or liquidity

requirements and the financial position of the Enlarged Group;

14.6.7 review and ensure co-ordination between the external and internal auditors and

the management, including assistance given by the management to the auditors;

14.6.8 review and discuss with the external auditors any suspected fraud or irregularity,

or suspected infringement of any relevant laws, rules or regulations, which has or

is likely to have a material impact on the Enlarged Group’s operating results or

financial position, and the management’s response;

14.6.9 consider the independence and objectivity of the external auditors, taking into

account the non-audit services provided by the external auditors, if any;

14.6.10 make recommendations to the New Board on the proposals to the Shareholders

with regard to the appointment, re-appointment and removal of external auditors,

and approve the remuneration and terms of engagement of the auditors;

14.6.11 review, ratify and approve any Interested Person Transactions falling within the

scope of Chapter 9 of the Catalist Rules, or any agreement or arrangement with

an Interested Person that is not in the ordinary course of business of the Enlarged

Group, prior to the Enlarged Group’s entry into the transaction, agreement or

arrangement;

14.6.12 review potential conflict of interests (if any) and set out a framework to resolve or

mitigate such potential conflict of interests;

14.6.13 review the adequacy of the internal audit function and ensuring that a clear

reporting structure is in place between the New Audit Committee and the internal

auditors;

14.6.14 review the policy and procedures by which staff of the Enlarged Group may, in

confidence, raise concerns about possible impropriety in matters of financial

reporting and other matters and the adequacy of procedures for independent

investigation and appropriate follow-up action in response to such complaints;
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14.6.15 conduct annual internal control audits to review the Enlarged Group’s internal

controls and procedures;

14.6.16 undertake such other reviews and projects as may be requested by the New

Board, and will report to the New Board its findings from time to time on matters

arising and requiring the attention of the New Audit Committee;

14.6.17 review the suitability of the Financial Controller, as well as the adequacy of the

finance team on an on-going basis;

14.6.18 monitor and exercise oversight of the compliance function of the Enlarged Group

and, in particular, monitor the rectification of non-compliances of the Target

Group’s Malaysian and Cambodian subsidiaries as disclosed in Section 4.16.1

entitled “Government Regulations” of the Target Letter, as well as the adequacy

and effectiveness of procedures put in place to prevent a recurrence of similar

non-compliances;

14.6.19 provide oversight of any tax, customs and other material governmental audits,

inspections, demands and settlement as well as the engagement and payment of

fees to any third party consultant; and

14.6.20 generally undertake such other functions and duties as may be required by statute,

the Catalist Rules, or by such amendments as may be made thereto from time to

time.

In addition, all future transactions with Interested Persons will comply with the requirements

of the Catalist Rules. The New Directors will abstain from voting on any contract or

arrangement or proposed contract or arrangement in which he has a personal material

interest.

Apart from the duties listed above, the New Audit Committee will commission and review the

findings of internal investigations into matters where there is any suspected fraud or

irregularity, or failure of internal controls or infringement of any Singapore law, rule or

regulation which has or is likely to have a material impact on the Enlarged Group’s

operating results and/or financial position.

14.7 Internal Controls

Nexia TS was engaged to conduct an internal control review of the Target Group’s key

business processes for identifying gaps within the internal control framework of the Target

Group. Nexia TS had highlighted certain internal control weaknesses during the course of

their review, including the engagement by Callisto Cambodia of a consultant without written

agreement or agreement on the fees, certain payments made in cash by Callisto Cambodia

in 2017 without any supporting documentation and the practice of Callisto Cambodia

routing the payment of funds for company purposes through a senior management

employee for convenience. These internal control weaknesses arose from the incident

relating to Callisto Cambodia described below.

Sometime in 2016, Callisto Cambodia was subject to separate tax and customs audits and

was thereafter required to pay certain tax and customs penalties. Callisto Cambodia did not
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agree with the tax and customs penalties imposed on it and therefore engaged a local

consultant in Cambodia to assist in dealing with these penalties.

The tax and customs penalties were subsequently settled for a total amount of around

US$185,000, comprising penalties of around KHR106.1 million (equivalent to and rounded

up to around US$27,000, based on the exchange rate of US$1: KHR3955), and a total

amount of around US$158,000 paid to the consultant as professional fees for work done in

relation to the matter. Both payments were made without any supporting documentation.

The payment to the local consultant was paid partly out of the personal Cambodian bank

account of Mr Chew Chong Kiat, Callisto Cambodia’s director and general manager, from

funds originally deposited by Callisto Cambodia into his bank account, as there was an

arrangement in place to facilitate the funding of Callisto Cambodia’s operations, as Callisto

Cambodia’s bank signatories required for the withdrawal of funds at the relevant time would

not ordinarily be in Cambodia at the same time. This arrangement has ceased since July

2017.

Save for the incident disclosed above, there is no similar transaction involving, or payment

made by, any other Target Group Company.

Heng & Partners Law Group, the Cambodian counsel appointed by the Company to advise

on the incident disclosed above, has opined that, based on the facts of the incident as

presented by Callisto Cambodia, there was no violation of Cambodian laws on the part of

Callisto Cambodia or Mr Chew Chong Kiat (who had handled the incident).

The Vendor has executed in favour of the Company the Vendor Undertaking pursuant to

which he has agreed to indemnify and keep indemnified the Company and Callisto

Cambodia in full against all losses (including all taxes, additional taxes, penalties and

interests) that may be suffered, sustained or incurred by the Company and/or Callisto

Cambodia arising from the incident described above which are currently not known and/or

that may be imposed in the future, excluding the same which has been provided for in the

Audited Combined Financial Statements of the Target Group with Independent Auditor’s

Report for the Financial Years ended 31 December 2015, 2016 and 2017, and the

Unaudited Interim Combined Financial Statements of the Target Group with Independent

Auditor’s Report for the Six-Month Period ended 30 June 2018 as set out in Appendices C

and E.

In order to address the internal control weaknesses mentioned above, the Target Group has

adopted and implemented the following internal control processes:

14.7.1 all tax, customs and other material governmental audits and inspections in

Cambodia must be immediately reported to the New Audit Committee and the New

Board;

14.7.2 the New Executive Director and CEO, Mr Lim Vhe Kai, or in his absence, any other

New Executive Director will be directly responsible for handling all such audits and

inspections and all dealings with the relevant authorities in Cambodia, to ensure

compliance with applicable Cambodian laws;
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14.7.3 the engagement of all third party consultants, if any, to assist in dealing with any

such audits and inspections, as well as the scope of their work, the fees involved

and other material terms, must be approved in advance by the New Audit

Committee and will be documented as part of the Target Group’s internal

procedures; and

14.7.4 all appeals and settlements of, and any amounts payable pursuant to, such audits

and inspections must be approved in advance by the New Audit Committee.

In relation to the authorisation and disbursement of funds and, in particular, cash, the Target

Group has also adopted and implemented the following additional internal control

measures:

(a) The Target Group will ensure that all valid supporting documents and contracts are

obtained and verified prior to payment.

(b) The Target Group will not transfer funds to the personal bank account of any employee

whether for operational use or otherwise. All payment requests will be verified and

approved in accordance with the approval matrix, subject to the safeguard described

in paragraph (c) below. All payment requests will be issued by way of cheques or bank

transfers to ensure there is a proper audit trail.

(c) The Target Group has revised its approval matrix such that: (i) members of the family

of Mr Lim Siau Hing will not review and approve the same transaction; and (ii) the

Financial Controller will verify that all payment transactions are reviewed and

authorised in accordance with the established policies and procedures.

(d) The Target Group has implemented procedures to monitor the petty cash float and all

cash advances given to employees by verifying the purpose of cash usage, conduct of

frequent cash count and also ensure that all top-up procedures, petty cash claim

procedures and petty cash limits are in accordance with the policies and procedures.

The Target Group has also put in place approval matrices for its key business operations,

including the purchase of raw materials, operating expenses and other purchases. The

aforementioned key business operations require two (2) authorised signatories, including

review by the Financial Controller (or equivalent person(s)). In addition, members of the

family of Mr Lim Siau Hing will not approve the same transaction. The approval threshold

for these key business operations adopted by the Target Group are as follows:

(i) where the value of each transaction is less than RM10,000, the transaction will require

the prior approval of the head of the relevant Target Group Company and verification

and confirmation by the Financial Controller (or equivalent person(s));

(ii) where the value of each transaction is equal to RM10,000 or more, the transaction will

require the prior approval of the COO or Executive Director(s) and verification and

confirmation by the Financial Controller (or equivalent person(s)); and

(iii) for any purchase of fabric, the transaction will require the prior approval of the COO

or Executive Director(s) and verification and confirmation by the Financial Controller

(or equivalent person(s)) and merchandising manager.
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In addition to the above, the Target Group has also implemented an anti-corruption policy

and supplier code of conduct as part of its internal procedures to enhance its existing

procedures, including annual evaluation of suppliers and sub-contractors and processes

governing the appointment of third party consultants as disclosed above.

Nexia TS has verified that the above internal control processes and measures have been

adopted and implemented by the Target Group.

The New Directors noted that no internal control weaknesses have been raised by the

Independent Auditor to the Target Group which in their opinion would have a material effect

on the financial statements in the course of the audit of the Target Group for FY2015,

FY2016, FY2017 and 1H2018. The New Directors also noted that Nexia TS has confirmed

that it is satisfied that the management of the Target Group has, as at the Latest Practicable

Date, adequately addressed all material points raised in relation to the Target Group’s

internal control weaknesses. Following Completion, the New Audit Committee will monitor

and review the implementation of the recommendations of the Independent Auditor to the

Target Group and Nexia TS for any outstanding non-material internal control weaknesses

and continually review the effectiveness of the internal control procedures within the Target

Group and maintain an internal audit function either through outsourcing or hiring additional

suitably qualified and experienced internal audit staff to ensure adequacy and sufficiency of

internal control procedures.

The New Board, after making all reasonable enquiries and to the best of its knowledge and

belief, and with the concurrence of the New Audit Committee, is of the opinion that, after the

implementation of the internal control processes and measures recommended by Nexia TS

including those described above, the internal controls of the Target Group, including the

financial, operational, compliance and information technology controls and risks

management systems, are adequate and effective.

14.8 Information Disclosure

Following Completion, the Enlarged Group will continue to implement a policy of providing

full disclosure of material corporate information as commercially appropriate through press

announcements, press releases and Shareholders’ circulars as well as through the

statutory interim and annual financial results announcements.

15. SELECTED FINANCIAL INFORMATION OF THE ENLARGED GROUP

The following selected financial information of the Enlarged Group should be read in

conjunction with the full text of this Circular, Appendix C entitled “Audited Combined

Financial Statements of Knit Textile and Apparel Pte. Ltd. and its Subsidiaries with

Independent Auditor’s Report for the Financial Years ended 31 December 2015, 2016 and

2017”, Appendix E entitled “Unaudited Interim Combined Financial Statements of Knit

Textile and Apparel Pte. Ltd. and its Subsidiaries with Independent Auditor’s Report for the

Six-Month Period ended 30 June 2018” and Appendix F entitled “Report on Unaudited Pro

Forma Consolidated Financial Information of the Enlarged Group for the Financial Year

ended 31 December 2017 and the Six-Month Period ended 30 June 2018”, and Section 6

entitled “Management’s Discussion and Analysis of Results of Operations and Financial

Position of the Target Group” in the Target Letter.

LETTER TO SHAREHOLDERS FROM
THE BOARD OF DIRECTORS OF THE COMPANY

101



15.1 Unaudited Pro Forma Consolidated Statements of Comprehensive Income

RM’000 FY2017 1H2018

Revenue 218,301 106,390

Cost of sales (182,459) (91,687)

Gross profit 35,842 14,703

Other items of income

Interest income 251 117

Other income 1,492 75

Administrative and general expenses (51,468) (8,947)

Selling and marketing expenses (7,272) (3,395)

Finance costs (1,522) (860)

(Loss)/Profit before tax (22,677) 1,693

Income tax expense (3,877) (934)

(Loss)/Profit for the year/period (26,554) 759

Other comprehensive income

Item that may be reclassified subsequent

to profit or loss:

Foreign currency translation (1,222) (78)

Total comprehensive income for the year/period (27,776) 681

Earnings per Consolidated Share (RM)

Basic and diluted(1) (0.156) 0.004

Note:

(1) The earnings per Consolidated Share for FY2017 and 1H2018 have been computed based on the (loss)/profit

and the weighted average number of Consolidated Shares for the year/period.
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15.2 Unaudited Pro forma Consolidated Statements of Financial Position

RM’000

As at

31 December 2017

As at

30 June 2018

Assets

Non-current asset

Property, plant and equipment 44,979 50,476

Current assets

Inventories 30,526 70,640

Trade and other receivables 51,304 42,882

Other current assets 1,320 1,261

Cash and short-term deposits 12,484 11,527

95,634 126,310

Total assets 140,613 176,786

Equity and liabilities

Current liabilities

Trade and other payables 48,071 66,776

Borrowings 40,210 51,432

Tax payable 1,712 1,630

89,993 119,838

Net current assets 5,641 6,472

Non-current liabilities

Borrowings 9,910 15,624

Deferred tax liabilities 1,324 1,005

Total non-current liabilities 11,234 16,629

Total liabilities 101,227 136,467

Net assets 39,386 40,319

Equity

Share capital 36,842 49,485

Accumulated losses (99) (11,731)

Foreign currency translation reserve 2,643 2,565

Total equity 39,386 40,319

Total equity and liabilities 140,613 176,786
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16. RISK FACTORS

Shareholders should carefully evaluate each of the following risks and all of the other

information set out in this Circular before deciding on how to vote on the resolutions in

respect of the Proposed Transactions, as the principal business of the Company after

Completion will be the Target Business.

Some of the following considerations relate principally to the industry in which the Target

Group operates and the Target Business in general. Other considerations relate principally

to general social, economic, political and regulatory conditions in Malaysia and/or

Cambodia, the securities market and ownership of the Shares after Completion, including

possible future dilution in the value of the Shares.

Shareholders should also note that certain of the statements set out below constitute

“forward-looking statements” that involve risks and uncertainties. If any of the following risk

factors and uncertainties develops into actual events, the business, operations, financial

condition, results of operations, profitability, cash flows and/or prospects of the Enlarged

Group (collectively referred to in this Section 16 as “Business”) may be, directly or

indirectly, materially and adversely affected. In such circumstances, the trading price of the

Shares could decline and Shareholders may lose all or part of their investment.

The New Directors have represented to the Board that, to the best of their belief and

knowledge, all risk factors which are material to Shareholders in making an informed

judgement on the Target Group and the Proposed Acquisition have been set out below.

Save as disclosed, to the best of the Board’s knowledge and belief, all risk factors which are

material to Shareholders in making an informed judgement on the Target Group, the

Proposed Transactions and/or the Enlarged Group have been set out in this Circular.

16.1 Risks relating to the Target Group, its business and industry

The Target Group’s financial performance and results of operations could be

adversely affected by global trade policies and trade protection measures

The apparel manufacturing business is global in nature. The Target Group’s sales to its

customers may be affected by adverse changes and developments in global trade policies

and trade protection measures, such as the imposition of new trade barriers, sanctions,

boycotts and other measures, which are beyond the Target Group’s control.

The impact of bilateral or multilateral agreements intended to liberalise global trade could

significantly affect apparel manufacturers such as the Target Group. Member nations of the

World Trade Organisation phased out textile and apparel quotas as of 1 January 2005.

However, new quotas, higher tariffs or other trade barriers may be introduced or imposed

that affect the countries in which the Target Group carries on its operations (particularly

Malaysia and Cambodia) and/or the countries or regions to which the Target Group sells its

products (particularly the EU, US and Canada). If any such event were to occur, the

Business may be materially and adversely affected.
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Please also see further the risk factors “The Target Group may be affected by significant

policy changes in the US” and “Risks relating to the Target Group’s operations in Cambodia

– The Target Group’s apparel products manufactured in Cambodia are susceptible to

changes in the preferential tariffs that Cambodia currently enjoys”.

The Target Group may be affected by political and economic uncertainties in the EU

The Target Group generates a substantial percentage of its revenue from its export of

apparel products to the EU. In FY2015, FY2016, FY2017 and 1H2018, the Target Group’s

sales to customers in the EU accounted for approximately 43.3%, 44.9%, 51.8% and 37.8%

respectively of its total revenue.

On 29 March 2017, the UK gave formal notice of leaving the EU. The UK leaving the EU has

created political and economic uncertainty which may last for a period of time. The Target

Group’s sales to the EU could be affected during this period of uncertainty.

Whilst the Target Group continued to enjoy strong sales to customers in the EU in FY2017,

there are different ways in which the Target Group’s business may be affected in future, and

only some can be identified as at the Latest Practicable Date. The eventual withdrawal of

the UK from the EU may cause the possible break-up of the UK and volatility in global

financial markets. The volatility could cause a slowdown in economic activity in the UK, the

EU or globally, which may materially and adversely affect the Business.

In addition, the Target Group’s business could be adversely affected by new trade

agreements between the UK and other countries, and by the possible imposition of trade or

other regulatory barriers in the UK. These possible negative impacts and others resulting

from the UK’s eventual withdrawal from the EU may materially and adversely affect the

Business.

Please also see further the risk factor “Risks relating to the Target Group’s operations in

Cambodia – The Target Group’s apparel products manufactured in Cambodia are

susceptible to changes in the preferential tariffs that Cambodia currently enjoys”.

The Target Group may be affected by significant policy changes in the US

The Target Group generates a substantial percentage of its revenue from its export of

apparel products to the US. In FY2015, FY2016, FY2017 and 1H2018, the Target Group’s

sales to customers in the US accounted for approximately 45.6%, 40.3%, 30.9% and 45.9%

respectively of its total revenue.

The current administration of the president of the US, Donald Trump, has made substantial

changes to domestic and international policies since he became president of the US in

January 2017. In particular, the US has imposed and/or threatened to impose tariffs on a

range of goods imported into the US from certain regions or countries, including in particular

the PRC. This has led to retaliatory and/or the threat of retaliatory measures being adopted

by the PRC and other relevant countries. The fear of a potential trade war has led to

volatility in the financial markets.
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The Trump administration may continue to adopt and implement further changes to the

domestic and international policies of the US. The nature and extent of such changes are

difficult to predict, but may bring uncertainty to the US and/or global economy and/or

political environment. This may in turn materially and adversely affect the Business.

The Target Group’s business is dependent on the consumer spending level mainly in

the US and the EU

The Target Group generates a substantial percentage of its revenue from its export of

apparel products to customers in the EU and the US. In FY2015, FY2016, FY2017 and

1H2018, the Target Group’s sales to customers in the EU and US collectively accounted for

approximately 88.9% and 85.2%, 82.8% and 83.7% of its total revenue respectively.

In view of the foregoing, the Target Group’s results of operations and profitability are

dependent on the consumer demand and the macroeconomic conditions in the EU (and the

UK, when the UK eventually withdraws from the EU) and the US. There are many factors

affecting the level of consumer spending that are beyond the Target Group’s control,

including disposable income, interest rates, recession, inflation, political, taxation, stock

market performance, unemployment level and general consumer confidence. Any

deterioration of the general economic conditions in the EU (and the UK, when the UK

eventually withdraws from the EU) and the US may result in the slowing down of or

decrease in orders from the Target Group’s customers in the EU (and the UK, when the UK

eventually withdraws from the EU) and the US, and potential delay and/or default in

payment by customers.

There is no assurance that the Target Group can continue to expand its customer base in

the EU (and the UK, when the UK eventually withdraws from the EU) and the US and

generate significant revenue from exporting to the EU (and the UK, when the UK eventually

withdraws from the EU) and the US. It is also possible that the Target Group may not be able

to maintain the existing level of purchase orders from its customers in the EU (and the UK,

when the UK eventually withdraws from the EU) and the US.

If any or a combination of such events were to occur, this could materially and adversely

affect the Business.

The Target Group’s success depends on its customers’ ability to market and sell their

products developed and/or manufactured by the Target Group

The Target Group’s customers are retailers who sell their apparel products under their own

brands. Consequently, the Target Group’s sales and revenue are directly affected by the

demand for the products of the Target Group’s customers by end consumers in the

countries in which its customers sell their apparel products. Demand for the apparel

products of the Target Group’s customers may be affected by a number of factors which are

not related to the Target Group or its apparel products. These may be macro-environmental

factors such as global fashion trends and market direction and the political, economic and

social stability and demographic profile in the relevant countries. These may also be factors

specific to the Target Group’s customers, such as the customer’s reputation, market

strategies and competitiveness.
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If demand for the apparel products of the Target Group’s major customers were to reduce

for any reason whatsoever, the Target Group’s customers may decrease the volume and/or

purchase price of their purchase orders, which could materially and adversely affect the

Business.

The Target Group derives a substantial portion of its revenue from a limited number

of major customers

A majority of the Target Group’s revenue is derived from a limited number of major

customers. In FY2015, FY2016, FY2017 and 1H2018, the sales to the Target Group’s

largest customer, Matalan Retail Limited, accounted for approximately 39.1%, 36.4%,

38.7% and 31.0% of its revenue respectively, and the sales to the Target Group’s five (5)

largest customers collectively accounted for approximately 90.1%, 86.9%, 80.5% and

83.7% of its revenue respectively. See further Section 4.8 entitled “Major Customers” of the

Target Letter for more information on the major customers of the Target Group.

Further, as is common in the apparel industry, the Target Group does not enter into

long-term agreements with its customers. Instead, purchases from customers are made on

a purchase order basis. As such, there is no long-term commitment on the part of customers

to purchase from the Target Group.

The Target Group’s concentration of revenue from a limited number of major customers,

coupled with the lack of long-term purchase commitment from such major customers,

exposes it to the risks of substantial losses in sales and revenue if any of them stops

engaging in business with the Target Group or significantly reduces orders to the Target

Group. Specifically, any of the following events, among others, may cause material

fluctuations or declines in the Target Group’s sales and revenue and have a material and

adverse effect on the Business:

• the reduction, delay or cancellation of purchase orders from one or more of the

Target Group’s major customers;

• the reduction in the selling price of the Target Group’s products to its major

customers;

• the rejection of products manufactured by the Target Group by one or more of its

major customers due to manufacturing defects or other reasons;

• the decision by one or more of the Target Group’s major customers to select its

competitors to supply products;

• the loss of one or more of the Target Group’s major customers, and its failure to

identify and obtain new orders to replace the lost sales volume at satisfactory

pricing or other terms; and/or

• the failure or inability of any of the Target Group’s major customers to make timely

payment for its products.
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Whilst the Target Group has not experienced any of the foregoing events which had a

material impact on the Business as at the Latest Practicable Date, and aims to maintain and

build upon its strong relationship with its major customers, there is no assurance that it will

be able to continue doing so in future. Any failure to maintain its relationship with its

customers or to expand its customer base may materially and adversely affect the

Business.

The Target Group may be unable to keep pace with customer demands and

preferences for product design, research and development and manufacturing of its

products

The Target Group adopts a co-creation business model whereby it is not just an apparel

manufacturer but is intimately involved in the product initiation phase in close collaboration

with its customers. Please see further Section 4.3 entitled “Co-creation business model” of

the Target Letter.

During the product initiation phase, the Target Group provides valuable input to its

customers on product concept and design, raw material development and sourcing and

apparel construction technology and methods. In order to successfully implement such a

co-creation business model in collaboration with its customers, it is critical for the Target

Group to be able to keep pace with and anticipate fashion trends, market direction and

consumer preferences in the different key markets to which its products are sold (i.e. the

EU, US and Canada).

The apparel market is affected by rapidly changing fashion trend, market direction and

consumer preferences as well as changes in consumers’ spending patterns, which are often

difficult to predict. The apparel market may also differ from region to region.

Consequently, the Target Group’s success depends on its ability to identify these factors

accurately and take them into account in the implementation of its co-creation business

model. This requires a combination of various elements, including but not limited to,

accurate analysis and prediction of market trends, timely collection of consumer feedback,

strong research and development capability and flexible and cost-effective production.

If the Target Group is unable to anticipate, identify or timely react to changing fashion trend,

market direction or consumer preferences or consumers’ spending patterns, or if the Target

Group misjudges the market for its products, this may materially and adversely affect the

Business.

The Target Group depends on a stable and adequate supply of high quality raw

materials that are subject to price volatility and other risks

In FY2015, FY2016, FY2017 and 1H2018, raw materials accounted for approximately

74.7%, 72.8%, 73.3% and 76.2% respectively of the Target Group’s cost of sales, where

fabric is the key raw material used by the Target Group. As a result, the Target Group’s

production volume and production costs depend on its ability to source high quality raw

materials at competitive prices. In this regard, the Target Group has not entered into any

long-term supply agreements with its suppliers that will ensure a stable supply of the key
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raw materials at competitive prices. The Target Group typically places an order for the

purchase of raw materials for a particular product only after its customer has placed a firm

order for the product.

If the Target Group is unable to purchase fabrics of the types, in the quantities, of high

quality or at a favourable price that it requires for its production needs, its production

volume, quality of apparel products and profitability may be adversely affected.

Fabrics used in the Target Group’s production are also subject to price volatility caused by

external conditions, such as market supply and demand, commodity price fluctuations,

currency fluctuations, fluctuations in transportation costs, changes in governmental policies

and natural disasters. Specifically, fabrics are made primarily of cotton, polyester and

rayon. Market prices of these raw materials may be affected by, among other things,

weather conditions and the cyclicality and volatility of prices of crude oil. There was no

significant fluctuation in the prices of its key raw materials during FY2015, FY2016, FY2017

and 1H2018. However, the Target Group’s key raw materials have in the past experienced

fluctuations in prices. Even though the Target Group had during those times taken certain

measures, including the purchase of raw materials in advance, to mitigate its risks against

price fluctuations of its raw materials, there is no assurance that its raw material costs will

not increase significantly in the future. If the Target Group is unable to find a comparable

source of supply of raw materials at competitive prices or pass on the increased raw

materials costs to its customers due to competitive market pressure, the Business may be

materially and adversely affected.

The Target Group may face labour shortages and increases in direct labour cost

The Target Group’s production activities are labour-intensive and dependent on the

availability of a large number of skilled and semi-skilled workers. In FY2015, FY2016,

FY2017 and 1H2018, the Target Group’s direct labour costs accounted for approximately

15.5%, 14.9%, 12.8% and 14.9% of its total cost of sales, respectively.

Shortage of labour and/or inefficient labour management may result in disruption of the

Target Group’s business operations. This may in turn have a material and adverse effect on

the Business.

In addition, direct labour costs in Malaysia and Cambodia where the Target Group operates

have been increasing in recent years and could potentially continue to increase. In

Peninsula Malaysia, where the Target Group operates the KTM Manufacturing Facility, the

minimum wage is reviewed every few years and was increased from RM900 to RM1,000 in

FY2016, and will be further increased to RM1,050 in FY2019. In Cambodia, where the

Target Group operates the Cambodian Manufacturing Facilities, the minimum wage was

raised from US$153 in FY2017 to US$170 in FY2018. In addition, any increase in

competition for skilled or semi-skilled workers may also increase staff costs. The direct

labour costs of the Target Group had increased from around RM17.4 million in FY2015, to

around RM19.3 million and RM23.4 million in FY2016 and FY2017 respectively, due in part

to the general rise in wages as well as an increase in the number of workers during the

relevant financial years.
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If staff costs in these regions continue to increase, the Target Group’s production costs will

increase. The Target Group may not be able to pass on these increased costs to its

customers by increasing the selling prices of its products in order to maintain

competitiveness. In such circumstances, the Target Group’s profit margin may decrease.

This may in turn have a material and adverse effect on the Business.

The Target Group may face disruption of operations at its manufacturing facilities

As at the Latest Practicable Date, the Target Group operates the KTM Manufacturing

Facility in Malaysia, and the two (2) Cambodian Manufacturing Facilities in Cambodia.

In Cambodia, the Cambodian Manufacturing Facilities are leased properties on short term

leases. These leases will expire on 31 December 2024. See further Section 4.14 entitled

“Properties and Fixed Assets” of the Target Letter for more information on these properties.

These leases are renewable upon expiration. The Target Group’s ability to renew the

existing leases upon their expiry is crucial to its manufacturing operations and profitability.

If the Target Group is unable to successfully negotiate a renewal of any of these leases, it

will be forced to relocate its operations. This may entail the Target Group incurring

substantial relocation costs and also disrupt its manufacturing operations in Cambodia.

However, the Target Group currently does not foresee any difficulties in renewing the leases

for the Cambodian Manufacturing Facilities as the Target Group has over the years

maintained a good relationship with the landlords.

The Target Group may also be exposed to risks of strikes and work stoppages by its

workers, in particular, at the Cambodian Manufacturing Facilities. The Target Group had in

the past experienced strikes by its workers in Cambodia. See further the risk factor “The

Target Group’s business in Cambodia may be subject to labour unrest in Cambodia which

may adversely affect its Business”. Whilst these strikes were short-lived and successfully

resolved, there can be no assurance that the Target Group will not face prolonged strikes

or work stoppages in the future.

Natural disasters, acts of God, or other unanticipated catastrophic events, including storms,

fires, explosions, earthquakes, terrorist attacks and wars, as well as changes in

governmental planning for the land on which the Target Group’s manufacturing facilities are

situated, may have a major impact on the Target Group’s ability to continue its

manufacturing activities and business operations.

Any disruption to the Target Group’s manufacturing operations due to the occurrence of any

of the events described above may materially and adversely affect the Business.

The Target Group faces intense competition from existing industry players and new

entrants

The global apparel industry is highly competitive and the Target Group faces strong

competition from both existing industry players and new entrants to the market. Similar to

the Target Group, apart from manufacturing capabilities, its competitors may endeavor to

increase their market share through measures such as continued research and

development efforts, engaging in product design, optimised product process and marketing

campaigns. Some of its competitors may possess longer operating histories and have more
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financial, technical, marketing and other resources, which enable them to compete more

effectively than the Target Group.

There is no assurance that the Target Group will be able to compete successfully with

existing industry players and new market entrants. Intense competitive pressure may also

have an adverse impact on the demand for and pricing of the Target Group’s products,

which in turn affects its growth and market share. If the Target Group fails to compete

effectively, it may be unable to retain its existing customers or expand its customer base

which would have a material adverse effect on the Business.

The Target Group is dependent on its good reputation

The Target Group is dependent on its reputation in conducting its business. Negative

publicity arising from, but not limited to, product defects, failure to maintain the quality of its

products, failure to deliver its products on a timely basis, non-compliance with relevant laws

and regulations, and non-adherence to certain level of social responsibility and

sustainability standards, are all potential threats to its reputation. If the Target Group fails

to promote and protect its reputation, it may not be able to maintain its competitiveness,

sales volume and pricing, or successfully expand into new markets and attract new

customers. As a result, the Business may be materially and adversely affected.

The Target Group is dependent on its ability to retain key personnel

The success of the Target Group depends, to a significant extent, on the capability,

expertise and continued services of its senior management team, including in particular, Mr

Lim Siau Hing, Mr Lim Vhe Kai and Mr Chew Chong Kiat. Mr Lim Siau Hing founded the

Target Group and will be a New Executive Director and Executive Chairman of the

Company upon Completion. Mr Lim Vhe Kai and Mr Chew Chong Kiat have been with the

Target Group since 2002 and have been working closely together as a team to build up and

expand the apparel manufacturing business of the Target Group. Mr Lim Vhe Kai will be a

New Executive Director and CEO, and Mr Chew Chong Kiat will be a New Executive Officer

and COO, of the Company upon Completion.

The Target Group relies on the expertise and experience of its key executives in developing

business strategies, product development, increasing efficiency of its business operations

and maintaining relationships with customers. Even though Mr Lim Siau Hing and Mr Lim

Vhe Kai have entered into the service agreements with the Company for an initial term of

three (3) years, there is no assurance that the Target Group will be successful in retaining

them. If the Target Group loses the services of any of its key executives, it may not be able

to find a suitable replacement with comparable knowledge and experience on a timely

basis, and this may materially and adversely affect the Business.

The Target Group’s success also depends on its ability to attract and retain talented

personnel. The Target Group may not be able to attract or retain all the key personnel it

needs. The Target Group may also need to offer better remuneration and other benefits to

attract and retain key personnel. There is no assurance that it will have the resources to

fully achieve its staffing needs or that its costs and expenses will not increase significantly

as a result of increased talent acquisition and retention cost. The Target Group’s failure to

attract and retain competent personnel, and any increase in staffing costs to retain such
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personnel, may have a negative impact on its ability to maintain its competitive position and

to grow its business. If any of such events were to occur, the Business may be materially

and adversely affected.

The Target Group is subject to the credit risks of its customers

The Target Group’s financial position and profitability are dependent on the

creditworthiness of its customers and their ability to settle payment in a timely manner.

Currently, the Target Group grants credit terms to its customers ranging from 30 days to 90

days, depending on, among other things, the customer involved and the size and nature of

the order.

In FY2015, FY2016, FY2017 and 1H2018, the Target Group’s trade receivables (after

provisions for doubtful receivables) were around RM15.0 million, RM19.0 million, RM47.1

million and RM38.7 million respectively, while its average trade receivables turnover days

were 43 days, 39 days, 55 days and 74 days respectively. The Target Group did not

experience material loss on customer receivables or make material provisions for doubtful

receivables in FY2015, FY2016, FY2017 and 1H2018, save that the provisions for doubtful

receivables charged to profit or loss in FY2016 and 1H2018 were RM148,000 and

RM12,000 respectively, and bad debt written off in FY2017 and 1H2018 was RM27,000 and

RM46,000 respectively. The bad debt written off in FY2017 was in relation to amounts due

from a past customer since 2004 and the bad debt written off in 1H2018 was due to failure

to claim costs incurred from making samples for its customers, both of which are non-trade

in nature. None of the bad debts written off in FY2017 and 1H2018 was in relation to trade

receivables from its major customers. In addition, the Target Group has purchased trade

credit insurance against any loss arising from the inability of certain specific major

customers to make payment to the Target Group when due.

However, there is no assurance that it will be able to collect its trade debts in full or at all

or within a reasonable period of time, whether due to an industry or economic slow-down,

an individual customer’s deteriorating financial condition or otherwise. There is also no

assurance that the trade credit insurance purchased by the Target Group will be sufficient

to cover its trade receivables due from the relevant major customers.

The occurrence of any of the events described above may result in the Target Group having

to make allowance for impairment losses on its trade receivables and adversely affect its

cash flow, resulting in a material and adverse effect on the Business.

The Target Group may encounter product quality issues and may be exposed to

product liability claims

The Target Group has from time to time encountered product quality issues and complaints

from its customers. Such issues and complaints may, for instance, relate to the

measurements of the apparel products not meeting the customers’ requirements or not

matching with their product labelling requirements, and labels on packaging not being

consistent with the apparel products therein. Customers who receive products that are

defective or that do not meet their specifications are entitled to claim for compensation from

the Target Group. In FY2015, FY2016, FY2017 and 1H2018, such compensation paid by

the Target Group has not been material.
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The Target Group is also exposed to potential product liability claims for defective products.

A successful product liability claim against the Target Group may result in it having to pay

substantial monetary damages. Product liability claims against the Target Group, whether

or not successful, are costly and time-consuming to defend.

While the Target Group has taken measures to reduce the risks of defective products, there

is no assurance that product defects will not occur in the future. Although the Target Group

has taken out product liability insurance, there is also no assurance that such product

liability insurance will cover all compensation that the Target Group may be liable for.

Further, compensation payments and product liability claims, if brought against the Target

Group may, with or without merit, result in the diversion of financial and management

resources, significant adverse publicity against and damage to the reputation of the Target

Group, and may have a material adverse effect on the marketability of its products and its

reputation. If any of such events were to occur, the Business may be materially and

adversely affected.

The Target Group is subject to risks in relation to transportation services

The Target Group’s apparel products are exported to the EU, US and Canada, and typically

adopts “Free on Board” as the international trade term. The Target Group arranges for

delivery of products to its customers’ designated delivery point either through its own

delivery team or through third-party logistics services providers. Delivery disruptions to

transport operators may occur due to various reasons beyond its control, including

transportation bottlenecks, typhoon, flood, earthquakes, dense haze and other natural

disasters and labour strikes, and could lead to delayed or lost deliveries. In addition, the

Target Group’s products may face the risk of theft or damage due to any poor handling by

itself or the logistics service providers. As at the Latest Practicable Date, the Target Group

has not experienced any of the foregoing incidents which had a material impact on the

Business. However, if the Target Group’s apparel products are not delivered to customers’

designated delivery points on time, or are damaged or lost during delivery, the Target Group

may have to pay compensation to the relevant parties and could further lose its customers,

and its reputation may be affected by the negative publicity. The occurrence of any of such

events may materially and adversely affect the Business.

The Target Group may fail to comply with applicable laws and regulations in the

jurisdictions where it operates

The Target Group’s business requires compliance with many laws and regulations in the

jurisdictions where it operates (being Malaysia and Cambodia), including without limitation,

labour and employment, tax, environmental, anti-bribery laws and regulations, trade laws

and customs, consumer protection and zoning and occupancy laws, and laws and

regulations that regulate apparel manufacturers generally. See further Section 4.16 entitled

“Licences, Permits and Government Regulations” of the Target Letter for more information.

In addition, in the future, there may be new legal or regulatory requirements or changes in

the interpretation of applicable requirements, which could increase the complexity of the

regulatory environment in which it operates and the related costs of compliance.
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The Target Group did not comply with certain requirements under Malaysian and

Cambodian laws and regulations in the conduct of their business and operations in

Malaysia and Cambodia respectively. Please see Section 4.16.1 entitled “Government

Regulations” of the Target Letter for details of these non-compliances and the potential

fines and other penalties to which the Target Group may be subject, as well as the indemnity

provided by the Vendor in respect of such non-compliances.

If the Target Group fails to comply with existing or new legal or regulatory requirements or

changes in the interpretations of applicable requirements in the future, it could be subject

to liabilities, including monetary damages and fines, which could impact its production

capabilities, result in suspension of its business operations and have a material adverse

effect on the Business.

The Target Group is subject to various licensing requirements

The Target Group holds various licences and permits issued by various government

authorities and regulatory agencies in the countries in which it operates. Such licences and

permits are essential for the conduct of the Target Group’s business. See further

Section 4.16 entitled “Licences, Permits and Government Regulations” of the Target Letter

for more information.

These licences and permits are generally subject to conditions which are either stipulated

in the licences and permits or under the particular laws and/or regulations. In addition, some

of these licences and permits are subject to periodic assessment and renewal by the

relevant authorities to ensure that the Target Group’s operations comply with the conditions

thereof and all relevant laws and regulations.

Any breach or material non-compliance with the conditions of the licences and permits

and/or the relevant laws or regulations may result in suspension, revocation or termination

of the relevant licences and permits, financial penalties and/or cessation of the Target

Group’s operations. This may in turn materially and adversely affect the Business.

In addition, there is no assurance that the Target Group will be able to renew all necessary

licences and permits in the future in a timely manner or at all. Any failure to secure renewal,

or loss, of a required licence or permit may materially and adversely affect the Business.

As at the Latest Practicable Date, the Target Group has not experienced any of the

foregoing incidents which had a material impact on the Business.

The Target Group may fail to comply with various customer-imposed guidelines

The Target Group is required to comply with a variety of guidelines imposed by its

customers relating to, among other things, product safety, health and environmental

conditions. Some of these guidelines are imposed as a result of laws and regulations of its

customers’ respective home countries to which the Target Group’s apparel products are

exported.
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For instance, in relation to the Target Group’s apparel products that are exported to the US,

the Target Group is required to comply with customers’ guidelines and/or applicable US

laws and regulations that include the following:

• The Target Group is subject to product labelling requirements, which require

apparel products to contain labelling on the fiber content, the country of origin, the

manufacturer or dealer identity, and the care instructions.

• The Target Group faces strict guidelines from its customers in relation to infants’

and children’s apparels, including the requirement to conduct 100% needle checks

on all infants’ and children’s apparels.

• The Target Group is required to conduct laboratory testing on its raw materials and

products to determine their chemical composition, as certain chemicals are

prohibited in specific states in the US.

• The Target Group is required to implement certain security measures and best

practices, and is regularly subject to audit checks, under the Customs-Trade

Partnership Against Terrorism programme. This is a programme initiated by the US

Border and Customs Protection to ensure the security of the Target Group’s US

customers’ supply chain with respect to terrorism. See further Section 4.22 entitled

“Awards and Certifications” of the Target Letter for more information.

While the Target Group has not encountered any instances of non-compliance with its

customers’ guidelines and/or applicable laws and regulations in the relevant jurisdictions in

the past which had a material impact on the Business, there is no assurance that it will

continue to be able to ensure compliance.

The Target Group is also required by its customers to implement an internal quality

assurance system to perform various inspections over the course of the entire

manufacturing process. The Target Group has implemented quality control measures at

each stage of the manufacturing process, from raw materials procurement, production to

final inspection and/or audit checks conducted by either the quality assurance team of the

Target Group or the customers prior to being loaded for shipment to customers, to ensure

that the apparel products manufactured meet the requirements and standards of its

customers. The New Directors confirm that there has not been any incident of material

adverse findings being raised by the Target Group’s customers during the final inspection

and/or audit checks. Please refer to Section 4.5.6 entitled “Final Quality Audit” of the Target

Letter. However, there is no assurance that its current quality assurance system will

continue to be effective. Any significant failure or deterioration of its quality assurance

system may seriously compromise its product quality and have a material adverse effect on

its reputation in the market among its existing or prospective customers.

The occurrence of any of such events may lead to reduced orders or loss of customers in

the future, and in turn have a material and adverse effect on the Business.

LETTER TO SHAREHOLDERS FROM
THE BOARD OF DIRECTORS OF THE COMPANY

115



The Target Group may fail to protect the intellectual property and brands of its

customers

The Target Group manufactures its products for customers who sell apparel products under

their own brands. It is critical for the Target Group to be able to protect the intellectual

property and brands of its customers. There is no assurance that the designs, trademarks

and other intellectual property rights of the Target Group’s customers that it has access to

during the manufacturing process will not be misappropriated despite the precautions that

it takes to protect these rights. If the Target Group’s policies and precautions taken do not

adequately safeguard its customers’ intellectual property rights, it may lose existing

customers and have difficulties in attracting new customers. In the event of any material

claims or litigation, with or without merits, the Target Group may have to divert financial and

management resources to defend such legal proceedings. The occurrence of any of the

above events may have a material adverse effect on the Business.

As at the Latest Practicable Date, the Target Group has not experienced any of the

foregoing incidents which had a material impact on the Business.

The Target Group’s business is capital intensive and may require additional funding

for future growth

The Target Group operates in a capital intensive industry that requires substantial capital

and other long-term expenditures, including expenditures for the purchase of machinery

and equipment. To the extent that it expands or adds new manufacturing facilities, it expects

to fund the related financial commitments and other capital and operation expenses from a

combination of cash on hand, cash generated from operations and banking facilities. There

is no assurance that the Target Group will be able to generate sufficient cash from its

operations or obtain the necessary financing or that such financing will be at interest rates

and on other terms that are reasonable to it or consistent with its expectations. To the extent

the Target Group cannot finance its expansion at reasonable rates or at all in the future, this

may materially and adversely affect the Business.

The Target Group is subject to seasonal fluctuations

The operating results of the Target Group vary due to the seasonality of its products and are

historically stronger in the second half of the year. This seasonality fluctuation results

primarily from the higher demands from its customers towards the fourth quarter of each

calendar year due to the tendency of consumers to increase consumption during the period

leading to holidays such as Thanksgiving Day, Christmas Day and New Year. This

seasonality fluctuation may affect the Target Group’s sales revenue and utilisation rate of

its manufacturing facilities. As a result, comparison between the different periods within a

single financial year may not be meaningful and its financial performance during any

particular quarter or half year should not be taken as an indication of its financial

performance for the entire financial year.

The Target Group may be involved in legal or other proceedings arising out of its

operations

The Target Group may be involved from time to time in disputes with various parties arising

from its business operations, including but not limited to its customers, suppliers,
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employees, logistics service providers, insurers and bankers. If the Target Group is unable

to amicably resolve such disputes, this may lead to legal or other proceedings, which may

result in the diversion of financial and management resources to defend the proceedings,

payment of monetary damages and damage to its reputation.

In addition, the Target Group may encounter additional compliance issues in the course of

its operations, which may subject it to administrative proceedings and unfavourable results,

and result in liabilities and delays relating to its production or product launch schedules.

There is no assurance as to the outcome of such legal, administrative or other proceedings.

Any negative outcome may materially and adversely affect the Business.

The Target Group is exposed to translation risks related to foreign exchange rate

fluctuations

The Target Group is subject to translation risks as its combined financial statements are

reported in RM while the financial statements of the Target Group subsidiaries are reported

in their respective functional currencies, which are primarily RM and US$. The value of the

respective reporting currencies may be affected by, among other things, changes in the

political, social and economic conditions in the relevant countries.

The Target Group currently does not have any formal policy for hedging against foreign

exchange exposure. However, the Target Group will continue to monitor its foreign

exchange exposure and may employ forward currency contracts to manage its foreign

exchange exposure should the need arise.

The Target Group’s insurance coverage may not be adequate to cover all the risks

related to its business and operations

The Target Group maintains insurance policies covering various risks including, among

others, product liability, damage to and/or loss of goods in transit, trade credit extended to

customers, loss and/or damage due to fire, theft and burglary, consequential loss, motor

vehicle and personal accident.

During the course of the Target Group’s operations, it may face various claims and disputes

against liabilities that are not insured adequately, or at all, or liabilities that cannot be

insured. While the New Directors believe that the Target Group has adequately insured

itself against key major risks, there can be no assurance that the Target Group’s existing

insurance policies will be sufficient to cover all of its potential losses or risks associated with

its business and operations. In the event that its insurance coverage is insufficient to

indemnify it against such losses or risks, the Business may be materially and adversely

affected.

The Target Group may face challenges in the course of expanding its business

upstream into the knitting, dyeing, finishing and printing of fabric

The Target Group is currently expanding its business upstream into the knitting, dyeing,

finishing and printing of fabric. The construction of the New Fabric Dyeing Facility is

expected to be completed, and operations are expected to commence, sometime towards
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the end of December 2018 or January 2019. See further Section 7.4.1 entitled “Expansion

upstream into the knitting, dyeing, finishing and printing of fabric” of the Target Letter.

The Target Group’s main raw material used in the apparel manufacturing business is fabric,

and it has, in the past, purchased all of its fabric required from third party suppliers. The

knitting, dyeing, finishing and printing of fabric is expected to provide the Target Group with

better control over its supply of fabric and reduce the Target Group’s reliance on third party

fabric suppliers. However, the Target Group may face risks and challenges associated with

starting a new business area and it may potentially take time before seeing the full benefits

of the upstream expansion.

Terrorist activities in the ASEAN region could destabilise the affected countries

The Target Group operates mainly in the Association of South-East Asian Nations

(“ASEAN”) region, in particular, Malaysia. Terrorist activities in the ASEAN region could

destabilise the affected countries and increase internal divisions within the relevant

governments while they evaluate the possible responses to that instability and unrest.

Violent acts arising from, and leading to, instability and unrest have in the past had, and

may continue to have, a material adverse effect on the confidence level and/or performance

of, the affected country’s economy. In the event that the countries that we operate in, such

as Malaysia, are affected by terrorist activities, this may in turn materially and adversely

affect the Business.

16.2 Risks relating to the Target Group’s operations in Malaysia

The Target Group’s operations are affected by changes in or changes in the

interpretation of existing, and the adoption of new, Malaysian laws and regulations

The Target Group has its headquarters in Malaysia. The Target Group operates the KTM

Manufacturing Facility in Malaysia, and is also expecting to complete the construction of

and commence operations at the New Fabric Dyeing Facility in Malaysia sometime in end

FY2018. The Target Group’s operations in Malaysia are regulated by the laws and

regulations of Malaysia, including those relating to the corporate, investment, marketing,

labour, environmental protection, occupational health and safety, waste and waste-water

treatment, operation management and taxation matters.

The legal and regulatory regimes in Malaysia may be uncertain and subject to unforeseen

changes. At times, the interpretation or application of laws and regulations in Malaysia may

be unclear. Government policies, regulations and guidelines issued and imposed by the

relevant authorities may change from time to time. In addition, existing laws, regulations or

policies may become stricter or more strictly enforced. As a result, the Target Group may

be subject to greater evaluation and scrutiny, and costs of compliance may increase. The

failure to discharge the Target Group’s obligations could result in the imposition of fines and

penalties, damage to the Target Group’s reputation, delays in production or the temporary

or permanent closure of its operations. The occurrence of any of these events may

materially and adversely affect the Business.
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The Target Group is subject to political, economic and social conditions in Malaysia

The Target Group’s operations in Malaysia is sensitive to the social, economic, political and

legal conditions in Malaysia. Developments in Malaysia may include changes in

government policies, currency and interest rates, inflation, capital restrictions, price and

wage controls, unemployment rate, taxes and duties.

The Target Group has no control over such developments and there is no assurance that

developments will not occur. These changes, if they occur, may materially and adversely

affect the Target Group’s Malaysian operations and thus the Business.

The Target Group is subject to regulations governing foreign workers

The Target Group’s operations are labour-intensive. Due to shortage of domestic labour in

Malaysia, the Target Group expects to continue to rely on foreign workers for its operations

to some extent. As at the Latest Practicable Date, the Target Group employs around 380

production workers in Malaysia, 356 of which are foreign workers, mainly from countries

such as Indonesia, Vietnam, Cambodia, Bangladesh, Nepal and Myanmar.

These foreign workers are regulated by the Malaysian government authorities which set a

limit to the number of foreign workers which the Target Group may hire and also impose

levies on each foreign worker hired by the Target Group. As such, any changes in

governmental policies to lower the limit of the number of foreign workers permissible to be

employed by the Target Group or an increase in levy may materially and adversely affect the

Business.

In addition, any changes in the policies of foreign workers’ countries of origin may affect the

supply of foreign labour and cause disruptions to the Target Group’s operations in Malaysia.

Any increase in competition for foreign workers may also increase labour costs. In the event

that the number of foreign workers that the Target Group can employ is reduced and/or the

cost of its labour increases, this will materially and adversely affect the Business.

The Target Group is subject to the foreign exchange legislation and regulations in

Malaysia

Local and foreign investors are subject to foreign exchange administration rules in

Malaysia. The FSA and the IFSA govern the foreign exchange control framework in

Malaysia. Under the FSA and the IFSA, Bank Negara has issued notices. These notices

embody Bank Negara’s general permissions and directions. They set out the circumstances

in which residents and non-residents must seek the specific approval of the Foreign

Exchange Administration Department (within Bank Negara) to remit funds to and from

Malaysia.

The notices are reviewed regularly according to changing circumstances. As at the Latest

Practicable Date, foreign investors are free to repatriate divestment proceeds, profits,

dividends, or any income arising from investments in Malaysia. However, the repatriation of

funds may be restricted in the future. This will limit the Target Group’s ability to extract the

profits from its Malaysian operations.
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In addition, the Target Group’s Malaysian subsidiaries may be subject to restrictions on the

borrowing of foreign currency or from non-residents, which may affect its ability to raise

funds in the future should the need arise. Please refer to the Section 6.9.3 entitled “Foreign

exchange control” of the Target Letter for more details.

The relevant rules and regulations on foreign exchange control in Malaysia may change. If

there is any adverse change in the foreign exchange rules and regulations relating to the

borrowing or repatriation of foreign currency, the Business may be materially and adversely

affected.

The New Fabric Dyeing Facility is subject to environmental laws in Malaysia

The construction of the New Fabric Dyeing Facility by the Target Group in Malaysia is

expected to be completed, and operations are expected to commence, sometime towards

the end of December 2018 or January 2019. The New Fabric Dyeing Facility, when

operational, will emit harmful wastes such as effluent from the dyeing process for the fabric.

In this regard, the New Fabric Dyeing Facility will need to comply with the applicable

environmental, anti-pollution and related laws and regulations in Malaysia. See further

Appendix I entitled “Summary of Applicable Laws and Regulations in Malaysia” of this

Circular.

If the Target Group fails to comply with the standards as required under applicable laws and

regulations, it may be subject to fines, warnings and/or orders from relevant government

authorities to rectify the problem within a specified period of time. If this situation arises, the

Business may be materially and adversely affected.

In addition, existing environmental laws and regulations may be amended from time to time

as required by the Malaysian government and is not within the Target Group’s control. There

is no assurance that the Target Group’s current environmental measures and policies will

be adequate to meet future environmental policies and requirements. The Target Group

may thus be required to incur additional costs to comply with such future requirements. In

such event, the Target Group’s capital expenditure and cost of production may increase

unexpectedly, which may in turn materially and adversely affect the Business.

16.3 Risks relating to the Target Group’s operations in Cambodia

The Target Group’s apparel products manufactured in Cambodia are susceptible to

changes in the preferential tariffs that Cambodia currently enjoys

As at the Latest Practicable Date, under the Everything But Arms arrangement of the

Generalised Scheme of Preferences of EU (“EBA Arrangement”), all products (except

arms and armaments) with Cambodia as their country of origin enjoys full duty free and

quota free access to the EU, subject to compliance with the conditions thereunder. Under

the General Preferential Tariff of Canada (“GPT Scheme”), Cambodia is as at the Latest

Practicable Date regarded as a Least Developed Country and most goods with Cambodia

as their country of origin enjoy duty-free access to Canada, subject to compliance with the

condition thereunder.

The preferential tariffs accorded to Cambodia by the EU and Canada and/or the conditions

required to be satisfied in order to enjoy such tariffs may be changed from time to time. In
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particular, Cambodia enjoys such preferential tariffs on the basis that it is a least developed

country. As Cambodia’s economy continues to grow, there is a risk that Cambodia may

eventually be removed from the list of eligible beneficiary countries under the EBA

Arrangement and/or the GPT Scheme in the future.

In addition, when the UK’s withdrawal from the EU takes effect eventually, the EBA

Arrangement of the EU would no longer apply to the import into the UK of products with

Cambodia as their country of origin. There is no certainty that UK will implement the same

or similar preferential tariff schemes, and there is therefore no assurance that the import of

the Target Group’s apparel products into the UK will continue to enjoy preferential tariffs.

In the event of any change to the preferential tariffs accorded to Cambodia by the EU and/or

Canada and/or the applicable conditions thereunder, or the UK does not implement the

same or similar preferential tariff schemes as the EBA Arrangement after its formal

withdrawal from the EU, the sales and profitability of the sale of apparel products

manufactured in Cambodia, and therefore the Business, may be materially and adversely

affected.

Absence of published court decisions and formal legal interpretation could have an

adverse impact on the Target Group

The Target Group’s operations in Cambodia are subject to laws, rules and regulations

adopted by the Cambodian Parliament or the Cambodian Government. The laws in

Cambodia and its legal system are still in a developmental stage and are subject to change.

The absence of full publication of court decisions and the limited access to formal written

legal interpretation by public authorities or travaux préparatoires means that there is a lack

of consistency and predictability in the interpretation and enforcement of laws and

regulations and dispute resolution. Accordingly, conducting business in Cambodia entails a

certain degree of risk, in the event that the interpretation or enforcement of laws, rules,

regulations or policies are adopted in a way which is adverse to the Target Group’s

operations.

The Target Group’s business in Cambodia may be subject to labour unrest in

Cambodia which may adversely affect its Business

There have in the past been demands from garment factory workers for better pay and

working conditions in Cambodia. Labour strikes have been used by garment factory

workers and unions to pressure employer associations and the Cambodian Government for

increases in the monthly minimum wage.

In January 2012, Moon Cambodia was involved in a labour dispute in relation to sixteen (16)

claims made by its employees. The employees eventually went on strike in early February

2012. This resulted in the suspension of work for around eight (8) days at the Cambodia

Manufacturing Facility of Moon Cambodia. In early 2014, Callisto Cambodia and Moon

Cambodia were involved in labour disputes in relation to certain claims made by their

respective employees, who eventually went on strike. This resulted in the suspension of

work for around twenty-four (24) days at the Cambodian Manufacturing Facility of Callisto

Cambodia and around thirteen (13) days at the Cambodian Manufacturing Facility of Moon

Cambodia respectively. See further Section 4.18 entitled “Employees” of the Target Letter

for more information.
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The incidence of labour unrest may increase costs for production in Cambodia and result

in the disruption to production schedules, which may adversely affect the Target Group’s

ability to deliver products to its customers on time and/or result in the closure of its

Cambodian Manufacturing Facilities.

In addition, increases in the minimum wage of Cambodian workers in the garment, textile

and footwear sectors and pressure to improve working conditions may increase the Target

Group’s labour costs and further adversely affect its business operations and financial

condition. If the Target Group is not able to offer competitive compensation packages, it

may face higher turnover of workers, in particular skilled labour.

The occurrence of labour unrest and increase in labour costs in Cambodia may negatively

impact the Cambodian Manufacturing Facilities and in turn materially and adversely affect

the Business.

16.4 Risk factors relating to ownership of the Shares following Completion

The Company will be controlled by the Vendor and the Family Trust Company and the

ability of the other Shareholders to influence matters requiring Shareholders’

approval will be extremely limited

Upon the allotment and issue of the Vendor Consideration Shares and the Transaction

Costs Shares, it is expected that the Vendor and the Family Trust Company will collectively

hold approximately 80.44% of the Enlarged Number of Issued Shares. Please refer to

Section 12.3 entitled “Changes in shareholding structure” of this Circular for more

information on the Controlling Shareholders of the Company and their respective interests

in the Shares after Completion.

As a result, the Vendor and the Family Trust Company will be able to exercise significant

influence over the outcome of matters submitted to Shareholders for approval, including,

among others, election of the Directors, the approval of significant corporate transactions

and the affairs and policies of the Company. The Vendor and the Family Trust Company will

also have veto power in relation to any shareholder action or approval requiring a special

resolution except in situations where they are required by the Catalist Rules and/or the

SGX-ST to abstain from voting. Such concentration of ownership in the Vendor and the

Family Trust Company could delay, defer, deter or prevent future transactions including a

take-over or a change in control of the Company, and could make some transactions more

difficult or impossible to complete without the support of the Vendor and the Family Trust

Company, which may otherwise have benefited the Shareholders.

Protection afforded to Shareholders under Singapore laws is limited as substantially

all of the Target Group’s assets and operations are located in Malaysia and Cambodia

and the New Executive Directors are based in Malaysia

Upon Completion, the Enlarged Group’s operations and significant assets will primarily be
located in Malaysia and Cambodia, and are therefore subject to the relevant laws of
Malaysia and Cambodia. Mr Lim Siau Hing and Mr Lim Vhe Kai, the New Executive
Directors, are not resident in Singapore and their assets are located outside of Singapore.
As a result, it may be difficult for investors to effect service of process in Singapore, or to
enforce a judgement obtained in Singapore against the Target Group or any such persons.
In particular, judgements of a Singapore court may not be enforceable in the relevant
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foreign jurisdiction. It may also be difficult for investors to take legal action against the
Target Group or any of the New Executive Directors in a foreign jurisdiction and the costs
of bringing such an action may be prohibitive.

The Share price may be volatile, which could result in substantial losses for investors

in the Shares after Completion

The market price of the Shares may fluctuate significantly and rapidly as a result of, among
other things, the following factors, some of which are beyond the control of the Company
and the Enlarged Group:

(a) the success or failure of the Enlarged Group’s management team in implementing
business and growth strategies;

(b) gain or loss of important or significant business or other relationships;

(c) the addition or departure of key personnel;

(d) announcements by the Company or its competitors of significant contracts,
acquisitions, strategic alliances, partnerships, joint ventures, capital commitments or
new products and/or services which may be offered by the Enlarged Group or its
competitors;

(e) changes in the Enlarged Group’s operating results;

(f) fluctuations in general stock market conditions including stock prices and volume;

(g) any negative publicity on the Enlarged Group;

(h) involvement in litigation or other legal proceedings or processes;

(i) differences between the actual financial operating results of the Enlarged Group and
those expected by investors;

(j) changes in investor sentiment towards particular market sectors;

(k) changes in securities analysts’ estimates of the Enlarged Group’s financial
performance;

(l) foreign exchange fluctuations and translations; and

(m) changes or uncertainty in the general economic, political and regulatory environment
in the markets in which the Enlarged Group operates.

In recent years, the stock markets including the SGX-ST have experienced extreme price

and volume fluctuations. This volatility has had a significant impact on the market price of

securities issued by many companies. Those changes may occur without regard to the

operating performance of these companies. The price of the Shares may therefore fluctuate

based upon factors that have little or nothing to do with the Company, and these fluctuations

may materially affect the price of its shares of the Company.
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Existing Shareholders will face immediate and substantial shareholding dilution

following Completion

Upon allotment and issue of the Consideration Shares, the Transaction Costs Shares and

the Settlement Shares, the collective shareholdings of the Vendor and the Family Trust

Company will be approximately 80.44% of the Enlarged Number of Issued Shares.

Accordingly, the existing Shareholders will face an immediate and substantial dilution to

their shareholdings.

The Enlarged Group may be affected by the future sale of Shares by the Vendor

Following the expiry of the moratorium period, the Shares owned by the Vendor and the

Family Trust Company will be eligible for sale in the open market, subject to applicable

securities laws and regulations. The market price of the Shares could decline as a result of

sales of such Shares in the market. These sales, or the possibility that these sales may

occur, also might make it more difficult for the Company to issue new securities in the future

at a time and price that it deems appropriate.

The Enlarged Group may be affected by the need to obtain further financing for future

growth

In the event that the costs of implementing future growth plans should exceed funding

estimates significantly or that the Enlarged Group comes across opportunities to grow

through expansion plans which cannot be predicted at this juncture, and internal funds

generated from the Target Group’s operations prove insufficient for such purposes, the

Enlarged Group may need to raise additional funds to meet these funding requirements.

The Enlarged Group will consider obtaining such funding from new issue of equity, debt

instruments and/or external bank borrowings, as appropriate. Funding through the new

issue of equity will lead to a dilution in the interests of the Shareholders. An increase in debt

financing may be accompanied by conditions that restrict the Enlarged Group’s ability to

pay dividends or restrict its freedom to operate its business by requiring lenders’ consent

for certain corporate actions. In addition, there is no assurance that the Enlarged Group will

be able to obtain additional financing on terms that are favourable and acceptable. If the

Enlarged Group is not able to secure adequate financing, the Enlarged Group’s business

and growth may be negatively affected.

The accounting treatment of the reverse acquisition could have a material adverse

impact on the financial performance and position of the Enlarged Group immediately

after Completion

Upon Completion, the Proposed Acquisition is required to be accounted for as a reverse

acquisition involving a non-trading shell company as the Company has ceased its

operations and is currently a cash company.

From the financial reporting perspective, this transaction is accounted as a share-based

transaction as described in SFRS(I) 2 Share-based Payment where the Target Group is

deemed to have issued shares in exchange for the listing status of the Company. As the
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listing status did not qualify for recognition as an intangible asset, the cost of the reverse

acquisition (net of assets/liabilities acquired) is expensed off in the profit or loss as listing

expenses.

Accordingly, this could have a material adverse impact on the financial performance and

position of the Enlarged Group for FY2019. For more information about the estimated

financial effect of the reverse acquisition, please see Section 10 entitled “Financial Effects

of the Proposed Transactions” and Appendix F entitled “Report on Unaudited Pro Forma

Consolidated Financial Information of the Enlarged Group for the Financial Year Ended

31 December 2017 and the Six-Month Period Ended 30 June 2018” of this Circular.

The Company may not be able to pay dividends in future

The Company’s ability to declare dividends to Shareholders will depend on its future

financial performance and distributable reserves, which, in turn, depends on the Company

successfully implementing its plans and strategies and capital requirements as well as

financial, competitive, regulatory, technical and other factors, general economic conditions

and other factors specific to its industry and business, many of which are beyond the

Company’s control. As such, there is no assurance that the Company will be able to pay

dividends to its Shareholders after the Completion.

KTM has obtained facilities from several banks in Malaysia and some of these facilities

contain covenants against the declaration or payment of dividend by KTM except with the

prior consent of the relevant banks. KTM, which operates the KTM Manufacturing Facility,

is the main subsidiary of the Target Group, and the ability of the Company to declare and

pay dividend after Completion is dependent to some extent on the ability of KTM to declare

and pay dividend to the Company. In addition, in the event that any company in the

Enlarged Group enters into any loan agreements in the future, covenants therein may also

limit when and how much dividends the Company can declare and pay. There is no

assurance that KTM or other relevant Target Group Company will be able to obtain the

approval of the relevant banks for the declaration and payment of dividend, and there is

therefore no assurance that the Company will be able to declare and pay dividend after

Completion.

Negative publicity involving any of the New Directors, New Executive Officer,

Controlling Shareholders or Substantial Shareholders of the Company

Any negative publicity or announcement relating to any of the New Directors, New

Executive Officer, Controlling Shareholders or Substantial Shareholders of the Company

following the Completion may adversely affect the market perception of the Enlarged Group

or performance of the share price of the Company, whether or not it is justifiable.

17. INTERESTED PERSON TRANSACTIONS AND POTENTIAL CONFLICT OF INTERESTS

17.1 Interested Person Transactions involving the Group

17.1.1 Allotment and issue of the Settlement Shares

As mentioned in Section 2.9.2 entitled “Settlement Shares” of this Circular, the

Proposed Transactions include the allotment and issue of the Settlement Shares
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by the Company to Bin Tai, a Controlling Shareholder of the Company. This

constitutes an Interested Person Transaction between the Company and Bin Tai

under Chapter 9 of the Catalist Rules.

Pursuant to Rule 906(1)(a) of the Catalist Rules, if the value of an Interested

Person Transaction amounts to 5% or more of the Group’s latest audited NTA,

Shareholders’ approval will be required and an independent financial adviser is

required to be appointed to opine on whether the transaction is on normal

commercial terms and is prejudicial to the interests of the Company and its

minority Shareholders.

Based on the audited consolidated financial statements of the Group for the

financial period from 1 April 2017 to 31 December 2017, the NTL of the Group as

at 31 December 2017 was approximately negative S$5.84 million. In view of the

net liability position of the Group as at 31 December 2017, the computation of the

5% threshold for the purpose of determining whether the arrangement requires

Shareholders’ approval is not meaningful.

In any event, Shareholders’ approval is being sought under Ordinary Resolution 5

for the allotment and issue of the Settlement Shares to Bin Tai. The Settlement

Shareholders and their respective associates will abstain from voting on Ordinary

Resolution 5 on the allotment and issue of the Settlement Shares to Bin Tai, and

will also not accept appointment as proxies in relation to Ordinary Resolution 5

unless specific voting instructions are given in the proxies.

Rule 921(4)(b)(i) of the Catalist Rules provides that an opinion from an

independent financial adviser is not required for the issue of shares for cash

pursuant to Part VI of Chapter 8 of the Catalist Rules, provided that the audit

committee expresses an opinion on whether the issue is on normal commercial

terms and is prejudicial to the interests of the company and its minority

shareholders. Rule 921(4)(b)(i) of the Catalist Rules applies in the present case as

the amount owing from the Company to Bin Tai as part of the Amount Owing (which

amounted to around S$6.22 million as at the Latest Practicable Date) is deemed

to have been settled in full pursuant to allotment and issue of the Settlement

Shares to Bin Tai.

The Existing Audit Committee has expressed the opinion that the allotment and

issue of the Settlement Shares to Bin Tai pursuant to the arrangement described

in Section 2.9.2 is on normal commercial terms and not prejudicial to the interests

of the Company or its minority Shareholders based on the following:

(a) the Amount Owing arose from general operational activities of the Group, as

described in Section 2.9.1 entitled “Amount Owing” of this Circular;

(b) since the inclusion of emphasis of matter by the auditors in the Company’s

annual report for the financial year ended 31 March 2011 on the existence of

material uncertainty which may cast significant doubt about the Company’s

ability to continue as a going concern, the major shareholder has undertaken

to provide financial support as and when it may be required for the Group and
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the Company to meet its liabilities and its normal operating expenses to be

incurred to enable the Group and the Company to continue as a going

concern;

(c) the Company has been a cash company since the completion of the disposal

of Lereno Sdn Bhd on 17 August 2015. Since then, the Company did not have

any revenue and only generated small amounts of other income (primarily

gains from the disposal of assets, job credit income and refund of deposits

which were previously written off) which was insufficient for its operating

expenses;

(d) based on the Company’s latest announcement of its monthly valuation of

assets dated 14 December 2018, the Company was in a net liability position

of around S$6.18 million as at 30 November 2018;

(e) the Amount Owing Cap of S$4.8 million represents a discount of at least

17.5% to the full and final settlement of all amount owing to Bin Tai as at the

date of Completion;

(f) the Settlement Shares will be issued at the Issue Price, which: (i) is the same

as the Issue Price for the Proposed Acquisition; and (ii) will be the same as

the placement price for the Bin Tai Placement that will be undertaken by Bin

Tai in order to meet the 15.0% public float requirement under Rule 1015(3)

read with Rule 406(1) of the Catalist Rules;

(g) the SGX-ST has granted the Company four (4) extensions to complete an

acquisition of assets to meet the requirements for a new listing. The latest

extension is valid till 28 February 2019, and there is no assurance that the

SGX-ST will grant any further extension of time if the Proposed Acquisition is

not completed;

If the Company is required to be delisted, a cash exit offer in accordance with

the Catalist Rule 1309 of the Catalist Rules is required to be made to

Shareholders within six (6) months. However, the Company had a net

liabilities position as at 30 November 2018. Accordingly, if the Company is

required to be delisted, Shareholders are unlikely to receive any cash exit

offer for their Shares; and

(h) the rationale for the allotment and issue of the Settlement Shares as set out

in Section 2.9.2 entitled “Settlement Shares” of this Circular.

17.1.2 Disposal of MAE Engineers to Mr Ong

As at the Latest Practicable Date, the Company has one subsidiary, MAE

Engineers.

Under the Option Agreement, the Company has undertaken to procure that, as at

the Completion Date and immediately prior to Completion, it will not have (among

other things) any subsidiaries.
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In view of the foregoing, the Company and Mr Ong have entered into a sale and

purchase agreement dated 21 December 2018 pursuant to which the Company

agreed to sell all of the issued shares in the capital of MAE Engineers to Mr Ong

for a nominal consideration of S$1.00 (“MAE Engineers Disposal”). The nominal

consideration takes into account that MAE Engineers has been dormant since April

2008 and, as at the Latest Practicable Date, has no business or operations, no

recurring income and negative equity.

As Mr Ong is an Executive Director, and Managing Director and Chief Executive

Officer, of the Company, the MAE Engineers Disposal constitutes an Interested

Person Transaction. In view of the net liability position of the Group as at

31 December 2017, the computation of the 5% threshold for the purpose of

determining whether the MAE Engineers Disposal requires Shareholders’ approval

is not meaningful. However, as the consideration for the disposal of MAE

Engineers is below S$100,000, Shareholders’ approval is not required pursuant to

Rule 906 of the Catalist Rules.

Taking into account that MAE Engineers has been dormant since April 2008 and,

as at the Latest Practicable Date, has no business or operations, no recurring

income and negative equity, the Existing Audit Committee has expressed the

opinion that the MAE Engineers Disposal is on normal commercial terms and not

prejudicial to the interests of the Company or minority Shareholders.

The MAE Engineers Disposal is expected to be completed by 31 December 2018.

17.2 Interested Person Transactions involving the Target Group

Upon Completion, transactions between the Enlarged Group and any of the Company’s

Interested Persons (namely, the New Directors, CEO or Controlling Shareholders of the

Company or the associates of such New Directors, CEO or Controlling Shareholders) would

constitute Interested Person Transactions for the purposes of Chapter 9 of the Catalist

Rules.

Please refer to Section 10.2 entitled “Interested Person Transactions” of the Target Letter

for more information on the Target Group’s transactions with Interested Persons for

FY2015, FY2016, FY2017 and the financial period from 1 January 2018 up to the Latest

Practicable Date (“Relevant Period”) which are material in the context of the Proposed

Transactions.

In line with Chapter 9 of the Catalist Rules, a transaction with a value of less than

S$100,000 is not considered material in the context of the Proposed Transactions and is not

taken into account for the purposes of aggregation in this section.

Save as disclosed in this Section, there were no material Interested Person Transactions

involving the Company and the Target Group within the Relevant Period. Following

completion of the Proposed Transactions, the Enlarged Group will not enter into any

Interested Person Transactions unless it complies with the requirements under Chapter 9

of the Catalist Rules as well as the procedures set out under Section 10.4 entitled

“Guidelines and Review Procedures for Future and On-Going Interested Person

Transactions” in the Target Letter, where applicable.
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17.3 Potential conflict of interests

In general, a conflict of interests arises when any of the New Directors, Controlling

Shareholders or their associates (immediately after Completion) is carrying on or has any

interest in any other corporation carrying on the same business or dealing in similar

products as the Enlarged Group.

Please refer to Section 10.3 entitled “Potential Conflict of Interests” in the Target Letter for

more information on such conflict of interests pertaining to the Target Group.

Save as disclosed in Section 10 entitled “Interested Person Transactions and Potential

Conflict of Interests” in the Target Letter, none of the New Directors (including the CEO) or

Controlling Shareholders and/or their associates (immediately after Completion) has had

any material interest, direct or indirect, in:

17.3.1 any material transactions to which the Enlarged Group was or is to be a party;

17.3.2 any company carrying on the same business or carrying on a similar trade as the

Enlarged Group; or

17.3.3 any enterprise or company that is a customer or supplier of goods or services to

the Enlarged Group.

Please refer to Section 10 entitled “Interested Person Transactions and Potential Conflict

of Interests” in the Target Letter for more information.

18. MORATORIUM

18.1 Vendor Consideration Shares and Transaction Costs Shares

Upon Completion, an aggregate of 85,000,000 Vendor Consideration Shares (“Family

Trust Moratorium Shares”) will be allotted and issued to the Family Trust Company to be

held for the benefit of the Family Trust, and the balance of 41,500,000 Vendor

Consideration Shares and the Transaction Costs Shares (collectively “Vendor Moratorium

Shares”) will be allotted and issued directly to the Vendor.

18.2 Moratorium by Family Trust Company and Vendor

To demonstrate their commitment to the Enlarged Group, each of the Family Trust Company

and the Vendor has provided to the Company and the Sponsor a separate undertaking

pursuant to which each of the Family Trust Company and the Vendor has undertaken,

among other things, not to:

18.2.1 directly or indirectly offer, sell, contract to sell, transfer, realise, dispose of or

otherwise deal with, or grant any option or other right to purchase or grant any

security over, mortgage, charge, assign, pledge or otherwise encumber any of the

Family Trust Moratorium Shares or the Vendor Moratorium Shares (as the case

may be) or any interest therein;
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18.2.2 enter into a transaction or other arrangement, in whole or in part (including any

swap, hedge or derivative transaction) with a similar economic effect to the

foregoing, whether such transaction or arrangement involves settlement by

delivery of any of the Family Trust Moratorium Shares or the Vendor Moratorium

Shares (as the case may be) or any interest therein, in cash or otherwise;

18.2.3 deposit any of the Family Trust Moratorium Shares or the Vendor Moratorium

Shares (as the case may be) or any interest therein in any depository receipt

facility;

18.2.4 enter into any transaction or other arrangement which is designed or which may

reasonably be expected to result in any of the foregoing; or

18.2.5 publicly announce any intention to do any of the foregoing

for a period of six (6) months commencing from the date of resumption of trading of the

Consolidated Shares after completion of the Bin Tai Placement. The above restrictions will

continue to apply to 50.0% of the Family Trust Moratorium Shares or the Vendor Moratorium

Shares, as the case may be, for a further period of six (6) months thereafter.

18.3 Moratorium by Family Trustee Company

In addition to the foregoing, the Family Trustee Company that is holding all of the issued

shares in the capital of the Family Trust Company (“Family Trust Company Shares”) has

provided to the Company and the Sponsor an undertaking pursuant to which it has

undertaken, among other things:

18.3.1 it will procure the Family Trust Company to comply with its obligations under the

undertaking given by the Family Trust Company referred to in Section 18.2 entitled

“Moratorium by Family Trust Company and Vendor” above; and

18.3.2 not to:

(a) directly or indirectly offer, sell, contract to sell, transfer, realise, dispose of or

otherwise deal with, or grant any option or other right to purchase or grant

any security over, mortgage, charge, assign, pledge or otherwise encumber

any of the Family Trust Company Shares;

(b) enter into a transaction or other arrangement, in whole or in part (including

any swap, hedge or derivative transaction) with a similar economic effect to

the foregoing, whether such transaction or arrangement involves settlement

by delivery of any of the Family Trust Company Shares or any interest

therein, in cash or otherwise;

(c) deposit any of the Family Trust Company Shares or any interest therein in

any depository receipt facility;

(d) enter into any transaction or other arrangement which is designed or which

may reasonably be expected to result in any of the foregoing; or
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(e) publicly announce any intention to do any of the foregoing,

for a period of twelve (12) months from the date of resumption of trading of the

Consolidated Shares after completion of the Bin Tai Placement.

18.4 Controlling Shareholder Moratorium Waiver

Rule 1015(3)(b)(i) of the Catalist Rules provides that the incoming business and enlarged

group in the context of a reverse takeover must comply with the moratorium requirements

of Rules 420, 421 and 422 or 443 (“Moratorium Requirements”), which are applicable to

persons who are existing controlling shareholders or who will become controlling

shareholders of the issuer as a result of the asset acquisition.

As at the Latest Practicable Date, Bin Tai had an interest in 18,214,144 Shares, which

constitute approximately 24.74% of the total issued Shares. Mr Ong had an interest in an

aggregate of 20,764,561 Shares (which include the 18,214,144 Shares held by Bin Tai),

which constitute approximately 28.20% of the total issued Shares. The Shares in which Bin

Tai and Mr Ong have an interest as at the Latest Practicable Date shall collectively be

referred to as “Existing Shares”. As Bin Tai and Mr Ong are Controlling Shareholders of the

Company, the Existing Shares would have been subject to the Moratorium Requirements.

The Company had, through its Financial Adviser and Sponsor, applied to the SGX-ST on

3 December 2018 for a waiver from compliance with Rule 1015(3)(b)(i) in respect of the

Existing Shares (“Controlling Shareholder Moratorium Waiver”) based on the grounds

set out below:

18.4.1 Rule 1015(3)(b)(i) is intended to apply to persons who are existing Controlling

Shareholders or who will become Controlling Shareholders upon Completion.

Upon Completion, the interest of Bin Tai and Mr Ong in the Shares will be diluted

to approximately 14.68% and 14.76% respectively. As such, both Bin Tai and

Mr Ong will cease to be Controlling Shareholders of the Company upon

Completion and therefore fall outside of Catalist Rule 1015(3)(b)(i). Further,

Mr Ong and Mr Ong Choon Lui will also step down as Directors upon Completion.

In view of the foregoing, upon Completion, Bin Tai and Mr Ong will not fall within

the definition of “promoters” as defined in the Catalist Rules, i.e. controlling

shareholders and their associates, and executive directors with an interest of 5%

or more (excluding subsidiary holdings) and will therefore not fall within Rule 420

of the Catalist Rules.

18.4.2 Further, Bin Tai will be undertaking the Bin Tai Placement immediately after

Completion to reduce its shareholding to less than 5% in order to assist the

Company to restore its public float, and so as to enable the Shares to resume

trading and existing public Shareholders to be able to continue to trade in the

Shares. Following the completion of the Bin Tai Placement, the interest of Bin Tai

and Mr Ong will be further reduced to approximately 4.80% and 4.84%

respectively. This brings them further outside of the definition of “promoters” as

their interest will drop below 5%.

18.4.3 Bin Tai and Mr Ong are outgoing Shareholders of the Company and have no

interest in, and are not involved in the management of, the Target Group to be

LETTER TO SHAREHOLDERS FROM
THE BOARD OF DIRECTORS OF THE COMPANY

131



acquired by the Company pursuant to the Proposed Acquisition. Bin Tai and

Mr Ong are therefore not considered as investors in the Target Group for the

purpose of Rule 421 of the Catalist Rules. In addition, unlike in the case of the

Vendor whose Vendor Consideration Shares and Transaction Costs Shares will be

subject to moratorium in order to demonstrate his commitment to the Enlarged

Group, the same rationale does not apply to Bin Tai and Mr Ong in respect of the

Existing Shares.

18.4.4 As noted above in Section 18.4.2 above, Bin Tai is undertaking the Bin Tai

Placement in order to assist the Company to restore its public float, and so as to

enable the Shares to resume trading and existing public Shareholders to be able

to continue to trade in the Shares. If the Existing Shares are subject to the

Moratorium Requirements, the Existing Shares would not be included in the

computation of the public float, and this would result in the Company not meeting

the minimum public float requirement even after completion of the Bin Tai

Placement. This defeats the purpose of the Bin Tai Placement and result in

existing public Shareholders not being able to continue to trade in the Shares.

The Vendor, the Family Trust Company and the Family Trustee Company will be

providing moratorium undertakings in respect of the Consideration Shares and the

Transaction Costs Shares in order for the Vendor to demonstrate commitment to

the Company. As such, the rights of public Shareholders will already be

safeguarded.

The SGX-ST had on 12 December 2018 granted the Controlling Shareholder Moratorium

Waiver, subject to the following conditions:

(a) an announcement of the waiver granted, stating the reasons for seeking the waiver

and the conditions pursuant to Rule 106 of the Catalist Rules;

(b) disclosure of the waiver granted and bases for seeking the waiver in this Circular; and

(c) submission of a written confirmation from the Company that the waiver does not

contravene any laws and regulations governing the Company and its constituent

documents.

19. MATERIAL CONTRACTS

Save as disclosed below and in Section 11.1 entitled “Material Contracts of the Target

Group” in the Target Letter, there were no material contracts, not being contracts entered

into in the ordinary course of business of the Group and the Target Group, entered into by

the Group and the Target Group within the two (2) years preceding the date of lodgement

of this Circular that are or may be material:

19.1 the Vendor Undertaking;

19.2 the agreement relating to indebtedness dated 17 December 2018 executed by the Vendor,

Lim Vhe Kai, KTM and the Company described under Section 4.23.1 entitled “Target

Company” of the Target Letter and Section 10.2.2(g) entitled “Agreement relating to

indebtedness from KTM to Mr Lim Siau Hing and Mr Lim Vhe Kai” of the Target Letter;
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19.3 the non-competition deed of undertaking dated 17 December 2018 executed by Knit

Textiles Industries Sdn. Bhd., Mr Lim Siau Hing and Mrs Lim described under Section 10.3.1

entitled “Potential Conflict of Interests in relation to Knit Textiles Industries Sdn. Bhd.” of the

Target Letter;

19.4 the non-competition deed of undertaking dated 17 December 2018 executed by Haruaki

Ventures Sdn. Bhd., Lim Vhe Kai and Chew Chong Kiat described under Section 10.3.2

entitled “Potential Conflict of Interests in relation to Haruaki Ventures Sdn. Bhd. (formerly

known as Decent Garment Sdn. Bhd.)” of the Target Letter;

19.5 the deed of undertaking dated 17 December 2018 executed by Mr Lim Siau Hing in favour

of the Company and the Financial Adviser and Sponsor in relation to the appointment of a

duly registered Cambodian independent external auditor, as described under

Section 4.16.1 entitled “Government Regulations” of the Target Letter;

19.6 the sale and purchase agreement dated 21 December 2018 executed by the Company and

Mr Ong Puay Koon in relation to MAE Engineers Disposal described under Section 17.1.2

entitled “Disposal of MAE Engineers to Mr Ong” of this Circular;

19.7 the Settlement Shareholders’ Undertaking;

19.8 the deed of undertaking dated 27 September 2017 executed by the Settlement

Shareholders in favour of the Company and the Vendor in relation to the Amount Owing, as

described in Section 2.9.2 entitled “Settlement Shares” of this Circular;

19.9 the Option Agreement (including the supplemental agreements referred to in the definition

of “Option Agreement”); and

19.10 the deed of termination dated 27 September 2017 between the Company and Kenyalang

Property Development Sdn Bhd for the termination of the sale and purchase agreement

dated 23 June 2016 between the same parties relating to the sale and purchase of the

entire issued and paid-up share capital of Kenyalang Property (S) Pte. Ltd.

20. MATERIAL LITIGATION

The Group had not engaged, in the last twelve (12) months before the date of this Circular,

in any litigation or arbitration either as plaintiff or defendant which may have a material

effect on its financial position or profitability, and the Directors have no knowledge of any

proceedings pending or known to be contemplated against the Group or any information

likely to give rise to any litigation, claims or proceedings which may have a material effect

on the financial position or the profitability of the Group.

Please see further Section 11.2 entitled “Material Litigation of the Target Group” of the

Target Letter for information on material litigation involving the Target Group.
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21. MATERIAL EFFECT ON FINANCIAL POSITION

Save as disclosed in Section 16 entitled “Risk Factors” of this Circular, Section 6 entitled

“Management’s Discussion and Analysis of Results of Operations and Financial Position of

the Target Group” of the Target Letter, Section 7 entitled “Prospects, Trend Information,

Strategy and Future Plans” of the Target Letter and all public announcements made by the

Company, the Directors and the New Directors are not aware of any event which has

occurred since 30 June 2018, this being the end of the period covered by the “Unaudited

Interim Combined Financial Statements of Knit Textile and Apparel Pte. Ltd. and its

Subsidiaries with Independent Auditor’s Report for the Six-Month Period ended 30 June

2018” attached as Appendix E of this Circular, which may have a material effect on the

financial position and results of the Target Group.

22. DIVIDEND POLICY

The Company has not declared or paid any dividends for FY2015, FY2016 and FY2017.

The Company currently does not have a formal dividend policy. The Company will pay

dividends, if any, only out of its distributable profits as permitted under Singapore law. Any

final dividends the Company declares must be approved by an ordinary resolution of its

Shareholders at a general meeting. The Company is not permitted to pay dividends in

excess of the amount recommended by the Board. The Board may, without the approval of

its Shareholders, also declare interim dividends. All dividends will be paid in accordance

with the Companies Act.

Please refer to Section 4.23 entitled “Dividend Policy” in the Target Letter for more

information on the New Directors’ position on the future dividend policy of the Enlarged

Group. For information relating to taxes payable on dividends, please refer to Appendix K

entitled “Taxation” to this Circular.

23. ADVICE OF THE IFA

Pursuant to the condition imposed by the SIC in granting the Whitewash Waiver set out in

Section 3.3 entitled “Whitewash Waiver” of this Circular, Xandar Capital Pte. Ltd. has been

appointed as the IFA to advise the Recommending Directors in relation to the Proposed

Whitewash Resolution.

The letter from the IFA to the Recommending Directors containing its advice in full is set out

in Appendix B entitled “Letter from the IFA to the Recommending Directors in respect of the

Proposed Whitewash Resolution” to this Circular, and Shareholders’ attention is drawn to

it.

Taking into consideration the factors set out in its letter, the IFA is of the opinion that,

on balance, the terms of the Proposed Acquisition, being the subject of the Proposed

Whitewash Resolution, are fair and reasonable.

Accordingly, the IFA advises the Recommending Directors to recommend to the

Independent Shareholders to vote in favour of the Proposed Whitewash Resolution.
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24. INTERESTS OF DIRECTORS AND SUBSTANTIAL SHAREHOLDERS

As at the Latest Practicable Date, the interests of the Directors and the Substantial

Shareholders of the Company in the issued and paid-up share capital as recorded in the

Register of Directors’ Shareholdings and the Register of Substantial Shareholders are as

follows:

Direct Interest Deemed Interest

No. of
Shares

% of total
issued Shares

No. of
Shares

% of total
issued Shares

Directors

Tan Sri Dato’
Kamaruzzaman Bin
Shariff 173,824 0.24 – –

Ong Puay Koon(1) 1,297,240 1.76 19,467,321 26.44

Ong Choon Lui 1,074,584 1.46 – –

Goh Yeow Tin 77,152 0.10 – –

Wong Heang Fine 100,128 0.14 640 n.m.(2)

Yap Boh Pin 145,248 0.20 – –

Substantial Shareholders (other than the Directors)

Bin Tai 18,214,144 24.74 – –

Spektra Anggun Sdn Bhd 5,565,300 7.56 – –

Notes:

(1) In addition to the 1,297,240 Shares that are directly held by Mr Ong Puay Koon, he is also deemed to be

interested in an aggregate of 19,467,321 Shares, being the aggregate of 18,214,144 Shares held by Bin Tai

and 1,253,177 Shares held by Bintai Kinden Corporation Berhad.

(2) Not meaningful.

There was no significant change in the percentage of ownership of the Directors and

Substantial Shareholders of the Company in the last three (3) years prior to the Latest

Practicable Date. The Shares held by the Directors and Substantial Shareholders of the

Company do not carry different voting rights from the Shares held by other Shareholders.

Save as disclosed above and otherwise in this Circular, none of the Directors or Substantial

Shareholders has any interest, whether direct or indirect, in the Proposed Transactions.

25. INTERESTS OF FINANCIAL ADVISER AND SPONSOR, IFA AND ADVISOR

25.1 SAC Capital Private Limited

In the reasonable opinion of the Directors, SAC Capital does not have a material

relationship with the Company, save for the following:

25.1.1 SAC Capital is the Financial Adviser and Sponsor in respect of the Proposed

Acquisition; and

25.1.2 SAC Capital is the continuing sponsor of the Company, and will be the continuing

sponsor of the Company for a period of three (3) years from the Completion Date.

LETTER TO SHAREHOLDERS FROM
THE BOARD OF DIRECTORS OF THE COMPANY

135



25.2 Xandar Capital Pte. Ltd.

In the reasonable opinion of the Directors, Xandar Capital Pte. Ltd. does not have any

material relationship with the Company save that it is the IFA in respect of the Proposed

Whitewash Resolution.

25.3 Compass Consulting Pte. Ltd.

The Advisor is engaged by the Vendor to provide certain services to the Vendor, and

introduced the Company to the Vendor. The Advisor is not engaged by the Company. The

Advisor is not related to the Enlarged Group, Controlling Shareholders of the Company,

Directors and/or their respective associates. In the reasonable opinion of the Directors, the

Advisor does not have any material relationship with the Company.

26. INTERESTS OF EXPERTS

None of the experts named in this Circular is employed on a contingent basis by the

Company and/or the Target Group, or has a material interest, whether direct or indirect, in

the Shares or the Option Shares, or has a material economic interest, whether direct or

indirect, in the Company and/or the Target Group, including an interest in the Proposed

Transactions.

27. DIRECTORS’ RECOMMENDATIONS

Having considered and reviewed, amongst other things, the terms of the Option Agreement,

the rationale for and the financial effects of the Proposed Transactions, the advice of the

IFA in relation to the Proposed Acquisition and the Proposed Whitewash Resolution, the risk

factors and other investment considerations, and all other relevant facts set out in this

Circular, all of the Directors (save as disclosed below) are of the opinion that all the

resolutions as set out in the Notice of EGM are in the best interests of the Company and are

not prejudicial to the interests of minority Shareholders. Accordingly, they recommend that

Shareholders vote in favour of all the resolutions to be proposed at the EGM, notice of

which have been set out in the Notice of EGM.

Mr Ong and Mr Ong Choon Lui have abstained from making any recommendation to

Shareholders on Ordinary Resolution 3 relating to the Proposed Whitewash Resolution and

Ordinary Resolution 5 relating to the proposed allotment and issue of the Settlement Shares

to Bin Tai. Mr Ong will also abstain and procure that his concert parties (in the case of

Ordinary Resolution 3) and his associates (in the case of Ordinary Resolution 5) will abstain

from voting at the EGM on Ordinary Resolution 3 and Ordinary Resolution 5, and will also

decline to accept appointment as proxies for voting at the EGM in respect of Ordinary

Resolutions 3 and 5 unless specific instructions as to voting have been given.

Mr Goh Yeow Tin and Mr Yap Boh Pin have abstained from making any recommendation to

Shareholders on Ordinary Resolutions 10 and 11 relating to their re-election as Directors

respectively. Each of Mr Goh Yeow Tin and Mr Yap Boh Pin will also abstain and procure

that his associates will abstain from voting at the EGM on Ordinary Resolutions 10 and 11

respectively, and will also decline to accept appointment as proxies for voting at the EGM

in respect of Ordinary Resolutions 10 and 11 respectively, unless specific instructions as to

voting have been given.
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28. EXTRAORDINARY GENERAL MEETING

The EGM, notice of which have been set out in the section entitled “Notice of Extraordinary

General Meeting” of this Circular, will be held at Suntec Convention & Exhibition Center, 1

Raffles Boulevard, Singapore 039593, Meeting Room 336 (Level 3) on 18 January 2019 at

10.00 a.m. for the purpose of considering and, if thought fit, passing the resolutions (with

or without modifications) set out in the Notice of EGM.

29. INTER-CONDITIONALITY

Shareholders should note that the passing of Ordinary Resolutions 1, 2, 3, 4, 5, 6, 7 and 8

and Special Resolution 2 (collectively “Inter-conditional Resolutions”) as set out in the

Notice of EGM are inter-conditional. This means that if any one (1) of these Inter-conditional

Resolutions is not approved, the other Inter-conditional Resolutions would not be passed.

Shareholders should note that Ordinary Resolutions 9, 10, 11 and 12 and Special

Resolutions 1 and 3 as set out in the Notice of EGM are conditional upon the Inter-

conditional Resolutions being approved. If any of the Inter-conditional Resolutions is not

approved, Ordinary Resolutions 9, 10, 11 and 12 and Special Resolutions 1 and 3 would not

be passed.The Inter-conditional Resolutions have been structured to be inter-conditional in

the manner described above as the Inter-conditional Resolutions pertain to the different

corporate actions which constitute the Proposed Acquisition. Ordinary Resolutions 7 and 8

in relation to the appointment of Mr Lim Siau Hing and Mr Lim Vhe Kai as New Directors

upon Completion are inter-conditional with the other Inter-conditional Resolutions as they

are involved in all key aspects of the business and operations of the Target Group and are

critical to the business and operations of the Enlarged Group upon Completion. Please refer

to Section 13.2 entitled “New Directors” of this Circular for the profiles of the New Executive

Directors.

30. ACTION TO BE TAKEN BY SHAREHOLDERS

If a Shareholder is unable to attend the EGM and wishes to appoint a proxy to attend and

vote on his behalf, he should complete, sign and return the attached proxy form in

accordance with the instructions printed thereon as soon as possible and, in any event, so

as to reach the registered office of the Company at 80 Robinson Road #02-00 Singapore

068898 by not later than 10.00 a.m. on 16 January 2019. The completion and return of the

proxy form by a Shareholder will not prevent him from attending and voting at the EGM in

person if he so wishes.

31. RESPONSIBILITY STATEMENTS OF THE DIRECTORS AND THE NEW DIRECTORS

The Directors collectively and individually accept full responsibility for the accuracy of the

information given in this Circular and confirm after making all reasonable enquiries that, to

the best of their knowledge and belief, this Circular constitutes full and true disclosure of all

material facts about the Proposed Transactions, the Company and its subsidiaries, and the

Directors are not aware of any facts the omission of which would make any statement in this

Circular misleading. Where information in this Circular has been extracted from published

or otherwise publicly available sources or obtained from a named source, the sole
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responsibility of the Directors has been to ensure that such information has been accurately

and correctly extracted from those sources and/or reproduced in this Circular in its proper

form and context.

The New Directors collectively and individually accept full responsibility for the accuracy of

the information given in this Circular and confirm after making all reasonable enquiries that,

to the best of their knowledge and belief, this Circular constitutes full and true disclosure of

all material facts about the Proposed Transactions, the Target Group and the Enlarged

Group (in so far as they relate to the Target Group), and the New Directors are not aware

of any facts the omission of which would make any statement in this Circular misleading.

Where information in this Circular has been extracted from published or otherwise publicly

available sources or obtained from a named source, the sole responsibility of the New

Directors has been to ensure that such information has been accurately and correctly

extracted from those sources and/or reproduced in this Circular in its proper form and

context.

32. FINANCIAL ADVISER AND SPONSOR’S RESPONSIBILITY STATEMENT

To the best of the Financial Adviser’s and the Sponsor’s knowledge and belief, this Circular

constitutes full and true disclosure of all material facts about the Proposed Transactions,

the Company and its subsidiaries and the Enlarged Group, and the Financial Adviser and

Sponsor is not aware of any facts the omission of which would make any statement in this

Circular misleading.

33. CONSENTS

SAC Capital, the Financial Adviser and Sponsor of the Company, have given and have not

withdrawn their written consent to the issue of this Circular with the inclusion of their name

and all references thereto in the form and context in which they appear in this Circular and

to act in such capacity in relation to this Circular.

Xandar Capital Pte. Ltd., the Independent Financial Adviser in respect of the Proposed

Whitewash Resolution, has given and has not withdrawn its written consent to the issue of

this Circular with the inclusion of its name and Appendix B entitled “Letter from the IFA to

the Recommending Directors in Respect of the Proposed Whitewash Resolution” to this

Circular, and all references thereto, in the form and context in which they appear in this

Circular and to act in such capacity in relation to this Circular.

Ernst & Young LLP, the independent auditors to the Target Group, has given and has not

withdrawn its written consent to the issue of this Circular with the inclusion of its name and

Appendix C entitled “Audited Combined Financial Statements of Knit Textile and Apparel

Pte. Ltd. and its Subsidiaries with Independent Auditor’s Report for the Financial Years

Ended 31 December 2015, 2016 and 2017”, Appendix D entitled “Reconciliation on Full

Convergence with SFRS(I) and Adoption of New Standards” and Appendix E entitled

“Unaudited Interim Combined Financial Statements of Knit Textile and Apparel Pte. Ltd. and

its Subsidiaries with Independent Auditor’s Report for the Six-Month Period Ended 30 June

2018” to this Circular, and all references thereto, in the form and context in which they

appear in this Circular and to act in such capacity in relation to this Circular.
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Ernst & Young LLP, the reporting accountants of the Enlarged Group, has given and has not

withdrawn its written consent to the issue of this Circular with the inclusion of its name and

Appendix F entitled “Report on Unaudited Pro Forma Consolidated Financial Information

of the Enlarged Group for the Financial Year Ended 31 December 2017 and Six-Month

Period ended 30 June 2018” to this Circular, and all references thereto, in the form and

context in which they appear in this Circular and to act in such capacity in relation to this

Circular.

Foo Kon Tan LLP, the auditors to the Company, has given and has not withdrawn its written

consent to the issue of this Circular with the inclusion of its name and all references thereto

in the form and context in which they appear in this Circular and to act in such capacity in

relation to this Circular.

Lee & Lee, the legal adviser to the Company as to Singapore law, has given and has not

withdrawn its written consent to the issue of this Circular with the inclusion of its name and

all references thereto in the form and context in which they appear in this Circular and to

act in such capacity in relation to this Circular.

Jeff Leong, Poon & Wong, the legal adviser to the Company as to Malaysia law, has given

and has not withdrawn its written consent to the issue of this Circular with the inclusion of

its name, the statements in Section 4.14.1 of the Target Letter entitled “Properties in

Malaysia”, and the statements in Section 1.3 of Appendix I entitled “Summary of Applicable

Laws and Regulations in Malaysia”, and all references thereto, in the form and context in

which they appear in this Circular and to act in such capacity in relation to this Circular.

Bun & Associates, the legal adviser to the Company as to Cambodia law, has given and has

not withdrawn its written consent to the issue of this Circular with the inclusion of its name

and the statements in Section 4.16.1 of the Target Letter entitled “Government

Regulations”, and all references thereto in the form and context in which they appear in this

Circular and to act in such capacity in relation to this Circular.

Heng & Partners Law Group, the Cambodian counsel appointed by the Company to provide

the specific advice referred to in Section 14.7 entitled “Internal Controls”, has given and has

not withdrawn its written consent to the issue of this Circular with the inclusion of its name

and the statement in Section 14.7 entitled “Internal Controls”, and all references thereto, in

the form and context in which they appear in this Circular, and to act in such capacity in

relation to this Circular.

Appleby, the legal adviser to the Company as to Seychelles law, has given and has not

withdrawn its written consent to the issue of this Circular with the inclusion of its name and

all references thereto in the form and context in which they appear in this Circular and to

act in such capacity in relation to this Circular.

Chancery Law Corporation, the legal adviser to the Financial Adviser and Sponsor as to

Singapore Law, has given and has not withdrawn its written consent to the issue of this

Circular with the inclusion of its name and all references thereto in the form and context in

which they appear in this Circular and to act in such capacity in relation to this Circular.
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Jones Lang LaSalle Corporate Appraisal and Advisory Limited, the Business Valuer in

respect of the Proposed Acquisition, has given and has not withdrawn its written consent to

the issue of this Circular with the inclusion of its name and Appendix G entitled “Business

Valuation Report”, and all references thereto, in the form and context in which they appear

in this Circular and to act in such capacity in relation to this Circular.

Nexia TS, which was engaged to conduct an internal controls review of the Target Group’s

key business processes, has given and has not withdrawn its written consent to the issue

of this Circular with the inclusion of its name, the statements in Section 14.7 entitled

“Internal Controls” of this Circular, and all references thereto in the form and context in

which they appear in this Circular and to act in such capacity in relation to this Circular.

Each of Lee & Lee, Appleby and Chancery Law Corporation does not make, or purport to

make, any statement in this Circular or any statement upon which a statement in this

Circular is based, and makes no representation, express or implied, regarding, and to the

extent permitted by law, expressly disclaims and takes no responsibility for any liability to

any person which is based on, or arises out of, any statement, information or opinion in or

omission from this Circular.

Save for the statement attributed to Jeff Leong, Poon & Wong in Section 4.14.1 entitled

“Properties in Malaysia” of the Target Letter and the statements in Section 1.3 of Appendix

I entitled “Summary of Applicable Laws and Regulations in Malaysia” (which were given for

the purpose of incorporation into this Circular), Jeff Leong, Poon & Wong does not make,

or purport to make, any statement in this Circular or any statement upon which a statement

in this Circular is based, and makes no representation, express or implied, regarding, and

to the extent permitted by law, expressly disclaims and takes no responsibility for any

liability to any person which is based on, or arises out of, any statement, information or

opinion in or omission from this Circular.

Save for the statements attributed to Bun & Associates in Section 4.16.1 entitled

“Government Regulations” of the Target Letter (which were given for the purpose of

incorporation into this Circular), Bun & Associates does not make, or purport to make, any

statement in this Circular or any statement upon which a statement in this Circular is based,

and makes no representation, express or implied, regarding, and to the extent permitted by

law, expressly disclaims and takes no responsibility for any liability to any person which is

based on, or arises out of, any statement, information or opinion in or omission from this

Circular.

Save for the statement attributed to Heng & Partners Law Group in Section 14.7 entitled

“Internal Controls” of this Circular (which was given on 24 August 2018 for the purpose of

incorporation into this Circular), Heng & Partners Law Group does not make, or purport to

make, any statement in this Circular or any statement upon which a statement in this

Circular is based, and makes no representation, express or implied, regarding, and to the

extent permitted by law, expressly disclaims and takes no responsibility for any liability to

any person which is based on, or arises out of, any statement, information or opinion in or

omission from this Circular.
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34. DOCUMENTS FOR INSPECTION

The following documents may be inspected at the registered office of the Company during

normal business hours for a period of six (6) months from the date of this Circular:

34.1 the Existing Constitution;

34.2 the Option Agreement and two (2) supplemental agreements;

34.3 the IFA Letter as set out in Appendix B to this Circular;

34.4 the Audited Combined Financial Statements of Knit Textile and Apparel Pte. Ltd. and

its Subsidiaries with Independent Auditor’s Report for the Financial Years Ended

31 December 2015, 2016 and 2017 set out in Appendix C to this Circular;

34.5 the Reconciliation on Full Convergence with SFRS(I) and Adoption of New Standards

as set out in Appendix D to this Circular;

34.6 the Unaudited Interim Combined Financial Statements of Knit Textile and Apparel

Pte. Ltd. and its Subsidiaries with Independent Auditor’s Report for the Six-Month

Period Ended 30 June 2018 set out in Appendix E to this Circular;

34.7 the Report on Unaudited Pro Forma Consolidated Financial Information of the

Enlarged Group for the Financial Year Ended 31 December 2017 and the Six-Month

Period Ended 30 June 2018 set out in Appendix F to this Circular;

34.8 the Business Valuation Report set out in Appendix G to this Circular;

34.9 the material contracts referred to in Section 19 entitled “Material Contracts” of this

Circular and Section 11.1 entitled “Material Contracts of the Target Group” of the

Target Letter;

34.10 the Service Agreements referred to in Section 13.6 entitled “Service Agreements” of

this Circular; and

34.11 the letters of consent referred to in Section 33 entitled “Consents” of this Circular.

35. ADDITIONAL INFORMATION

Your attention is drawn to the additional information set out in the Appendices to this

Circular.

Yours faithfully

For and on behalf of the Board of Directors of

Lereno Bio-Chem Ltd.

Ong Puay Koon

Managing Director and Chief Executive Officer
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KNIT TEXTILE AND APPAREL PTE. LTD.
(Incorporated in the Republic of Singapore on 5 September 2017)

(Company Registration Number: 201725196C)

New Directors:

Mr Lim Siau Hing @ Lim Kim Hoe (Executive Chairman)

Mr Lim Vhe Kai (Executive Director and Chief Executive Officer)

Mr Goh Yeow Tin (Lead Non-Executive and Independent Director)

Mr Yap Boh Pin (Non-Executive and Independent Director)

Mr Koh Boon Huat (Non-Executive and Independent Director)

Registered Office

50 Raffles Place

#06-00

Singapore Land Tower

Singapore 048623

21 December 2018

To: The Shareholders of Lereno Bio-Chem Ltd.

Dear Sir/Madam,

ACQUISITION BY LERENO BIO-CHEM LTD. OF THE ENTIRE ISSUED AND PAID-UP SHARE

CAPITAL OF KNIT TEXTILE AND APPAREL PTE. LTD.

1. INTRODUCTION

This letter set out in Appendix A to the Circular (“Target Letter”) has been prepared by the

New Directors for and on behalf of the Target Group, for inclusion in the Circular.

Capitalised terms defined in the Circular shall apply throughout this Target Letter (except

where the context otherwise requires).

2. BACKGROUND AND HISTORY OF THE TARGET GROUP

2.1 Background

The Target was incorporated as a private limited company in Singapore on 5 September

2017. Pursuant to the Option Agreement, the Vendor will undertake the Restructuring

Exercise, pursuant to which the Target will become the holding company of the Target

Subsidiaries. See further Section 3 entitled “Restructuring Exercise and Group Structure” of

this Target Letter. The Restructuring Exercise has not been completed as at the Latest

Practicable Date.

The Target Group is engaged in the contract manufacturing of apparels, specialising in

nightwear, lounge wear, casual wear and plus sizes apparels for men, women and children,

in their manufacturing facilities located in Malaysia and Cambodia. In addition, the Target

Group is currently expanding upstream into the knitting, dyeing, printing and finishing of

fabric in Malaysia. See further Section 4 entitled “Business Overview” of this Target Letter.

2.2 History and Development

The success of the Target Group today can be attributed to the efforts of Mr Lim Siau Hing

and his wife, Mrs Lim. The history of the Target Group can be traced back to 1977, when

Mr Lim Siau Hing and a few business partners set up Minat Industries Sdn Bhd to operate

a fabric dyeing factory in Batu Pahat, Johor, Malaysia.
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In 1981, Mr Lim Siau Hing left Minat Industries Sdn Bhd and founded Knit Textiles Industries

Sdn. Bhd. with Mrs Lim and a business partner to operate a fabric knitting factory in Batu

Pahat. Through operating this factory, Mr Lim Siau Hing and Mrs Lim gained invaluable

knowledge and experience of the apparel industry and built up a network of contacts within

the industry.

Mr Lim Siau Hing and Mrs Lim recognised the growth potential of the apparel manufacturing

industry in Malaysia and decided to move away from fabric knitting into the manufacture of

apparels.

In 1988, Mr Lim Siau Hing and Mrs Lim set up KTM to operate an apparel manufacturing

factory in a small shop house in Batu Pahat. The primary focus of KTM at that time was the

manufacturing of general apparels for export, mainly to Europe. Under the leadership of

Mr Lim Siau Hing and Mrs Lim, and with the strong network that they have built up, KTM

eventually expanded its export markets to include the US and Canada.

In 1992, after having been in operation for only around four (4) years, KTM achieved sales

revenue of more than RM13.0 million.

In 1993, KTM became the supplier of UK-based retailer of clothing and homeware, Matalan

Retail Limited, which not only remains as a customer after twenty-five (25) years but is now

a major customer of KTM.

During the Asian financial crisis in 1997, KTM was able to maintain healthy sales and

continue operations without being adversely affected. Its resilience during the Asian

financial crisis can be attributed to the fact that its customers were mainly from countries

outside Asia, aided by the depreciation of the Malaysian Ringgit against the United States

dollars, which was the key currency adopted in KTM’s transactions with its customers.

In 1998, KTM expanded its operations and moved out of its shop house premises into a

bigger manufacturing facility to carry out contract manufacturing of apparels.

In 2002, Mr Lim Vhe Kai, who will be a New Executive Director and CEO, and Mr Chew

Chong Kiat, who will be a New Executive Officer and COO, joined KTM with the aim of

furthering KTM’s growth and expansion.

Mr Lim Vhe Kai focused on shifting KTM away from the traditional business model of

manufacturing apparels based on customers’ specifications, towards the provision of

value-added services that involved KTM collaborating with customers on product design by

providing creative and functional fashion input. This has since evolved into the co-creation

business model (as further described in this Section below).

Mr Chew Chong Kiat, on the other hand, focused on improving KTM’s efficiency, lowering

production costs and improving its profit margins. By managing and overseeing KTM’s

production, accounts and finance, and human resource and administration departments,

Mr Chew Chong Kiat has been able to regularly provide useful data analysis and cost

structures to all working teams in KTM. This facilitated monitoring of performance of

operations and enabled KTM to better manage its resources.

In 2003, KTM’s revenue had grown to more than RM40.0 million. In that same year, KTM

acquired a piece of land with land area of more than 14,000 sq m in Batu Pahat, for the

construction of a new and much bigger factory premises to expand its production capacity.
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In 2005, the textile industry in Malaysia was adversely affected when quota restrictions on

global trade in textiles and clothing were abolished pursuant to the World Trade

Organisation Agreement on Textiles and Clothing. Before 2005, there were quotas that

limited the import of textiles and clothing from developing countries into more developed

countries, including countries in Europe, the US and Canada. With the liberalisation of trade

in textiles and clothing, suppliers from any country were able to enjoy access to these

developed markets without facing high export quota charges. This effectively resulted in

increased competition for Malaysian suppliers, particularly from suppliers operating in lower

costs developing countries.

In 2006, notwithstanding the increased competition, KTM proceeded with its expansion

plans and relocated its apparel manufacturing operations into the KTM Manufacturing

Facility. At that time, the factory premises had a built-up area of more than 9,000 sq m and

a total of ten (10) production lines. These new premises eventually became the corporate

headquarters of the Target Group when it expanded its operations into Cambodia.

In 2007, due to the increased demand for embroidery in apparels, KTM set up OAE as a

wholly-owned subsidiary to provide embroidery services to KTM and other apparel

manufacturers in Batu Pahat. Due to a gradual drop in demand for embroidery over the

years, OAE’s business eventually ceased in 2015 and its embroidery operations were

shifted to KTM.

In 2009, KTM expanded its functions to provide design services to its customers by

introducing a co-creation business model, under which it worked closely with its customers

in the initiation, concept and design, and manufacturing, of apparels. See further the

Sections 4.3 and 4.4 entitled “Co-creation Business Model” and “Product Origination”

respectively of this Target Letter.

In that same year, KTM also began outsourcing the production of some apparel products to

third party contract manufacturers in Cambodia. This was due to lower production costs in

Cambodia as well as zero tariffs for apparels imported into Europe and Canada from

Cambodia.

In 2011, KTM started to move away from the manufacturing of general apparels to focus on

a niche segment of apparels, namely nightwear, lounge wear, casual wear and plus sizes

apparels for men, women and children. KTM believed that the demand for such apparels

are usually less affected by seasonality compared to other apparels.

In that same year, recognising the labour-intensive nature of the sewing of fabric

components and the availability and lower costs of manpower in Cambodia, Moon

Cambodia was set up to operate a new apparels manufacturing facility in Phnom Penh,

Cambodia. The new facility has a built-up area of more than 3,000 sq m and can

accommodate up to a total of eight (8) production lines. The establishment of Moon

Cambodia allows the Target Group to increase its production capacity and capitalise on the

production cost savings in Cambodia.

In 2013, building on the success of the Moon Cambodia facility, Callisto Cambodia was set

up to operate another new apparels manufacturing facility in Phnom Penh. This new facility

is much bigger than the Moon Cambodia facility, and occupies a built-up area of more than

11,000 sq m. It currently has nineteen (19) production lines in operation and can

accommodate up to a total of twenty-one (21) production lines. The site facilitated the

significant expansion of the production capacity to meet the increasing customer orders.
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In 2014, at the request of the Target Group’s major US customers, Xentika was incorporated
in Seychelles to undertake sales to US customers pursuant to the “first sale” program,
which enables KTM to remain competitive through lower import costs for its US customers.

In 2015, with a view to raising efficiency and productivity, KTM implemented the Euratex
automated apparel hanger conveyor system into its sewing process at the KTM
Manufacturing Facility. The Euratex system is a computerised system that tracks and
records every stage of production in real time. The Euratex automated apparel hanger
conveyor system was subsequently also implemented partially in the Callisto Cambodia
manufacturing facility in 2016.

In 2016 and 2017, OAE purchased two (2) plots of land with a total area of more than 21,000
sq m in Batu Pahat with a view to expanding the business of the Target Group upstream into
the knitting, dyeing, finishing and printing of fabric. Fabric is the key raw material for the
production of apparel products. By producing its own fabrics, the Target Group aims to have
better control over its supply of raw materials and their quality to meet customer
requirements.

In 2017, OAE commenced construction of the New Fabric Dyeing Facility on one of the two
(2) plots of land acquired. Construction is expected to be completed and the dyeing and
finishing operations are expected to commence towards the end of December 2018 or
January 2019.

3. RESTRUCTURING EXERCISE AND GROUP STRUCTURE

3.1 Restructuring Exercise

Under the Option Agreement, one of the Conditions to Completion is the completion of the
Restructuring Exercise.

Details of the Restructuring Exercise are set out below:

3.1.1 Incorporation of Target

On 5 September 2017, the Target was incorporated in Singapore with an issued
and paid-up share capital of S$2 comprising two (2) Target Shares. Mr Lim Siau
Hing is the legal and beneficial owner of the two (2) issued Target Shares.

3.1.2 Incorporation of KTH

On 26 January 2018, KTH was incorporated in Malaysia with an issued and
paid-up capital of RM1 comprising one (1) ordinary share in the capital of KTH.
Mr Lim Siau Hing is the legal and beneficial owner of one (1) issued ordinary share
in the capital of KTH. KTH is intended to hold 100% of the issued ordinary shares
in the capital of KTM as a wholly-owned subsidiary of the Target after the
Restructuring Exercise.

3.1.3 Incorporation of Callisto Singapore

On 5 September 2017, Callisto Singapore was incorporated in Singapore with an
issued and paid-up share capital of S$2 comprising two (2) ordinary shares in the
capital of Callisto Singapore. Mr Lim Siau Hing is the legal and beneficial owner of
two (2) issued ordinary shares in the capital of Callisto Singapore. Callisto
Singapore is intended to hold 100% of the issued ordinary shares in the capital of
Callisto Cambodia as a wholly-owned subsidiary of the Target after the
Restructuring Exercise.
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3.1.4 Incorporation of Moon Singapore

On 5 September 2017, Moon Singapore was incorporated in Singapore with an

issued and paid-up share capital of S$2 comprising two (2) ordinary shares in the

capital of Moon Singapore. Mr Lim Siau Hing is the legal and beneficial owner of

two (2) issued ordinary shares in the capital of Moon Singapore. Moon Singapore

is intended to hold 100% of the issued ordinary shares in the capital of Moon

Cambodia as a wholly-owned subsidiary of the Target after the Restructuring

Exercise.

3.1.5 Acquisition of KTM

The Target will purchase 2,400,000 ordinary shares in the capital of KTM, which

constitutes 100% of the issued ordinary shares in the capital of KTM, from Mr Lim

Siau Hing (after he has purchased the issued shares in the capital of KTM

currently held by Mr Lim Vhe Kai so that he will become the sole shareholder of

KTM) at an aggregate consideration of RM2.4 million, which will be fully satisfied

by the allotment and issue of an aggregate of 2,400,000 ordinary shares in the

capital of KTH at RM1 each to the Target. The 2,400,000 ordinary shares in the

capital of KTM will be transferred to KTH as nominee of the Target and KTH will,

at the same time, allot and issue an aggregate of 2,400,000 Target Shares at RM1

for each Target Share to Mr Lim Siau Hing. See further Section 10.2.2(c) of this

Target Letter. The restructuring described above has not been completed as at the

Latest Practicable Date.

3.1.6 Acquisition of Callisto Cambodia

Callisto Singapore has purchased 1,000 ordinary shares of US$1,000 each in the

capital of Callisto Cambodia, which constitutes 100% of the issued ordinary shares

in the capital of Callisto Cambodia, from Mr Lim Vhe Kai, Mr Chew Chong Kiat, Ms

Lim Sin Jet and Mr Tow Eng Lim (who were holding such Callisto Cambodia shares

as nominees on behalf of Mr Lim Siau Hing, the beneficial owner of the Callisto

Cambodia shares) for an aggregate consideration of US$1.0 million. This part of

the restructuring has been completed as at the Latest Practicable Date.

The consideration will be fully satisfied by the allotment and issue by Callisto

Singapore of an aggregate of 1,000,000 ordinary shares in the capital of Callisto

Singapore at US$1 each to the Target. At the same time, the Target will allot and

issue an aggregate of 1,000,000 Target Shares at US$1 each to Mr Lim Siau Hing.

See further Section 10.2.2(d) of this Target Letter. This part of the restructuring has

not been completed as at the Latest Practicable Date.

3.1.7 Acquisition of Moon Cambodia

Moon Singapore has purchased 1,000 ordinary shares of US$2,000 each in the

capital of Moon Cambodia, which constitutes 100% of the issued ordinary shares

in the capital of Moon Cambodia, from Mr Lim Vhe Kai and Mr Chew Chong Kiat

(who were holding such Moon Cambodia shares as nominees on behalf of Mr Lim

Siau Hing, the beneficial owner of the Moon Cambodia shares) for an aggregate

consideration of US$2.0 million. This part of the restructuring has been completed

as at the Latest Practicable Date.
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The consideration will be fully satisfied by the allotment and issue of an aggregate

of 2,000,000 ordinary shares in the capital of Moon Singapore at US$1 each to the

Target. At the same time, the Target will allot and issue an aggregate of 2,000,000

Target Shares at US$1 each to Mr Lim Siau Hing. See further Section 10.2.2(e) of

this Target Letter. This part of the restructuring has not been completed as at the

Latest Practicable Date.

3.1.8 Acquisition of Xentika

Mr Lim Vhe Kai and Ms Lim Sin Jet, who were holding ten (10) ordinary shares in

the capital of Xentika as nominees on behalf of Mr Lim Siau Hing, the beneficial

owner of the Xentika shares, have transferred the Xentika shares to Mr Lim Siau

Hing on 24 October 2018. This part of the restructuring has been completed as at

the Latest Practicable Date.

The Target will purchase ten (10) ordinary shares in the capital of Xentika, which

constitutes 100% of the issued ordinary shares in the capital of Xentika, from

Mr Lim Siau Hing for an aggregate consideration of US$10. The Consideration will

be fully satisfied by the allotment and issue of an aggregate of ten (10) Target

Shares at US$1 for each Target Share to Mr Lim Siau Hing. See further Section

10.2.2(f) of this Target Letter. This part of the restructuring has not been completed

as at the Latest Practicable Date.

The parts of the Restructuring Exercise that have not been completed as at the Latest

Practicable Date are, subject to the approval of Shareholders for the Proposed

Transactions at the EGM, expected to be completed shortly after the EGM. The completion

of the Restructuring Exercise is a condition precedent to Completion, and Completion will

not take place if the Restructuring Exercise is not completed. The Target Group is not aware

of any reason why the parts of the Restructuring Exercise that have not been completed as

at the Latest Practicable Date will not be completed shortly after the EGM.

3.2 Group Structure

The structure of the Target Group, when the Restructuring Exercise is completed after the

approval of Shareholders for the Proposed Transactions at the EGM, will be as follows:

Target 

KTH
 Callisto

Singapore

Moon

Singapore Xentika
 

KTM Callisto

Cambodia

Moon

Cambodia 

OAE 

100% 

100% 

100% 100% 

100% 100% 

100% 

100% 
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Save as disclosed above, the Target does not have any other subsidiaries, joint venture

companies or associated companies.

None of the Target Group Companies is listed on any stock exchange.

None of the New Independent Directors sits on the board of the Target Group’s principal

subsidiaries based in jurisdictions outside Singapore.

3.3 Target Subsidiaries

As at the Latest Practicable Date, the details of the Target Subsidiaries are as follows:

Name of

entity

Date and

country of

incorporation Principal business

Issued and

paid-up

capital

Percentage

of effective

ownership

held by

the Target

Principal

place of

business

KTH 26 January

2018/Malaysia

(i) Buying, selling,

renting and operating

of self-owned or leased

real estate – land;

(ii) Manufacture of

articles of any textile

materials, including

knitted or crocheted

fabrics; and

(iii) Activities of holding

companies

RM1 100% Malaysia

KTM 6 December

1988/Malaysia

Apparel manufacturing RM2,400,000 100% Malaysia

OAE 26 March

2007/Malaysia

Operation of a fabric

dyeing and finishing

plant

RM2,000,000 100% Malaysia

Callisto

Singapore

5 September

2017/

Singapore

Investment holding S$2 100% Singapore

Callisto

Cambodia

13 June 2013/

Cambodia

Apparel manufacturing US$1,000,000 100% Cambodia

Moon

Singapore

5 September

2017/

Singapore

Investment holding S$2 100% Singapore

Moon

Cambodia

19 May 2011/

Cambodia

Apparel manufacturing US$2,000,000 100% Cambodia

Xentika 16 April 2014/

Seychelles

International Business

Company

US$10 100% Seychelles
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4. BUSINESS OVERVIEW

4.1 Industry Overview

4.1.1 Introduction

The apparel manufacturing industry is a global industry that is highly fragmented,

with a large number of manufacturers with different scale of operations located

worldwide. A large number of these manufacturers are located in Asia due to,

among other things, primarily the availability of manpower and low cost base. The

manufactured apparel products are typically exported globally, and particularly to

the more developed markets.

The above is borne out by statistics that indicate as follows:

• In 2017, the PRC, Bangladesh, Vietnam and India ranked among the top five

(5), and Cambodia ranked the ninth, biggest exporters of clothing in the

world.(1) Among the top ten (10), Bangladesh and Cambodia achieved the

highest growth rate of approximately 6% from 2015 to 2016.

• In 2017, the EU, the US and Canada were the biggest, second biggest and

fifth biggest importers of clothing in the world.(1)

More information on the export markets of the EU, the US and Canada is set out

below.

Note:

(1) Based on data in the World Trade Statistical Review 2018 released by the World Trade

Organisation.

4.1.2 EU

As noted above, the EU was the biggest importer of clothing in the world in 2017.

Eurostat(1) statistics indicate that, over a period of ten (10) years from 2007 to

2016:

(a) The total household consumption expenditure on clothing in the EU has

continued to grow gradually, while consumption expenditure on clothing in

the UK has grown at a faster pace.

Specifically, the total household consumption expenditure on clothing in the

EU has grown from around C307.6 billion in 2007 to around C323.0 billion in

2016(2), an increase of approximately 5.0%. In the UK, the total household

consumption expenditure on clothing has grown from around C59.3 billion in

2007 to around C68.2 billion in 2016(2), an increase of approximately 15.0%.

(b) The import of articles of apparel and clothing accessories into the EU and UK

from countries outside of the EU has been steadily increasing.

Specifically, the import of articles of apparel and clothing accessories(3) into

the EU from countries outside of the EU has grown from around C61.8 billion

in 2007 to around C86.6 billion in 2016(4), an increase of approximately
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40.1%. In the UK, the import of articles of apparel and clothing accessories

into the UK from countries outside of the EU has grown from around C12.6

billion in 2007 to around C14.4 billion in 2016(4), an increase of approximately

14.3%.

(c) The import of articles of apparel and clothing accessories into the EU and UK

from Cambodia has increased significantly.

Specifically, the import of articles of apparel and clothing accessories into the

EU from Cambodia has grown from around C528.7 million in 2007 to around

C3.4 billion in 2016(5), an increase of approximately 543.1%. In the UK, the

import of articles of apparel and clothing accessories into the UK from

Cambodia has grown from around C122.9 million in 2007 to around C724.9

million in 2016(5), an increase of approximately 489.8%.

Notes:

(1) Eurostat is the statistical office of the EU. The numbers cited in this section are based on the

28 member states of the EU. This includes the UK, which is in the process of exiting, but currently

remains a part of, the EU.

(2) Based on the data for “Final consumption expenditure of households by consumption purpose –

Clothing” in respect of the EU and UK, accessed on the Eurostat website on 19 December 2018.

The data also indicates that the consumption expenditure of households on clothing in the UK

dropped slightly to C67.6 billion in 2017, but the same data was not available in respect of the EU.

(3) This is based on Standard International Trade Classification, Rev. 3, Section 8 (Miscellaneous

manufactured articles), Division 84 (Articles of apparel and clothing accessories).

(4) Based on the data for “EU trade since 1988 by SITC” for import by value in Euros from outside the

EU into the EU and from outside the EU into the UK, of products that fall under Standard

International Trade Classification 84, accessed on the Eurostat website on 19 December 2018.

The data indicates that the import by value in Euros for the same products from outside the EU into

the EU had increased from C86.6 billion in 2016 to C87.8 billion in 2017, and from outside the EU

into the UK had decreased from C14.4 billion in 2016 to C13.9 billion in 2017.

(5) Based on the data for “EU trade since 1988 by SITC” for import by value in Euros from Cambodia

into the EU and from Cambodia into the UK, of products that fall under Standard International

Trade Classification 84, accessed on the Eurostat website on 19 December 2018. The data

indicates that the import by value in Euros for the same products from Cambodia into the EU had

increased from around C3.4 billion in 2016 to around C3.7 billion in 2017, and from Cambodia into

the UK had increased from around C724.9 million in 2016 to C750.8 million in 2017.

4.1.3 US

As noted above, the US was the second biggest importer of clothing in the world

in 2017.

A couple of trends in the US demographics is worth noting, being the increase in

the ageing population and in the population that is overweight or obese.

In terms of an ageing population, according to statistics of the US Census Bureau,

residents aged 65 and above in the US grew from around 35.0 million in 2000(1)

to around 50.9 million in 2017(2). Based on the above, for the period from 2000 to

2017, there has therefore been an approximately 45.4% increase in the absolute

number of residents aged 65 and above. At the same time, the number of residents

aged 65 and above as a percentage of the total population has also increased from

approximately 12.4% to approximately 15.6% over the same period.
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The ageing population in the US is expected to continue to increase, such trend

being largely driven by the baby boomer generation, referred to by the US Census

Bureau as persons born between 1946 and 1964. Based on the US Census

Bureau, the US population aged 65 and above is projected to increase from

around 49.2 million in 2016 to around 94.7 million in 2060 (3). Based on the above,

for the period from 2016 to 2060, the absolute number of residents aged 65 and

above is projected to increase by approximately 92.5%. At the same time, the

number of residents aged 65 and above as a percentage of the total population is

also projected to increase from approximately 15.2% to approximately 23.4% over

the same period.

In terms of the population that is overweight or obese, based on statistics from the

US Department of Health and Human Services, the percentage of Americans aged

20 and above who were overweight or obese had increased from approximately

56.0% during the period from 1988 to 1994, to approximately 69.5% during the

period from 2011 to 2014(4). The Target Group believes that, taking into account

the proportion of overweight and obese Americans, the market for this segment in

the US is underserved and demand will grow.

Notes:

(1) Based on data from the data set “Age Group and Sex: 2010” under the 2000 version of the table

on the website of the US Census Bureau – American Factfinder, accessed on 19 December 2018.

(2) Based on data from the data set “Annual Estimates of the Resident Population for Selected Age

Groups by Sex for the United States, States, Counties, and Puerto Rico Commonwealth and

Municipios: April 1, 2010 to July 1, 2017” on the website of the US Census Bureau – American

Factfinder, accessed on 19 December 2018.

(3) Based on data from the dataset “Projected Age Groups and Sex Composition of the Population –

Projections for the United States: 2017-2060” under the section “Population Projections –

Population Projections Tables – 2017 National Population Projections Tables” accessed at the US

Census Bureau on 19 December 2018.

(4) Based on “Health, United States, 2016 – With Chartbook on Long-term Trends in Health” published

by the US Department of Health and Human Services, Centers for Disease Control and Prevention

and National Center for Health Statistics in May 2017. The data reflects individuals with a body

mass index (BMI) equal to or exceeding 25.0.

4.1.4 Canada

As noted above, Canada was the fifth biggest importer of clothing in the world in

2017.

Statistics Canada(1) reported that the average household expenditure on clothing

in Canada was C$2,450 in 2002(2), and the average household expenditure on

clothing and accessories was C$3,371 in 2016(3).

The import of textiles and clothing into Canada has also increased over the years,

from around US$11.5 billion in 2007(4), to around US$13.3 billion in 2016(5). The

import of textiles and clothing from Cambodia into Canada has also been

increasing in the same period. In 2007, Cambodia was ranked seventh in terms of

the import of textiles and clothing into Canada, with import value of around

US$187.3 million(4). In 2016, Cambodia had moved up to rank fourth in terms of

the import of textiles and clothing into Canada, with import value of around

US$757.3 million(5).
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Notes:

(1) Statistics Canada is the national statistical office of Canada.

(2) Based on data in “The Consumer Trends Report” issued by the Office of Consumer Affairs in

November 2004, accessed on the Government of Canada website on 19 December 2018.

(3) Based on data in “Table 11-10-0222-01 Household spending, Canada, regions and provinces”

accessed on the Statistics Canada website on 19 December 2018.

(4) Based on data under the section “Canada Textiles and Clothing Imports by Country and Region

2007” accessed on the World Integrated Trade Solution website on 19 December 2018. The World

Integrated Trade Solution is developed by the World Bank in collaboration with the United Nations

Conference on Trade and Development and in consultation with organisations such as

International Trade Center, United Nations Statistical Division and the World Trade Organisation.

(5) Based on data under the section “Canada Textiles and Clothing Imports by Country and Region

2016” accessed on the World Integrated Trade Solution website on 19 December 2018.

4.2 Business Overview

The Target Group is engaged in the apparel contract manufacturing business, specialising

in nightwear, lounge wear, casual wear and plus sizes apparels for men, women and

children, and has more than 30 years of experience in the apparel manufacturing industry.

The apparels are exported primarily to customers which are retailers in the EU, US and

Canada that sell apparel products under their own brand names. Headquartered in

Malaysia, the apparels are manufactured at the KTM Manufacturing Facility in Malaysia and

the two (2) Cambodian Manufacturing Facilities in Cambodia. As at the Latest Practicable

Date, these manufacturing facilities collectively operate a total of 35 production lines.

The Target Group implements a co-creation business model under which it is involved in the

initiation, concept and design, and manufacturing of apparels in close collaboration with its

customers. Under this business model, the Target Group identifies and anticipates fashion

trends, market direction and consumer preferences, and is involved in product initiation,

concept and design, raw material development and sourcing, prototype making, and

finalising product specifications in preparation for manufacturing. This enables the Target

Group to provide a one-stop value-added platform to its customers from product origination,

product execution to product finalisation in an efficient and cost-effective manner and in

accordance with customers’ requirements.

The Target Group focuses on manufacturing the following categories of apparels:

• Nightwear and lounge wear

Nightwear refers broadly to clothes that are designed to be worn in bed and/or while

sleeping. Lounge wear refers broadly to casual clothes suitable for wearing at home,

and are usually cosy, comfortable and fashionable. The Target Group’s main customer

for nightwear and lounge wear is UK company, Matalan Retail Limited, which has been

a customer of the Target Group since 1993. The Target Group also manufactures

private label nightwear for US company, Komar Brands, Inc., including brands such as

Carole Hochman, DKNY, Jockey, Lauren by Ralph Lauren and Nautica. In 2015, the

Target Group expanded into the production of infants’ and children’s nightwear for

Carter’s Inc., and further expanded into the European market in 2016 by establishing

business relationships with Hunkermoller International B.V., a lingerie and nightwear

company from the Netherlands.
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• Casual wear for seniors

Casual wear refers broadly to clothes that are developed for casual and non-formal

occasions, featuring fashionable design to emphasise personal expression. In

particular, the Target Group specialises in the manufacture of casual wear for seniors

typically aged 51 and above. The Target Group’s main customers for such apparels

include Bluestem Brands, Inc., which has a portfolio of brands targeted at senior

consumers, including Blair and Haband.

• Casual wear for women

The Target Group also manufactures casual wear for women. The Target Group’s

major customers for such apparels include Matalan Retail Limited and Ernsting’s

Family GMBH & Co. KG.

• Plus sizes apparels

Plus sizes apparels refer to apparels that are proportioned specifically for people

whose body sizes are larger than the average person’s body size, that is, usually US

size 14 and above. The Target Group’s main customer for plus sizes apparels is

Fullbeauty Brands, Inc.

The major customers of the Target Group include Matalan Retail Limited, Bluestem Brands,

Inc. and Komar Brands, Inc., which collectively contributed approximately 81.0%, 73.7%,

62.9% and 69.5% of the total revenue of the Target Group in FY2015, FY2016, FY2017 and

1H2018 respectively.

For illustrative purposes, the breakdown of the Target Group’s sales in key export markets

in FY2017 was as follows:

Export Markets

Others, 0.6%

Canada, 16.7%

US, 30.9%

EU, 51.8%
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The Target Group is constructing the New Fabric Dyeing Facility in Batu Pahat, Johor,

Malaysia, for the purpose of expanding the business of the Target Group upstream into the

knitting, dyeing, finishing and printing of fabric, which is the key raw material of a finished

apparel product. The expansion into upstream production is intended to allow the Target

Group to have an integrated supply chain where it will have a better control over the quality

of the raw materials and, therefore, the quality of the finished apparel product. The New

Fabric Dyeing Facility is expected to commence its fabric dyeing and finishing operations

sometime in end December 2018 or January 2019.

4.3 Co-creation Business Model

The Target Group adopts a co-creation business model whereby it is able to offer its

customers a one-stop value-added platform by giving them the right product at the right time

and at the right costs.

The co-creation business model involves the Target Group creating a product in close

collaboration with its customers. Leveraging on its knowledge of fashion trends, market

direction and consumer preference as well as strong production capabilities, the Target

Group is involved in both the product origination phase, during which a product is first

conceptualised, and the product execution phase, during which the concept is eventually

turned into the finished apparel product that is sold by its customers to consumers.

The product origination phase involves extensive discussions with customers on product

concept and design, raw material sourcing and application and prototype making, before

manufacturing the apparel products at the Target Group’s manufacturing facilities in

Malaysia or Cambodia during the product execution phase.
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A diagrammatic representation of this co-creation business model, illustrating the two

critical phases of product origination and product execution, is set out as follows:
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4.4 Product Origination

The product origination process takes place in the Malaysian headquarters of the Target

Group, and is described below:

4.4.1 Product initiation

The co-creation of a product may be initiated by the customer approaching the

Target Group with a product concept. The Target Group may also identify certain

trends and directions and reach out to a customer to discuss certain product

concepts. Critical to this process is the extensive knowledge of the Target Group’s

sales and marketing as well as merchandising teams of fashion trends, market

direction and customer preferences in the markets to which its products are

exported (as to which see further Section 4.13 entitled “Research and

Development” of this Target Letter). Through its considerable market knowledge,

the Target Group will add value and is able to engage in extensive collaborative

discussions with the customer on product concept and design.

The Target Group uses computer-aided design software to translate product

concept into design and produce computerised sketches of the product design.

The initial product design is usually modified, improved and fine-tuned in

consultation with the customer.

Integral to this process of product concept and design is the selection and

development of the appropriate fabric for the product. In this regard, the Target

Group is well-positioned to advise its customers given its depth of technical

knowledge of different fabrics. The type, properties and specifications of the fabric

are discussed and determined in close consultation with the customer. The Target

Group will simultaneously be working with potential suppliers on raw material

selection and development for the product.

4.4.2 Prototype sample and commercial sample

The process of translating a product design into a prototype product sample and

then commercial product sample is a continuous one that involves consultation

between the Target Group and the customer, and between the Target Group and

the relevant suppliers.

The process typically starts with the technical development of the fabric for the

product. The Target Group will work with the relevant suppliers to build fabric

prototypes for the product. The prototype fabric will be sent to third party

laboratories for testing of certain key properties and specifications, including fabric

composition, shrinkage, colour fastness and pilling resistance. The laboratory

tests will also recommend washing instructions and care labels for the fabric

tested.

APPENDIX A: LETTER TO SHAREHOLDERS FROM THE NEW DIRECTORS

A-15



At an appropriate stage in the process, the Target Group will build prototype

samples of the product using the prototype fabric. At the same time, based on

assessment of the prototype sample product, the properties and specifications of

the prototype fabric may be revised and re-engineered as appropriate to better suit

the product.

The Target Group will eventually build commercial samples of the product, which

will be modified and fine-tuned in consultation with the customer. As part of the

assessment process, the commercial sample product will be sent to third party

laboratories for further testing, including the after-wash apparel appearance

assessment.

4.4.3 Preparation for production

Once the commercial sample product has been agreed with the customer, the

customer will usually provide the Target Group with non-binding order forecasts.

Based on these forecasts and recommendations from the technical design team

on fabric consumption for the production, the Target Group will prepare or book the

relevant quantity of raw materials on a preliminary non-binding basis. Upon the

customer formally placing a purchase order for the product, the Target Group will

proceed to place a formal order for the relevant raw materials.

At the same time, the Target Group’s technical design team provides technical

advice on fabric consumption for the product with the use of a computer-aided

design software. With such software, the technical design team will prepare

silhouette drawings for the layout of the individual pieces of fabrics that form the

various components of an apparel according to predetermined specifications in a

manner which optimises fabric consumption. The industrial engineer team will then

recommend suitable production methods for each product with the aim of

maximising productivity, minimising production costs and reducing raw material

wastage.

4.5 Product Execution

The product execution process takes place in the KTM Manufacturing Facility in Malaysia

and the Cambodian Manufacturing Facilities in Cambodia, and is described below:

4.5.1 Cutting

Raw material delivery

The production process begins with the delivery of the raw materials to the

relevant manufacturing facility. Each delivery of fabrics and accessories is

checked against the quantity ordered by the Target Group.

The Target Group will send random samples of the delivered fabrics for a second

round of testing at third party laboratories. This ensures that the quality of the

fabric used for mass production is consistent with that of the prototype fabric

provided earlier to the Target Group.
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Visual test and steam pressing

Before any fabric is cut, it will be subject to a visual test to identify and remove any

defective fabric. Depending on the type of fabric, it may also be steam-pressed to

reduce potential shrinkage prior to being used in the manufacturing process.

Cutting process

An appropriate number of pieces of fabric will be stacked together and then cut

into individual pieces in accordance with the silhouette design created by the

computer-aided design software. Depending on the type and nature of the fabric,

the design of the pieces and degree of precision required, the cutting is done either

manually by skilled operators or with the use of automated cutting machines.

4.5.2 Printing/Embroidery

Where required, embroidery and printing of the fabric will be undertaken, either

in-house within the Target Group or outsourced to third party sub-contractors.

4.5.3 Sewing

Planning

The manufacturing of an apparel involves essentially sewing different pieces of

fabric to make up the entire apparel. The number of pieces of fabric, the design,

the additional raw materials (e.g. thread and accessories) and method of sewing

differ from product to product. The Target Group will start by planning and

developing the most efficient and quickest sewing and handling methods for

completing the manufacture of a particular product.

The planning and development process involves, among other things, determining

the most efficient production methods, the stages of production, the number of

sewers and the required manufacturing time, which would in turn be used to

establish the production capacity and production target of each production line.

The process also includes determining the order in which sewing of the different

components of the product will take place, setting up each work station in the

production line for such sewing, and placing the appropriate sewers with the

appropriate training and skills into each station so as to maximise productivity.

Prior to starting the sewing process, the methods of sewing the different

components of the product, along with samples of the final product, are explained

and demonstrated to the sewers so as to ensure a high degree of uniformity and

consistency in the products.

Sewing

During the sewing process, each component that makes up the product will be

sewed at one work station in the production line, before the product is moved on

to the next work station for sewing of the next component. The process will

continue until sewing of the entire product is completed.

The Target Group has implemented both automated as well as traditional

production line systems for the sewing process, as described below.
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Automated hanger conveyor system

The Target Group implemented the Euratex automated apparel hanger conveyor

system in the KTM Manufacturing Facility in 2015 and partially in the Cambodian

Manufacturing Facility that is operated by Callisto Cambodia in 2016.

The automated hanger conveyor system is a computerised system that can be

programmed and configured in accordance with the production plan of the

particular product as described above in Section 2.2 entitled “History and

Development” of this Target Letter.

As mentioned above in this Section, each production line consists of a number of

different work stations for different sewing steps involved in the manufacture of the

particular product. The automated hanger conveyor system functions as a

conveyor system that moves the components from one work station to the next

station. This system improves the work flow among the sewers in the production

and reduces production bottleneck, increases overall productivity and reduces

manpower requirements. In addition, the ability to track the real-time production

rate of the sewers, both individually and in aggregate, enables the Target Group to

monitor the sewers’ efficiency level and ensure that the product orders are on

schedule for timely delivery.

Traditional progressive bundle system

The Cambodian Manufacturing Facility operated by Moon Cambodia and part of

the Cambodia Manufacturing Facility operated by Callisto Cambodia continue to

operate the traditional production lines.

The traditional production line implements the progressive bundle system, under

which a certain number of the relevant components are bundled together, sewed

at one work station and manually passed down the sewing line to the next work

station for sewing. The stage of completion of the sewing for each bundle of

apparels is monitored manually. The total number of completed products is tallied

and updated regularly to help the sewing team keep track of its progress and

efficiency.

4.5.4 In-line quality control

The Target Group implements a two-track in-line quality control system with a view

to ensuring that the quality of its products meets the specifications, requirements

and standards of its customers.

During the production process, the in-line quality controller of each production line

will conduct checks on the sewing process to ensure that the different components

are being sewed in accordance with the requirements of the particular product.

Each manufacturing facility also has a sewing leader who conducts random

checks of the components being sewed at each production line.
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In addition, there is an end-line quality controller at the end of each production line.

The end-line quality controller will conduct a visual check of each and every single

piece of the finished apparel product that is completed by the production line. The

product is checked against the product design, size and construction, and stray

threads are also removed at the same time.

If any finished apparel product is found to be defective, it will be identified and set

aside. The in-line quality controller will assess the specific defect and ascertain

whether it can be rectified. If it can be rectified, the sewer responsible for the

particular component which is defective will be required to rectify the defect.

4.5.5 Finishing and packaging

Needle control and needle detection

The Target Group has a strict needle control policy under which every broken

needle during the sewing process must be identified and accounted for before a

new needle may be issued to a sewer. This ensures that no broken needle is being

left inside any apparel.

The Target Group has installed metal detectors through which each completed

apparel will be required to pass. Infants’ and children’s apparels are passed

through at least two (2) metal detectors which are calibrated with higher sensitivity.

In the event that any needle is detected in an apparel, the metal detector will alert

the supervisor to conduct a thorough check on that apparel.

Folding, Finishing and Packaging

The completed products are steam-ironed, tagged and folded before they are

packed into individual plastic sheets. The apparels go through a final metal

detector test before entering the packaging area. In the packaging area, the

products will be packed into cartons according to customers’ handling and

shipping requirements. Each carton will be labelled, checked and tallied before

being sealed.

4.5.6 Final quality audit

Before the cartons are loaded onto the containers for shipment to customers, the

finished apparels are subject to a final inspection and/or audit check, where the

quality assurance team of the Target Group and/or certain customers will carry out

sampling checks based on agreed standards on different aspects of the apparels

including measurement, sewing quality, colour tone and printing. Any finished

apparel products which have defects or do not meet the requisite quality standards

and specifications will be set aside, either to be re-processed, where practicable,

or disposed of.

Apart from the quality control checks on the final products, the Target Group has,

throughout the entire production process, put in place stringent quality control

measures which are elaborated on in Section 4.12 entitled “Quality Assurance” of

this Target Letter.

APPENDIX A: LETTER TO SHAREHOLDERS FROM THE NEW DIRECTORS

A-19



4.6 Production Capacity and Utilisation Rates

As at the Latest Practicable Date, the Target Group operates the following three (3)

manufacturing facilities where it manufactures its apparel products:

No. Location(1)

Approximate land

area/built-up area

(sq m) Tenure

1. No. 3A Jalan Wawasan 16,

Kawasan Perindustrian Sri

Gading, 83300 Batu Pahat Johor,

Malaysia

14,630 (land area) Leasehold of 60 years

expiring on 28 August

2067

2. Srae Rachcheak Village, Sangkat

Samraong Kraom, Khan Por

Senchey, Phnom Penh,

Cambodia

11,250 (built-up area) Lease from 2 July

2018 to 31 December

2024

3. Phum Chung Ruk, Sangkat

Trapeang Krasang, Khan Dang

Kao, Phnom Penh, Cambodia

3,000 (built-up area) Lease from 2 July

2018 to 31 December

2024

Note:

(1) Please see further Section 4.14 entitled “Properties and Fixed Assets” of this Target Letter.

As of the Latest Practicable Date, these three (3) manufacturing facilities collectively have

a total of around 1,786 production workers operating a total of thirty-five (35) production

lines.

The estimated annual production capacity and the utilisation rates of the Target Group’s

manufacturing facilities for FY2015, FY2016 and FY2017 and for 1H2018 are as follows:

Location

Number of

Sewers

Annual

Production

Capacity

(in standard

minute value)

’000

Annual

Production

Utilisation

(in standard

minute value)

’000

Percentage

of

Utilisation%

FY2015

Malaysia 300 52,380 47,923 91.5

Cambodia 630 98,280 80,323 81.7

Total 930 150,660 128,246 85.1

FY2016

Malaysia 240(1) 41,904 35,996 85.9

Cambodia 690 107,640 88,476 82.2

Total 930 149,544 124,472 83.2
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Location

Number of

Sewers

Annual

Production

Capacity

(in standard

minute value)

’000

Annual

Production

Utilisation

(in standard

minute value)

’000

Percentage

of

Utilisation%

FY2017

Malaysia 240(1) 41,904 31,639 75.5

Cambodia 750 117,000 100,344 85.8

Total 990 158,904 131,983 83.1

1H2018

Malaysia 240(1) 41,904 32,895 78.5

Cambodia 785 122,460 107,289 87.6

Total 1,025 164,364 140,184 85.3

Note:

(1) The decrease in the number of sewers in Malaysia is due to the implementation of the Euratex automated

apparel hanger conveyor system into its sewing process to increase efficiency and productivity.

The Target Group’s production capacity in the Cambodian Manufacturing Facilities has

increased, while the production capacity in the KTM Manufacturing Facility has decreased

over the recent three (3) completed financial years and the 6-month period ended 30 June

2018. The production capacity in the Cambodian Manufacturing Facilities was increased in

order to meet the rise in sales orders, while the decrease in production capacity in the KTM

Manufacturing Facility was due to a shortage of foreign workers.

The utilisation rate of the KTM Manufacturing Facility has decreased over the recent three

(3) completed financial years and the 6-month period ended 30 June 2018. The decrease

in utilisation rate was due to the reduction in the number of workers working in the KTM

Manufacturing Facility over time following the implementation of the Euratex automated

apparel hanger conveyor system. As the utilisation rate is calculated based on man-hours,

the reduction in the number of workers resulted in a decrease in utilisation rate.

Notwithstanding that the utilisation rate has decreased, the production output of the KTM

Manufacturing Facility was not affected as the efficiency had increased.

From time to time, the Target Group outsources the production of some of its apparel

products to contractors in Malaysia and Cambodia, mainly to provide the Target Group with

the flexibility to manage its production capacity. In particular, depending on the nature of the

products and its own production capacity, the Target Group may outsource part of its

production to contractors during the peak periods when higher sales orders are recorded.

See further Section 4.21 entitled “Seasonality” of this Target Letter. As at the Latest

Practicable Date, the Target Group has some outsourcing contracts in Malaysia but does

not have any outsourcing or sub-contracting contracts in Cambodia.
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The Target Group is currently in the course of expanding its business upstream by

undertaking fabric knitting, dyeing, finishing and printing. See further Section 7.4.1 entitled

“Expansion upstream into the knitting, dyeing, finishing and printing of fabric” of this Target

Letter. The details of the New Fabric Dyeing Facility are as follows:

No. Location(1)

Approximate land

area/built-up area

(sq m) Tenure

1. HS(M) 2923 PTD 24912 Mukim

Linau, Daerah Batu Pahat, Johor

17,498 (land area) Freehold

Note:

(1) Please see further Section 4.14 entitled “Properties and Fixed Assets” of this Target Letter.

The construction of the New Fabric Dyeing Facility is expected to be completed, and the

Target Group is expected to commence its fabric dyeing and finishing operations, towards

the end of December 2018 or January 2019 with an initial dyeing and finishing capacity of

approximately 100,000 kg per month. At the same time, the Target Group intends to

kick-start its fabric knitting activities by purchasing a small number of knitting machines and

achieve a knitting capacity of approximately 50,000 kg per month. The Target Group intends

to raise the dyeing and finishing capacity to approximately 150,000 kg per month by

December 2019, and approximately 200,000 kg per month by December 2020. The Target

Group also intends to continue to raise its knitting capacity and construct a new fabric

knitting factory in 2022, which is currently expected to commence operations sometime in

2024.

4.7 Sales and Marketing

The Target Group’s overall sales and marketing activities are headed by Mr Lim Vhe Kai,

who will be a New Executive Director and CEO upon Completion. Mr Lim Vhe Kai is

assisted by a sales and marketing team comprising three (3) members as well as three (3)

merchandising teams comprising a total of thirty-six (36) members as at the Latest

Practicable Date.

The Target Group’s primary sales and marketing approach is based on fostering long-term

and strong relationships with its existing customers, with a focus on customer retention and

increasing the range and volume of products that are sold to existing customers. This is

achieved primarily by visiting existing customers at least twice a year to discuss fashion

trends, market direction and customer preferences and also to propose new concepts and

designs to customers with a view to the co-creation of apparel products together with the

customers.

The sales and marketing team will be involved in the initial stage of pitching the concept and

design to the customer. One of the merchandising teams will eventually become involved

in the process when the discussion with the customer moves beyond the product concept

and design into the fabric to be used for the particular product. The relevant merchandising

team will liaise with both the customer as well as the Target Group’s suppliers on the

technical development of the fabric. This includes building the fabric prototype and

eventually prototype and commercial sample prototype of the apparel product using the

fabric prototype, in preparation for the production process.
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Apart from the foregoing, the Target Group develops new customers primarily through

referrals and recommendations from existing customers and other industry contacts. The

process of developing and cultivating new customers is undertaken by Mr Lim Vhe Kai and

the sales and marketing team. The typical process will involve preliminary meetings with the

potential customer, leading to the potential customer inspecting the Target Group’s

manufacturing facilities and production capability and eventually the discussions on the

manufacturing of specific products under the co-creation business model.

4.8 Major Customers

The Target Group’s customers are primarily retailers in the EU, US and Canada that sell

apparel products under their own brands. The Target Group does not engage in any direct

retail sales to consumers.

The Target Group’s major customers whose purchases constituted 5.0% or more of the

Target Group’s revenue in FY2015, FY2016, FY2017 and 1H2018 are set out below:

Name of Customer

Percentage of revenue (%)

FY2015 FY2016 FY2017 1H2018

Matalan Retail Limited(1) 39.1 36.4 38.7 31.0

Bluestem Brands, Inc.(2)(3) 25.2 23.7 16.5 24.3

Komar Brands, Inc. 16.7 13.6 7.7 14.2

Carter’s, Inc.(1) 3.5 7.4 10.2 7.4

Fullbeauty Brands, Inc.(4) 2.9 2.6 7.4 6.8

Hunkemoller International B.V.(1) – 3.2 6.3 1.0

Ernsting’s Family GMBH & Co. KG – 1.1 6.0 4.6

Kayser-Roth Corporation (Canada) 5.6 5.8 3.8 3.0

Notes:

(1) The decrease in percentage of revenue contributed by Matalan Retail Limited, Carter’s, Inc. and Hunkermoller

International B.V. from FY2017 to 1H2018 was due to substantial increases in revenue generated from

Bluestem Brands, Inc. arising from the cessation of its Taiwan supplier’s operations, and Komar Brands, Inc

as a result of a newly acquired licence from the brand “Joe Fresh”.

(2) Including sales from Orchard Brands Corporation.

(3) The decrease in percentage of revenue contributed by Bluestem Brands, Inc. from FY2016 to FY2017 was

due to substantial increases in revenue generated from Hunkermoller International B.V. and Ernsting’s Family

GMBH & Co. KG.

(4) The increase in percentage of revenue contributed by Fullbeauty Brands, Inc. from FY2016 to FY2017 was

due to the elimination of the middleman and direct selling to Fullbeauty Brands, Inc.

As is common in the contract apparel manufacturing industry, and in line with the Target

Group’s sales and marketing approach of focusing on customer retention and increasing

the range and volume of products that are sold to existing customers, the Target Group is

reliant to some extent on several major customers. In FY2015, FY2016, FY2017 and

1H2018, the top three (3) customers of the Target Group accounted for approximately

81.0%, 73.7%, 65.4% and 69.5% respectively of its total revenue.
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However, the Target Group believes that its relationship with its major customers is stable.
Matalan Retail Limited has been a customer of the Target Group since 1993 and has grown
over the years to become the biggest customer of the Target Group. Each of Bluestem
Brands, Inc., Fullbeauty Brands, Inc. and Kayser-Roth Corporation has been customers of
the Target Group for more than ten (10) years, while Carter’s, Inc. has been a customer of
the Target Group for more than five (5) years. In addition, to the best of the knowledge of
the New Directors, the Target Group is also one of the top ten (10) suppliers of Matalan
Retail Limited and Bluestem Brands, Inc.

In addition, the Target Group has been working to expand and diversify its customer base.
For instance, the Target Group’s sales to Fullbeauty Brands, Inc., Hunkemoller International
B.V. and Ernsting’s Family GMBH & Co. KG have gradually increased from FY2015 to
FY2017 so that they have become major customers of the Target Group in FY2017. The
proportion of the Target Group’s total revenue derived from its top three (3) customers has
also decreased steadily from FY2015 to FY2017 (although it has increased slightly from
FY2017 to 1H2018). The Target Group intends to continue increasing sales to these new
major customers and further expand and diversify its customer base.

As is common in the apparel industry, the Target Group does not enter into long-term
agreements with its customers. Instead, purchases from customers are made on a
purchase order basis. However, due to the reasons set out above, the volume of sales to
the Target Group’s major customers remains generally stable.

Save as disclosed above, no other customer accounts for 5.0% or more of the Target
Group’s revenue in FY2015, FY2016, FY2017 or 1H2018.

Save as disclosed above, as at the Latest Practicable Date, the New Directors are of the
opinion that the business or profitability of the Target Group is not dependent on any
particular industrial, commercial or financial contract with any customer.

To the best of the New Directors’ knowledge, as at the Latest Practicable Date, they are not
aware of any information or arrangements which would lead to a cessation or termination
of the Target Group’s current relationship with any of the major customers.

As at the Latest Practicable Date, none of the New Directors or Substantial Shareholders
of the Target Group or their respective associates has any interest, direct or indirect, in any
of the Target Group’s major customers set out above.

4.9 Major Suppliers

The principal raw material used in the Target Group’s production process is fabric. The key
fabrics used are jersey, interlock, fleece, rib knit fabric and hacci sweater knit. The other raw
materials include accessories such as threads, labels, buttons, zips, hangtags, stickers and
ribbons. In FY2015, FY2016, FY2017 and 1H2018, raw materials accounted for
approximately 74.7%, 72.8%, 73.3% and 76.2% respectively of the Target Group’s cost of
sales, where fabric is the key raw material used by the Target Group.

The Target Group is selective in its choice of suppliers. In its selection of suppliers and
making of order allocations amongst the suppliers, the Target Group takes into
consideration, among other things, a supplier’s product quality, price, reliability and speed
of delivery. The selection of suppliers will also depend on the types of fabrics and
accessories required based on the product specifications of customers, seasonality and
changing design trends. The Target Group also reviews the prices of its raw materials
regularly and enters into negotiations with its suppliers when necessary to minimise its
costs of production.
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The Target Group’s major suppliers accounting for 5.0% or more of its total purchases in

FY2015, FY2016, FY2017 and 1H2018 are set out below:

Name of Supplier

Raw

material

Percentage of total purchases (%)

FY2015 FY2016 FY2017 1H2018

Honourbuy Fabrics Co. Ltd Fabric 11.9 20.2 28.6 27.4

Main Chief Knitting Co., Ltd. Fabric 23.0 17.1 7.8 6.2

Rengitex Trading Pte Ltd and

Creative Knit Sdn Bhd(1) Fabric 5.5 6.6 2.7 6.0

Swift Success International Limited

and Kunshan Prosperity Precision

Textiles Co., Ltd(2) Fabric 5.9 4.2 3.3 2.3

Well Blessed International Limited Fabric – 1.1 3.2 10.3

Winbright (M) Sdn Bhd Fabric 6.4 4.2 1.8 0.8

Notes:

(1) Rengitex Trading Pte Ltd and Creative Knit Sdn Bhd are affiliated by way of common ownership.

(2) Swift Success International Limited and Kunshan Prosperity Precision Textiles Co., Ltd are affiliated by way

of common ownership.

The supply of fabric from Honourbuy Fabrics Co. Ltd to the Target Group has increased

steadily from FY2015 to FY2017, as prices of fabric offered were competitive and

Honourbuy Fabrics Co. Ltd was able to meet the Target Group’s increasing demands and

stringent requirements for quality fabric. The Target Group reduced purchases of fabric from

other suppliers such as Main Chief Knitting Co., Ltd. from FY2015 to 1H2018 due to less

competitive prices of their fabric.

Notwithstanding the above, the New Directors are of the view that the Target Group is not

materially dependent on any of its major suppliers, including Honourbuy Fabrics Co. Ltd.

The Target Group will typically place an order for raw materials only for the manufacture of

specific apparel products for which the customer has placed a firm order. The Target Group

generally does not enter into long-term or exclusive agreements with any of its suppliers.

This provides the Target Group with the flexibility to evaluate and select suppliers who are

able to provide high quality products and materials on favourable terms. The Target Group

also maintains alternative suppliers from whom it purchases its raw materials. In view of the

foregoing, the New Directors believe that the Target Group’s business and profitability is not

dependent on any particular industrial, commercial or financial contract with any supplier.

Save as disclosed above, there is no other supplier who accounted for 5.0% or more of the

Target Group’s total purchases in FY2015, FY2016, FY2017 or 1H2018.

To the best of the New Directors’ knowledge, as at the Latest Practicable Date, they are not

aware of any information or arrangements which would lead to a cessation or termination

of the Target Group’s current relationship with any of its major suppliers.

As at the Latest Practicable Date, none of the New Directors or Substantial Shareholders

of the Target Group or their respective associates has any interest, direct or indirect, in any

of the Target Group’s major suppliers set out above.

APPENDIX A: LETTER TO SHAREHOLDERS FROM THE NEW DIRECTORS

A-25



4.10 Credit Management

4.10.1 Credit terms to customers

The Target Group generally extends credit terms of 30 to 90 days to its customers

from the date of its invoice. Credit terms are typically agreed before a sales order

is confirmed and vary depending on, among other things, the customer involved

and the size and nature of the order.

The Target Group’s average trade receivables’ turnover days in FY2015, FY2016,

FY2017 and 1H2018 were as follows:

FY2015 FY2016 FY2017 1H2018

Average trade receivables’

turnover (days) 43(1) 39(1) 55(1) 74(2)

Notes:

(1) The average trade receivables’ turnover is calculated based on the average opening and closing

trade receivables balances of the relevant financial year divided by the corresponding revenue

multiplied by 365 days.

(2) The average trade receivables’ turnover is calculated based on the average opening and closing

trade receivables balances of the relevant financial period divided by the corresponding revenue

multiplied by 183 days.

The Target Group’s average trade receivables’ turnover days increased

from 39 days in FY2016 to 74 days in 1H2018 due to longer credit terms being

granted to certain new and existing customers.

To manage its exposure to credit risk of its customers, the Target Group has

purchased trade credit insurance against any loss arising from the inability of

certain specific major customers to make payment to the Target Group when due.

The Target Group’s provision for doubtful receivables charged to profit or loss for

FY2015, FY2016, FY2017 and 1H2018, as set out below, were not material:

FY2015 FY2016 FY2017 1H2018

Provision for doubtful

receivables (RM) − 148,000 − 12,000

As a percentage of

revenue (%) − 0.09 − 0.01

As a percentage of profit

before tax (%) − 1.35 − 0.51
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The Target Group’s bad debts written off to profit or loss for FY2015, FY2016,

FY2017 and 1H2018 were as follows:

FY2015 FY2016 FY2017 1H2018

Bad debts written off (RM) − − 27,000 46,000

As a percentage of

revenue (%) − − 0.01 0.04

As a percentage of profit

before tax (%) − − 0.21 1.94

The New Directors are of the view that the Target Group’s provision for impairment

of trade receivables and/or bad debts written off are sufficient. To the best of their

knowledge, the New Directors are not aware of any information or development

which may require the Target Group to make additional provision for impairment of

trade receivables and/or bad debts.

As at the end of 1H2018, the Target Group’s trade receivables (after provisions for

doubtful receivables) were around RM38.7 million, all of which have been

collected as at the Latest Practicable Date.

4.10.2 Credit terms from suppliers

Payment terms granted by the Target Group’s suppliers vary from supplier to

supplier and are dependent on, amongst others, its relationships with the suppliers

and the size of the transactions. In general, the suppliers grant the Target Group

credit terms of between 30 to 90 days. However, new or overseas suppliers may

require payments on or before delivery.

The Target Group’s average trade payables’ turnover days in FY2015, FY2016,

FY2017 and 1H2018 were as follows:

FY2015 FY2016 FY2017 1H2018

Average trade payables’

turnover (days) 48(1) 47(1) 53(1) 90(2)

Notes:

(1) The average trade payables’ turnover is calculated based on the average of the opening and

closing trade payables balances of the relevant financial year divided by the corresponding cost

of purchases multiplied by 365 days.

(2) The average trade payables’ turnover is calculated based on the average of the opening and

closing trade payables balances of the relevant financial period divided by the corresponding cost

of purchases multiplied by 183 days.

The Target Group’s average trade payables’ turnover days increased from 47 days

in FY2016 to 90 days in 1H2018 as a result of the Target Group’s ability to

negotiate for longer credit terms from its suppliers.
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4.11 Inventory Management

The Target Group’s inventories consist of raw materials, work-in-progress and finished

goods. Due to the business model of the Target Group whereby raw materials are ordered

and apparel products are manufactured only after the purchase order has been confirmed

by the customer, it does not usually maintain any significant level of inventories.

The Target Group typically purchases raw materials (including fabric and accessories) after

the customers have placed firm orders for the products. As such, there is usually minimal

build-up of raw materials. The Target Group’s work-in-progress consists of apparels which

are in the course of the manufacturing process, including cut pieces of fabric and apparels

which have not been completely sewn or packed. The Target Group’s finished goods consist

of completed apparel products that are pending delivery to customers.

In FY2015, FY2016, FY2017 and 1H2018, the value of the Target Group’s inventories

accounted for approximately 44.0%, 39.0%, 31.9% and 55.9% respectively of its total

current assets. In FY2015, FY2016, FY2017 and 1H2018, raw materials accounted for

approximately 25.2%, 21.8%, 54.4% and 37.4% respectively of its total inventories, and

work-in-progress and finished goods accounted for approximately 74.8%, 78.2%, 45.6%

and 62.6% respectively of its total inventories.

The Target Group’s average inventory turnover days in FY2015, FY2016, FY2017 and

1H2018 were as follows:

FY2015 FY2016 FY2017 1H2018

Average inventory turnover (days)(1) 74(1) 71(1) 56(1) 101(2)

Notes:

(1) The average inventory turnover days is calculated based on the average opening and closing inventory

balances of the relevant financial year divided by the corresponding cost of sales multiplied by 365 days.

(2) The average inventory turnover days is calculated based on the average opening and closing inventory

balances of the relevant financial period divided by the corresponding cost of sales multiplied by 183 days.

The Target Group’s average inventory turnover days decreased from 74 days in FY2015 to

56 days in FY2017 due to shorter lead time for production and delivery. The Target Group’s

average inventory turnover days increased from 56 days in FY2017 to 101 days in 1H2018

as the Target Group built up stocks in raw materials to cater for an increase in sales in the

second half of the year arising from firm orders secured from its customers.

During the Periods Under Review, the Target Group did not experience inventory

obsolescence.
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4.12 Quality Assurance

4.12.1 Introduction

The Target Group believes that quality and reliability is essential to its continued

growth and success, and accords considerable emphasis towards ensuring the

quality and timely delivery of its products. It consistently strives to manufacture

products that meet its customers’ expectations, especially since many of these

products are sold under well-established brands owned by its customers who are

themselves committed towards product quality.

Stringent quality control procedures are implemented at various stages of the

Target Group’s production process, from the sourcing of raw materials,

manufacturing of the apparels to inspection of the finished apparels, as described

below.

4.12.2 Selection of suppliers and sourcing of raw materials

The quality assurance process starts from the selection of suppliers. In this regard,

the Target Group selects its suppliers based on an assessment of various factors,

including a supplier’s product quality, price, reliability and speed of delivery.

The principal raw materials used in the Target Group’s production process is

fabric. At the product origination stage, the Target Group would already be working

closely with its selected suppliers on the technical development of the fabric for

each product and the building of prototype samples of the fabric. The Target Group

would also build prototype samples and subsequently commercial samples of the

product using the fabric. The prototype fabric and the commercial sample product

would be sent to laboratories for testing of certain key properties and

specifications. It is only when the customer is satisfied with the commercial sample

made from the prototype fabric that the Target Group will place an order for the

fabric. See further Section 4.4.2 entitled “Prototype sample and commercial

sample” of this Target Letter. The process described above serves as a quality

assurance mechanism.

The raw materials that are delivered will be subject to further random quality

checks. All fabric purchased and delivered, as the principal raw material, is subject

to visual checks prior to being cut in preparation for the production process.

4.12.3 Production process quality control

During the production process, the in-line quality controller of each production line

will conduct checks on the sewing process to ensure that the different components

are being sewed in accordance with the requirements of the particular product.

Each manufacturing facility also has a sewing leader who conducts random

checks of the components being sewed at each production line.

In addition, there is an end-line quality controller at the end of each production line.

The end-line quality controller will conduct a visual check of each and every single

piece of the finished apparel product that is completed by the production line. See

further Section 4.5.4 entitled “In-line quality control” of this Target Letter.
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As at the date hereof, the Target Group has a total of up to 108 quality assurance

personnel working in the thirty-five (35) production lines spread over the Target

Group’s three (3) manufacturing facilities.

The quality control measures described above ensure that the production process

conforms to the Target Group’s production guidelines. It also allows any product

defects or non-fulfilment of quality standards or customer’s specifications to be

discovered quickly, so that necessary steps may be taken to rectify them at

appropriate stages of the production process.

4.12.4 Final quality audit

As part of the quality assurance process, the Target Group also checks the

finished apparel products for broken needles prior to the products being packed.

The finished apparel products are also subject to a final inspection and/or audit

check by either the quality assurance team of the Target Group or the customers

prior to being loaded for shipment to customers. See further Section 4.5.5 entitled

“Finishing and packaging” and Section 4.5.6 entitled “Final quality audit” of this

Target Letter.

4.13 Research and Development

The co-creation model requires the Target Group to be able to collaborate closely with its

customers to co-create a product. In order for this co-creation model to be successfully

implemented, it is critical that the Target Group is in tune with, and able to anticipate,

fashion trends, market direction and customer preferences of the markets to which its

products are exported.

In this regard, the Target Group has a dedicated sales and marketing team that is

continuously updating itself on the latest fashion trends and developments. This is achieved

through a broad mix of market research, regular visits to its customers, attending fashion

trade events and seminars and continuously having conversations with and seeking

feedback from its customers. See further Section 4.7 entitled “Sales and Marketing” of this

Target Letter.

The Target Group also regularly updates itself on the technological developments of

different types of fabrics with new properties that may be suitable for different types of

apparel products. This is achieved through a mix of market research and regular

discussions with its suppliers. This enables the Target Group to advise its customers on the

appropriate fabrics for the customers’ products based on cost efficiency and their feasibility

for actual production. During the product origination process, the Target Group also works

closely with its suppliers on the technical development of the fabric that is used to

manufacture specific products.

The Target Group has not recorded any research and development expenses for the

Periods Under Review.
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4.14 Properties and Fixed Assets

4.14.1 Properties in Malaysia

As at the Latest Practicable Date, the Target Group owns the following properties

in Malaysia:

Owner Location

Approximate

Land Area/

Built-up Area

(sq m) Tenure

Use of

Property Encumbrances

KTM No. 3A Jalan

Wawasan 16,

Kawasan

Perindustrian Sri

Gading, 83300

Batu Pahat, Johor,

Malaysia

14,630

(land area)

Leasehold

of 60 years

expiring on

28 August

2067

Industrial Charged in

favour of

United

Overseas Bank

(Malaysia)

Berhad

KTM No. 3 and 3-1

Jalan Wawasan

21, Kawasan

Perindustrian Sri

Gading, 83300

Batu Pahat, Johor,

Malaysia

7,955

(land area)

Leasehold

of 60 years

expiring on

28 August

2067

Industrial Charged in

favour of

Standard

Chartered Bank

Malaysia

Berhad

KTM Jalan Wawasan

21, Kawasan

Perindustrian Sri

Gading, 83300

Batu Pahat Johor,

Malaysia

8,684.6

(land area)

Leasehold

of 60 years

expiring on

24 January

2067

Industrial Charged in

favour of

United

Overseas Bank

(Malaysia)

Berhad

KTM F-01, The Summit

Batu Pahat, No.

88, Jalan Bakau

Condong, 83000

Batu Pahat, Johor,

Malaysia(1)

42.5

(built-up

area)

Freehold Commercial None

KTM 20 Jalan Sri

Mewah 4, Taman

Sri Mewah, 86200

Simpang

Renggam, Johor,

Malaysia(2)

418.1

(land area)

Freehold Car repair

workshop

Charged in

favour of

Malayan

Banking

Berhad
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Owner Location

Approximate

Land Area/

Built-up Area

(sq m) Tenure

Use of

Property Encumbrances

OAE HS(D) 10348 PTD

1856 Mukim

Linau, Daerah

Batu Pahat, Johor

4,046.9

(land area)

Leasehold

of 60 years

expiring on

6 April 2040

Industrial None

OAE HS(M) 2923 PTD

24912 Mukim

Linau, Daerah

Batu Pahat

Johor(3)

17,498 (land

area)

Freehold Industrial Charged in

favour of

Malaysian

Industrial

Development

Finance Berhad

Notes:

(1) KTM is not the registered proprietor of F-01, The Summit Batu Pahat, No. 88, Jalan Bakau

Condong, 83000 Batu Pahat, Johor, Malaysia under Malaysian laws. Summit Parade Sdn Bhd is

still the registered proprietor as it holds the master title. Summit Parade Sdn Bhd is the developer

of the project known as The Summit Batu Pahat. F-01, The Summit Batu Pahat, No. 88, Jalan

Bakau Condong, 83000 Batu Pahat, Johor, Malaysia was sold by Summit Parade Sdn Bhd to a first

purchaser, who subsequently sold it to KTM. Summit Parade Sdn Bhd, the first purchaser and KTM

executed a deed of assignment wherein all the rights of the first purchaser were assigned to KTM

and therefore KTM has contractual rights against Summit Parade Sdn Bhd as the registered

proprietor.

(2) KTM is the registered proprietor of the land at 20 Jalan Sri Mewah 4, Taman Sri Mewah, 86200

Simpang Renggam, Johor, Malaysia. Pursuant to a tenancy agreement dated 1 November 2018

between KTM and Four Zee Enterprise, KTM has leased the land to Four Zee Enterprise for

2 years from 1 November 2018. The rental per month is RM2,100. Four Zee Enterprise is not

related to the Enlarged Group, its controlling shareholders or directors.

(3) A sale and purchase agreement dated 26 April 2016 (“2016 Agreement”) was entered into

between Mulia Raya Sdn Bhd, as the vendor, and OAE, as the purchaser in relation to the

purchase of five (5) lots of land, being PTD 5197 to PTD 5201 HS(M) 1874 to HS(M) 1878, Mukim

Linau, Batu Pahat Johor. On 13 December 2016, an application made by Mulia Raya Sdn Bhd for

the amalgamation of the five (5) lots of land into one (1) lot of land (“Amalgamated Land”) was

granted by the Johor Environmental Department. The 2016 Agreement was superseded by a new

sale and purchase agreement that was entered into by Mulia Raya Sdn Bhd and OAE on 28 July

2017 in relation to the purchase of HS(M) 2923 PTD 24912 Mukim Linau, Daerah Batu Pahat

Johor, being the Amalgamated Land.

In relation to the land situated at Jalan Wawasan 21, Kawasan Perindustrian Sri

Gading, 83300 Batu Pahat Johor, Malaysia referred to in the above table

(“Relevant KTM Land”), in January 2013, KTM constructed on part of the

Relevant KTM Land six (6) blocks of workers’ hostels (“Existing Hostels”) which

were used to house KTM’s workers. The remaining part of the Relevant KTM Land

is vacant.

Under the land title for the Relevant KTM Land, it is an express condition that the

land is to be used for ‘furniture and accessories’. The usage of the Relevant KTM

Land for the housing of workers was in breach of this express condition. In

addition, the Existing Hostels were also constructed without the permits required

under Malaysian laws.
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In relation to the breach of the express condition that the Relevant KTM Land is to

be used for ‘furniture and accessories’:

(a) Under the National Land Code 1965 of Malaysia (“NLC”), the failure of KTM

to fulfil any of the express conditions imposed on the title of the Relevant

KTM Land constitutes a breach of land conditions. The breach may expose

KTM to a fine of no less than RM500 and, in the case of a continuing breach,

a further fine of no less than RM100 for each day that the breach is not

remedied if KTM fails to show cause as to why the fine should not be

imposed. In addition, for as long as there is a continuing breach, the relevant

state authority may also exercise the power to forfeit the Relevant KTM Land.

Further, under the NLC, where any alienated land is liable to forfeiture to the

relevant state authority for breach of any condition and it appears to the

relevant land administrator that the breach is capable of being remedied by

the proprietor within a reasonable time, the relevant land administrator shall

serve on the proprietor a notice specifying the action required for remedying

the breach, and calling upon him to take such action within the time therein

specified.

(b) As at the Latest Practicable Date, KTM has not received notice of any fine

having been imposed for the breach, or notice requiring remedial action to be

taken or notice of forfeiture of the Relevant KTM Land. As at the Latest

Practicable Date, given that the hostel was built in January 2013, the relevant

land administrator could impose a fine of at least RM216,400 on KTM for

breach of the express condition in the land title, which is calculated for the

period from 1 January 2013 to 30 November 2018. As the NLC does not

provide for a maximum fine, the Target Group is not able to quantify the

potential maximum fine that KTM may face.

(c) As at the Latest Practicable Date, KTM has relocated its workers who were

being housed in the Existing Hostels to another hostel. KTM intends to

demolish the Existing Hostels.

(d) KTM has submitted an application to the relevant state authority to vary the

express condition for the Relevant KTM Land to be used as a hostel. It is

expected that it will take approximately one (1) year to receive the approval

of the application. Accordingly, it is expected that the approval will not be

received prior to Completion.

(e) The Legal Adviser to the Company as to Malaysia Law has opined that as the

relocation of the workers from the Existing Hostels is completed, KTM is no

longer in breach of the express condition under the land title. Accordingly, as

there is no longer a continuing breach of the express condition, the relevant

state authority will no longer be entitled to exercise the power to forfeit the

Relevant KTM Land. In respect of the potential fines described in sub-

paragraph (b) above, although there is no longer a continuing breach of the

express condition as the relocation of the workers from the Existing Hostels

has been completed, the relevant land administrator may still impose fines on

KTM in respect of its past breach, for the period from 1 January 2013 to 30

November 2018, the date on which the workers are relocated. The Target
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Group has confirmed that such potential fines will not have an adverse

material impact on the financial condition or financial performance of the

Target Group.

(f) The Target Group believes that it is not necessary to obtain the approval of

the application to vary the express condition under the land title prior to

Completion for the following reasons:

(i) as disclosed above, the relocation of KTM’s workers from the Existing

Hostels to another hostel has been completed and KTM is no longer in

breach of the express condition;

(ii) use of the Relevant KTM Land will resume only after the approval of the

application is obtained and after the construction of the New Hostel (as

defined below) is completed; and

(iii) the Relevant KTM Land is not material to the Target Group’s business

operations, as explained below.

(g) The Company will make timely announcements on the SGXNET to update

Shareholders on the status of the application to vary the express condition.

In relation to the construction of the Existing Hostels without the permits required

under Malaysian laws:

(i) A landowner is required to obtain approvals under various related legislation,

namely, Town and Country Planning Act 1976 (“TCPA”), Street, Drainage and

Building Act 1974 (“SDBA”) and Uniform Building By-Laws 1984. In

particular, the landowner is required to apply for the planning permission,

building plans and road and drainage plans from the Planning Department,

the Building Department and the Engineering Department of the Municipal

Council of Batu Pahat. Once the building is completed, a certificate of

completion and compliance will be signed by a professional architect or a

professional engineer with practising certificates confirming that the building

is completed and has met all statutory requirements and is ready to be

occupied with all essential utilities services connected. The certificate of

completion and compliance must then be submitted to the local authority.

KTM did not obtain such approvals for the construction of the Existing Hostels

on the Relevant KTM Land and is therefore in breach of the relevant

Malaysian laws.

(ii) KTM intends to construct a new 5-storey hostel (“New Hostel”) on the

Relevant KTM Land. Once the New Hostel is completed, KTM will relocate its

workers from the external hostel into the New Hostel on the Relevant KTM

Land.

(iii) KTM applied to the Municipal Council of Batu Pahat for the necessary

planning approvals for the construction of the New Hostel as well as the

Existing Hostels. KTM has obtained the approval of the Municipal Council of

Batu Pahat for the construction of the New Hostel (including the approvals of

the Planning Department, Building Department and Engineering Department

of the Municipal Council of Batu Pahat as mentioned above) subject to
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compliance with applicable conditions. KTM does not foresee any difficulties

in complying with the applicable conditions. The Municipal Council of Batu

Pahat has also notified KTM that the Existing Hostels do not meet certain

statutory requirements and that, if KTM wishes to retain the Existing Hostels,

it would have to rectify the non-compliances and, in addition, pay fees and

other charges amounting to a total of up to around RM208,763.84.

(iv) As explained above, as at the Latest Practicable Date, KTM has relocated its

workers from the Existing Hostels to another hostel, and intends to demolish

the Existing Hostels.

(v) The Legal Adviser to the Company as to Malaysia Law has opined that if the

Existing Hostels are demolished, KTM may still be required to pay the fees

and other charges referred to in paragraph (iii) above, at the authorities’

discretion. The Target Group has confirmed that such potential fees and

charges will not have an adverse material impact on the financial condition or

financial performance of the Target Group.

(vi) The Legal Adviser to the Company as to Malaysia Law has opined that if the

Existing Hostels are demolished, there will no longer be a continuing breach

of the requirement under Malaysian laws to obtain the relevant permits for the

construction of the Existing Hostels.

As the Relevant KTM Land is currently used only for hostel for its workers and is

not being used for its manufacturing operations, and there is no intention to use

the Relevant KTM Land for its manufacturing operations, the New Directors are of

the view that the Relevant KTM Land is not critical to, and will not materially affect,

the business and operations of the Target Group. As at 30 June 2018, the Relevant

KTM Land has a book value of around RM1,399,748, which constitutes only

approximately 3.5% of the NTA of the Target Group and is therefore not material.

KTM intends to demolish the Existing Hostels in any event instead of rectifying the

non-compliances in order to retain the Existing Hostels, for the following reasons:

(1) it is intended for the New Hostel, which will have a larger capacity and

improved facilities, to replace the Existing Hostels;

(2) as mentioned above, KTM has already obtained approval for construction of

the New Hostel; and

(3) as mentioned above, KTM has relocated its workers who were housed in the

Existing Hostels to alternative accommodation, and use of the Relevant KTM

Land will not resume until the approval for the application for change of land

use is obtained and construction of the New Hostel is completed. Therefore,

KTM does not require the use of the Existing Hostels.

The Vendor has executed in favour of the Company the Vendor Undertaking

pursuant to which the Vendor has undertaken to, among other things:

(a) procure that the Existing Hostels will be demolished by 31 January 2019; and
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(b) indemnify and keep indemnified the Company and KTM in full against all

losses (including all fines and other penalties and charges that may be

imposed by the relevant authorities in Malaysia) that may be sustained,

suffered or incurred by the Company and/or KTM arising from the breach of

the express condition under the land title of the Relevant KTM Land and/or

the construction of the Existing Hostels without obtaining the required permits

under Malaysian laws.

As at the Latest Practicable Date, the Target Group leases or otherwise occupies

the following property in Malaysia:

Lessor Lessee Location

Approximate

Built-up Area

(sq m) Tenure

Use of

property

Mega Label

(Malaysia)

Sdn Bhd

KTM Lot 1376 GM127

Mukim Simpang

Kanan, Jalan

Kluang, 83000

Batu Pahat,

Johor(1)

416.2 2 years from

1 December

2018 to

1 December

2020

Workers’

hostel

Note:

(1) KTM’s workers who were housed in the Existing Hostels have been relocated to this external

hostel on 1 December 2018.

4.14.2 Properties in Cambodia

As at the Latest Practicable Date, the Target Group leases or otherwise occupies

the following properties in Cambodia:

Lessor Lessee Location

Approximate

Built-up Area

(sq m) Tenure

Use of

property

Kim Thav,

Kiang Chhay,

Lim Kok, and

Kim Heng

Callisto

Cambodia

Srer Reachah

Village, Sangkat

Samraong

Kraom, Khan

Por Senchey,

Phnom Penh,

Cambodia

11,250 From 2 July

2018 to

31 December

2024

Office and

factory

Kim Thav,

Kaing Chhay

and Lim Kok

Moon

Cambodia

Phum Chung

Ruk, Sangkat

Trapeang

Krasang, Khan

Dang Kao,

Phnom Penh,

Cambodia

3,000 From 2 July

2018 to

31 December

2024

Office and

factory

As at the Latest Practicable Date, the New Directors were not aware of any breach

of any obligations under the above lease agreements that would result in their

termination by the lessor or non-renewal, if required, when they expire.
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Under the terms of each of the above leases, the lessors are not entitled to

unilaterally terminate the lease of the above properties by the Target Group prior

to the term, unless there is any breach or default caused by the Target Group.

4.14.3 Material fixed assets

As at the end of FY2017 and 1H2018, (a) the land and buildings in Malaysia owned

by the Target Group as listed in Section 4.14.1 above had a carrying amount of

approximately RM27.7 million and RM31.2 million respectively; and (b) the

remaining plant and machinery, factory fitting, electrical installation, office

equipment, furniture and fittings, renovation, computer and motor vehicles had an

aggregate carrying amount of approximately RM17.3 million and RM19.2 million

respectively.

As at the Latest Practicable Date, none of the Target Group’s properties and

material fixed assets is subject to any mortgage, pledge or any other

encumbrances or otherwise used as security for any bank borrowings except for:

(i) the encumbrances over the land and properties in Malaysia owned by the Target

Group as disclosed in the table in Section 4.14.1 above; (ii) debentures over

KTM’s machinery and other equipment created in favour of United Overseas Bank

(Malaysia) Berhad; and (iii) certain motor vehicles owned by the Target Group that

are subject to hire purchase financing.

To the best of the New Directors’ knowledge and belief, save as disclosed in

Section 4.14.1 above in relation to the Relevant KTM Land, there is no regulatory

requirement or environmental issue that may materially affect the Target Group’s

utilisation of any of the above properties or material tangible fixed assets.

4.15 Intellectual Property

As at the Latest Practicable Date, the Target Group has registered the following trademark:

Trademark

Registered

Proprietor Country Class

Registration

Date Expiry Date

Target Singapore 40(1) 20 March

2018

20 March

2028

Note:

(1) Class 40 includes sewing services, custom tailoring, dressmaking, embroidering, clothing alteration,

preparation and treatment of fabric, dyeing services, textile dyeing, cloth dyeing, textile treating, cloth

treating, crease-resistant treatment for clothing, fabric bleaching, applying finishes to textiles, cloth edging,

cloth cutting, cloth waterproofing, fabric waterproofing, cloth fireproofing, fabric fireproofing, cloth pre-

shrinking and custom assembling of materials for others.
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As at the Latest Practicable Date, the Target Group has applied for registration of the

following trademarks:

Trademark

Registered

Proprietor Country Class

Application

Date Status

Target Malaysia 40(1) 20 March

2018

Pending

Registration

Target Cambodia 40(1) 4 April 2018 Pending

Registration

Note:

(1) Class 40 includes sewing services, custom tailoring, dressmaking, embroidering, clothing alteration,

preparation and treatment of fabric, dyeing services, textile dyeing, cloth dyeing, textile treating, cloth treating,

crease-resistant treatment for clothing, fabric bleaching, applying finishes to textiles, cloth edging, cloth cutting,

cloth waterproofing, fabric waterproofing, cloth fireproofing, fabric fireproofing, cloth pre-shrinking and custom

assembling of materials for others.

Barring any unforeseen circumstances and to the best of the New Directors’ knowledge and

belief, there is no impediment which may affect the registration of the above trademarks that

are pending registration.

The business or profitability of the Target Group is not materially dependent on any patent,

licence or new manufacturing process.

4.16 Licences, Permits and Government Regulations

4.16.1 Government Regulations

The Target Group’s principal business and operations are located in Malaysia and

Cambodia, and the Target Group is subject to the relevant laws and regulations in

Malaysia and Cambodia. The relevant laws and regulations applicable to the

Target Group’s business and operations in Malaysia and Cambodia are set out in

Appendix I entitled “Summary of Applicable Laws and Regulations in Malaysia”

and Appendix J entitled “Summary of Applicable Laws and Regulations in

Cambodia” respectively of the Circular.

The Target Group has failed to comply with certain requirements under Malaysian

and Cambodian laws and regulations in the conduct of their business and

operations in Malaysia and Cambodia respectively.

In relation to Malaysia, please see Section 4.14.1 entitled “Properties in Malaysia”

of this Target Letter on non-compliance by KTM with an express condition on land

use in relation to the use of the Relevant KTM Land and in constructing the

Existing Hostel on the Relevant KTM Land without obtaining the required permits
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under Malaysian laws, as well as the potential penalties and the indemnity

provided by the Vendor in respect thereof.

In addition, intercompany sales from KTM to Xentika for the purpose of Xentika

selling to US customers is required to be in compliance with applicable Malaysian

transfer pricing laws and regulations. In connection therewith, the Vendor has

executed the Vendor Undertaking in favour of the Company pursuant to which the

Vendor has undertaken to, among other things, indemnify the Company and KTM

in full against all losses (including taxes, additional taxes, penalties and/or

interests) that may be suffered, sustained or incurred by the Company and/or KTM

if such intercompany sales are held not to be in compliance with applicable

Malaysian transfer pricing laws and regulations. The New Directors confirm that

KTM has not been the subject of any current or past audits in relation to transfer

pricing and are not aware of any matters or events which will result in KTM’s

non-compliance with Malaysian laws and regulations relating to transfer pricing.

In relation to Cambodia, Callisto Cambodia and Moon Cambodia have not

complied with certain requirements under Cambodian laws and regulations in the

conduct of their business and operations in Cambodia, including certain

requirements relating to apprentices, metrological equipment, auditing of its

financial statements and the provision of uniforms, as explained below. The Target

Group believes that the total potential penalties, if any, which may be imposed for

such non-compliances will not exceed US$20,000 and the non-compliances have

largely been rectified vis-à-vis the relevant regulatory or enforcement authorities.

Non-compliances in relation to apprentices

Under Cambodian laws, any enterprise employing more than sixty (60) workers

must employ a certain number of apprentices every year. At the end of the

apprenticeship training, a certificate of apprenticeship is awarded to the enterprise

by the Ministry of Labor and Vocational Training (“MLVT”) to certify that the

enterprise has complied with this requirement. In addition, the enterprise is

required to enter into apprenticeship contracts with its apprentices. Callisto

Cambodia and Moon Cambodia are subject to such requirements as both

companies employ more than sixty (60) workers each.

Callisto Cambodia and Moon Cambodia previously did not have the certificates of

apprenticeship for 2018 and did not enter into any contracts with their apprentices.

As at the Latest Practicable Date, Callisto Cambodia and Moon Cambodia have

obtained the certificates of apprenticeship for 2018 and entered into the requisite

contracts with their apprentices, and these non-compliances have therefore been

rectified.

Callisto Cambodia did not have the certificates of apprenticeship for 2014, 2015

and 2017, and Moon Cambodia did not have the certificates of apprenticeship for

the period from 2012 to 2017. In 2018, Callisto Cambodia and Moon Cambodia

applied for the certificates for the relevant past years and made payment for the

applications and have received payment receipts for the applications. Bun &

Associates, the Legal Adviser to the Company as to Cambodian Law, has advised

that in practice, the MLVT will typically not issue certificates of apprenticeship in

respect of past years but will issue only payment receipts. Further, Bun &

Associates has opined that: (a) the issue of payment receipts to Callisto Cambodia
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and Moon Cambodia is considered to be valid evidence that they have complied

with the relevant requirements under Cambodian laws for the relevant years;

(b) Callisto Cambodia and Moon Cambodia have therefore rectified the past

non-compliances; and (c) there is no material adverse impact on Callisto

Cambodia or Moon Cambodia arising from the certificates of apprenticeship not

having been issued for the past years.

Bun & Associates is of the view that the past non-compliances in failing to enter

into apprenticeship contracts with its apprentices and failing to obtain the

certificates of apprenticeship for its apprentices are not material, it is not aware of

the authorities having imposed any penalties for such past non-compliances, and

it is highly unlikely that Callisto Cambodia and Moon Cambodia will be imposed

with any penalty for such past non-compliances.

Non-compliances in relation to metrological equipment

Under Cambodian laws, Callisto Cambodia and Moon Cambodia were previously

required to obtain certain licenses and certificates for their metrological

equipment, but did not obtain some of these licences and certificates. The Target

Group is of the view that the metrological equipment is not essential to their

business operations and has, on 4 December 2018, disposed of the equipment.

Bun & Associates has opined that Callisto Cambodia and Moon Cambodia are

therefore no longer required to obtain these licences and certificates.

Bun & Associates is of the view that the past non-compliances in failing to obtain

certain licences and certificates for Callisto Cambodia’s and Moon Cambodia’s

metrological equipment are not material, it is not aware of the authorities having

imposed any penalties for such past non-compliances, and it is highly unlikely that

Callisto Cambodia and Moon Cambodia will be imposed with any penalty for such

past non-compliances.

Non-compliances in relation to auditing of financial statements

Under Cambodian laws, Callisto Cambodia and Moon Cambodia are required to

have their financial statements audited by independent external auditor registered

with the Kampuchea Institute of Certified Public Accountants and Auditors. Callisto

Cambodia and Moon Cambodia are not in compliance with this requirement. The

Target Group has undertaken to appoint a duly registered independent external

auditor to audit Callisto Cambodia and Moon Cambodia’s financial statements for

FY2018.

Non-compliance in relation to uniforms

Under Cambodian laws, Callisto Cambodia and Moon Cambodia are required to

provide two (2) sets of uniforms to their employees on an annual basis. The Target

Group is of the view that the provision of uniforms to employees on an annual

basis is not practicable due to it being common in the industry, and also for Callisto

Cambodia and Moon Cambodia, for employees to stay only for a short period of

time and to be replaced by employees who may similarly not stay for long.
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Neither Callisto Cambodia nor Moon Cambodia has received notice of any

penalties being imposed for any of the above non-compliances. Bun & Associates,

the Legal Adviser to the Company as to Cambodian Law, has opined that these

non-compliances are not material, it is not aware of any penalties having been

imposed for similar non-compliances in practice, and it is unlikely that any

penalties would be imposed on Callisto Cambodia or Moon Cambodia for such

non-compliances.

Pursuant to the Vendor Undertaking, the Vendor has also undertaken to indemnify

the Company and each of Callisto Cambodia and Moon Cambodia in full against

all losses that may be suffered, sustained or incurred by the Company, Callisto

Cambodia and/or Moon Cambodia arising from all such non-compliances.

In order to prevent a recurrence of similar non-compliances and ensure the

Enlarged Group’s compliance with the relevant laws and regulations in the future,

including the New Fabric Dyeing Facility’s compliance with the applicable

environmental, anti-pollution and related laws and regulations in Malaysia as

mentioned in the risk factor “The New Fabric Dyeing Facility is subject to

environmental laws in Malaysia” under Section 16.2 and Appendix I entitled

“Summary of Applicable Laws and Regulations in Malaysia” of the Circular, the

Target Group has undertaken to adopt and implement the following processes:

(a) Mr Chew Chong Kiat, one of the New Executive Officers, will be directly

responsible for handling the compliance function of the Enlarged Group,

assisted by the Target Group’s human resource and admin manager and an

in-house compliance team which will be set up to ensure the Enlarged

Group’s compliance with relevant laws and regulations in Malaysia,

Cambodia and any other jurisdictions which the Enlarged Group may be

subject to;

(b) all non-compliance issues must be reported to the New Audit Committee and

the New Board; and

(c) the New Audit Committee will monitor and exercise oversight of the

compliance function.

4.16.2 Licences, permits and approvals for the business and operations of the Target

Group

The following is a description of the material licences and permits required and

obtained for the business and operations of the Target Group in the countries it

currently operates in (apart from those generally applicable to companies and

business in such countries):
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Malaysia

Holder

Name of

licence or

permit Description Issuing Body Validity Period

KTM Business

Licence

Licence to carry

out business as

a garment

manufacturing

factory at

No. 3A Jalan

Wawasan 16,

Kawasan

Perindustrian Sri

Gading, 83300 Batu

Pahat, Johor,

Malaysia

Batu Pahat

Municipal

Council

9 January 2018 to

31 December

2018(1)

KTM Manufacturing

licence

Licence to act as

a Licensed

manufacturer of

made-up garments

at No. 3A Jalan

Wawasan 16,

Kawasan

Perindustrian Sri

Gading, 83300 Batu

Pahat, Johor,

Malaysia

Ministry of

International

Trade and

Industry of

Malaysia

Effective from

22 June 2006 and

no expiry date(2)

KTM Fire certificate

under the Fire

Services Act

1988 of

Malaysia

Certificate certifying

that the premises at

No. 3A Jalan

Wawasan 16,

Kawasan

Perindustrian Sri

Gading, 83300 Batu

Pahat Johor,

Malaysia have

complied with the

life safety, fire

prevention, fire

protection and

firefighting

requirements under

the Fire Services

Act 1988

Fire and

Rescue

Department

Malaysia

18 August 2018 to

11 August 2019(3)
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Holder

Name of

licence or

permit Description Issuing Body Validity Period

KTM Licence under

section 65A of

the Customs

Act as a

licensed

manufacturing

warehouse

Licence to carry on

any manufacturing

process and other

operation in respect

of the goods liable

to customs duties

in the warehouse of

No. 3A Jalan

Wawasan 16,

Kawasan

Perindustrian Sri

Gading, 83300 Batu

Pahat, Johor,

Malaysia

Royal

Malaysian

Customs

Department

1 July 2017 to

30 June 2019(3)

KTM Certificate of

fitness for

unfired

pressure

vessel

Certificate

confirming that the

unfired pressure

vessels used by

KTM are fit for use

Government

of Malaysia

23 September 2018

to 18 October

2019(3)

KTM Certificates of

fitness for

boiler

Certificates

confirming that the

boilers used by

KTM are fit for use

Government

of Malaysia
5 certificates are

valid from

17 January 2018 to

15 April 2019(3)

5 certificates

are valid from

23 September 2018

to 18 October

2019(3)

4 certificates are

valid from

23 September 2018

to 15 November

2019(3)

7 certificates are

valid from

14 December 2018

to 17 February 2020

OAE Business

licence

Licence to carry

out business of

weaving, dyeing,

printing and

finishing of textile,

wholesale of yarn

and fabric at No. 3

Jalan Wawasan 21,

Kawasan

Perindustrian Sri

Gading 83300

Batu Pahat

Municipal

Council

10 January 2018 to

31 December

2018(1)
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Holder

Name of

licence or

permit Description Issuing Body Validity Period

OAE Approval for

registration

under Section

13 of the Sales

Tax Act 2018

Approval for OAE

to be registered as

a taxable person

under the Sales Tax

Act 2018

Royal

Malaysian

Customs

Department

Effective from

1 September 2018

and no expiry date

Notes:

(1) This licence cannot be renewed before its expiry date and can only be renewed on 1 January 2019.

The New Directors do not foresee any difficulties in renewing this licence.

(2) This licence was issued following a change in KTM’s factory address. The Ministry of International

Trade and Industry of Malaysia has confirmed that the manufacturing licence of KTM has been

approved since October 1990 and KTM has been in compliance with all the conditions imposed by

the Ministry of International Trade and the Malaysian Investment Department Authority.

(3) The Target Group will typically submit the renewal application approximately 30 to 50 days before

the expiry date. The New Directors do not foresee any difficulties in obtaining the renewed

certificates.enewe

Cambodia

Holder

Name of

licence or

permit Description Issuing Body Validity Period

Callisto

Cambodia

Factory

establishment

permit

Permit to establish

a factory at Srae

Rachcheak Village,

Sangkat Samraong

Kraom, Khan Por

Senchey, Phnom

Penh, Cambodia

Ministry of

Industry and

Handicraft

(formerly

known as

Ministry of

Industry,

Mines and

Energy)

Lifespan of the

factory

Callisto

Cambodia

Factory

operation

licence

Approval to operate

a factory at Srae

Rachcheak Village,

Sangkat Samraong

Kraom, Khan Por

Senchey, Phnom

Penh, Cambodia

Ministry of

Industry and

Handicraft

(formerly

known as

Ministry of

Industry,

Mines and

Energy)

13 November 2017

to 13 November

2020

Callisto

Cambodia

Certificate on

quality,

effectiveness of

fire prevention

and firefighting

system

Certificate certifying

that Callisto

Cambodia’s fire

prevention and

firefighting system

is effective and of

good quality

Phnom Penh

Municipal

Police

Commissioner

3-year validity (from

the issue date of

23 February 2018)

APPENDIX A: LETTER TO SHAREHOLDERS FROM THE NEW DIRECTORS

A-44



Holder

Name of

licence or

permit Description Issuing Body Validity Period

Callisto

Cambodia

Certificate of

training on fire

prevention and

firefighting

system

Certificate certifying

that Callisto

Cambodia has

conducted the

required training on

fire prevention and

firefighting system

as required under

applicable laws

Phnom Penh

Municipal

Police

Commissioner

6-month validity

(from the issue date

of 10 September

2018)(1)

Callisto

Cambodia

Environmental

Protection

Contract and

Environmental

Management

Plan

Approval to operate

the factory in

compliance with

environmental

regulations

Ministry of

Environment

Effective from

22 August 2013 and

valid for the lifespan

of the factory

Callisto

Cambodia

Construction

Permit

Approval of the

construction plan

of the building

Ministry of

Land

Management,

Urban

Planning and

Construction

N/A

Callisto

Cambodia

Construction

Closing Permit

Indication that the

building was

constructed in

accordance with

the approved

construction plan

Ministry of

Land

Management,

Urban

Planning and

Construction

N/A

Moon

Cambodia

Factory

Establishment

Permit

Permit to establish

a factory at Phum

Chung Ruk,

Sangkat Trapeang

Krasang, Khan

Dang Kao, Phnom

Penh, Cambodia

Ministry of

Industry and

Handicraft

(formerly

known as

Ministry of

Industry,

Mines and

Energy)

Effective from

17 August 2011 and

valid for the lifespan

of the factory

Moon

Cambodia

Factory

Establishment

Permit

Permit to establish

a factory at Phum

Chung Ruk,

Sangkat Trapeang

Krasang, Khan

Dang Kao, Phnom

Penh, Cambodia

Ministry of

Industry and

Handicraft

(formerly

known as

Ministry of

Industry,

Mines and

Energy)

Effective from

27 November 2017

and valid for the

lifespan of the

factory
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Holder

Name of

licence or

permit Description Issuing Body Validity Period

Moon

Cambodia

Factory

Operation

Certificate

Certificate to

operate a factory at

Phum Chung Ruk,

Sangkat Trapeang

Krasang, Khan

Dang Kao, Phnom

Penh, Cambodia

Ministry of

Industry and

Handicraft

(formerly

known as

Ministry of

Industry,

Mines and

Energy)

28 November 2017

to 28 November

2020

Moon

Cambodia

Certificate on

quality,

effectiveness of

fire prevention

and firefighting

system

Certificate certifying

that Moon

Cambodia’s fire

prevention and

firefighting system

is effective and of

good quality

Phnom Penh

Municipal

Police

Commissioner

3-year validity (from

the issue date of

26 September 2017)

Moon

Cambodia

Certificate of

training on fire

prevention and

firefighting

system

Certificate certifying

that Moon

Cambodia has

conducted the

required training on

fire prevention and

firefighting system

as required under

applicable laws

Phnom Penh

Municipal

Police

Commissioner

6-month validity

(from the issue date

of 19 November

2018)(1)

Note:

(1) The Target Group will typically apply for renewal approximately 30 to 50 days before the expiry

date. The New Directors do not foresee any difficulties in obtaining the renewed certificates.

Save as disclosed above, the Target Group does not require any other material

governmental licences or permits in respect of its current operations apart from

those generally applicable to companies and business in such countries.

To the best of the New Directors’ knowledge, as at the Latest Practicable Date, the

Target Group has obtained all requisite licences and permits and is in compliance

with all relevant laws and regulations in Malaysia and Cambodia that would

materially affect its business operations.

4.16.3 Licences and permits for the construction of the New Fabric Dyeing Facility

Apart from licences and permits required for the business and operations of the

Target Group, the Target Group is also required to obtain the necessary licences

and permits for the construction of the New Fabric Dyeing Facility in Malaysia.
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The following is a description of the material licences and permits required and

obtained for the construction of the New Fabric Dyeing Facility:

Holder

Name of

licence or

permit Description Issuing Body Validity Period

OAE Building plan

application

Application for

building plan for

the purpose of

constructing the

New Fabric Dyeing

Facility on PTD

5197 – PTD 5201,

HS(M) 1874 –

HS(M) 1878 (Lot

7799 – Lot 7803)

Jalan Perahu,

Kawasan

Perindustrian

Tongkang Pecah,

Mukim Linau, Batu

Pahat Johor

Municipal

Council of

Batu Pahat

Effective from

9 March 2017 with

one year validity

period to commence

construction work;

once the

construction work

has commenced,

there is no expiry

date

OAE Building plan

application

Application for

building plan for

the purpose of

constructing the

New Fabric Dyeing

Facility on PTD

5197 – PTD 5201,

HS(M) 1874 –

HS(M) 1878 (Lot

7799 – Lot 7803)

Jalan Perahu,

Kawasan

Perindustrian

Tongkang Pecah,

Mukim Linau, Batu

Pahat Johor

Fire and

Rescue

department,

Johor,

Malaysia

Effective from

12 March 2017 with

one year validity

period to commence

the construction

work; once the

construction work

has commenced,

there is no expiry

date
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Holder

Name of

licence or

permit Description Issuing Body Validity Period

OAE Construction

planning

application

Application for

planning

construction under

s.21 Town and

County Planning

Act 1976 for the

purpose of

constructing the

New Fabric Dyeing

Facility on PTD

5197 – PTD 5201,

HS(M) 1874 –

HS(M) 1878 (Lot

7799 – Lot 7803)

Jalan Perahu,

Kawasan

Perindustrian

Tongkang Pecah,

Mukim Linau, Batu

Pahat Johor

Municipal

Council of

Batu Pahat

Effective from

23 July 2017 with

one year validity

period to commence

construction work;

once the

construction work

has commenced,

there is no expiry

date

OAE Landscape

plan

application

Application for

landscape plan for

the purpose of

constructing the

New Fabric Dyeing

Facility on PTD

5197 – PTD 5201,

HS(M) 1874 –

HS(M) 1878 (Lot

7799 – Lot 7803)

Jalan Perahu,

Kawasan

Perindustrian

Tongkang Pecah,

Mukim Linau, Batu

Pahat Johor

Municipal

Council of

Batu Pahat

Effective from

23 July 2017 with

one year validity

period to commence

construction work;

once the

construction work

has commenced,

there is no expiry

date
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Holder

Name of

licence or

permit Description Issuing Body Validity Period

OAE Construction

planning

approval

application

Application for

approval in relation

to the planning

construction under

s.21 Town and

County Planning

Act 1976 for the

purpose of

constructing the

New Fabric Dyeing

Facility on PTD

5197 – PTD 5201,

HS(M) 1874 –

HS(M) 1878 (Lot

7799 – Lot 7803)

Jalan Perahu,

Kawasan

Perindustrian

Tongkang Pecah,

Mukim Linau, Batu

Pahat Johor

Department of

Environment,

Johor

Effective from

12 June 2017 with

one year validity

period to commence

construction work;

once the

construction work

has commenced,

there is no expiry

date

Save as disclosed above, the Target Group does not require any other material

governmental licences or permits in respect of the construction of the New Fabric

Dyeing Facility.

To the best of the New Directors’ knowledge, as at the Latest Practicable Date, the

Target Group has obtained all requisite licences or permits and is in compliance

with all relevant laws and regulations in Malaysia that would materially affect the

construction of the New Fabric Dyeing Facility.

4.17 Insurance

The Target Group has taken out the necessary insurance policies for its business and

operations, to cover various risks including, but not limited to, product liability, trade credit

extended to customers, damage to and/or loss of goods in transit, loss and/or damage due

to fire, theft and burglary, consequential loss, motor vehicle and personal accident.

The New Directors are of the view that the above insurance policies are adequate for the

Target Group’s present operations. However, any significant damage to the Target Group’s

operations may have a material adverse effect on its business, results of operations or

financial position. As at the Latest Practicable Date, the Target Group has not suffered any

material loss or damage or incurred any material liabilities due to the lack of or inadequate

insurance coverage in respect of such claims. See further Section 16 entitled “Risk Factors”

of the Circular.
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4.18 Employees

The functional distribution breakdown of the full-time employees of the Target Group as at

the end of each of FY2015, FY2016, FY2017 and 1H2018 and up to the Latest Practicable

Date is as follows:

Category of Employees

As at

31 December

2015

As at

31 December

2016

As at

31 December

2017

As at

30 June

2018

As at the

Latest

Practicable

Date

Sales and Marketing 2 2 4 5 3

Sourcing and Purchasing 5 6 4 6 6

Product Development 20 20 21 21 19

Merchandising 21 25 28 31 36

Production 1,659 1,462 1,533 1,774 1,786

Human Resources and

Administration 31 30 27 33 36

Accounts and Finance 11 13 16 16 18

Shipping 4 4 4 6 7

Industrial Engineering 1 1 1 2 1

Compliance 1 1 1 – 1

Information Technology 1 1 1 1 1

Total 1,756 1,565 1,640 1,895 1,914

The number of production employees decreased from 1,659 as at 31 December 2015 to

1,462 as at 31 December 2016 due primarily to the general shortage of foreign workers in

Malaysia in 2016 which also affected KTM’s manufacturing operations in Malaysia, and an

outflow of workers in the Target Group’s Cambodian Manufacturing Facilities who were

seeking employment opportunities with new factories in the same vicinity as the Target

Group’s Cambodian Manufacturing Facilities during the same year. The production team’s

staff strength thereafter increased to 1,774 employees as at the end of 1H2018 and 1,786

as at the Latest Practicable Date due to an increase in workers in the Cambodian

Manufacturing Facilities to meet the increasing production needs in the Cambodian

Manufacturing Facilities.

The geographical distribution of the Target Group’s full-time employees as at the end of

each of FY2015, FY2016, FY2017 and 1H2018 and up to the Latest Practicable Date is as

follows:

Country of Employees

As at

31 December

2015

As at

31 December

2016

As at

31 December

2017

As at

30 June

2018

As at the

Latest

Practicable

Date

Malaysia 489 447 425 520 502

Cambodia 1,267 1,118 1,215 1,375 1,412

Total 1,756 1,565 1,640 1,895 1,914
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The number of employees in Malaysia had fallen over the recent three (3) financial years
from 489 as at 31 December 2015 to 425 as at 31 December 2017 due primarily to the
general shortage of foreign workers in Malaysia, which also affected KTM’s manufacturing
operations in Malaysia. However, due to the increase in the foreign workers quota and the
greater availability of foreign workers in Malaysia, the number of employees in Malaysia has
increased to 520 as at 30 June 2018 and subsequently decreased to 502 as at the Latest
Practicable Date. Due to the increase in sales orders at the Cambodian Manufacturing
Facilities, the number of employees in Cambodia has increased over the recent three (3)
financial years from 1,267 as at 31 December 2015 to 1,375 and 1,412 as at 30 June 2018
and the Latest Practicable Date respectively.

The Target does not employ any temporary staff.

In Malaysia, the Target Group’s employees are not unionised. In Cambodia, as at the Latest
Practicable Date, some of the employees of Callisto Cambodia and Moon Cambodia are
represented by separate workers’ unions which are duly registered with the Ministry of
Labour and Vocational Training of Cambodia to represent these employees.

In January 2012, Moon Cambodia encountered a protest by its employees after terminating
the employment of five workers who were union representatives. These workers alleged
that they were unfairly dismissed, and thereafter organised a strike supported by an
external union to garner the support of the employees of Moon Cambodia. On 1 February
2012, these workers led some of the employees in a protest against Moon Cambodia by
making certain demands relating to, among other things, the reinstatement of these five
union representatives, increase in salary and bonuses and improvement in employee
benefits.

The allegations made by these workers that they were unfairly dismissed were however not
true, given that they were employed under 3-month fixed duration employment contracts
and hence were not entitled to have their employment contracts automatically renewed
upon expiry of the 3-month contractual period. Moon Cambodia subsequently paid
compensation to the workers having fixed duration employment contracts in accordance
with Cambodian laws. As at the Latest Practicable Date, the said workers are barred by the
statute of limitation under Cambodian laws from making any claims against Moon
Cambodia in relation to their rights to any payment of compensation.

On 3 February 2012, an arbitral order was issued by the Arbitration Council of Cambodia
for the employees of Moon Cambodia to discontinue the strike and return to work the next
day. On 8 February 2012, with a view to settle the matter privately and expeditiously, Moon
Cambodia negotiated with the employees in relation to the employees’ claims and
eventually acceded to some of the claims. The strike in 2012 had resulted in the suspension
of work for around eight (8) days in Moon Cambodia.

In early 2014, Callisto Cambodia and Moon Cambodia were involved in separate labour
disputes in relation to certain claims made by their respective employees for, among other
things, certain payments such as increased transportation and accommodation allowance
and lunch allowance. The employees of Callisto Cambodia and Moon Cambodia went on
strike led by an external union to press their claims and this resulted in the suspension of
work for twenty-four (24) days at the Callisto Cambodia manufacturing facility and thirteen
(13) days at the Moon Cambodia manufacturing facility. Most of the employees’ claims were
eventually resolved by private settlement between Callisto Cambodia and Moon Cambodia
and their respective employees. Several claims against Callisto Cambodia and Moon
Cambodia that were not resolved by private settlement were referred to the Arbitration
Council of Cambodia. In March 2014, arbitral orders were issued for the employees of
Callisto Cambodia and Moon Cambodia to discontinue the strike. However, the employees
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disobeyed the arbitral orders and continued the strike. Notwithstanding the foregoing, the
Arbitration Council of Cambodia closed the case without making any ruling.

Save for suspension of work during the period of the strikes described above, neither

Callisto Cambodia nor Moon Cambodia suffered any other material loss arising from the

above labour disputes in 2012 and 2014.

Save as disclosed above, there has not been any incidence of work stoppages or labour

disputes that affected the Target Group’s business. Accordingly, the Target Group considers

its relationship with the workers’ unions and its employees to be good and is expected to

continue to be so in the future.

4.19 Staff Training

The Target Group believes in providing its staff with the necessary training and professional

development, so that they are adequately equipped with the relevant skills and expertise to

carry out their jobs. Training of employees will vary in accordance with the requirements of

the employees’ roles and departments. All new employees are required to undergo

orientation training and, where applicable, hands-on attachment programmes to ensure that

they are familiar with the Target Group’s operational processes, production guidelines,

quality control requirements and work safety procedures. Employees who are working

along the production process, are further imparted with the relevant product knowledge and

technical skills relating to the various raw materials and production methods utilised by the

Target Group. The Target Group also compiles employee handbooks and displays them at

its manufacturing facilities so that employees are aware of the company’s regulations and

procedures which they have to follow.

Continuing training programmes are conducted in-house for employees in accordance with

their job scope, with the aim of improving their overall efficiency, competency, technical

knowledge and skills. Employees may also be enrolled in seminars and courses organised

by external parties such as the Malaysian Knitting Manufacturers Association and the

Malaysian Textile Manufacturers Association which are associations for the textile and

apparel industry.

The Target Group’s staff training expenditure during the Periods Under Review was not

material as most of its staff training is conducted in-house by the relevant production

supervisor or management staff.

4.20 Environment and Safety

The Target Group’s operations and properties are subject to environmental laws and

regulations in Malaysia and Cambodia. See further Appendix I entitled “Summary of

Applicable Laws and Regulations in Malaysia” and Appendix J entitled “Summary of

Applicable Laws and Regulations in Cambodia” of this Circular.

In Malaysia, the Target Group’s existing operations are not required to comply with any

material environmental laws and regulations.
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In Cambodia, the Target Group’s operations are required to comply with applicable

environmental laws and regulations, including in relation to the discharge of liquid waste

and industrial solid waste, emission of air pollutants, and noise generated at the

Manufacturing Facilities in Cambodia. In this regard, each of Callisto Cambodia and Moon

Cambodia has obtained all material environmental licences and permits required for its

operations.

The Target Group also compiles and displays its health and safety policies at its
manufacturing facilities so that employees are aware of the measures and procedures to
comply with to maintain a healthy and safe working environment. As testament of the Target
Group’s commitment towards its employees’ welfare and ensuring a safe, lawful, humane
and ethical working environment, the KTM and Callisto Cambodia manufacturing facilities
have been awarded the Worldwide Responsible Accredited Production (“WRAP”)(1) Gold
certification in 2017 and 2018 respectively. The KTM and Callisto Cambodia manufacturing
facilities have further been certified in 2017 by one of its customers, VF Corporation, in
respect of their compliance on health and safety. VF Corporation is one of the world’s
largest apparel, footwear and accessories companies with a diverse portfolio of reputable
brands. It places a strong emphasis on socially and environmentally responsible operations
in its business dealings globally, and conducts factory compliance audit on its suppliers
from time to time.

Note:

(1) Based on its website at www.wrapcompliance.org, WRAP is an independent, objective, non-profit team of

global social compliance experts dedicated to promoting safe, lawful, humane, and ethical manufacturing

around the world through certification and education. Its primary activity is its certification program, which is

mainly focused on the apparel, footwear and sewn products sectors.

The New Directors believe that the Target Group’s apparel manufacturing facilities in
Malaysia and Cambodia have complied in all material respects with the relevant Malaysian
and Cambodian environmental protection laws and regulations and have obtained the
requisite licences and permits from the relevant governmental authorities.

4.21 Seasonality

Demand for the Target Group’s apparels depends on seasonal and cyclical demand
conditions. Sales are generally higher during the months leading up to year-end holiday and
festive seasons in the EU, US and Canada markets, particularly Thanksgiving Day,
Christmas Day and New Year, as the Target Group’s customers increase their orders in
anticipation of higher sales during such festive periods. Such orders are typically processed
and delivered to customers in the months of May to September. Demand tends to fall during
the festive periods as the business activities of the Target Group’s customers are generally
reduced.

4.22 Awards and Certifications

In the Target Group’s recent operating history, it has managed to obtain various awards and
certifications in recognition of its quality of products and services, business operations,
internal controls and commitment to product sustainability. The following are some of the
major awards and certifications which the Target Group has received:

Year Awards and Certifications Issuing Body

2012 Vendor of the Year Blair Corporation

2013 Vendor of the Year Blair Corporation
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Year Awards and Certifications Issuing Body

2014 Vendor of the Year Blair Corporation

2014 Best on Time Delivery Award Orchard Brands Corporation

2015 Vendor of the Year Haband

2017-2018 WRAP GOLD certification in respect of

KTM’s manufacturing facilities

WRAP

2018-2019 WRAP GOLD certification in respect of

Callisto Cambodia’s manufacturing

facilities

WRAP

Blair Corporation and Orchard Brands Corporation are part of the Bluestem Brands, Inc.

group, and Haband is one of the brands under Bluestem Brands, Inc. Bluestem Brands, Inc.

is one of the major customers of the Target Group. See further Section 4.8 entitled “Major

Customers” of this Target Letter.

The Target Group has also been certified by the Customs-Trade Partnership Against

Terrorism (“CTPAT”) in 2017 in relation to the security of KTM’s and Callisto Cambodia’s

supply chain with respect to terrorism. The CTPAT is a programme under which the US

Border and Customs Protection works with the trade community, including the Target

Group’s customers in US, to strengthen international supply chains and improve US border

security. CTPAT certified members are considered to be of low risk, and are therefore their

products are less likely to be examined at a US port of entry.

4.23 Dividend Policy

4.23.1 Target Group

As at the Latest Practicable Date, the Target Group does not have a dividend

policy. Save as disclosed below, none of the companies in the Target Group has

paid or declared any dividends in FY2015, FY2016, FY2017 and during the period

beginning from 1 January 2018 to the Latest Practicable Date:

4.23.2 KTM

RM’000 FY2015 FY2016 FY2017

1 January

2018 to the

Latest

Practicable

Date

Dividends declared 2,800 3,500 6,000 –

As of 30 June 2018, an aggregate amount of RM8,701,000 is owing from KTM to

its current shareholders, Mr Lim Siau Hing and Mr Lim Vhe Kai, arising from

dividend declared in respect of past financial years but not yet paid by KTM and

advances made by them to KTM for working capital purposes.
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Mr Lim Siau Hing, Mr Lim Vhe Kai, KTM and the Company have entered into an

agreement dated 17 December 2018, pursuant to which:

(a) KTM shall be entitled to pay an amount of RM2,135,000 to Mr Lim Siau Hing

and Mr Lim Vhe Kai by 31 December 2018;

(b) KTM shall be entitled to pay an amount of RM3,000,000 to Mr Lim Siau Hing

and Mr Lim Vhe Kai by 31 March 2019;

(c) the balance of RM3,566,000 (“Amount Payable”) shall be paid to Mr Lim

Siau Hing and Mr Lim Vhe Kai, in full or in part from time to time, at such time

or times, as may be agreed by KTM and the Company, and subject always to

the New Audit Committee being satisfied that such payment(s) will not

adversely affect the ongoing working capital or liquidity requirements and the

financial position of the Company and its subsidiaries.

4.23.2 Enlarged Group

The declaration and payment of dividends by the Company following Completion

will be determined at the sole discretion of the New Board, subject to the approval

of Shareholders.

In making their dividend recommendation, the New Board will take into

consideration the performance of the Enlarged Group, including the operating

results, financial condition, working capital requirements, capital expenditure

needs, the terms of borrowing arrangements (if any), the level of cash and retained

earnings, and other factors deemed relevant by the New Board. In addition, in

determining the amount of dividends to be paid, consideration will be given to

maximising Shareholders’ value. In the circumstances, there is no assurance that

dividends will be paid in the future or as to the amount or timing of any dividends

that will be paid.

In addition, the ability of the Company as an investment holding company to

declare and pay dividends is dependent on the declaration and payment of

dividends by the Target Group Companies and, in particular, KTM. KTM is subject

to bank covenants which restrict the ability of KTM to declare and pay dividends

to the Company without the consent of the relevant banks. See further the risk

factor “The Company may not be able to pay dividends in future” under Section

16.4 entitled “Risk factors relating to ownership of the Shares following

Completion” of this Circular.

The Company may, by ordinary resolution, declare dividends at a general meeting,

but it may not pay dividends in excess of the amount recommended by the New

Board. The New Board may declare interim dividends without seeking

Shareholders’ approval. The Company must pay all dividends out of its profits

pursuant to the Companies Act.
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All dividends are paid pro-rata among the Shareholders in proportion to the

amount paid up on each Shareholder’s Shares, unless the rights attaching to an

issue of any Share provides otherwise. Any payment by the Company to the CDP

of any dividend payable to a Shareholder whose name is registered in the

depository register shall, to the extent of payment made to the CDP, discharge the

Company from its obligation to that Shareholder in respect of that dividend

payable.

For information relating to taxes payable on dividends, please refer to Appendix K

entitled “Taxation” of the Circular.

4.24 Competition

The apparel manufacturing industry is a global industry that is highly fragmented, with a

large number of manufacturers with different scale of operations located in different

countries. A large number of these manufacturers are located in Asia due primarily to,

among other things, primarily the availability of manpower and low cost base. Based on the

World Trade Statistical Review 2018 released by the World Trade Organisation, the PRC,

Bangladesh, Vietnam and India rank among the top five (5), and Cambodia ranking as the

ninth biggest, exporters of apparels in the world in 2016.(1) In view of the foregoing, the

Target Group faces competition from manufacturers located not only in Malaysia and

Cambodia, where the Target Group operates, but also globally and particularly in other

parts of Asia.

Although there are many apparel manufacturers both regionally and globally, not all

manufacturers are in direct competition with one another due to market segmentation,

differences in product range, quality and scale of operations. In terms of market

segmentation, the Target Group believes that it faces a fair amount of competition in the

product categories of nightwear, lounge wear and casual wear for women. However, in

comparison, the Target Group believes that it faces less competition in its niche focus of

apparels for seniors and plus sizes apparels, due generally to less apparel manufacturers

specialising in these categories.

Based on the Target Group’s industry knowledge and experience, customers typically

spread their purchases from manufacturers in different countries to diversify their business

and operational risks, taking into account, among other things, costs, quality and level of

tariffs payable for the import of products from the relevant countries. In this regard,

customers from the EU and Canada generally tend to source for manufacturers from

Cambodia and Bangladesh, while customers from the US traditionally tend to source for

manufacturers from the PRC and Vietnam. As such, the Target Group believes that its main

competitors are primarily manufacturers located in Cambodia, Bangladesh, the PRC and

Vietnam.

Even though the Target Group competes in a highly competitive environment, the Target

Group believes that its competitive strengths will enable it to distinguish itself from its

competitors. See further Section 4.25 entitled “Competitive Strengths” of this Target Letter.

To the best of the New Directors’ knowledge, none of the New Directors or Substantial

Shareholders or their respective associates is related to or has any interest, direct or

indirect, in any of the competitors in the jurisdictions mentioned above.
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To the best of the New Directors’ knowledge, there are no known published statistics or

official sources of information to establish the Target Group’s market share in the apparel

manufacturing industry.

Note:

(1) The above information was extracted and compiled from the World Trade Statistical Review 2018 released by

the World Trade Organisation.

4.25 Competitive Strengths

4.25.1 The Target Group has a strong, experienced and cohesive management team

The Target Group’s management team has extensive experience in the textile and

apparel industry. Its founder and managing director, Mr Lim Siau Hing, has

accumulated close to 50 years of experience in the textile and apparel industry,

including technical and managerial experience and knowledge in the knitting and

dyeing of fabric as well as manufacturing of apparels. Mr Lim Siau Hing has been

instrumental in spearheading the growth of the Target Group since 1988. Mr Lim

Siau Hing will be appointed as the New Executive Director and Executive

Chairman of the Company upon Completion.

Mr Lim Siau Hing is supported by Mr Lim Vhe Kai and Mr Chew Chong Kiat, both

of whom joined the Target Group in 2002 and have since been working closely

together as a team to build up and expand the apparel manufacturing business of

the Target Group. Their extensive industry experience, network and in-depth

knowledge of the Target Group’s customers’ needs have enabled the Target Group

to grow over the years to become a reputable supplier to customers in the EU, the

US and Canada. Mr Lim Vhe Kai will be appointed as the New Executive Director

and CEO of the Company, and Mr Chew Chong Kiat will be appointed as the New

Executive Officer and COO of the Company, upon Completion.

4.25.2 The Target Group differentiates itself from competitors by its co-creation business

model

Against the backdrop of a rapidly evolving global apparel industry, the Target

Group adopts a co-creation business model in order to address its customers’

needs. Apart from product execution capabilities, the Target Group adds value by

collaborating closely with customers on the product initiation process, involving

the provision of valuable input to customers on product concept and design, raw

material development and sourcing and apparel construction technology and

methods.

The Target Group’s customers have consistently placed great value on its

co-creation business model, which is not easy for its competitors to replicate

effectively. The close collaboration with customers which the co-creation business

model entails has enabled the Target Group to gain valuable insights into

constantly evolving fashion trends and market direction, allowing the Target Group

to better understand the particular needs of individual customers as well as to

initiate product concept and development with its customers at an earlier stage

and turn new products into reality quickly, thus achieving higher speed-to-market.
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The Target Group believes that the co-creation business model enables the Target

Group to provide to customers the right product at the right time and at the right

costs.

4.25.3 The Target Group’s long-term and strong relationship with its major customers

Consistent with its sales and marketing approach, the Target Group has through

the years fostered long-term and very strong and stable relationships with a

network of major customers. For instance, the Target Group has been working with

Matalan Retail Limited for over twenty-five (25) years, and with Bluestem Brands,

Inc, Fullbeauty Brands, Inc. and Kayser-Roth Corporation for more than ten (10)

years, and Carter’s, Inc. for more than five (5) years. To the best of the knowledge

and belief of the New Directors, the Target Group is also amongst the top ten (10)

suppliers to Matalan Retail Limited and Bluestem Brands, Inc. To the best of the

knowledge and belief of the New Directors, the Target Group has consistently been

highly ranked in Matalan Retail Limited’s annual assessment of its wide and

diverse network of suppliers. The Target Group has also been conferred “Vendor

of the Year” and “Best on Time Delivery” awards by several brands within the

brands portfolio of Bluestem Brands, Inc. between 2012 and 2015.

The New Directors believe that the above is testament of the success of the Target

Group’s co-creation business model and its ability to provide its customers with the

right product at the right time at the right costs. The New Directors also believe that

these same qualities will enable the Target Group to continue to increase sales to

its existing major customers as well as develop new customers.

4.25.4 The Target Group’s focus on the niche segment of apparels for seniors and plus

sizes apparels

The Target Group’s specialisation in apparels for seniors and plus sizes apparels,

particularly in the US, enables it to gain a competitive edge over other suppliers in

the apparels manufacturing industry. There is less competition in these niche

segments, and the Target Group has built up a long-standing reputation with

certain established customers that serve consumers in these niche markets based

on its competitive pricing and high-quality products.

In the apparels for seniors segment, one of the Target Group’s main customers is

Bluestem Brands, Inc. The Orchard Brands Corporation owned by Bluestem

Brands, Inc. comprise a stable of brands for apparels and home products that are

described as focused on serving women and men above the age of 50. To the best

of the knowledge and belief of the New Directors, the Target Group is amongst the

top ten (10) suppliers to Bluestem Brands, Inc. As a showcase of the Target

Group’s strength in that segment, the Target Group was awarded the “Vendor of

the Year” by Blair Corporation from 2012 to 2014 and by Haband in 2015, and the

“Best on Time Delivery Award” in 2014 by Orchard Brands Corporation. Blair and

Haband are brands under the stable of Orchard Brands.

In the plus sizes apparels segment, the Target Group’s main customer is

Fullbeauty Brands, Inc., which focuses on apparels for plus size women and men.

During the period from FY2015 to FY2017, the Target Group has increased its

sales to Fullbeauty Brands, Inc., resulting in it becoming one of the Target Group’s

top five (5) customers in FY2017, and continuing to be so in 1H2018.

APPENDIX A: LETTER TO SHAREHOLDERS FROM THE NEW DIRECTORS

A-58



5. SELECTED FINANCIAL INFORMATION ON THE TARGET GROUP

The selected combined financial information on the Target Group for the Periods Under

Review presented below should be read in conjunction with the full text of the Circular,

including Appendix C entitled “Audited Combined Financial Statements of Knit Textile and

Apparel Pte. Ltd. and its Subsidiaries with Independent Auditor’s Report for the Financial

Years Ended 31 December 2015, 2016 and 2017” and Appendix E entitled “Unaudited

Interim Combined Financial Statements of Knit Textile and Apparel Pte. Ltd. and its

Subsidiaries with Independent Auditor’s Report for the Six-Month Period ended 30 June

2018”.

Combined Statements of Comprehensive Income of the Target Group

Audited Unaudited

RM’000 FY2015 FY2016 FY2017 1H2017 1H2018

Revenue 140,431 160,068 218,301 78,124 106,390

Cost of sales (112,364) (129,585) (182,459) (65,119) (91,687)

Gross profit 28,067 30,483 35,842 13,005 14,703

Other items of income

Interest income 234 244 251 4 117

Other income 489 573 1,492 200 75

Other items of expenses

Administrative and general

expenses (10,616) (11,940) (16,084) (7,884) (8,267)

Selling and marketing

expenses (7,112) (7,201) (7,272) (1,577) (3,395)

Finance costs (1,509) (1,203) (1,522) (590) (860)

Profit before tax 9,553 10,956 12,707 3,158 2,373

Income tax expense (2,054) (3,200) (3,877) (1,018) (934)

Profit for the year/period 7,499 7,756 8,830 2,140 1,439

Other comprehensive

income

Item that may be reclassified

subsequently to profit or loss:

Foreign currency translation 2,021 638 (1,222) (585) (78)

Total comprehensive

income for the year/period 9,520 8,394 7,608 1,555 1,361
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Combined Statements of Financial Position of the Target Group

RM’000

Audited

as at

31 December

2017

Unaudited

as at

30 June

2018

Assets

Non-current asset

Property, plant and equipment 44,979 50,476

Current assets

Inventories 30,526 70,640

Trade and other receivables 51,304 42,882

Other current assets 1,320 1,261

Cash and short-term deposits 12,484 11,527

Total current assets 95,634 126,310

Total assets 140,613 176,786

Equity and liabilities

Current liabilities

Trade and other payables 48,071 66,776

Borrowings 40,210 51,432

Tax payable 1,712 1,630

Total current liabilities 89,993 119,838

Net current assets 5,641 6,472

Non-current liabilities

Borrowings 9,910 15,624

Deferred tax liabilities 1,324 1,005

Total non-current liabilities 11,234 16,629

Total liabilities 101,227 136,467

Net assets 39,386 40,319

Equity attributable to the owner of the Company

Share capital –(1) –(1)

Retained earnings 25,211 26,222

Merger reserve 11,532 11,532

Foreign currency translation reserve 2,643 2,565

Total equity 39,386 40,319

Total equity and liabilities 140,613 176,786

Note:

(1) The share capital of the Target Group as at 31 December 2017 and 30 June 2018 is less than RM1,000.
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6. MANAGEMENT’S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND

FINANCIAL POSITION OF THE TARGET GROUP

The following discussion of the results of operations and financial position of the Target

Group has been prepared by the management of the Target Group and should be read in

conjunction with the full text of the Circular, including the “Audited Combined Financial

Statements of Knit Textile and Apparel Pte. Ltd. and its Subsidiaries with Independent

Auditor’s Report for the Financial Years Ended 31 December 2015, 2016 and 2017” and the

“Unaudited Interim Combined Financial Statements of Knit Textile and Apparel Pte. Ltd. and

its Subsidiaries with Independent Auditor’s Report for the Six-Month Period Ended 30 June

2018” as set out in Appendix C and Appendix E to the Circular respectively.

The following discussion contains forward-looking statements that involve risks and

uncertainties. The actual results may differ significantly from those projected in the

forward-looking statements. Factors that might cause the future results to differ significantly

from those projected in the forward-looking statements include, but are not limited to, those

discussed below and elsewhere in the Circular, particularly in Section 16 entitled “Risk

Factors” of the Circular. Under no circumstances should the inclusion of such forward-

looking statements herein be regarded as a representation, warranty or prediction with

respect to the accuracy of the underlying assumption by the Company, the Target Group,

or their respective advisers or any other person. Investors are cautioned not to place undue

reliance on these forward-looking statements that speak only as of the date hereof. Please

refer to the section titled “Cautionary Note Regarding Forward-Looking Statements” of the

Circular.

6.1 Overview

The Target Group is engaged in the apparel contract manufacturing business, specialising

in nightwear, lounge wear, casual wear and plus sizes for men, women and children, and

has more than 30 years of experience in the apparel manufacturing industry. The apparels

are exported primarily to customers which are retailers in the EU, UK, US and Canada that

sell apparel products under their own brand names. Headquartered in Malaysia, the

apparels are manufactured at its manufacturing facility in Malaysia, and two (2) apparel

manufacturing facilities in Cambodia. As at the Latest Practicable Date, these

manufacturing facilities collectively operate a total of 35 production lines.

The Target Group implements a co-creation business model under which it is involved in the

initiation, concept and design, and manufacturing, of apparels in close collaboration with its

customers. Under this business model, the Target Group identifies and anticipates fashion

trends, market direction and consumer preferences, and is involved in product initiation,

concept and design, raw material development and sourcing, prototype making, and

finalising product specifications in preparation for manufacturing. This enables the Target

Group to provide a one-stop value-added platform to its customers from product origination,

product execution to product finalisation in an efficient and cost-effective manner and in

accordance with customers’ requirements.

Please refer to Section 4.2 entitled “Business Overview” of this Target Letter for more

information on the Target Group’s business.
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The Target is a private company incorporated in Singapore and, as at the date hereof, has

an issued and paid-up share capital of S$2 comprising 2 Target Shares, all of which are

legally and beneficially owned by the Vendor. The Target is the holding company of the

Target Subsidiaries.

Please refer to Section 3.2 entitled “Group Structure” of this Target Letter further details on

the Target Group’s structure.

For the purpose only of this Section 6 entitled “Management’s Discussion and Analysis of

Results of Operations and Financial Position of the Target Group” of this Target Letter, the

term “EU” refers to the European Union excluding the UK.

Revenue

The Target Group’s revenue is derived primarily from the sale of apparel products which

they manufacture, to overseas customers located in the UK, EU, US and Canada. The

Target Group’s total revenue amounted to approximately RM140.4 million, RM160.1 million,

RM218.3 million, RM78.1 million and RM106.4 million in FY2015, FY2016, FY2017,

1H2017 and 1H2018 respectively.

Revenue recognition

The Target Group recognises revenue to the extent that it is probable that the economic

benefits will flow to the Target Group and the revenue can be reliably measured, regardless

of when the payment is being made. Revenue is measured at the fair value of the

consideration received or receivable, taking into account contractually defined terms of

payment and excluding taxes or duty. Revenue from the sale of goods is recognised upon

the transfer of significant risk and rewards of ownership of the goods to the customer,

usually on delivery of goods. Revenue is not recognised to the extent where there are

significant uncertainties regarding recovery of the consideration due, associated costs or

the possible return of goods.

Effective for annual financial periods beginning on or after 1 January 2018, the revenue is

recognised when the Target Group satisfies a performance obligation by transferring a

promised good or service to the customer, which is when the customer obtains control of the

good or service. A performance obligation may be satisfied at a point in time or over time.

The amount of revenue recognised is the amount allocated to the satisfied performance

obligation.

The Target Group’s revenue may be affected by, among others, the following factors:

(a) the ability to continue meeting customers’ requirements and maintaining good working

relationship with its customers, in particular its major customers;

(b) the ability to increase its existing customer base and expand into new markets;

(c) the amount of consumer discretionary income, retail spending, consumer confidence,

population growth, tourist arrivals and the general outlook of economic, business and

market conditions in the UK, EU, US and Canada;
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(d) its ability to identify and cater to the changes in consumer tastes, preferences,

demographics and market and fashion trends with commercially viable apparel

products on an effective and timely basis;

(e) its ability to compete effectively with existing competitors and new markets entrants to

secure purchase orders from existing and new customers;

(f) its ability to maintain and/or source for skilled workers as the nature of its operations

is labour-intensive;

(g) its ability to maintain the relevant licenses, registrations, permits, approvals or

exemptions necessary for the Target Group’s manufacturing operations; and

(h) fluctuations in foreign currency exchange rates as revenue is primarily denominated in

US$ vis-à-vis their functional currency which is denominated in RM.

Cost of sales

The Target Group’s cost of sales comprises mainly purchases of raw materials, such as

fabric and accessories for the manufacture of apparel products, direct labour cost,

sub-contracting cost, and other manufacturing overhead costs including production

consumables, utilities, depreciation on property, plant and equipment and machine

maintenance costs. The Target Group’s cost of sales amounted to around RM112.4 million,

RM129.6 million, RM182.5 million, RM65.1 million and RM91.7 million, which represented

approximately 80.0%, 81.0%, 83.6%, 83.4% and 86.2% of the Target Group’s total revenue,

in FY2015, FY2016, FY2017, 1H2017 and 1H2018 respectively.

Raw material costs

The cost of raw materials for the manufacture of apparel products accounted for

approximately 74.7%, 72.8%, 73.3%, 74.2% and 76.2% of the Target Group’s cost of sales

for FY2015, FY2016, FY2017, 1H2017 and 1H2018 respectively. The largest component of

the Target Group’s raw material costs is the purchase of fabric, yarn and accessories. The

cost of fabric is dependent on various factors, including market supply and demand

conditions of cotton, polyester and acrylic, quantity purchased as well as negotiations with

the suppliers. Other raw materials consumed are packaging, embroidery and screen

printing. The Target Group assesses its suppliers based on, among other things, the quality

of the raw materials, pricing, reliability and timeliness of delivery. The Target Group sources

its raw materials from both local and overseas suppliers.

Direct labour costs

Direct labour costs accounted for approximately 15.5%, 14.9%, 12.8%, 13.3% and 14.9%

of the Target Group’s cost of sales for FY2015, FY2016, FY2017, 1H2017 and 1H2018

respectively. Direct labour costs include wages, overtime pay, bonuses, allowances and

statutory contributions (including foreign labour levies) of workers engaged in its

manufacturing facilities. The cost reflects the current local wage levels, labour market

conditions and any changes in government policies of the workers’ country of origin will

affect the labour costs in the markets in which the Target Group operates.
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Sub-contracting costs

Sub-contracting costs accounted for approximately 4.5%, 6.8%, 9.2%, 6.8% and 5.2% of

the Target Group’s cost of sales for FY2015, FY2016, FY2017, 1H2017 and 1H2018

respectively. The Target Group outsourced part of the production process of their products

to their subcontractors, which are independent factories and most of their key

sub-contractors are located in Malaysia and Cambodia, mainly to provide them with

flexibilities in their production capacity planning. Sub-contracting fees are generally

determined based on product specifications, estimated production time and labour cost for

processing each order. As of the Latest Practicable Date, the Target Group’s key

sub-contractors had five (5) to twenty (20) years of relationship with the Target Group.

Manufacturing overhead costs

Manufacturing overhead costs accounted for approximately 5.3%, 5.5%, 4.6%, 5.6% and

3.7% of the Target Group’s cost of sales for FY2015, FY2016, FY2017, 1H2017 and 1H2018

respectively. Manufacturing overhead costs include costs directly attributable to the

operation of the factory production activities such as, inter alia, factory rental, depreciation

of property, plant and equipment, utilities, maintenance of machineries and equipment and

upkeep of factory.

The Target Group’s cost of sales may be affected by, among other things, the following

factors:

(a) fluctuations in the prices of raw materials including, fabric, yarn and accessories which

may be affected by the demand and supply conditions;

(b) its ability to negotiate with suppliers and sub-contractors on the prices of raw materials

and sub-contracting services quoted to us;

(c) labour costs which may be affected by demand and supply conditions;

(d) fluctuations in the exchange rates of RM against US$ as most of its purchases of raw

materials are denominated in foreign currencies;

(e) changes in government policy and regulations on pricing of utilities costs, changes in

the foreign labour levies and quotas which may affects the supply and labour costs of

foreign workers; and

(f) labour disputes and claims which may erode the Target Group’s profitability.

Interest Income

Interest income comprises mainly interest generated from fixed deposit and current account

balances.

The Target Group’s interest income amounted to around RM0.2 million, RM0.2 million,

RM0.3 million, RM4,000 and RM0.1 million in FY2015, FY2016, FY2017, 1H2017 and

1H2018 respectively.
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Other Income

Other income comprises mainly (i) gains on disposal of property, plant and equipment,

(ii) income derived from the sub-contracting contracts from third-party customers,

(iii) foreign currency exchange gains, (iv) rental income arising from the rental of a shop-lot

to a third party (v) sale of samples, (vi) insurance claims, and (vii) sundry income.

The Target Group’s other income amounted to around RM0.5 million, RM0.6 million,

RM1.5 million, RM0.2 million and RM0.1 million in FY2015, FY2016, FY2017, 1H2017 and

1H2018 respectively.

Administrative Expenses

Administrative expenses comprise mainly salaries and staff-related expenses (comprising

directors’ remuneration, salaries, bonuses and statutory contributions for the administrative

and general operations functions, and other employee benefits), contract staff costs, bank

charges, professional and legal fees, insurance expenses, printing and stationery

expenses, telecommunication expenses, depreciation expenses in relation to motor

vehicles and office equipment, utilities, and foreign currency exchange losses.

The Target Group’s administrative expenses amounted to around RM10.6 million,

RM11.9 million, RM16.1 million, RM7.9 million and RM8.3 million in FY2015, FY2016,

FY2017, 1H2017 and 1H2018 respectively. These expenses represented approximately

7.6%, 7.5%, 7.4%, 10.1% and 7.8% of the Target Group’s total revenue in FY2015, FY2016,

FY2017, 1H2017 and 1H2018 respectively.

Selling and Marketing Expenses

Selling and marketing expenses comprise mainly laboratory expenses, courier of sample

expenses, air freight expenses, upkeep of motor vehicles expenses, telephone charges,

apparel sourcing agent commission, airfares and travelling related expenses.

The Target Group’s selling and marketing expenses amounted to around RM7.1 million,

RM7.2 million, RM7.3 million, RM1.6 million and RM3.4 million in FY2015, FY2016,

FY2017, 1H2017 and 1H2018 respectively. These expenses represented approximately

5.1%, 4.5%, 3.3%, 2.0% and 3.2% of the Target Group’s total revenue in FY2015, FY2016,

FY2017, 1H2017 and 1H2018 respectively.

Finance Costs

Finance costs comprise mainly interest expense incurred on the borrowings, including bank

overdrafts for working capital purposes, term loans, bankers’ acceptance, trust receipts and

foreign bill of exchange, and finance lease for motor vehicles under hire purchase.

The Target Group’s finance costs amounted to around RM1.5 million, RM1.2 million,

RM1.5 million, RM0.6 million and RM0.9 million in FY2015, FY2016, FY2017, 1H2017 and

1H2018 respectively. These expenses represented approximately 1.1%, 0.8%, 0.7%, 0.8%

and 0.8% of the Target Group’s total revenue in FY2015, FY2016, FY2017, 1H2017 and

1H2018 respectively.
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Income Tax Expense

The Target Group was subject to corporate tax at the applicable statutory tax rates in

Singapore, Malaysia and Cambodia. The statutory corporate tax rates and effective tax

rates applicable to the Target Group during the Periods Under Review are set out as

follows:

FY2015 FY2016 FY2017 1H2017 1H2018

Prevailing statutory tax

rate in Singapore (%) 17.0 17.0 17.0 17.0 17.0

Prevailing statutory tax

rate in Malaysia (%) 25.0 24.0 24.0 24.0 24.0

Prevailing statutory tax

rate in Seychelles (%) – – – – –

Prevailing statutory tax

rate in Cambodia (%) 20.0 20.0 20.0 20.0 20.0

Effective tax rate of the

Target Group (%) 21.5 29.2 30.5 32.2 39.4

The Target Group’s income tax expenses amounted to around RM2.1 million, RM3.2 million,

RM3.9 million, RM1.0 million and RM0.9 million in FY2015, FY2016, FY2017, 1H2017 and

1H2018 respectively, which translated to an effective tax rate of approximately 21.5%,

29.2%, 30.5%, 32.2% and 39.4% in FY2015, FY2016, FY2017, 1H2017 and 1H2018

respectively.

As a majority of the Target Group’s profit before income tax for FY2015, F2016, FY2017,

1H2017 and 1H2018 were derived from Malaysia, a majority of the Target Group’s profit was

subject to Malaysian statutory income tax rate of 25.0% in FY2015 and 24.0% in FY2016,

FY2017, 1H2017 and 1H2018.

For FY2015, the Target Group’s effective tax rate was around 21.5% mainly due to a tax

allowances from increased exports, which is a special incentive given by the Malaysian

government to promote export activity (“Tax Allowance”). There is no expiry date for the

Tax Allowance, as long as the Target Group (i) is a manufacturing company, (ii) is resident

in Malaysia, and (iii) exports its manufactured products.

For FY2016, FY2017, 1H2017 and 1H2018, the Target Group’s effective tax rate was

approximately 29.2%, 30.5%, 32.2% and 39.4% respectively, due mainly to an absence of

Tax Allowance and larger proportionate sum of the taxable income contributed by the Target

Group’s entities in Malaysia which is subject to a tax rate of 24% in Malaysia. Since

FY2016, the Target Group did not enjoy the Tax Allowance as the orders were

sub-contracted to the Cambodian Manufacturing Facilities, and thereafter the finished

apparel products were exported directly from Cambodia to the Target Group’s customers,

and hence no increment of exports was recorded by the Malaysian entities.

For the Periods Under Review, the Target Group was not subjected to the Cambodia

statutory income tax rate of 20% as the Target Group is currently under the Qualified

Investment Programme (“QIP”), which exempts the Target Group from the payment of

custom duties and profit tax.
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Certain intercompany sales from KTM to Xentika during the Periods Under Review are

subject to Malaysian transfer pricing laws and regulations, pursuant to which KTM is

required to determine and apply an arm’s length price for such sales and also to maintain

proper records to demonstrate that such sales were conducted at arm’s length price. In

addition, the terms of sales from Xentika to its US customers is similar to the terms of sales

from KTM to the same US customers.

The Target Group believes KTM has maintained proper records, and that it has reasonable

justification to maintain that such sales were transacted at arm’s length prices, in

compliance with Malaysian transfer pricing laws and regulations. The Independent Auditor

to the Target Group have not carried out any independent verification that KTM has

maintained the proper documentation required due to the following reasons, (i) the

Directors of the Target Group confirm that the Target Group has maintained proper

documentation as required under Malaysian transfer pricing laws and similarly is in

compliance with the aforementioned laws and regulations, and (ii) the Directors of the

Target Group are of the view that independent verification of documentation by the

Independent Auditors to the Target Group is not required under Malaysian transfer pricing

laws and regulations.

The directors of the Target Group confirm that there were no past additional tax liabilities

and/or penalties imposed on the Target Group by the authorities. In addition, the Target

Group’s tax advisors were appointed by the Target Group to assist with the preparation of

statement of corporate income tax status for FY2014 to FY2017, and are not aware of any

existing or pending tax disputes between the Target Group’s Malaysia subsidiaries and the

Inland Revenue Board (“IRB”) arising from tax audits or investigations carried out by the

IRB for the said period.

Nevertheless, as a matter of prudence, the Vendor has executed the Vendor Undertaking

in favour of the Company pursuant to which the Vendor has undertaken to, among other

things, indemnify the Company and KTM in full against all losses (including taxes,

additional taxes, penalties and/or interests) that may be suffered, sustained or incurred by

the Company and/or KTM arising from such intercompany sales.

6.2 Seasonality

The Target Group typically observes an increase in demand for its apparel products in the

second half of the year. This seasonality fluctuation results primarily from the higher

demands of the Target Group’s customers towards the year-end holiday and festive season,

such as Thanksgiving, Christmas and New Year. As a result, the Target Group’s sales are

subject to seasonal fluctuations and, in particular, its sales are typically stronger in the

second half of the year. In anticipation of, and during such periods of higher sales, the

Target Group typically carries higher inventories and uses greater amount of working capital

in the months leading up to such peak seasons. Due to these seasonal factors, comparison

of the Target Group’s revenue and results of operations between different periods within a

single reporting financial year may not be meaningful and should not be relied upon as

indicators of the Target Group’s performance.

6.3 Inflation

Inflation in Malaysia and Cambodia did not have a material impact on the Target Group’s

operating performance during the Periods Under Review.
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6.4 Review of results of operations

A breakdown of the Target Group’s revenue by geographical segments for the Periods

Under Review is set out below:

Audited Unaudited

FY2015 FY2016 FY2017 1H2017 1H2018

RM’000 (%) RM’000 (%) RM’000 (%) RM’000 (%) RM’000 (%)

US 63,979 45.6 64,565 40.3 67,436 30.9 26,576 34.0 48,821 45.9

UK 55,175 39.2 58,257 36.4 85,231 39.0 29,841 38.2 33,015 31.0

Canada 15,108 10.8 23,596 14.8 36,364 16.7 13,473 17.3 13,101 12.3

EU 5,803 4.1 13,597 8.5 28,059 12.8 8,234 10.5 7,186 6.8

Other

countries 366 0.3 53 n.m.(1) 1,211 0.6 – – 4,267 4.0

Total 140,431 100.0 160,068 100.0 218,301 100.0 78,124 100.0 106,390 100.0

Note:

(1) Not meaningful.

FY2015 vs FY2016

Revenue

The Target Group’s revenue increased by around RM19.6 million or approximately 14.0%

from around RM140.4 million in FY2015 to around RM160.1 million in FY2016, due mainly

to an increase in sales to Canada of around RM8.5 million, the EU of around RM7.8 million,

UK of around RM3.0 million and US of around RM0.6 million, which was partially offset by

a decrease in sales to other countries of around RM0.3 million.

Higher sales to the EU (excluding UK) were mainly contributed by new customers being

secured. Higher sales to Canada, UK and US were mainly contributed by higher demand for

the apparels sold by the existing customers.

Cost of Sales, Gross Profit and Gross Profit Margin

The Target Group’s cost of sales increased by around RM17.2 million or approximately

15.3%, from around RM112.4 million in FY2015 to around RM129.6 million in FY2016 due

to an increase in purchase of raw materials, direct labour costs, sub-contracting costs and

other manufacturing overheads, which was in line with the increase of revenue.

The Target Group’s gross profit increased by around RM2.4 million or approximately 8.6%,

from around RM28.1 million in FY2015 to around RM30.5 million in FY2016 mainly due to

higher sales achieved in FY2016.

The Target Group’s gross profit margin decreased by 1.0 percentage point from

approximately 20.0% in FY2015 to approximately 19.0% in FY2016 due mainly to higher

sub-contracting costs to cope with the increase in sales during peak seasons.
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Interest Income

The Target Group’s interest income increased by around RM10,000 or approximately 4.3%

from around RM0.23 million in FY2015 to around RM0.24 million in FY2016 due mainly to

an increase in interest income received from fixed deposits.

Other Income

The Target Group’s other income increased by around RM0.1 million or approximately

17.2% from around RM0.5 million in FY2015 to around RM0.6 million in FY2016 due mainly

to an increase in income derived from the sub-contracting contracts from third-party

customers of around RM0.2 million, which was partially offset by decrease in gain on

disposal of property, plant and equipment of around RM0.1 million.

Administrative Expenses

The Target Group’s administrative expenses increased by around RM1.3 million or

approximately 12.5% from around RM10.6 million in FY2015 to around RM11.9 million in

FY2016 due mainly to an increase in (a) salaries and staff-related expenses of around

RM1.0 million, (b) contract staff costs of around RM0.2 million, (c) insurance premiums of

around RM0.2 million, (d) professional and legal fees of around RM0.1 million, (e) auditors’

remuneration of around RM0.1 million, (f) allowance for doubtful debts of around RM0.1

million, (g) realised foreign exchange loss of around RM0.3 million, (h) repair and

maintenance of office equipment and hostel of around RM0.05 million and (i) printing,

postage and stationery of around RM0.05 million, which was partially offset by decrease in

(i) loss on disposal of property, plant and equipment of around RM0.1 million, (ii) write-offs

of property, plant and equipment of around RM0.2 million, (iii) sundry expenses of around

RM0.1 million, and (iv) unrealised foreign currency exchange loss of around RM0.4 million.

Selling and Marketing Expenses

The Target Group’s selling and marketing expenses increased by around RM0.1 million or

approximately 1.3% from around RM7.1 million in FY2015 to around RM7.2 million in

FY2016 mainly due to an increase in (a) travelling, transportation and accommodation

expenses incurred by the Target Group’s sales team for the promotion of their apparel

products of around RM0.2 million, and (b) courier expenses of around RM0.1 million,

partially offset by decrease in commission paid to apparel sourcing agent of around

RM0.2 million.

Finance Costs

The Target Group’s finance cost decreased by around RM0.3 million or approximately

20.3% from around RM1.5 million in FY2015 to around RM1.2 million in FY2016 mainly due

to a decrease in interest expenses as a result of lower utilisation of trade financing.

Profit for the Year

As a result of the above, the profit for the year increased marginally by around

RM0.3 million or approximately 3.4% from around RM7.5 million in FY2015 to around

RM7.8 million in FY2016.
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FY2016 vs FY2017

Revenue

The Target Group’s revenue increased by around RM58.2 million or approximately 36.4%
from around RM160.1 million in FY2016 to around RM218.3 million in FY2017, due mainly
to an increase in sales to UK of around RM26.9 million, EU of around RM14.5 million,
Canada of around RM12.8 million, US of around RM2.9 million, and other countries of
around RM1.1 million. Higher sales to US, EU, UK and Canada were mainly contributed by
higher demand from existing customers. Higher sales to other countries were mainly
contributed by new customers being secured.

Cost of Sales, Gross Profit and Gross Profit Margin

The Target Group’s cost of sales increased by around RM52.9 million or approximately
40.8%, from around RM129.6 million in FY2016 to around RM182.5 million in FY2017 due
to an increase in purchase of raw materials, direct labour costs, subcontracting fees and
other manufacturing overheads which was in line with the increase in revenue.

The Target Group’s gross profit increased by around RM5.4 million or approximately 17.6%,
from around RM30.5 million in FY2016 to around RM35.8 million in FY2017 due mainly to
higher sales achieved in FY2017.

The Target Group’s gross profit margin decreased by 2.6 percentage points from
approximately 19.0% in FY2016 to approximately 16.4% in FY2017, mainly due to an
increase in (a) fabric prices, and (b) subcontracting costs to cope with the increase in sales
during peak seasons.

Interest Income

The Target Group’s interest income increased by around RM7,000 or approximately 2.9%
from around RM0.24 million in FY2016 to around RM0.25 million in FY2017 due mainly to
an increase in interest income received from current account balances.

Other Income

The Target Group’s other income increased by around RM0.9 million or approximately
160.3% from around RM0.6 million in FY2016 to around RM1.5 million in FY2017 due
mainly to an increase in (a) foreign currency exchange gains of around RM1.0 million, and
(b) gains on disposal of property, plant and equipment of around RM0.1 million, which was
partially offset by the decrease in (a) sale of samples of around RM0.1 million, (b) insurance
compensation of around RM0.05 million, and (c) sundry income of around RM0.05 million.

Administrative Expenses

The Target Group’s administrative expenses increased by around RM4.1 million or
approximately 34.7% from around RM11.9 million in FY2016 to around RM16.1 million in
FY2017 due mainly to an increase in (a) one-off withholding tax imposed on services
rendered outside Malaysia of around RM2.7 million, (b) salaries and staff-related expenses
of around RM0.8 million, (c) professional and legal fees of around RM1.0 million,
(d) penalties on late payment of withholding tax of around RM0.4 million, and (e) printing
and stationery of around RM0.1 million, which was partially offset by the decrease in
(a) allowance for doubtful debts of around RM0.1 million, (b) contract staff costs of around
RM0.2 million, (c) insurance premiums of around RM0.2 million, (d) realised and unrealised
foreign currency exchange losses of around RM0.4 million.
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Selling and Marketing Expenses

The Target Group’s selling and marketing expenses increased by around RM0.1 million or

approximately 1.0% from around RM7.2 million in FY2016 to around RM7.3 million in

FY2017 due mainly to an increase in (a) air freight expenses of around RM0.8 million

arising from delays on shipment, (b) travelling, transportation and accommodation

expenses of around RM0.1 million, (c) laboratory test expenses of around RM0.4 million,

and (d) courier expenses of around RM0.1 million, which was partially offset by a decrease

in commission paid to apparel sourcing agent of around RM1.3 million due to rebate from

sourcing agent.

Finance Costs

The Target Group’s finance costs increased by around RM0.3 million or approximately

26.5% from around RM1.2 million in FY2016 to around RM1.5 million in FY2017 due mainly

to an increase in interest expenses incurred on trade financing.

Profit for the Year

As a result of the above, the profit for the year increased by around RM1.1 million or

approximately 13.8% from around RM7.7 million in FY2016 to around RM8.8 million in

FY2017.

1H2017 vs 1H2018

Revenue

The Target Group’s revenue increased by around RM28.3 million or approximately 36.2%

from around RM78.1 million in 1H2017 to around RM106.4 million in 1H2018, due mainly

to an increase in sales to US of around RM22.2 million, other countries of around RM4.3

million and UK of around RM3.2 million, which was partially offset by a decrease in sales

to the EU of around RM1.0 million, and Canada of around RM0.4 million.

Higher sales to UK and US were mainly due to higher demand for the apparels sold to

existing customers. In particular, two of its existing customers had shifted its orders to the

Target Group when their suppliers in Taiwan and Cambodia had ceased operations. Sales

increase in other countries were contributed by new customers secured. Lower sales to

Canada and EU were mainly due to lower demand for the apparels sold to existing

customers.

Cost of Sales, Gross Profit and Gross Profit Margin

The Target Group’s cost of sales increased by around RM26.6 million or approximately

40.8%, from around RM65.1 million in 1H2017 to around RM91.7 million in 1H2018 due to

an increase in purchase of raw materials, direct labour costs and subcontracting costs to

cope with the increase in sales arising from two of its existing customers.

The Target Group’s gross profit increased by around RM1.7 million or approximately 13.1%,

from around RM13.0 million in 1H2017 to around RM14.7 million in 1H2018, due mainly to

higher sales achieved in 1H2018.

APPENDIX A: LETTER TO SHAREHOLDERS FROM THE NEW DIRECTORS

A-71



The Target Group’s gross profit margin decreased by 2.8 percentage points from

approximately 16.6% in 1H2017 to approximately 13.8% in 1H2018, due mainly to

(a) competitive selling price, and (b) higher raw material and direct labour costs and

subcontracting costs incurred to meet the tight production timeline.

Interest Income

The Target Group’s interest income increased by around RM113,000 or approximately

2825.0%, from around RM4,000 in 1H2017 to around RM117,000 in 1H2018 due mainly to

an increase in interest income received from fixed deposits and current account balances.

Other Income

The Target Group’s other income decreased by around RM0.1 million or approximately

62.5% from around RM0.2 million in 1H2017 to around RM0.1 million in 1H2018 mainly due

a decrease in subcontracting income of around RM0.2 million, which was partially offset by

gain on disposal of property, plant and equipment of around RM0.1 million.

Administrative Expenses

The Target Group’s administrative expenses increased by around RM0.4 million or

approximately 4.9% from around RM7.9 million in 1H2017 to around RM8.3 million in

1H2018 due mainly to increase in (a) salaries and staff-related expenses of around

RM1.1 million, (b) realised foreign currency exchange losses of around RM0.4 million,

(c) bank charges of around RM70,000, (d) auditors’ remuneration of around RM44,000,

(e) repair and maintenance of office equipment and hostel of around RM0.1 million,

(f) advertising of around RM38,000, and (g) allowances of doubtful debts of around

RM58,000, which was partially offset by decrease in (a) unrealised foreign currency

exchange losses of around RM0.7 million, (b) professional, legal and stamp duty fees of

around RM0.2 million, (c) penalties on late payment of withholding tax of around

RM0.1 million, (d) insurances premiums of around RM0.2 million, (e) contract staff costs of

around RM0.2 million and (f) printing, postage and stationary of around RM63,000.

Selling and Marketing Expenses

The Target Group’s selling and marketing expenses increased by around RM1.8 million or

approximately 115.3% from around RM1.6 million in 1H2017 to around RM3.4 million in

1H2018 due mainly to an increase in (a) sales commission paid to apparel sourcing agent

of around RM1.5 million, (b) air freight expenses of around RM0.2 million arising from

delays on shipment, (c) travelling transportation and accommodation expenses of around

RM0.1 million, (d) laboratory test expenses of around RM48,000, and (e) courier expenses

of around RM35,000.

Finance Costs

The Target Group’s finance costs increased by around RM0.3 million or approximately

45.7% from around RM0.6 million in 1H2017 to around RM0.9 million in 1H2018 mainly due

to an increase in interest expenses incurred on trade financing.
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Profit for the Year

As a result of the above, the profit for the period decreased by approximately RM0.7 million

or approximately 32.8% from around RM2.1 million in 1H2017 to around RM1.4 million in

1H2018.

6.5 Review of Financial Position

As at 31 December 2017

Current Assets

As at 31 December 2017, the Target Group’s current assets amounted to around RM95.6

million, representing approximately 68.0% of its total assets. The Target Group’s current

assets comprised the following:

(a) inventories amounted to around RM30.5 million or approximately 31.9% of the Target

Group’s total current assets, comprising (i) raw materials of around RM16.6 million,

(ii) work-in-progress of around RM10.1 million, and (iii) finished goods of around

RM3.8 million;

(b) trade and other receivables amounted to around RM51.3 million, representing

approximately 53.6% of the Target Group’s total current assets, comprising (i) amount

due from trade debtors of around RM47.1 million, and (ii) other receivables of around

RM4.2 million. Other receivables comprised rental and utilities deposits, goods and

services tax recoverable and sundry receivables;

(c) other current assets amounted to around RM1.3 million, representing approximately

1.4% of the Target Group’s total current assets, comprising (i) advance payments to

suppliers of around RM0.8 million, and (ii) prepayments of insurance premiums of

around RM0.5 million; and

(d) cash and short-term deposits of around RM12.5 million or approximately 13.1% of the

Target Group’s total current assets comprising (i) deposits with licensed banks of

around RM8.3 million, and (ii) cash on hand and at banks of around RM4.2 million.

Non-Current Assets

As at 31 December 2017, the Target Group’s non-current assets amounted to around

RM45.0 million, representing approximately 32.0% of its total assets. The Target Group’s

non-current assets comprised property, plant and equipment amounted to around RM45.0

million or 100% of the Target Group’s total non-current assets, comprising (i) leasehold land

and buildings of around RM11.7 million, (ii) freehold land of around RM6.8 million, (iii) plant,

machinery and factory fittings of around RM11.3 million, (iv) building under construction of

around RM9.2 million, (v) office equipment, furniture and fittings, renovation and computers

of around RM3.6 million, (vi) motor vehicles of around RM1.3 million, and (vii) electrical

installation of around RM1.1 million.
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Current Liabilities

As at 31 December 2017, the Target Group’s current liabilities amounted to around RM90.0

million, representing approximately 88.9% of its total liabilities. The Target Group’s current

liabilities comprised the following:

(a) trade and other payables amounted to around RM48.1 million or approximately 53.4%

of the Target Group’s total current liabilities, comprising (i) trade payables of around

RM27.2 million, (ii) amount owing to directors of around RM10.8 million, and (iii) other

payables and accruals of around RM10.1 million;

(b) borrowings amounted to around RM40.2 million or approximately 44.7% of the Target

Group’s total current liabilities, comprising (i) trust receipts of around RM20.8 million,

(ii) bankers’ acceptances of around RM8.0 million, (iii) bank overdrafts of around

RM0.4 million, (iv) invoice financing of around RM5.9 million, (v) current portion of

term loans of around RM4.8 million, and (vi) finance leases of around RM0.3 million;

and

(c) tax payable amounted to around RM1.7 million or approximately 1.9% of the Target

Group’s total current liabilities and represents the amount provided for tax liabilities for

the subsidiary in Malaysia.

Non-Current Liabilities

As at 31 December 2017, the Target Group’s non-current liabilities amounted to around

RM11.2 million, representing approximately 11.1% of its total liabilities. The Target Group’s

non-current liabilities comprised the following:

(a) borrowings amounted to around RM9.9 million or approximately 88.2% of the Target

Group’s total non-current liabilities, comprising (i) term loans of around RM9.4 million,

and (ii) finance leases of around RM0.5 million; and

(b) deferred tax liabilities amounted to around RM1.3 million or approximately 11.8% of

the Target Group’s total non-current liabilities.

Equity

As at 31 December 2017, total equity amounted to around RM39.4 million.

As at 30 June 2018

Current Assets

As at 30 June 2018, the Target Group’s current assets amounted to around RM126.3

million, representing approximately 71.4% of its total assets. The Target Group’s current

assets comprised the following:

(a) inventories amounted to around RM70.6 million or approximately 55.9% of the Target

Group’s total current assets, comprising (i) raw materials of around RM26.4 million,

(ii) work-in-progress of around RM32.7 million, and (iii) finished goods of around

RM11.5 million;

APPENDIX A: LETTER TO SHAREHOLDERS FROM THE NEW DIRECTORS

A-74



(b) trade and other receivables amounted to around RM42.9 million, representing

approximately 33.9% of the Target Group’s total current assets, comprising (i) amount

due from trade debtors of around RM38.7 million, and (ii) other receivables of around

RM4.2 million. Other receivables comprised rental and utilities deposits, goods and

services tax recoverable and sundry receivables;

(c) other current assets amounted to around RM1.3 million, representing approximately

1.0% of the Target Group’s total current assets, comprising (i) advance payments to

suppliers of around RM0.8 million, and (ii) prepayments of insurance premiums of

around RM0.5 million; and

(d) cash and short-term deposits of around RM11.5 million or approximately 9.1% of the

Target Group’s total current assets comprising (i) deposits with licensed banks of

around RM4.7 million, and (ii) cash on hand and at banks of around RM6.8 million.

Non-Current Assets

As at 30 June 2018, the Target Group’s non-current assets amounted to around

RM50.5 million, representing approximately 28.6% of its total assets. The Target Group’s

non-current assets comprised property, plant and equipment amounted to around

RM50.5 million or 100% of the Target Group’s total non-current assets, comprising

(i) leasehold land and buildings of around RM11.6 million, (ii) freehold land of around

RM6.8 million, (iii) plant, machinery and factory fittings of around RM13.8 million,

(iv) buildings under construction of around RM12.9 million, (v) office equipment, furniture

and fittings, renovation and computers of around RM3.4 million, (vi) motor vehicles of

around RM1.1 million, and (vii) electrical installation of around RM0.9 million.

Current Liabilities

As at 30 June 2018, the Target Group’s current liabilities amounted to around RM119.8

million, representing approximately 87.8% of its total liabilities. The Target Group’s current

liabilities comprised the following:

(a) trade and other payables amounted to around RM66.8 million or approximately 55.7%

of the Target Group’s total current liabilities, comprising (i) trade payables of around

RM46.6 million, (ii) amount owing to directors of around RM8.7 million, and (iii) other

payables and accruals of around RM11.5 million;

(b) borrowings amounted to around RM51.4 million or approximately 42.9% of the Target

Group’s total current liabilities, comprising (i) trust receipts of around RM30.0 million,

(ii) bankers’ acceptances of around RM12.2 million, (iii) bank overdrafts of around

RM0.2 million, (iv) invoice financing of around RM5.8 million, (v) current portion of

term loans of around RM2.9 million, and (vi) finance leases of around RM0.3 million;

and

(c) tax payable amounted to around RM1.6 million or approximately 1.4% of the Target

Group’s total current liabilities and represents the amount provided for tax liabilities for

the subsidiary in Malaysia.
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Non-Current Liabilities

As at 30 June 2018, the Target Group’s non-current liabilities amounted to around RM16.6

million, representing approximately 12.2% of its total liabilities. The Target Group’s

non-current liabilities comprised the following:

(a) borrowings amounted to around RM15.6 million or approximately 94.0% of the Target

Group’s total non-current liabilities, comprising (i) term loans of around RM15.2

million, and (ii) finance leases of around RM0.4 million; and

(b) deferred tax liabilities amounted to around RM1.0 million or approximately 6.0% of the

Target Group’s total non-current liabilities.

Equity

As at 30 June 2018, total equity amounted to around RM40.3 million.

6.6 Liquidity and capital resources

During the Periods Under Review, the Target Group has two sources of cash, being

internally derived and externally derived. Internally derived sources refer to cash generated

from the Target Group’s operating activities. Externally derived sources of funds comprise

mainly credit granted by suppliers and banking facilities from financial institutions. The

Target Group’s principal uses of cash have been for working capital requirements, and

capital expenditure.

Based on the unaudited interim combined statement of financial position of the Target

Group as at 30 June 2018, the Target Group’s working capital ratio (defined as current

assets divided by current liabilities) was approximately 1.1 times and the gearing ratio

(defined as net debt (comprising borrowings, trade and other payables, less cash and

short-term deposits), divided by total equity) was approximately 3.0 times.

Based on the unaudited interim combined statement of financial position as at 30 June

2018, the Target Group has cash and bank balances of around RM11.5 million. The Target

Group utilised around RM48.3 million of its available credit facilities (comprising term loans,

bank overdrafts and trust receipts) of around RM49.2 million as at 30 June 2018. The

interest rates ranged from 1.27% to 4.93% per annum.

As at the Latest Practicable Date, the Target Group had cash and bank balances of around
RM7.3 million. The Target Group utilised around RM44.3 million of its available credit
facilities (comprising term loans, bank overdrafts and trust receipts) of around RM49.2
million as at the Latest Practicable Date. The interest rate ranged from 1.20% to 5.32% per
annum.

The New Directors of the Enlarged Group are of the reasonable opinion that, after taking
into consideration the above, having made due and careful enquiry, assuming the payment
of amounts owing to Mr Lim Siau Hing and Mr Lim Vhe Kai amounting to RM5,135,000 (of
which RM2,135,000 and RM3,000,000 is payable by 31 December 2018 and 31 March 2019
respectively), and after taking into account the expected cash flows generated from the
Enlarged Group’s operations, the expected cash flow requirements for business expansion
plans, the Enlarged Group’s banking facilities, and the Enlarged Group’s existing cash in
banks and on hand, the working capital available to the Enlarged Group as at the date of
this Circular is sufficient to meet its present requirements and for at least 12 months after
Completion.
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The Sponsor is of the reasonable opinion that, after taking into consideration the above,
having made due and careful enquiry and after taking into account, the repayment of
amounts owing to Mr Lim Siau Hing and Mr Lim Vhe Kai amounting to RM5,135,000
(of which RM2,135,000 and RM3,000,000 is repayable by 31 December 2018 and 31 March
2019 respectively), the expected cash flows generated from the Enlarged Group’s
operations, the expected cash flow requirements for business expansion plans, the
Enlarged Group’s banking facilities, and the Enlarged Group’s existing cash in banks and
on hand, the working capital available to the Enlarged Group as at the date of this Circular
is sufficient to meet its present requirement and for at least 12 months after the Completion.

A summary of the combined cash flow statements for FY2015, FY2016 and FY2017,
1H2017 and 1H2018 is set our below:

Audited Unaudited

(RM’000) FY2015 FY2016 FY2017 1H2017 1H2018

Net cash flows from/(used in)

operating activities 11,560 11,092 (5,554) (10,225) (6,035)

Net cash flows used in

investing activities (2,402) (3,358) (16,105) (1,712) (7,400)

Net cash flows (used in)/from

financing activities (6,394) (4,461) 17,712 12,123 16,327

Net increase/(decrease) in

cash and cash equivalents 2,764 3,273 (3,947) 186 2,892

Effect of exchange rates

changes on cash and cash

equivalent 106 88 (246) (54) (36)

Cash and cash equivalents

at beginning of the financial

years/periods 1,720 4,590 7,951 7,951 3,758

Cash and cash equivalents

at end of the financial years/

periods 4,590 7,951 3,758 8,083 6,614

FY2015

In FY2015, net cash flows from operating activities amounted to around RM11.6 million due

to (a) operating cash flows before movements in working capital of around RM14.4 million,

and (b) a decrease in receivables of around RM3.9 million, which was partially offset by an

increase in (i) inventories of around RM3.9 million; (ii) other assets of around RM0.2 million;

and (iii) decrease in payables of around RM0.3 million. In addition, the Group paid interest

and income taxes of around RM1.5 million and around RM0.8 million respectively.

Net cash used in investing activities amounted to around RM2.4 million due to (a) purchase

of property, plant and equipment of around RM3.1 million, partially offset by (a) proceeds

from disposal of property, plant and equipment of around RM0.5 million, and (b) interest

income of around RM0.2 million.
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Net cash used in financing activities amounted to around RM6.4 million due to

(a) repayment of term loan and short term borrowings of around RM4.6 million,

(b) repayment of finance leases of around RM0.5 million, (c) placement of deposits pledged

for securities of around RM0.8 million, and (d) dividends paid of around RM0.5 million.

As a result of the above, there was a net increase of around RM2.8 million in cash and cash

equivalents. As at 31 December 2015, the Target Group’s cash and cash equivalents

amounted to around RM4.6 million.

FY2016

In FY2016, net cash flows from operating activities amounted to around RM11.1 million due

to (a) operating profit before movements in working capital of around RM15.8 million, and

(b) an increase in payables of around RM4.2 million, which was partially offset by an

increase in (i) inventories of around RM0.7 million; (ii) trade and other receivables of around

RM4.0 million, and (iii) other current assets of around RM0.4 million. In addition, the Group

paid interest and income taxes of around RM1.2 million and around RM2.6 million

respectively.

Net cash used in investing activities amounted to around RM3.4 million due to purchase of

property, plant and equipment of around RM3.8 million, which was partially offset by

(a) proceeds from disposal of property, plant and equipment of around RM0.2 million, and

(b) interest received from deposit placement of around RM0.2 million.

Net cash used in financing activities amounted to around RM4.5 million due to

(a) repayment of term loan and short term borrowings of around RM4.3 million,

(b) placement of deposits pledged for securities of around RM0.2 million, (c) repayment of

finance leases of around RM0.2 million and (d) dividends paid of around RM1.4 million,

which was partially offset by drawdown of term loan facility of around RM1.6 million.

As a result of the above, there was a net increase of around RM3.3 million in cash and cash

equivalents. As at 31 December 2016, the Target Group’s cash and cash equivalents

amounted to around RM8.0 million.

FY2017

For FY2017, net cash used in operating activities amounted to around RM5.5 million taking

into account the profit after tax of RM8.8 million, adjusted for working capital outflows of

RM18.6 million. The net working capital increase was mainly due to an increase in

(a) inventories of around RM5.1 million which was primarily due to an increase in purchase

of raw materials as a result of higher orders from its existing customers, and (b) trade and

other receivables of around RM31.1 million which was due to an increase in purchases of

raw materials in tandem with higher sales. The increase was partially offset by increase in

trade and other payables of around RM17.4 million due to directors and/or shareholders

resulting from dividends declared, and decrease in other current assets of around RM0.2

million. In addition, the Target Group paid interest and income taxes of around RM1.5

million and around RM2.7 million respectively.

Net cash used in investing activities amounted to around RM16.1 million due to purchase

of property, plant and equipment of around RM16.8 million, which was partially offset by

(a) proceeds from disposal of property, plant and equipment of around RM0.4 million, and

(b) interest income received from deposit placement of around RM0.3 million.
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Net cash flows from financing activities amounted to around RM17.7 million due to

drawdown of term loan and short term borrowings of around RM21.4 million, which was

partially offset by (a) repayment of term loan of around RM1.8 million, (b) placement of

deposits pledged for securities of around RM0.2 million, (c) repayment of finance leases of

around RM0.3 million and (d) dividends paid of around RM1.4 million.

As a result of the above, there was a net decrease of around RM3.9 million in cash and cash

equivalents. As at 31 December 2017, the Target Group’s cash and cash equivalents

amounted to around RM3.8 million.

1H2017

For 1H2017, net cash used in operating activities amounted to around RM10.2 million

taking into account the profit after tax of RM2.1 million, adjusted for working capital outflows

of RM15.4 million. The net working capital increase was mainly due to (a) increase in

inventories of around RM15.5 million and (b) increase in receivables of around RM4.0

million, which was partially offset by (a) increase in payables of around RM2.9 million, and

(b) decrease in other current assets of around RM1.1 million. In addition, the Target Group

paid interest and income tax of around RM0.5 million and around RM1.2 million

respectively.

Net cash used in investing activities amounted to around RM1.7 million due to purchase of

property plant and equipment.

Net cash flows from financing activities amounted to around RM12.1 million due to

drawdown of short term borrowings of around RM13.6 million, partially offset by

(a) repayment of term loan of around RM0.8 million, (b) repayment of finance leases of

around RM0.1 million and (c) dividends paid of around RM0.6 million.

As a result of the above, there was a net increase of around RM0.2 million in cash and cash

equivalents. As at 30 June 2017, the Target Group’s cash and cash equivalents amounted

to around RM8.1 million.

1H2018

For 1H2018, net cash used in operating activities amounted to around RM6.0 million taking

into account the profit after tax of RM1.4 million, adjusted for working capital outflows of

RM9.7 million. The net working capital increase was mainly due to increase in inventories

of around RM40.1 million as a result of increase in purchase of raw materials, an increase

in work-in-progress and an increase in finished goods as a result of higher orders from its

existing customers and orders from new customers secured, which was partially offset by

(a) increase in payables of around RM21.9 million due to an increase in purchases of raw

materials in anticipation of higher sales in 2H2018, (b) decrease in receivables of around

RM8.5 million as a result of prompt payment from its customers, and (c) decrease in other

current assets of around RM0.05 million. In addition, the Target Group paid interest and

income tax of around RM0.9 million and around RM1.3 million respectively.

Net cash used in investing activities amounted to around RM7.4 million due to purchase of

property plant and equipment of around RM7.6 million, which was partially offset by

(a) proceeds from disposal of property, plant and equipment of around RM0.1 million, and

(b) interest received from deposit placement of around RM0.1 million.
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Net cash flows from financing activities amounted to around RM16.3 million due to

(a) drawn down of term loan and short term borrowings of around RM18.7 million, and

(b) discharge of deposits pledged for securities of around RM3.6 million, which was partially

offset by (a) repayment of term loan of around RM2.0 million, (b) repayment of finance

leases of around RM0.1 million, and (c) dividends paid of around RM3.8 million.

As a result of the above, there was a net increase of around RM2.9 million in cash and cash

equivalents. As at 30 June 2018, the Target Group’s cash and cash equivalents amounted

to around RM6.6 million.

6.7 Capitalisation and indebtedness

The table below shows cash and cash equivalents, capitalisation and indebtedness of the

Target as at 31 December 2017 and as at 31 October 2018, being a date no earlier than 60

days before the date of this Circular, based on the Audited Combined Financial Statements

of Knit Textile and Apparel Pte. Ltd. and its Subsidiaries with Independent Auditor’s Report

for the Financial Year Ended 31 December 2017 and the combined management accounts

of the Target Group as at 31 October 2018:

As at

31 December

2017

As at

31 October

2018

(RM’000) (RM’000)

Cash and cash equivalents 3,758 7,506

Indebtedness

Current

Secured and non-guaranteed – –

Secured and guaranteed 40,210 44,336

Unsecured and non-guaranteed

Unsecured and guaranteed – 3,614

Non-current

Secured and non-guaranteed – –

Secured and guaranteed 9,910 15,511

Unsecured and non-guaranteed – –

Unsecured and guaranteed – –

Total Indebtedness 50,120 63,461

Total equity 39,386 43,828

Total capitalisation and indebtedness 89,506 107,289

Save as disclosed above, there has been no material change in the Target Group’s

capitalisation and indebtedness from 31 October 2018 up to the Latest Practicable Date.
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As at the Latest Practicable Date, details of the Target Group’s facilities are as follows:

Financial

institution

Nature of

facility

Amount of

facilities

granted

(RM’000)

Amount

utilised

(RM’000)

Amount

unutilised

(RM’000)

Interest

rate Maturity Profile

Malayan

Banking Berhad

Working

capital(1)

8,000 7,850 150 5.28% –

5.32%

Between 120 days

to 150 days

Maybank Islamic

Berhad

Working

capital(2)

4,000 3,425 575 5.28% Between 120 days

to 150 days

Standard

Chartered Bank

Malaysia Berhad

Working

capital(3)

15,800 13,758 2,042 4.05% –

4.99%

Between 60 and

120 days, except

for bond and

guarantees which

have a maximum

tenor of 24 months

United Overseas

Bank (Malaysia)

Berhad

Working

capital(4)

21,400 19,265 2,135 1.20% –

4.86%

Between 90 days

to 120 days

Total 49,200 44,298 4,902

Notes:

(1) Includes overdraft, letter of credit, trust receipt, banker’s acceptance, export credit and refinancing.

(2) Includes accepted bills, letter of credit, trust receipt, on-shore foreign currency financing, exports credit

refinancing and bank guarantee.

(3) Includes import letter of credit (secured and unsecured), shipping guarantees, banker’s acceptances, export

bills discounting D/P, import loan, import invoice financing, export invoice financing and bond and guarantees.

(4) Includes overdraft, letter of credit, trust receipt, foreign currency trust receipt, banker’s acceptance –

purchase and sale, invoice financing, shipping guarantee, financial guarantee, performance guarantee, bills

of exchange purchase, guarantee, foreign exchange contracts and spot foreign exchange contracts.

As at the Latest Practicable Date, details of the Target Group’s hire purchase are as follows:

Financial

institution

Nature of

facility

Amount of

facilities

granted

(RM’000)

Amount

utilised

(RM’000)

Amount

unutilised

(RM’000)

Interest

rate Maturity Profile

Hong Leong

Bank Berhad

Hire purchase

facility for

10 motor

vehicles

833 833 – 2.39% –

2.84%

Between

December 2018

and May 2022

Total 833 833 –

As at the Latest Practicable Date, to the best of the New Directors’ knowledge, the Target

Group is not in breach of any terms and conditions or covenants associated with any credit

arrangement or bank loan which could materially affect the Target Group’s financial position

and results of business operations, or the investments of our Shareholders.
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6.8 Capital Expenditure and Divestments and Commitments

Capital Expenditures

The Target Group’s capital expenditures during the Periods Under Review and up to the

Latest Practicable Date were as follows:

(RM’000) FY2015 FY2016 FY2017 1H2018

1 January

2018 to the

Latest

Practicable

Date

Freehold land – – 6,610 – –

Leasehold land and

buildings 87 1,278 – 95 108

Building in progress – – 9,163 3,692 4,194

Plant and machinery and

factory fittings 2,552 2,182 543 3,604 3,706

Electrical installation 39 – – – 33

Office equipment,

furniture and fittings,

renovation and computer 349 255 207 217 632

Motor vehicles 690 202 737 – 267

Total 3,717 3,917 17,260 7,608 8,940

With a view to raise efficiency and productivity, the Target Group acquired and installed the

Euratex automated apparel hanger conveyor system into its sewing process at the KTM

Manufacturing Facility and Callisto Cambodia manufacturing facility in FY2015 and FY2016

respectively. In line with the expansion of the Target Group’s business operations, the

Target Group separately acquired two (2) plots of land in FY2016 and FY2017.

Subsequently, the Target Group commenced construction of the New Fabric Dyeing Facility

on one of the two (2) plots of land acquired and installation of plant and machinery in

FY2017 and 1H2018 respectively.

Purchase of motor vehicles in FY2015, FY2016, FY2017 and for the period from 1 January

2018 to the Latest Practicable Date was for the use of certain employees of the Target

Group, for the purpose of running the business operations.

The above capital expenditures were financed by a combination of finance leases, term

loans and internally generated funds.
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Capital Divestments

The Target Group’s capital divestments during the Periods Under Review and up to the

Latest Practicable Date were as follows:

(RM’000) FY 2015 FY 2016 FY 2017 1H2018

1 January

2018 to Latest

Practicable

Date

Freehold land – – 45 – –

Leasehold land and

buildings – – 105 – –

Plant and machinery and

factory fittings 334 79 – 1,274 1,276

Office equipment,

furniture and fittings,

renovation and computer 3 – – 2 5

Motor vehicles 715 265 471 – –

Total 1,052 344 621 1,276 1,281

The Target Group’s capital divestments increased from RM0.6 million in FY2017 to

RM1.3 million in 1H2018 and for the period 1 January 2018 to the Latest Practicable Date

mainly due to the purchase and installation of new sewing machines to replace the existing

sewing machines.

Capital Commitments

As at the Latest Practicable Date, the Target Group had capital commitments of

approximately RM2.0 million relating to the purchase of machineries for the New Fabric

Dyeing Facility.

Operating Lease Commitments

Target Group as lessee

The Target Group had the following operating lease commitments:

RM’000

Audited

as at

31 December

2017

Unaudited

as at

30 June

2018

As at Latest

Practicable

Date

Not later than one year 1,258 1,195 1,358

Later than one year but not later

than five years 769 327 5,505

More than five years – – 1,014

Total 2,027 1,522 7,877
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Contingent Liabilities

As at the Latest Practicable Date, the Target Group is not aware of any contingent liabilities

which may have a material effect on the financial position and profitability the Target Group.

6.9 Foreign exchange management

6.9.1 Accounting treatment of foreign currencies

The combined financial statements are presented in RM, which is also the

functional currency of the Target Group. Each entity in the Target Group

determines its own functional currency and items included in the financial

statements of each entity are measured using that functional currency.

Transactions in foreign currencies are recorded on initial recognition in the

respective functional currencies of the Target Group and its subsidiaries at

exchange rates approximating those ruling at the transaction dates. Monetary

assets and liabilities denominated in foreign currencies are translated at the rate

of exchange ruling at the end of the reporting period. Non-monetary items that are

measured in terms of historical cost in a foreign currency are translated using the

exchange rates as at the dates of the initial transactions. Non-monetary items

measured at fair value in a foreign currency are translated using the exchange

rates at the date when the fair value was measured.

Exchange differences arising on the settlement of monetary items or on translation

of monetary items at the end of the reporting period are recognised in profit or loss.

6.9.2 Foreign exchange exposure

The Target Group’s sales and purchases are mainly denominated and transacted

in US Dollars.

To the extent that the Target Group’s sales and purchases are not naturally

matched in the same currency and to the extent that there are timing differences

between invoicing and the payments to suppliers, the Target Group will be

exposed to foreign currency exchange gains or losses arising from transactions in

currencies other than its functional currency.

The Target Group’s net foreign exchange exposure for the Periods Under Review

was as follows:

Audited Unaudited

RM’000 FY2015 FY2016 FY2017 1H2017 1H2018

Net foreign exchange

(loss)/gain (604) (413) 1,056 (1,366) (1,081)

As a percentage of

revenue 0.4% 0.3% 0.5% 1.7% 1.0%

As a percentage of

profit before tax 6.3% 3.8% 8.3% 43.3% 45.6%
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The Target Group currently does not have a formal hedging policy, but assesses

each transaction on a case by case basis. The Target Group continues to monitor

its foreign exchange exposure and will hedge any material foreign exchange

exposure when the need arises. The Target Group will put in place, when

necessary, procedures to hedge its exposure to foreign currency fluctuations.

Such procedures will be reviewed and approved by the New Audit Committee and

the New Board to be in line with the foreign exchange management policy.

6.9.3 Foreign exchange control

(a) Malaysia

With the coming into effect of the FSA and the IFSA, all previously issued

Exchange Control Notices and related circulars were revoked by Bank

Negara effective 30 June 2013. In its place, Bank Negara in exercising its

powers under the FSA and the IFSA issued seven (7) new notices, setting out

guidelines on transactions that require the approval of Bank Negara which

are otherwise prohibited under the FSA and the IFSA.

Consistent with the previous Exchange Control Notices, foreign direct

investors continue to have the freedom to repatriate their investment

including capital, profit and dividends without being subject to any levy. There

are also no restrictions on the repatriation of capital, profits, dividends,

interests, fees or rental incomes by foreign direct investors or portfolio

investors.

(b) Cambodia

The Law on Foreign Exchange dated 22 August 1997 governs foreign

exchange operations in Cambodia. Such law imposes no restrictions on

foreign exchange operations through book entries, including purchases and

sales of foreign exchange on the foreign exchange market, transfers, all

kinds of international settlements, and capital flows in foreign or domestic

currency between Cambodia and other countries or between residents and

non-residents. This includes any transfers relating to investment or

liquidation (such as remittances of dividends or repatriation of fund or

investment back to home country), provided that all relevant applicable taxes

are cleared. Such transactions (including the above foreign exchange

operations) are undertaken only through authorised intermediaries, which are

banks permanently established and licensed in Cambodia.

In case of foreign exchange crisis, the National Bank of Cambodia may

implement appropriate regulations for a maximum period of three (3) months,

including the imposition of certain temporary restrictions on the activities of

authorised intermediaries, particularly on the foreign exchange operations

above or their foreign exchange position or any loans in domestic currency

extended to non-residents. In the event of prolonging the scheme, the

National Bank of Cambodia and the Ministry of Economic and Finance will

submit a request to the Head of the Royal Government for approval.
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6.10 Significant Accounting Policies

The accounting policies adopted are consistent with those of the previous financial years

except in the current financial period, the Target Group has adopted SFRS(I) which is

effective for annual financial periods beginning on or after 1 January 2018, including

SFRS(I) 15 Revenue from Contracts with Customers and SFRS(I) 9 Financial Instruments.

The interim combined financial statements for the period ended 30 June 2018 are the first

set of financial statements the Group has prepared that comply with SFRS(I), together with

the relevant comparable period data for the year ended 31 December 2017 and six-month

period ended 30 June 2017, as described in the summary of significant accounting policies.

Except for SFRS(1) 15, the adoption of SFRS(I) and the other new standards have no

impact on the financial statements on initial adoption. Please refer to the “Audited

Combined Financial Statements of Knit Textile and Apparel Pte. Ltd. and its subsidiaries

with Independent Auditor’s Report for the Financial Years Ended 31 December 2015, 2016

and 2017” and the “Unaudited Interim Combined Financial Statements of Knit Textile and

Apparel Pte. Ltd. and its subsidiaries with Independent Auditor’s Report for the Six-Month

Period Ended 30 June 2018” as set out in Appendices C and E to this Circular respectively

for details on the Target Group’s accounting policies. The impact on adoption of the new

standards and summary of the reconciliation of historical financial information prepared in

accordance with SFRS to SFRS(I) 1 as part of transitional relief can be found in Appendix D.

7. PROSPECTS, TREND INFORMATION, STRATEGY AND FUTURE PLANS

7.1 Prospects

This discussion contains forward-looking statements that involve risks and uncertainties.

The actual results of the Target Group may differ significantly from those anticipated in the

forward-looking statements. Factors that might cause the actual future results of the Target

Group to differ significantly from those anticipated in the forward-looking statements

include, but are not limited to, those described below and elsewhere in the Circular,

particularly, in Section 16 entitled “Risk Factors” of the Circular. Under no circumstances

should the inclusion of such forward-looking statements herein be regarded as a

representation, warranty or prediction with respect to the accuracy of the underlying

assumptions by the Target Group, the Financial Adviser and Sponsor or any other person.

Shareholders are cautioned not to place undue reliance on these forward-looking

statements which apply only as at the date of this Circular. Please refer to the section

entitled “Cautionary Note Regarding Forward-Looking Statements” of the Circular for

further details.

The New Directors believe that, barring any unforeseen circumstances, the prospects of the

Target Group’s apparel business and the overall outlook for the next twelve (12) months

from the Latest Practicable Date should be favourable based on the following observations:

Increase in sales in the niche market segments of apparels for seniors and plus sizes

apparels

The Target Group specialises in the manufacturing of apparels for seniors as well as plus

sizes apparels, particularly in the US. The Target Group’s major customers include

Bluestem Brands, Inc. and Fullbeauty Brands, Inc., which are retailers in the US focused on

apparels for seniors and plus sizes apparels respectively.
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According to the US Census Bureau, the absolute number of residents aged 65 and above

has increased by approximately 45.4% from around 35.0 million in 2000 to around 50.9

million in 2017. At the same time, the percentage of residents aged 65 and above as a

percentage of the total population has also increased from approximately 12.4% to

approximately 15.6%. The increasingly ageing population in the US is largely driven by the

baby boomer generation, who are referred to by the US Census Bureau as persons born

between 1946 and 1964. Based on the projections of the US Census Bureau, the ageing

population in the US is expected to continue to increase. See further Section 4.1.3 entitled

“US” of this Target Letter. The Target Group expects this trend in the US to fuel greater

demand for its apparels for seniors from both existing and new customers.

The Target Group also specialises in the niche area of plus sizes apparels. Based on

statistics from the US Department of Health and Human Services, the percentage of

Americans aged 20 and above who were overweight or obese had increased from

approximately 56.0% during the period from 1998 to 1994, to approximately 69.5% during

the period from 2011 to 2014. See further Section 4.1.3 entitled “US” of this Target Letter.

The Target Group believes that, taking into account the proportion of overweight and obese

Americans, the market for this segment in the US is underserved and demand will grow.

The Target Group believes that its specialisation and track record in the niche market

segments of apparels for seniors and plus sizes apparels put it in an advantageous position

to continue increasing its sales to existing customers as well as acquire potential new

customers in these market segments.

Increase in Sales Orders from Existing and New Customers

Several of the Target Group’s existing customers have expressed intentions to streamline

their number of suppliers, including Matalan Retail Limited and Bluestem Brands, Inc.

These customers intend to focus on growing their business relations with a few major

suppliers, and in particular, sizeable and reputable manufacturers with strong production

and management capabilities that are able to meet their quality specifications and stringent

requirements, including the Target Group. The Target Group believes that it has a good

track record with its existing customers and is well-positioned to fulfil their increasing

demands. As such, the Target Group expects to receive more sales orders from such

customers in the current financial year, which will in turn improve the Target Group’s

revenue and profitability.

Traditionally, many US apparel companies have sourced for manufacturers in the PRC due

to lower labour costs. However, with the rise of economy in the PRC, employees’ wages and

cost of operations are increasing steadily. Further, with the nation’s imposition of more

stringent environmental regulations, there is an increasing trend of apparel companies

shifting their manufacturing operations to other countries including Vietnam, Cambodia and

Malaysia. Given that the Target Group’s manufacturing facilities are located in Cambodia

and Malaysia, it expects to benefit from this trend and receive more sales orders from both

existing and new US customers in the current financial year.
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Increase in Demand for Apparel Manufacturers with Quality Products and Value-

Added, Integrated Services

The apparel manufacturing industry in Malaysia is expected to continue being one of the

largest export earners for Malaysia in the current financial year. The Target Group believes

that Malaysia remains a popular choice for the sourcing of apparel manufacturers, who are

widely reputed as providers of high quality products as well as timely and reliable services.

There is also an increasing global demand for apparel manufacturers who are able to

provide value-added and integrated services to customers. The Target Group is confident

that more customers would be drawn towards working with the Target Group under its

co-creation business model, where the Target Group is able to provide extensive technical

advice and collaborate closely with its customers to enhance product designs and

functionalities according to the customers’ needs. Further, with its upstream expansion into

the business of fabric knitting, dyeing, finishing and printing, the Target Group is

well-positioned to meet the needs of customers who are seeking integrated services in

relation to both the production of fabric and apparels.

7.2 Trend Information

This discussion contains forward-looking statements that involve risks and uncertainties.

The actual results of the Target Group may differ significantly from those anticipated in the

forward-looking statements. Factors that might cause the actual future results of the Target

Group to differ significantly from those anticipated in the forward-looking statements

include, but are not limited to, those described below and elsewhere in the Circular,

particularly, in Section 16 entitled “Risk Factors” of the Circular. Under no circumstances

should the inclusion of such forward-looking statements herein be regarded as a

representation, warranty or prediction with respect to the accuracy of the underlying

assumptions by the Target Group, the Financial Adviser and Sponsor, or any other person.

Shareholders are cautioned not to place undue reliance on these forward-looking

statements which apply only as at the date of this Circular. Please refer to the Section

entitled “Cautionary Note Regarding Forward-Looking Statements” of the Circular for

further details.

Based on the New Directors’ knowledge of the industry and experience as well as the sales

and operations of the Target Group, they have observed the following trends for FY2018:

7.2.1 The Target Group expects its revenue to increase mainly due to (a) expected

increase in sales of apparels in tandem with larger production capacity of the

existing manufacturing facilities achieved through a proposed addition of two (2)

production lines in the Callisto Cambodia manufacturing facility; and

(b) commencement of sales of fabrics to third party apparel manufacturers through

its new operations at the New Fabric Dyeing Facility. The Callisto Cambodia

manufacturing facility currently has nineteen (19) production lines in operation and

can accommodate up to a total of twenty-one (21) production lines. After the

proposed addition of two (2) production lines, the facility would have a total of

twenty-one (21) production lines, which is within the facility’s existing capacity

limits.
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7.2.2 The Target Group expects the prices of its products to remain generally stable in

FY2018 if it receives more sale orders from its existing customers, who have had

business dealings with the Target Group for years and are not expected to raise

new concerns in relation to the Target Group’s general product pricing for any new

orders.

7.2.3 The Target Group expects its profitability for FY2018 to be affected by the

following:

(a) The Target Group expects labour costs to rise in FY2018. This is due

primarily to the minimum wage in Cambodia being increased from US$153 in

FY2017 to US$170 in FY2018. The Target Group operates two (2)

manufacturing facilities in Cambodia and has a total of 1,412 employees in

Cambodia as at the Latest Practicable Date. As such, the Target Group

expects to be affected by such increase in the minimum wage.

(b) The Target Group expects sub-contracting costs to rise in FY2018 as it

continues to outsource part of the production process. This is due to

insufficient production capacity to cope with the increase in sales to two (2)

existing customers whose suppliers in Taiwan and Cambodia had ceased

operations.

(c) The Target Group expects the costs of raw materials to rise in FY2018. The

key raw materials use by the Target Group include fabric that is primarily

made of cotton, polyester and acrylic, and accessories. Market prices of

these raw materials are affected by the prices of crude oil and cotton. In this

regard, the price of crude oil has risen from a low of under US$30 per barrel

in early 2016 to above US$60 in early 2018, whereas the price of cotton has

risen from around 75 cents per pound to around 80 cents per pound.(1)

(d) The Target Group expects capital expenditure and operating expenses to rise

in FY2018. This is due primarily to the construction of the New Fabric Dyeing

Factory and the purchase of new equipment and machinery to be installed at

the New Fabric Dyeing Factory, as well as increase in monthly instalment for

repayment of borrowings as the tenure has been shortened from twenty (20)

years to five (5) years.

(e) The Target Group expects its administrative expenses to increase mainly due

to (i) expenses incurred in connection with the Proposed Acquisition; and

(ii) compliance costs as a listed company.

Note:

(1) Based on data in “Cotton Outlook” dated 23 February 2018, accessed on the United States

Department of Agriculture website on 19 December 2018.

Save as discussed above and in Section 16 entitled “Risk Factors” of the Circular and

barring any unforeseen circumstances, the New Directors are not aware of: (a) any

significant recent trends in production, sales and inventory, and in the costs and selling

prices of products and services since end of 1H2018, or (b) any other known trends,

uncertainties, demands, commitments or events that are reasonably likely to have a

material effect on net sales or revenues, profitability, liquidity or capital resources for at
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least FY2018, or that would cause financial information disclosed in this Circular to be not

necessarily indicative of the future operating results or financial condition of the Target

Group.

7.3 Order Book

The products of the Target Group are affected by fashion trends, market direction and

customer preferences which are subject to changes from time to time. As such, as is

common in the apparel industry, the Target Group does not enter into long-term agreements

with its customers. Instead, purchases from customers are made on a purchase order

basis. Accordingly, the concept of an order book is not meaningful.

7.4 Business Strategies and Future Plans

The Target Group has over the years established a strong reputation in the apparel

manufacturing business. The New Directors are of the view that the Target Group is

well-positioned to further advance its business and explore new opportunities in the future.

The Target Group plans to grow its business by pursuing the following strategies:

7.4.1 Expansion upstream into the knitting, dyeing, finishing and printing of fabric

Introduction

The principal raw material used by the Target Group in its production process is

fabric. The Target Group has, in the past, purchased its supply of fabric from third

party suppliers.

The Target Group is currently in the course of expanding its apparel manufacturing

operations upstream by undertaking fabric knitting, dyeing, finishing and printing.

The New Directors believe that, with an increase in demand for apparel

manufacturers with integrated services, an integration into upstream domains

along the value chain of the apparel business will give the Target Group additional

competitive edge over its competitors. By producing its own fabrics, the Target

Group also aims to have better control over its supply of raw materials and their

quality to meet its production requirements.

The proposed expansion will be undertaken through OAE in Malaysia. OAE

currently owns two (2) plots of land in Batu Pahat, Malaysia, with an aggregate

land area of approximately 21,545 sq m for this purpose. See further Section 4.14

entitled “Properties and Fixed Assets” of this Target Letter.

Implementation in three (3) phases

The Target Group intends to implement its business expansion plan in three (3)

phases:

(a) The first phase involves the commencement of fabric dyeing and finishing

operations. OAE is currently constructing the New Fabric Dyeing Facility on

one of the two (2) plots of land it acquired. The New Fabric Dyeing Facility will

be equipped with supporting infrastructure, including a wastewater treatment

plant to carry out the post-treatment of wastewater that will be generated
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from the dyeing and finishing operations. Equipment and machinery for fabric

dyeing and post-processing treatment activities will be installed at the New

Fabric Dyeing Facility. The post-processing treatment will impart special

functionalities into the fabrics, such as wicking, anti-microbial and tough

cotton properties, which the Target Group believes are increasingly popular

and in demand.

The Target Group expects that the construction of the New Fabric Dyeing

Facility will be completed, and its fabric dyeing and finishing operations are

expected to commence, towards the end of December 2018 or January 2019.

The Target Group currently targets to achieve an initial dyeing and finishing

capacity of around 100,000 kg per month. It is currently expected that the

fabric dyed and finished at the New Fabric Dyeing Factory at this stage will

be partially utilised for its in-house apparel production, while the remaining

fabric will be supplied to third party apparel manufacturers. At the same time,

the Target Group intends to kick-start its fabric knitting activities by

purchasing a small number of knitting machines and achieving a knitting

capacity of approximately 50,000 kg per month. The knitted fabric will

similarly at this stage be solely utilised for the Target Group’s in-house

apparel production.

(b) The second phase involves the installation of additional fabric dyeing and

finishing equipment and machinery at the New Fabric Dyeing Facility. The

Target Group targets to increase its dyeing and finishing capacity to around

150,000 kg per month by around December 2019. It is envisaged that, at this

stage, the Target Group may increase the utilisation of its dyed and finished

fabric for its in-house apparel production, while the remaining fabric will be

supplied to third party apparel manufacturers.

(c) The third phase of the Target Group’s expansion plan involves increasing its

fabric dyeing and finishing capacity to around 200,000 kg per month by

around December 2020. It is envisaged that the Target Group may increase

the utilisation of its dyed and finished fabric for in-house apparel production

in future. At the same time, the Target Group intends to expand its operations

to include fabric printing activities. The Target Group further expects to

commence construction of the new fabric knitting factory sometime in 2022

on the second plot of land that OAE has acquired, and to commence its

expanded fabric knitting operations sometime in 2024. Equipment and

machinery for fabric knitting activities will be installed at the new fabric

knitting factory. The Target Group currently targets to achieve an initial

knitting capacity of around 100,000 kg per month at the new fabric knitting

factory, and to increase its knitting capacity by 50,000 kg per month each

year.

To stay competitive, the Target Group also intends to set up a chemical laboratory

to conduct research into areas such as the development of new techniques and

processes for knitting, dyeing and post-processing treatment, formulation and

improvement of dye mixtures and the development of new value-added

functionalities for fabrics.
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Total costs of expansion plan

The total cost for this expansion plan is currently estimated to be around

RM32,000,000. The actual total cost of and/or the breakdown of such cost may

vary due to, amongst others, changes in the costs of construction and equipment,

and changes to the expansion plan.

This cost was partly funded through internal resources as well as a loan facility of

RM14,500,000 from Malaysian Industrial Development Finance Berhad (“MIDF”)

(“MIDF Facility”). There are covenants under the MIDF Facility which require KTM

to seek MIDF’s prior written consent for, among other things, any change to its

shareholders or undertaking any merger, consolidation or reorganisation. KTM

had sought MIDF’s consent for the Restructuring Exercise, but MIDF had declined

to give its consent. In order for the Restructuring Exercise and the Proposed

Acquisition to proceed, OAE, a wholly-owned subsidiary of KTM, has accepted a

letter of offer in respect of US$3,700,000 (equivalent to around RM15,434,550

based on the exchange rate of US$1: RM4.1715 as at the Latest Practicable Date)

from Standard Chartered Bank Malaysia Berhad to refinance the MIDF Facility.

OAE is in the process of implementing the refinancing, which is expected to be

completed by the time of the EGM.

The New Directors do not foresee any event which may cause the completion of

the refinancing to be delayed past the date of the EGM and the EGM will proceed

regardless of whether the refinancing has been completed by the time of the EGM.

However, as the Restructuring Exercise and the Proposed Acquisition can only

take place after the refinancing is completed, Completion may be delayed if

refinancing is not completed by the time of the EGM.

7.4.2 Continue to focus on its co-creation business model to improve growth and

profitability

The Target Group considers its co-creation business model to be a key competitive

strength that distinguishes it from other competitors in the global market. The

Target Group intends to continue to leverage on its deep knowledge of fashion

trends, market direction and consumer preferences, technical expertise and

familiarity with fabric properties and construction, and significant experience in

translating design concepts into successful products to serve its customers’

needs.

The Target Group also believes that the expansion of its business upstream into

the knitting, dyeing, finishing and printing of fabric will enhance its co-creation

business model by, among other things, bringing in-house, speeding up and

rendering more efficient the process of technical development and prototyping of

the fabric and prototyping of the product for manufacture of a particular apparel

product.

The Target Group intends to undertake research and development activities, and

use its enhanced capabilities to introduce new and improved apparel products

both within as well as outside of its current focus on nightwear, loungewear, casual

wear and plus sizes apparels. The ability to produce fabric with functionalities that

it requires in-house will also provide the Target Group with more opportunities to

expand the range of apparels which it can produce in the future.
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7.4.3 Increase sales from existing customers and develop new customers

In line with the Target Group’s sales and marketing approach of fostering long-term

and strong relationships with its existing customers, the Target Group will continue

to focus on customer retention and increase sales to existing customers. In

particular, the Target Group intends to step up sales and marketing efforts to those

existing customers which became new major customers in FY2017, with a view to

reducing reliance on its top three (3) major customers as at the end of FY2017. At

the same time, the Target Group will also seek to develop new customers in order

to diversify its customer base.

To this end, the Target Group intends to increase the frequency, intensity and

depth of its interactions with its existing customers and also reach out to more

potential customers. In order to be closer to and to better serve its existing and

potential customers, the Target Group plans to set up sales and marketing offices

initially in Hong Kong and eventually in other major cities such as New York.

Presently, most of the Target Group’s customers are in the EU, US and Canada

which are countries located in the Northern Hemisphere. As mentioned above in

Section 4.21 entitled “Seasonality” of this Target Letter, the Target Group’s sales

are generally lower after the months of May to September, which is the period

leading up to the major festive seasons and the winter holiday season in the EU,

US and Canada. To optimise the production capacity and increase the utilisation

rate of the Target Group’s manufacturing facilities, the Target Group plans to

expand its customer base to Australia, which is located in the Southern

Hemisphere where the winter holiday season is in the months of June to August.

This is strategic as the Target Group will then be able to increase its overall sales

during its non-peak months of January to April leading up to the winter holiday

season in Australia.

7.4.4 Improve operational efficiencies

The Target Group currently operates one (1) manufacturing facility in Malaysia and

two (2) manufacturing facilities in Cambodia. In tandem with its plan to increase

sales, the Target Group will explore ways to improve its production efficiencies and

capabilities. This may be achieved through greater automation of its production

process, upgrading existing equipment and machinery and/or purchasing and

installing new equipment and machinery, and increasing production staff at its

existing manufacturing facilities, to the extent of availability of space, for the

production of apparels. The Target Group may also explore setting up new

manufacturing facilities in countries with low production and labour costs,

including Vietnam and Myanmar.
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8. SHARE CAPITAL

8.1 The Target

The Target was incorporated on 5 September 2017 under the Companies Act in Singapore

as a private company limited by shares. As at the Latest Practicable Date, the issued and

paid-up share capital of the Target is S$2 comprising two (2) Target Shares, all of which are

fully paid-up. None of the Target Shares is held by or on behalf of the Target Company or

the Target Subsidiaries. The constitution of the Target does not provide a limit as to the

duration of which the Target is to exist.

As at the Latest Practicable Date, there is only one (1) class of shares in the capital of the

Target, being ordinary shares. All of the ordinary shares carry the same voting rights. The

rights and privileges attached to the Target Shares are stated in the constitution of the

Target.

As at the Latest Practicable Date, save as disclosed in Section 8.3 entitled “Shareholding

Structure” of this Target Letter, the Target is not directly or indirectly owned or controlled,

whether severally or jointly, by any person or government.

As at the Latest Practicable Date, save for the Proposed Acquisition, there is no other

arrangement the operation of which may result in a change in control of the Target after

Completion.

There has not been any public take-over offer by a third party in respect of any of the shares

of the Target or by the Target in respect of the shares of another corporation or the units of

a business trust, which has occurred between the beginning of FY2017, being the most

recent completed financial year, and the Latest Practicable Date.

Except for the issue of two (2) Target Shares at the time of incorporation of the Target, there

has been no change in the issued share capital of the Target during the period from its

incorporation on 5 September 2017 to the Latest Practicable Date.

8.2 Target Subsidiaries

Save as disclosed below, there have been no changes to the issued share capital of the

Target Subsidiaries in the period of three (3) years before the Latest Practicable Date:

KTH

Date of issue

No. of

shares

issued

Total

consideration

Purpose of

issue

Resultant

number of

issued and

paid-up

shares

Resultant

issued and

paid-up

share

capital

26 January 2018 1 RM1 Incorporation 1 RM1
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OAE

Date of issue

No. of

shares

issued

Total

consideration

Purpose of

issue

Resultant

number of

issued and

paid-up

shares

Resultant

issued and

paid-up

share

capital

28 February 2017 1,900,000 RM1,900,000

Capital

injection 2,000,000 RM2,000,000

Callisto Singapore

Date of issue

No. of

shares

issued

Total

consideration

Purpose of

issue

Resultant

number of

issued and

paid-up

shares

Resultant

issued and

paid-up

share

capital

5 September 2017 2 S$2 Incorporation 2 S$2

Moon Singapore

Date of issue

No. of

shares

issued

Total

consideration

Purpose of

issue

Resultant

number of

issued and

paid-up

shares

Resultant

issued and

paid-up

share

capital

5 September 2017 2 S$2 Incorporation 2 S$2

Save as disclosed above, no shares in, or debentures of, the Target Group has been issued,

or are proposed to be issued, as fully or partly paid for cash or for a consideration other than

cash, within the three (3) years preceding the Latest Practicable Date.

Save pursuant to the Restructuring Exercise, no person has, or has the right to be given,

an option to subscribe for or purchase any securities or securities-based derivative

contracts of any company in the Target Group. There is no arrangement which involves the

employees of the Target or the directors or employees of a subsidiary or an associated

company of the Target in the capital of the Target, including any arrangement that involves

the issue or grant of options or shares or any other securities or securities-based

derivatives of the Target.
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8.3 Shareholding Structure

As at the Latest Practicable Date, the directors, the chief executive officer and Substantial

Shareholders of the Target, together with their shareholdings in the Target, are as follows:

Direct Interest Deemed Interest

Number of

Shares %

Number of

Shares %

Director and Substantial

Shareholder

Lim Siau Hing 2 100.0 – –

Upon Completion, the Target will be a wholly-owned subsidiary of the Company and Mr Lim

Siau Hing will no longer hold any shares directly in the Target.

The Target was incorporated by Mr Lim Siau Hing with an issued and paid-up share capital

of S$2.00 comprising two (2) Target Shares, both of which are held by Mr Lim Siau Hing.

As part of the Restructuring Exercise, Mr Lim Siau Hing will be issued with further Target

Shares. There was no significant change in the percentage of ownership of the Target

Shares of the directors, chief executive officer and substantial shareholder during the

period from incorporation of the Target on 5 September 2017 to the Latest Practicable Date.

The Target Shares held by Mr Lim Siau Hing do not carry different voting rights from any

other Target Shares.

9. DIRECTORS AND EXECUTIVE OFFICERS

9.1 Directors and Executive Officers

As at the Latest Practicable Date, Mr Lim Siau Hing is a director of the Target, KTH, KTM,

OAE, Moon Singapore and Callisto Singapore, Mr Lim Vhe Kai is a director of KTM, OAE,

Moon Cambodia, Callisto Cambodia and Xentika, Mr Chew Chong Kiat is a director of Moon

Cambodia and Callisto Cambodia, Mr Tow Eng Lim is a director of Callisto Cambodia and

Moon Cambodia and Mr Hong Kim Chea is the nominee director of the Target, Moon

Singapore and Callisto Singapore. Mr Hong Kim Chea will be resigning as a director of the

Target, Moon Singapore and Callisto Singapore.

As at the Latest Practicable Date, the senior management team of the Target Group

comprises Mr Lim Siau Hing as the managing director, Mr Lim Vhe Kai as the marketing

director, Mr Chew Chong Kiat as the group general manager, and Mr Low Yong Heng as the

financial controller.

Upon Completion, Mr Lim Siau Hing will be appointed as Executive Chairman, Mr Lim Vhe

Kai as Executive Director and CEO, Mr Chew Chong Kiat as New Executive Officer and

COO, and Mr Low Yong Heng as Financial Controller, of the Company.

See further Section 13.2 entitled “New Directors” and Section 13.3 entitled “New Executive

Officers” of the Circular for more information on the New Executive Directors and the New

Executive Officers, including their business and working experience, areas of responsibility,

educational and professional qualifications as well as past and present directorships.
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9.2 Arrangement or Understanding

None of the Target Group’s directors and executive officers referred to above have any

arrangement or understanding with any of the Target Group’s Substantial Shareholders,

customers, suppliers or any other person pursuant to which such person was appointed as

a director or executive officer.

10. INTERESTED PERSON TRANSACTIONS AND POTENTIAL CONFLICT OF INTERESTS

10.1 Introduction

This Section sets out the material Interested Person Transactions entered into by the Target

Group in FY2015, FY2016, and FY2017 and for the period from 1 January 2018 until the

Latest Practicable Date.

In general, transactions between a company, its subsidiaries or associated companies

(companies over which the company has control) and any of its Interested Persons (namely,

its directors, CEO or Controlling Shareholders or the associates of such directors, CEO or

Controlling Shareholders) are known as Interested Person Transactions under Chapter 9 of

the Catalist Rules.

Upon Completion, the Target Group Companies will become subsidiaries of the Company.

As such, transactions between the Target Group and any of the Company’s Interested

Persons (namely, the New Directors, the CEO or the Controlling Shareholders of the

Company upon Completion or the associates of such New Directors, CEO or Controlling

Shareholders) would be regarded as Interested Person Transactions under Chapter 9 of the

Catalist Rules.

The New Directors have represented to the Directors and the Company that, save as

disclosed below, and to the best of the knowledge and belief of the New Directors, neither

the New Directors, the CEO nor the Controlling Shareholders of the Company upon

Completion and/or their associates was or is interested, whether directly or indirectly, in any

material transaction undertaken by the Target Group within FY2015, FY2016, and FY2017

and for the period from 1 January 2018 until the Latest Practicable Date.

In line with the rules set out in Chapter 9 of the Catalist Rules, a transaction that has a value

of less than S$100,000 is not considered material in the context of the Proposed

Transactions and is not taken into account for the purposes of aggregation in this Section

10.

10.2 Interested Person Transactions

The following persons and companies are considered “Interested Persons” for the purposes

of this Section 10:

Interested Person Nature of Relationship

Lim Siau Hing Upon Completion, Mr Lim Siau Hing will be the New

Executive Chairman of the Company and Controlling

Shareholder of the Company.
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Interested Person Nature of Relationship

Lim Vhe Kai Mr Lim Vhe Kai is the son of Mr Lim Siau Hing. Upon

Completion, Mr Lim Vhe Kai will be a New Executive

Director and CEO of the Company and a Controlling

Shareholder of the Company.

Yew Cheng Ching Ms Yew Cheng Ching is the wife of Mr Lim Vhe Kai.

Lim Sin Jet Ms Lim Sin Jet is the daughter of Mr Lim Siau Hing and

sister of Mr Lim Vhe Kai.

Vertical Delta Sdn Bhd

(“Vertical Delta”)

An investment holding company incorporated in Malaysia of

which Mr Lim Vhe Kai and his brother, Mr Lim Vhe Sian, are

directors. Mr Lim Vhe Kai holds all of the issued shares in

the capital of Vertical Delta.

10.2.1 Past Interested Person Transaction

Sale of property by KTM to Vertical Delta

Pursuant to a sale and purchase agreement dated 25 September 2017 between

KTM and Vertical Delta, KTM agreed to sell to Vertical Delta a single-storey

semi-detached house located at No. 21 Jalan Rekamas 3, Taman Rekamas III,

86200 Simpang Rengam, Johor, Malaysia for a purchase price of RM250,000. The

transfer of the above property from KTM to Vertical Delta has been completed.

Based on a valuation of the above property conducted by an independent valuer

engaged by KTM, the market value of the property was assessed to be

RM250,000. The New Directors are of the view that the transaction was carried out

on an arm’s length basis as the property was sold at market price, was on normal

commercial terms, and was not prejudicial to the Target Group.

10.2.2 Present and Ongoing Interested Person Transactions

(a) Lease of property from Ms Yew Cheng Ching to KTM

Pursuant to a tenancy agreement dated 1 August 2018 between KTM and

Ms Yew Cheng Ching, Ms Yew Cheng Ching agreed to lease to KTM the

ground floor of a double-storey shophouse located at No. 16A, Jalan

Kencana 1A/26, Taman Pura, Kencana, 83300 Batu Pahat, Johor, Malaysia,

for a period of one (1) year with an option to renew for a further one (1) year.

The aggregate approximate floor area leased is 1,650 sq ft and the

aggregated monthly rental is RM1,800.

The New Directors are of the view that the transaction was carried out on an

arm’s length basis as the rental for the said property was reasonable, on

normal commercial terms, and was not prejudicial to the Target Group, after

taking into account the rental rates of similar properties in the vicinity

reflected on Malaysian property online portals.
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As the value of the transaction is below S$100,000, the approval of

Shareholders under Rule 906 of the Catalist Rules would not be required.

The Target Group expects the above lease to be renewed as long as KTM

continues to require the premises for its operations. Any renewal of the above

lease will be subject to the guidelines and review procedures as described in

Section 10.4 entitled “Guidelines and Review Procedures for Future and

Ongoing Interested Person Transactions” of this Target Letter. The Target

Group confirms that it will not enter into similar transactions for other

premises.

(b) Personal guarantees and other securities provided by Interested Persons to

KTM

Mr Lim Siau Hing and Mr Lim Vhe Kai have provided, among other things,

guarantees and security in favour of financial institutions to secure certain

facilities granted by these financial institutions to KTM, as set out below:

Financial

Institution

Nature/

Interested

Person

Amount of

facilities

guaranteed

or secured

(’000)

Approximate

amount

outstanding

as at the

Latest

Practicable

Date

(’000)

Largest

amount

outstanding

during the

Relevant

Period

(’000)

Malayan

Banking

Berhad

Guarantee by

Mr Lim Vhe Kai

RM8,200 RM7,850 RM7,850

Maybank

Islamic

Berhad

Joint and

several

guarantee by

Mr Lim Siau

Hing and

Mr Lim Vhe Kai

RM4,000 RM3,425 RM3,425

Standard

Chartered

Bank

Malaysia

Berhad

Joint and

several

guarantee by

Mr Lim Siau

Hing and

Mr Lim Vhe Kai

RM16,000 RM13,758 RM15,648

Standard

Chartered

Bank

Malaysia

Berhad

Personal

guarantee by

Mr Lim Siau

Hing and

Mr Lim Vhe Kai

RM2,000 RM1,353 RM2,000

United

Overseas

Bank

(Malaysia)

Berhad

Joint and

several

guarantee by

Mr Lim Siau

Hing and

Mr Lim Vhe Kai

RM27,483 RM19,265 RM20,660
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Financial

Institution

Nature/

Interested

Person

Amount of

facilities

guaranteed

or secured

(’000)

Approximate

amount

outstanding

as at the

Latest

Practicable

Date

(’000)

Largest

amount

outstanding

during the

Relevant

Period

(’000)

United

Overseas

Bank

(Malaysia)

Berhad

Joint and

several

guarantee by

Mr Lim Siau

Hing and

Mr Lim Vhe Kai

US$1,131 US$383 US$692

Malaysian

Industrial

Development

Finance

Berhad

Joint and

several

guarantee by

Mr Lim Siau

Hing and Mr

Lim Vhe Kai

RM14,500 RM13,722 RM14,500

As no compensation was paid by KTM to Mr Lim Siau Hing or Mr Lim Vhe Kai

for the provision of the above guarantees, charge and letter of subordination,

the New Directors are of the view that the guarantees, charge and letter of

subordination were not provided on an arm’s length basis and were not on

normal commercial terms, but are not prejudicial to the interests of the

Company and minority Shareholders.

As at the Latest Practicable Date, all of the above guarantees are still

outstanding. Following Completion, KTM intends to request for the release

and discharge of these personal guarantees by Mr Lim Siau Hing and/or

Mr Lim Vhe Kai and replace them with corporate guarantees provided by the

Company, subject to the consent of the relevant financial institutions. The

Target Group does not expect any material changes to other terms and

conditions of the facilities granted by the respective financial institutions. In

the event that any of these financial institutions does not agree to release

Mr Lim Siau Hing and/or Mr Lim Vhe Kai from the abovementioned

guarantees and KTM is unable to secure alternative bank facilities on similar

terms, Mr Lim Siau Hing and Mr Lim Vhe Kai will continue to provide the

abovementioned guarantee, until such time when KTM is able to secure

alternative facilities from other financial institutions. In such event, no fee,

commission, interest or benefit-in-kind will be payable by our Group to Mr Lim

Siau Hing or Mr Lim Vhe Kai for the provision of these guarantee.

Moving forward, KTM does not intend to enter into any further transactions of

the above nature in the future.
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(c) Sale and purchase of shares in the capital of KTM as part of the Restructuring

Exercise

As part of the Restructuring Exercise, Mr Lim Siau Hing, the Target and KTH

entered into a sale and purchase agreement dated 7 November 2018

pursuant to which Mr Lim Siau Hing agreed to sell all of the issued shares in

the capital of KTM to the Target (after he has purchased the issued shares in

the capital of KTM currently held by Lim Vhe Kai so that he will become the

sole shareholder of KTM) for an aggregate consideration of RM2.4 million.

The consideration was based on the issued and paid-up share capital of KTM

and will be satisfied in full by the allotment and issue by the Target of a total

of 2,400,000 Target Shares at RM1 each to Mr Lim Siau Hing. At the same

time, KTH agreed to allot and issue a total of 2,400,000 ordinary shares in the

capital of KTH at RM1 each to the Target.

It is anticipated that the above transactions will be completed after

Shareholders have approved the Proposed Transactions at the EGM.

The New Directors are of the view that the above transaction was not carried

out on an arm’s length basis but was not prejudicial to the interests of the

Company and minority Shareholders, as the consideration for the transfer of

shares in KTM does not affect the Consideration under the Option

Agreement, and the business of the Target Group is also being independently

valued by the Business Valuer.

(d) Sale and purchase of shares in the capital of Callisto Cambodia as part of the

Restructuring Exercise

As part of the Restructuring Exercise, Lim Vhe Kai, Chew Chong Kiat, Lim Sin

Jet, Tow Eng Lim and Callisto Singapore entered into a sale and purchase

agreement dated 6 February 2018 pursuant to which they agreed to sell an

aggregate of 1,000 ordinary shares of US$1,000 each in the capital of

Callisto Cambodia, which constitutes 100% of the issued ordinary shares in

the capital of Callisto Cambodia, to Callisto Singapore for an aggregate

consideration of US$1.0 million. The consideration was based on the issued

and paid-up share capital of Callisto Cambodia.

Separately, Mr Lim Vhe Kai, Mr Chew Chong Kiat, Ms Lim Sin Jet and Mr Tow

Eng Lim (who are holding the Callisto Cambodia shares as nominees of

Mr Lim Siau Hing), Callisto Singapore, Mr Lim Siau Hing and the Target

entered into a restructuring deed dated 7 November 2018 pursuant to which,

among other things, Mr Lim Vhe Kai, Mr Chew Chong Kiat, Ms Lim Sin Jet

and Mr Tow Eng Lim agreed that the consideration for the sale of all of the

issued shares in the capital of Callisto Cambodia to Callisto Singapore

pursuant to the sale and purchase agreement described above shall be

satisfied in full by the allotment and issue by Callisto Singapore of a total of

1,000,000 Callisto Singapore shares at US$1.00 each to the Target as

nominee of Mr Lim Siau Hing. The Target agreed that, at the same time, it will

allot and issue an aggregate of 1,000,000 Target Shares at US$1.00 each to

Mr Lim Siau Hing.
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It is anticipated that the above transactions will be completed after

Shareholders have approved the Proposed Transactions at the EGM.

The New Directors are of the view that the above transaction is not being

carried out on an arm’s length basis but is not prejudicial to the interests of

the Company and minority Shareholders, as the consideration for the transfer

of shares in Callisto Cambodia does not affect the Consideration under the

Option Agreement, and the business of the Target Group is also being

independently valued by the Business Valuer.

(e) Sale and purchase of shares in the capital of Moon Cambodia as part of the

Restructuring Exercise

As part of the Restructuring Exercise, Mr Lim Vhe Kai, Mr Chew Chong Kiat

and Moon Singapore entered into a sale and purchase agreement dated

6 February 2018 pursuant to which they agreed to sell 1,000 ordinary shares

of US$2,000 each, which constitutes 100% of the issued ordinary shares in

the capital of Moon Cambodia, to Moon Singapore for an aggregate

consideration of US$2.0 million. The consideration was based on the issued

and paid-up share capital of Moon Cambodia.

Separately, Mr Lim Vhe Kai and Mr Chew Chong Kiat (who are holding the

Moon Cambodia shares as nominees of Mr Lim Siau Hing), Moon Singapore,

Mr Lim Siau Hing and the Target entered into a restructuring deed dated

7 November 2018 pursuant to which, among other things, Lim Vhe Kai and

Chew Chong Kiat agreed that the consideration for the sale of all of the

issued shares in the capital of Moon Cambodia to Moon Singapore pursuant

to the sale and purchase agreement described above shall be satisfied in full

by the allotment and issue of a total of 2,000,000 Moon Singapore shares at

US$1 each to the Target. The Target agreed that, at the same time, it will allot

and issue an aggregate of 2,000,000 Target Shares at US$1.00 each to

Mr Lim Siau Hing.

It is anticipated that the above transactions will be completed after

Shareholders have approved the Proposed Transactions at the EGM.

The New Directors are of the view that the above transaction is not being

carried out on an arm’s length basis but is not prejudicial to the interests of

the Company and minority Shareholders, as the consideration for the transfer

of shares in Moon Cambodia does not affect the Consideration under the

Option Agreement, and the business of the Target Group is also being

independently valued by the Business Valuer.

(f) Sale and purchase of shares in the capital of Xentika as part of the

Restructuring Exercise

As part of the Restructuring Exercise, Mr Lim Vhe Kai and Ms Lim Sin Jet,

who were holding ten (10) ordinary shares in the capital of Xentika as

nominees on behalf of Mr Lim Siau Hing, the beneficial owner of the Xentika

shares, transferred the Xentika shares to Mr Lim Siau Hing on 24 October

2018. The Target and Mr Lim Siau Hing entered into a sale and purchase

agreement dated 7 November 2018 pursuant to which Mr Lim Siau Hing
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agreed to sell to the Target ten (10) issued shares in the capital of Xentika,

which constitutes 100% of the issued shares in the capital of Xentika, for a

total consideration of US$10. The consideration was based on the issued and

paid-up share capital of Xentika and will be satisfied in full by the allotment

and issue of a total of ten (10) Target Shares at US$1 each to Mr Lim Siau

Hing.

It is anticipated that the above transactions will be completed after

Shareholders have approved the Proposed Transactions at the EGM.

The New Directors are of the view that the above transaction is not being

carried out on an arm’s length basis but is not prejudicial to the interests of

the Company and minority Shareholders, as the consideration for the transfer

of shares in Xentika does not affect the Consideration under the Option

Agreement, and the business of the Target Group is also being independently

valued by the Business Valuer.

(g) Agreement relating to indebtedness from KTM to Mr Lim Siau Hing and

Mr Lim Vhe Kai

As disclosed in Section 4.23.1 entitled “Target Group” of this Target Letter,

Mr Lim Siau Hing, Mr Lim Vhe Kai, KTM and the Company have entered into

an agreement dated 17 December 2018 in relation to the payment of an

amount of RM8,701,000 owing from KTM to its current shareholders, Mr Lim

Siau Hing and Mr Lim Vhe Kai, arising from dividends declared in respect of

past financial years that have not been paid by KTM and advances made by

them to KTM for working capital purposes. Please see Section 4.23.1 entitled

“Target Group” of this Target Letter for more details.

The New Directors are of the view that the above agreement is not entered

into on an arm’s length basis, but the New Directors are of the view that the

agreement is not prejudicial to the interests of the Company and minority

Shareholders as the arrangement for part of the Amount Payable to be paid

after Completion and to be subject to the satisfaction of the New Audit

Committee that the payment will not adversely affect the ongoing working

capital or liquidity requirements of the Enlarged Group is for the benefit of the

Company.

(h) Vendor Undertaking

The Vendor has executed the Vendor Undertaking in favour of the Company

pursuant to which the Vendor has provided to the Company an indemnity in

relation to, among other things, the incident involving the tax and customs

penalties imposed on Callisto Cambodia (as described in Section 14.7

entitled “Internal Controls” of the Circular), the non-compliance with

Malaysian laws and regulations in connection with the Relevant KTM Land

(as described in Section 4.14.1 entitled “Properties in Malaysia” of this Target

Letter), potential non-compliance with transfer pricing and/or similar laws and

regulations in Malaysia and non-compliances with Cambodian laws and

regulations (as described in Section 4.16.1 entitled “Government
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Regulations” of this Target Letter). The obligations of the Vendor under the

Vendor Undertaking are not subject to any cap as to quantum or any specific

termination events.

The New Directors are of the view that the Vendor Undertaking is not entered

into on an arm’s length basis but is not prejudicial to the interests of the

Company and minority Shareholders, as the indemnities and undertakings

provided by the Vendor are for the benefit of the Company.

10.3 Potential Conflict of Interests

In general, a conflict of interests arises when any of the New Directors, Controlling

Shareholders or their associates (immediately after Completion) is carrying on or has any

interest in any other corporation carrying on the same business as the Target Group.

Below is a summary of the potential conflict of interests involving the Target Group:

10.3.1 Potential Conflict of Interests in relation to Knit Textiles Industries Sdn. Bhd.

Following Completion, Mr Lim Siau Hing will become the Executive Chairman and

Controlling Shareholder of the Company.

As at the Latest Practicable Date, Mr Lim Siau Hing is a director of Knit Textiles

Industries Sdn. Bhd. (“KTI”) and currently holds approximately 43.5% of the issued

shares in KTI. Mr Lim Siau Hing’s wife, Mrs Lim, is also a director of KTI and holds

approximately 13.0% of the issued shares in KTI. The remaining director and

shareholder of KTI is not related to, and is not an associate of, Mr Lim Siau Hing

or Mrs Lim.

KTI was founded by Mr Lim Siau Hing, Mrs Lim and a business partner in

December 1981 to operate a factory in Batu Pahat engaged in the knitting of fabric.

Since sometime in 1986, KTI has ceased its fabric knitting activities and business

operations, and continues to remain dormant after Mr Lim Siau Hing and Mrs Lim

set up KTM in December 1988 up to the Latest Practicable Date. Mr Lim Siau Hing

and Mrs Lim, who collectively control KTI, have no intention for KTI to conduct any

business.

In view of the foregoing, the New Directors (other than Mr Lim Siau Hing and

Mr Lim Vhe Kai) are of the view that KTI does not compete with the Target Group.

Nevertheless, to avoid any perceived or potential conflict of interests in relation to

KTI, Mr Lim Siau Hing, Mrs Lim and KTI have entered into a non-competition deed

of undertaking dated 17 December 2018 with the Company, pursuant to which they

confirmed and undertook with the Company as follows:

(a) KTI is as at the date of the undertaking and has since sometime in 1986 been

dormant, and does not carry on any business activities;

(b) KTI shall not, and each of Mr Lim Siau Hing and Mrs Lim shall procure that

KTI shall not, carry on any business activities;
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(c) without prejudice to the foregoing, KTI shall not, and each of Mr Lim Siau

Hing and Mrs Lim shall procure KTI not to, for the duration of the restricted

period described below, solely or jointly with or on behalf of any other person,

directly or indirectly, carry on or be engaged, concerned or interested (in any

capacity whatsoever) in any business in Malaysia or elsewhere which is

directly or indirectly in competition with or similar to the business of the

Enlarged Group from time to time, including but not limited to the business of

manufacture of textiles, fabric, garments and/or apparels and/or the knitting,

dyeing, printing and/or finishing of fabric.

The restricted period referred to above means the period commencing on the

date of the undertaking and ending on the earlier of (i) the date on which

Mr Lim Siau Hing ceases to be a Director and Substantial Shareholder of the

Company and a director of any other company in the Enlarged Group; and

(ii) the date on which the Company ceases to be listed on the SGX-ST;

(d) as at the date hereof, KTI has submitted an application for the striking off of

KTI (“Striking-off Application”) with the Companies Commission of

Malaysia (“CCM”), and KTI shall, and Mr Lim and Mrs Lim shall procure that

KTI shall, do all acts and things as may be necessary for the striking-off of

KTI to be completed within two (2) years from the date of Completion; and

(e) in the event that the Striking-Off Application is rejected by the CCM or the

Striking-off Application has not been approved within the period of two (2)

years referred to above, KTI, Mr Lim and Mrs Lim shall, and each of Mr Lim

and Mrs Lim shall procure that KTI shall, do all acts and things as may be

necessary to:

(i) change the principal business of KTI recorded with the CCM to a

business that is unrelated to the business of the Enlarged Group from

time to time, including but not limited to the business of manufacture of

textiles, fabric, garments and/or apparels and/or the knitting, dyeing,

printing and/or finishing of fabric; and

(ii) to change the name of KTI such that any and all references to “Knit

Textiles” and/or any variations thereof shall be removed from KTI’s

name,

within one (1) month from the date of the notification of the rejection of the

Striking-Off Application from the CCM or of the last day of the period of two

(2) years referred to above.

10.3.2 Potential Conflict of Interests in relation to Haruaki Ventures Sdn. Bhd. (formerly

known as Decent Garment Sdn. Bhd.)

Following Completion, Mr Lim Vhe Kai will become a New Executive Director and

CEO of the Company, and Mr Chew Chong Kiat will become a New Executive

Officer and COO of the Company.
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As at the Latest Practicable Date, Mr Lim Vhe Kai and Mr Chew Chong Kiat are

directors of Haruaki Ventures Sdn. Bhd. (formerly known as Decent Garment Sdn.

Bhd.) (“Haruaki Ventures”) and hold 80.0% and 20.0% of the total number of

issued shares in the capital of Haruaki Ventures respectively. Haruaki Ventures

was previously engaged in the wholesale and retailing of sports goods and

apparels under the name of “Decent Garment Sdn. Bhd.”. Since September 2018,

the company has ceased its business activities and operations, and continues to

remain dormant up to the Latest Practicable Date. Mr Lim Vhe Kai and Mr Chew

Chong Kiat have no intention for Haruaki Ventures to conduct any business. The

name of the company has also been changed from “Decent Garment Sdn. Bhd.”

to “Haruaki Ventures Sdn. Bhd.” with effect from 19 November 2018.

In view of the foregoing, the New Directors (other than Mr Lim Siau Hing and Lim

Vhe Kai) are of the view that Haruaki Ventures does not compete with the Target

Group. Nevertheless, to avoid any perceived or potential conflict of interests in

relation to Haruaki Ventures, Mr Lim Vhe Kai, Mr Chew Chong Kiat and Haruaki

Ventures have entered into a non-competition deed of undertaking dated

17 December 2018 with the Company, pursuant to which they confirmed and

undertook with the Company as follows:

(a) Haruaki Ventures is as at the date of the undertaking and has since

September 2018 been dormant, and does not carry on any business

activities;

(b) Haruaki Ventures shall not, and each of Mr Lim Vhe Kai and Mr Chew Chong

Kiat shall procure that Haruaki Ventures shall not, carry on any business

activities;

(c) without prejudice to the foregoing, Haruaki Ventures shall not, and each of

Mr Lim Vhe Kai and Mr Chew Chong Kiat shall procure Haruaki Ventures not

to, for the duration of the restricted period described below, solely or jointly

with or on behalf of any other person, directly or indirectly, carry on or be

engaged, concerned or interested (in any capacity whatsoever) in any

business in Malaysia or elsewhere which is directly or indirectly in

competition with or similar to the business of the Enlarged Group from time

to time, including but not limited to the business of manufacture of textiles,

fabric, garments and/or apparels and/or the knitting, dyeing, printing and/or

finishing of fabric.

The restricted period referred to above means the period commencing on the

date of the undertaking and ending on the earlier of (i) the last of the dates

on which Mr Lim Vhe Kai ceases to be a Director and Substantial Shareholder

of the Company and a director of any other company in the Enlarged Group,

and on which Mr Chew Chong Kiat ceases to be an Executive Officer of the

Company or a director of any other company in the Enlarged Group; and

(ii) the date on which the Company ceases to be listed on the SGX-ST; and

(d) each of Haruaki Ventures, Mr Lim Vhe Kai and Mr Chew Chong Kiat shall do

and/or procure to be done all acts and things as may be necessary for the

striking-off of Haruaki Ventures within two (2) years from the date of

Completion.
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10.4 Guidelines and Review Procedures for Future and Ongoing Interested Person

Transactions

From time to time upon Completion, the Enlarged Group may enter into Interested Person

Transactions with any one or more of the Interested Persons. Any material transactions

between the Enlarged Group and the Interested Persons will be subject to the guidelines

set out below. This is to ensure that all future Interested Person Transactions will be carried

out on an arm’s length basis and on normal commercial terms which will not be prejudicial

to the interests of the Company and its minority Shareholders.

10.4.1 Register of Interested Persons and Interested Person Transactions

The Enlarged Group will maintain a register of Interested Persons and Interested

Person Transactions.

The register of Interested Persons will be updated regularly and disclosed to the

relevant personnel to enable identification of Interested Persons. The register of

Interested Persons will be reviewed by the New Audit Committee at least on a half

yearly basis.

The register of Interested Person Transactions will record the basis on which

Interested Person Transactions are entered into, including the quotations and

other evidence obtained to support such basis, and the approval or review by the

New Audit Committee, Financial Controller or any duly appointed director as the

case may be.

This register of Interested Person Transactions will be reviewed by the New Audit

Committee at least on a half yearly basis to ensure that the Interested Person

Transactions, if any, are carried out on an arm’s length basis and in accordance

with the procedures outlined above. It will take into account all relevant non-

quantitative factors.

10.4.2 Approval matrix

The Enlarged Group shall monitor all Interested Person Transactions it enters into

and categorise these transactions as follows:

(a) a Category 1 Interested Person Transaction is one where the value thereof is

in excess of 3.0% of the NTA of the Enlarged Group, and

(b) a Category 2 Interested Person Transaction is one where the value thereof is

below or equal to 3.0% of the NTA of the Enlarged Group.

All Category 1 Interested Person Transactions must be approved by the New Audit

Committee prior to entry whereas Category 2 Interested Person Transactions need

not be approved by the Audit Committee prior to entry but will be reviewed on a

half-yearly basis by the New Audit Committee.

In addition, before any agreement or arrangement that is not in the ordinary course

of business of the Enlarged Group is transacted, prior approval must be obtained

from the New Audit Committee. In the event a member of the New Audit Committee

is interested in any of the Interested Person Transactions, he will abstain from
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reviewing that particular transaction. Any decision to proceed with such an

agreement or arrangement will be recorded for review by the New Audit

Committee.

10.4.3 Review by New Audit Committee

The Enlarged Group will prepare all the relevant information (such as pricing

guidelines, pricing for similar existing customers and quotations obtained from

third party suppliers) to assist the New Audit Committee in its review of all

Interested Person Transactions.

During its periodic review or such other review deemed necessary by it, the New

Audit Committee will carry out a review of records of all Interested Person

Transactions to ensure that they are carried out in accordance with the following

internal control procedures:

(a) when purchasing any products or engaging any services from an Interested

Person, two (2) other quotations from non-Interested Persons will be

obtained for comparison to ensure that the interests of the Enlarged Group or

its minority Shareholders are not disadvantaged. The purchase price or fee

for the products or services shall not be higher than the most competitive

price or fee of the two (2) other quotations from non-Interested Persons. In

determining the most competitive price or fee, all pertinent factors, including

but not limited to quality, requirements, specifications, delivery time and track

record will be taken into consideration;

(b) when selling any products or supplying any services to an Interested Person,

the price or fee and terms of two (2) other successful transactions of a similar

nature with non-Interested Persons will be used as comparison to ensure that

the interests of the Enlarged Group or its minority Shareholders are not

disadvantaged. The price or fee for the supply of products or services shall

not be lower than the lowest price or fee of the two (2) other successful

transactions with non-Interested Persons;

(c) when renting properties from or to an Interested Person, appropriate steps

will be taken to ensure that such rent is matched with prevailing market rates,

including adopting measures such as making relevant enquiries with

landlords of similar properties and obtaining suitable reports or reviews

published by property agents (where necessary). The rent payable shall be

based on the most competitive market rental rates of similar properties in

terms of size and location, based on the results of the relevant enquiries; and

(d) where it is not possible to compare against the terms of other transactions

with unrelated third parties and given that the products and/or services may

be purchased only from an Interested Person, the Interested Person

Transaction will be approved by the New Directors, who have no interest in

the transaction, in accordance with the Enlarged Group’s usual business

practices and policies. In determining the transaction price payable to the

Interested Person for such products and/or services, factors such as, but not

limited to, quantity, requirements and specifications will be taken into

account.
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In respect of carrying out the above internal control procedures, the Audit

Committee will take into account all relevant non-quantitative factors. Such review

includes the examination of the transaction and its supporting documents or such

other data deemed necessary by the New Audit Committee. The New Audit

Committee shall, when it deems fit, have the right to require the appointment of

independent sources, advisers or valuers to provide additional information

pertaining to the transaction under review. In the event that a member of the New

Audit Committee is interested in any such transaction, he will abstain from

participating in the review and approval process in relation to that particular

transaction.

Internal auditors will be appointed and their internal audit plan will incorporate a

review of all the Interested Person Transactions at least on an annual basis. The

internal audit report will be reviewed by the New Audit Committee to ascertain

whether the guidelines and procedures established to monitor Interested Person

Transactions have been complied with.

The New Audit Committee will also review from time to time such guidelines and

procedures to determine if they are adequate and/or commercially practicable in

ensuring that Interested Person Transactions are conducted on normal

commercial terms, on an arm’s length basis and do not prejudice the interests of

the Enlarged Group and its Shareholders. Further, if during these periodic reviews

by the New Audit Committee, the New Audit Committee is of the opinion that the

guidelines and procedures as stated above are not sufficient to ensure that

Interested Person Transactions will be on normal commercial terms, on an arm’s

length basis and not prejudicial to the interests of the Enlarged Group and its

Shareholders, the New Audit Committee will adopt such new guidelines and review

procedures for future Interested Person Transactions as may be appropriate.

10.4.4 Chapter 9 of the Catalist Rules

The Enlarged Group will also comply with the provisions in Chapter 9 of the

Catalist Rules in respect of all future Interested Person Transactions, and if

required under the Catalist Rules, the Enlarged Group will seek its Shareholders’

approval (where necessary) for such transactions.

In accordance with Rule 919 of the Catalist Rules, Interested Persons and their

associates shall abstain from voting on resolutions approving Interested Person

Transactions involving themselves and the Enlarged Group. In addition, such

Interested Persons will not act as proxies in relation to such resolutions unless

specific instructions as to voting have been given by the Shareholder(s).

The New Board will ensure that all Interested Person Transactions will be subject

to the disclosure requirements of the Catalist Rules, and will obtain Shareholders’

approval if deemed necessary under the Catalist Rules. Disclosure will be made

in the Company’s annual report of the aggregate value of Interested Person

Transactions during the relevant financial year under review and in the subsequent

annual reports for the subsequent financial years of the Company.
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All of the New Independent Directors, who are members of the New Audit

Committee, are of the view that the review procedures and systematic monitoring

mechanism of all Interested Person Transactions as mentioned above, are

adequate in ensuring that such transactions will be on normal commercial terms

and will not be prejudicial to the interests of Shareholders in any way.

10.5 Interests of Proposed Directors, Controlling Shareholders and Their Associates

Save as disclosed above and in Section 17 entitled “Interested Person Transactions and

Potential Conflict of Interests” of the Circular, in FY2015, FY2016, and FY2017 and for the

period from 1 January 2018 until the Latest Practicable Date:

10.5.1 none of the New Directors, Controlling Shareholders of the Enlarged Group or any

of their respective associates has any interest, direct or indirect, in any material

transactions to which the Enlarged Group was or is a party,

10.5.2 none of the New Directors, Controlling Shareholders of the Enlarged Group or any

of their respective associates has any interest, direct or indirect, in any entity

carrying on the same business or dealing in similar products which competes

materially and directly with the existing business of the Enlarged Group, and

10.5.3 none of the New Directors, Controlling Shareholders of the Enlarged Group or any

of their respective associates has any interest, direct or indirect, in any enterprise

or company that is the Enlarged Group’s customer or supplier of goods and

services.

11. GENERAL AND STATUTORY INFORMATION

11.1 Material Contracts of the Target Group

Save as disclosed below, there were no material contracts, not being contracts entered into

in the ordinary course of business of the Target Group, entered into by the Target Group

within the two (2) years preceding the date of lodgement of this Circular that are or may be

material:

11.1.1 the agreement relating to indebtedness dated 17 December 2018 executed by the

Vendor, Lim Vhe Kai, KTM and the Company described under Section 4.23.1

entitled “Dividend Policy” of the Target Letter and Section 10.2.2 (g) entitled

“Agreement relating to indebtedness from KTM to Mr Lim Siau Hing and Mr Lim

Vhe Kai” of this Target Letter;

11.1.2 the sale and purchase agreement dated 7 November 2018 between Mr Lim Siau

Hing, the Target and KTH in connection with the sale and purchase of an

aggregate of 2,400,000 ordinary shares in the capital of KTM, which constituted

100% of the issued ordinary shares in the capital of KTM, entered into as part of

the Restructuring Exercise;

11.1.3 the sale and purchase agreement dated 6 February 2018 between Lim Vhe Kai,

Chew Chong Kiat, Lim Sin Jet, Tow Eng Lim and Callisto Singapore in connection

with the sale and purchase of an aggregate of 1,000 ordinary shares of US$1,000

each in the capital of Callisto Cambodia, which constituted 100% of the issued

ordinary shares in the capital of Callisto Cambodia, entered into as part of the

Restructuring Exercise;
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11.1.4 the restructuring deed dated 7 November 2018 between Lim Vhe Kai, Chew Chong

Kiat, Lim Sin Jet, Tow Eng Lim, Callisto Singapore, the Target and Mr Lim Siau

Hing in connection with the sale and purchase referred to in Section 11.1.3 above,

and the allotment and issue of 1,000,000 Target Shares to Mr Lim Siau Hing,

entered into as part of the Restructuring Exercise;

11.1.5 the sale and purchase agreement dated 6 February 2018 between Lim Vhe Kai,

Chew Chong Kiat and Moon Singapore in connection with the sale and purchase

of an aggregate of 1,000 ordinary shares of US$2,000 each in the capital of Moon

Cambodia, which constituted 100% of the issued ordinary shares in the capital of

Moon Cambodia, entered into as part of the Restructuring Exercise;

11.1.6 the restructuring deed dated 7 November 2018 between Lim Vhe Kai, Chew Chong

Kiat, Moon Singapore, the Target and Mr Lim Siau Hing in connection with the sale

and purchase referred to in Section 11.1.5 above, and the allotment and issue of

2,000,000 Target Shares to Mr Lim Siau Hing, entered into as part of the

Restructuring Exercise;

11.1.7 the sale and purchase agreement dated 7 November 2018 between the Target and

Mr Lim Siau Hing in connection with the sale and purchase of an aggregate of ten

(10) ordinary shares in the capital of Xentika, which constituted 100% of the issued

ordinary shares in the capital of Xentika, entered into as part of the Restructuring

Exercise;

11.1.8 the sale and purchase agreement dated 25 September 2017 between Vertical

Delta Sdn Bhd and KTM in connection with the sale and purchase of a

single-storey semi-detached house located at No. 21 Jalan Rekamas 3, Taman

Rekamas III, 86200 Simpang Rengam, Johor, Malaysia; and

11.1.9 the sale and purchase agreement dated 28 July 2017 between OAE and Mulia

Raya Sdn Bhd in connection with the sale and purchase of HS(M) 2923 PTD 24912

Mukim Linau, Daerah Batu Pahat Johor, which was amalgamated from 5 lots of

land, being PTD 5197 to PTD 5201 HS(M) 1874 to HS(M) 1878, Mukim Linau, Batu

Pahat Johor.

11.2 Material Litigation of the Target Group

The Target Group had not engaged, in the last twelve (12) months before the date of the

Circular, in any litigation or arbitration either as plaintiff or defendant which may have a

material effect on its financial position or profitability, and the New Directors have no

knowledge of any proceedings pending or known to be contemplated against the Target

Group or any information likely to give rise to any litigation, claims or proceedings which

may have a material effect on the financial position or the profitability of the Target Group.
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12. NEW DIRECTORS’ RESPONSIBILITY STATEMENT

The New Directors collectively and individually accept full responsibility for the accuracy of

the information given in the Circular and confirm after making all reasonable enquiries that,

to the best of their knowledge and belief, the Circular constitutes full and true disclosure of

all material facts about the Proposed Transactions, the Target Group and the Enlarged

Group (in so far as they relate to the Target Group), and the New Directors are not aware

of any facts the omission of which would make any statement in the Circular misleading.

Where information in the Circular has been extracted from published or otherwise publicly

available sources or obtained from a named source, the sole responsibility of the New

Directors has been to ensure that such information has been accurately and correctly

extracted from those sources and/or reproduced in the Circular in its proper form and

context.

Yours faithfully,

The New Directors

For and on behalf of the Target Group
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DIRECTORS IN RESPECT OF THE PROPOSED WHITEWASH RESOLUTION

Unless otherwise defined or the context otherwise requires, all terms used herein have the same 
meanings as defined in the circular to Shareholders of Lereno Bio-Chem Ltd. (the “Company”) 
dated 21 December 2018 (the “Circular”).
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italic

“(a) … The completion of the Restructuring Exercise to the satisfaction of the Company, 
and the Restructuring Exercise being in compliance with applicable laws and the 
memorandum and articles of association … of the Target Subsidiaries. 

 
(b) Consents and Approvals. 
 
 … 
 

(iii) A waiver being obtained from the SIC of the obligation by the Vendor and the 
Family Trust Company to make a mandatory general offer under the Code for 
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all the Shares in issue not already owned, controlled or agreed to be acquired 
by the Vendor, the Family Trust Company and their concert parties as a result 
of the allotment and issue of the Consideration Shares to the Vendor, the 
Family Trust Company (and/or their concert parties, if any) pursuant to the 
Proposed Acquisition, subject to any conditions that the SIC may impose and 
provided that such conditions are reasonably acceptable to the Vendor, the 
Family Trust Company and their concert parties (“Whitewash Waiver”). 

 
(iv) The Company obtaining Shareholders’ approval at the EGM for the Proposed 

Acquisition and the transactions in connection therewith, including but not 
limited to approval of the Proposed Whitewash Resolution and the resolutions 
relating to the allotment and issue of the Consideration Shares (including the 
Advisor Shares), the Transaction Costs Shares and the Settlement Shares, 
and the Share Consolidation, on the basis that the resolutions relating to the 
allotment and issue of the Consideration Shares (including the Advisor 
Shares), the Transaction Costs Shares and the Settlement Shares shall be 
inter-conditional. 

 
 … 
 
(c) Satisfactory Due Diligence. 
 

… 
 
(d) No Material Adverse Change.  
 

… 
 
(e) Opinion from Independent Financial Adviser. 
 
 … 
 
(f) Independent Valuation. The Company receiving an independent valuation report on 

the valuation of the Target Group from a competent and independent valuer, such 
report to comply with any relevant requirements of the Catalist Rules. 

 
… 
 
If any of the Conditions is not fulfilled and not waived by mutual consent of the Vendor and 
the Company by the long stop date of 15 February 2018 (or such further date as the 
Company and the Vendor may agree in writing), the Option Agreement shall cease and 
determine and save for any antecedent breach of the Agreement, neither the Company nor 
the Vendor shall have any claim against the other party for damages, compensation or 
anything whatsoever. Pursuant to the SGX-ST granting further extension of time to 31 
August 2018 and subsequently to 28 February 2019 for the Company to complete the 
Proposed Acquisition and meet the requirements for a new listing referred to in Section 2.2 
of this Circular, the long stop date referred to above has been extended by mutual agreement 
of the Company and the Vendor to 28 February 2019 (or such further date as the Company 
and the Vendor may agree) (“Long Stop Date”).” 



B-15

APPENDIX B: LETTER FROM THE IFA TO THE RECOMMENDING
DIRECTORS IN RESPECT OF THE PROPOSED WHITEWASH RESOLUTION



B-16

APPENDIX B: LETTER FROM THE IFA TO THE RECOMMENDING
DIRECTORS IN RESPECT OF THE PROPOSED WHITEWASH RESOLUTION



B-17

APPENDIX B: LETTER FROM THE IFA TO THE RECOMMENDING
DIRECTORS IN RESPECT OF THE PROPOSED WHITEWASH RESOLUTION



B-18

APPENDIX B: LETTER FROM THE IFA TO THE RECOMMENDING
DIRECTORS IN RESPECT OF THE PROPOSED WHITEWASH RESOLUTION

the 
estimated amount for which an asset or liability should exchange on the valuation date 
between a willing buyer and a willing seller in an arm’s length transaction, after proper 
marketing and where the parties had each acted knowledgeably, prudently and without 
compulsion

italics 

In this study, the market value of the Valuation Subject was developed through the 
application of an income approach technique known as discounted cash flow method 
to devolve the future value of the business into a present value. This method 
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eliminates the discrepancy in time value of money by using a discount rate to reflect 
all business risks including intrinsic and extrinsic uncertainties in relation to the 
business.

Under this method, value depends on the present worth of future economic benefit 
to be derived from the projected income. Indications of value have been developed 
by discounting projected future net cash flows available for payment of shareholders’ 
interest to their present worth at discount rate which in our opinion is appropriate for 
the risks of the business. In considering the appropriate discount rate to be applied, 
we have taken into account a number of factors including the current cost of finance 
and the considered risk inherent in the business.” 

inter alia

The projected business performances can be achieved with the effort of the 
Target Group

The operational and contractual terms stipulated in the relevant contracts and 
agreements will be honored

The facilities and systems proposed are sufficient for future expansion in 
order to realize the growth potential of the business and maintain a 
competitive edge
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Source: Bloomberg L.P. 
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Less: 
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Source: Bloomberg Finance L.P. 

inter alia
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Source: Bloomberg Finance L.P., annual reports and/or announcements of the respective companies. 
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premia
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Source: Bloomberg Finance L.P., annual reports and/or announcements of the respective companies. 
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Independent auditor’s report on combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

21 December 2018

The Board of Directors

50 Raffles Place

#06-00 Singapore Land Tower

Singapore 048623

Report on the Combined Financial Statements

Opinion

We have audited the combined financial statements of Knit Textile and Apparel Pte. Ltd. (the

“Company”) and its subsidiaries (collectively, the “Group”), which comprise the combined

statements of financial position as at 31 December 2015, 2016 and 2017, and the combined

statements of comprehensive income, combined statements of changes in equity and combined

cash flow statements for each of the financial years ended 31 December 2015, 2016 and 2017,

and notes to the combined financial statements, including a summary of significant accounting

policies.

In our opinion, the accompanying combined financial statements of the Group are properly drawn

up in accordance with the Financial Reporting Standards in Singapore (“FRSs”) so as to present

fairly, in all material respects, the combined financial position of the Group as at 31 December

2015, 2016 and 2017, and of the combined financial performance, combined changes in equity

and combined cash flows of the Group for each of the financial years ended 31 December 2015,

2016 and 2017.

Basis for Opinion

We conducted our audit in accordance with Singapore Standards on Auditing (“SSAs”). Our

responsibilities under those standards are further described in the Auditor’s Responsibilities for

the Audit of the Combined Financial Statements section of our report. We are independent of the

Group in accordance with the Accounting and Corporate Regulatory Authority (“ACRA”) Code of

Professional Conduct and Ethics for Public Accountants and Accounting Entities (“ACRA Code”)

together with the ethical requirements that are relevant to our audit of the financial statements in

Singapore, and we have fulfilled our other ethical responsibilities in accordance with these

requirements and the ACRA Code. We believe that the audit evidence we have obtained is

sufficient and appropriate to provide a basis for our opinion.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Independent auditor’s report on combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

Responsibilities of Management and Directors for the Combined Financial Statements

Management is responsible for the preparation of combined financial statements that give a true

and fair view in accordance with FRSs, and for devising and maintaining a system of internal

accounting controls sufficient to provide a reasonable assurance that assets are safeguarded

against loss from unauthorised use or disposition; and transactions are properly authorised and

that they are recorded as necessary to permit the preparation of true and fair financial statements

and to maintain accountability of assets.

In preparing the combined financial statements, management is responsible for assessing the

Group’s ability to continue as a going concern, disclosing, as applicable, matters related to going

concern and using the going concern basis of accounting unless management either intends to

liquidate the Group or to cease operations, or has no realistic alternative but to do so.

The directors’ responsibilities include overseeing the Group’s financial reporting process.

Auditor’s Responsibilities for the Audit of the Combined Financial Statements

Our objectives are to obtain reasonable assurance about whether the combined financial

statements as a whole are free from material misstatement, whether due to fraud or error, and to

issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of

assurance, but is not a guarantee that an audit conducted in accordance with SSAs will always

detect a material misstatement when it exists. Misstatements can arise from fraud or error and are

considered material if, individually or in the aggregate, they could reasonably be expected to

influence the economic decisions of users taken on the basis of these combined financial

statements.

As part of an audit in accordance with SSAs, we exercise professional judgement and maintain

professional scepticism throughout the audit. We also:

• Identify and assess the risks of material misstatement of the combined financial statements,

whether due to fraud or error, design and perform audit procedures responsive to those risks,

and obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion.

The risk of not detecting a material misstatement resulting from fraud is higher than for one

resulting from error, as fraud may involve collusion, forgery, intentional omissions,

misrepresentations, or the override of internal control.

• Obtain an understanding of internal control relevant to the audit in order to design audit

procedures that are appropriate in the circumstances, but not for the purpose of expressing

an opinion on the effectiveness of the Group’s internal control.

• Evaluate the appropriateness of accounting policies used and the reasonableness of

accounting estimates and related disclosures made by management.

APPENDIX C: AUDITED COMBINED FINANCIAL STATEMENTS OF KNIT
TEXTILE AND APPAREL PTE. LTD. AND ITS SUBSIDIARIES WITH

INDEPENDENT AUDITOR’S REPORT FOR THE FINANCIAL YEARS ENDED
31 DECEMBER 2015, 2016 AND 2017

C-2



Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Independent auditor’s report on combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

• Conclude on the appropriateness of management’s use of the going concern basis of

accounting and, based on the audit evidence obtained, whether a material uncertainty exists

related to events or conditions that may cast significant doubt on the Group’s ability to

continue as a going concern. If we conclude that a material uncertainty exists, we are

required to draw attention in our auditor’s report to the related disclosures in the combined

financial statements or, if such disclosures are inadequate, to modify our opinion. Our

conclusions are based on the audit evidence obtained up to the date of our auditor’s report.

However, future events or conditions may cause the Group to cease to continue as a going

concern.

• Evaluate the overall presentation, structure and content of the combined financial

statements, including the disclosures, and whether the combined financial statements

represent the underlying transactions and events in a manner that achieves fair presentation.

• Obtain sufficient appropriate audit evidence regarding the financial information of the entities

or business activities within the Group to express an opinion on the combined financial

statements. We are responsible for the direction, supervision and performance of the group

audit. We remain solely responsible for our audit opinion.

We communicate with the directors regarding, among other matters, the planned scope and timing

of the audit and significant audit findings, including any significant deficiencies in internal control

that we identify during our audit.

Restriction on Distribution and Use

This report has been prepared solely for inclusion in the circular to the shareholders of Lereno

Bio-Chem Ltd. to be issued in connection with the proposed acquisition of the entire issued and

paid up share capital of the Company.

Ernst & Young LLP

Public Accountants and

Chartered Accountants

Singapore

Partner in charge: Adrian Koh
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Combined statements of comprehensive income

For the financial years ended 31 December 2015, 2016 and 2017

Note 2017 2016 2015

RM’000 RM’000 RM’000

Revenue 4 218,301 160,068 140,431

Cost of sales (182,459) (129,585) (112,364)

Gross profit 35,842 30,483 28,067

Other items of income

Interest income from loans and receivables 251 244 234

Other income 5 1,492 573 489

Other items of expense

Administrative and general expenses (16,084) (11,940) (10,616)

Selling and marketing expenses (7,272) (7,201) (7,112)

Finance costs 6 (1,522) (1,203) (1,509)

Profit before tax 8 12,707 10,956 9,553

Income tax expense 9 (3,877) (3,200) (2,054)

Profit for the year 8,830 7,756 7,499

Other comprehensive income:

Items that may be reclassified

subsequently to profit or loss

Foreign currency translation (1,222) 638 2,021

Total comprehensive income for the year 7,608 8,394 9,520

The accompanying accounting policies and explanatory notes form an integral part of the financial

statements.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Combined statements of financial position

As at 31 December 2015, 2016 and 2017

Note 2017 2016 2015

RM’000 RM’000 RM’000

Assets

Non-current asset

Property, plant and equipment 10 44,979 32,740 32,132

Current assets

Inventories 12 30,526 25,427 24,680

Trade and other receivables 13 51,304 22,286 17,881

Other current assets 14 1,320 1,501 1,071

Cash and short-term deposits 15 12,484 16,041 12,442

95,634 65,255 56,074

Total assets 140,613 97,995 88,206

Equity and liabilities

Current liabilities

Trade and other payables 16 48,071 27,832 21,469

Borrowings 17 40,210 30,012 27,495

Tax payable 1,712 762 992

89,993 58,606 49,956

Net current assets 5,641 6,649 6,118

Non-current liabilities

Borrowings 17 9,910 442 5,092

Deferred tax liabilities 18 1,324 1,169 274

11,234 1,611 5,366

Total liabilities 101,227 60,217 55,322

Net assets 39,386 37,778 32,884

Equity attributable to the owner of the

Company

Share capital 19 –* – –

Retained earnings 25,211 22,381 18,125

Merger reserve 20 11,532 11,532 11,532

Foreign currency translation reserve 20 2,643 3,865 3,227

Total equity 39,386 37,778 32,884

Total equity and liabilities 140,613 97,995 88,206

* Less than RM1,000

The accompanying accounting policies and explanatory notes form an integral part of the financial

statements.

APPENDIX C: AUDITED COMBINED FINANCIAL STATEMENTS OF KNIT
TEXTILE AND APPAREL PTE. LTD. AND ITS SUBSIDIARIES WITH

INDEPENDENT AUDITOR’S REPORT FOR THE FINANCIAL YEARS ENDED
31 DECEMBER 2015, 2016 AND 2017

C-5



Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Combined statements of changes in equity

For the financial years ended 31 December 2015, 2016 and 2017

Share

capital

Retained

earnings

Merger

reserve

Foreign

currency

translation

reserve Total

RM’000 RM’000 RM’000 RM’000 RM’000

2015

As at 1 January 2015 – 13,426 11,232 1,206 25,864

Profit for the year – 7,499 – – 7,499
Other comprehensive income
Foreign currency translation – – – 2,021 2,021
Total comprehensive income for

the year – 7,499 – 2,021 9,520
Contributions by and distributions

to owners
Dividends on ordinary shares (Note 26) – (2,800) – – (2,800)
Acquisition of a subsidiary under

common control – – 300 – 300

As at 31 December 2015 – 18,125 11,532 3,227 32,884

2016

As at 1 January 2016 – 18,125 11,532 3,227 32,884

Profit for the year – 7,756 – – 7,756
Other comprehensive income
Foreign currency translation – – – 638 638
Total comprehensive income for

the year – 7,756 – 638 8,394
Distributions to owners
Dividends on ordinary shares (Note 26) – (3,500) – – (3,500)

As at 31 December 2016 – 22,381 11,532 3,865 37,778

2017

As at 1 January 2017 – 22,381 11,532 3,865 37,778

Profit for the year – 8,830 – – 8,830
Other comprehensive income
Foreign currency translation – – – (1,222) (1,222)
Total comprehensive income for

the year – 8,830 – (1,222) 7,608
Distributions to owners
Dividends on ordinary shares (Note 26) – (6,000) – – (6,000)

As at 31 December 2017 – 25,211 11,532 2,643 39,386

The accompanying accounting policies and explanatory notes form an integral part of the financial

statements.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Combined cash flow statements

For the financial years ended 31 December 2015, 2016 and 2017

2017 2016 2015

RM’000 RM’000 RM’000

Operating activities

Profit before tax 12,707 10,956 9,553

Adjustments for:

Allowance for impairment of other receivables – 148 –

Bad debts written off 27 – –

Depreciation of property, plant and equipment 3,770 3,668 3,451

Interest expense 1,522 1,203 1,509

Gain on disposal of property, plant and

equipment (204) (108) (263)

Property, plant and equipment written off – – 156

Foreign exchange differences (217) 161 206

Interest income (251) (244) (234)

Operating profit before working capital

changes 17,354 15,784 14,378

Increase in inventories (5,099) (747) (3,919)

(Increase)/decrease in receivables (31,115) (4,007) 3,944

Decrease/(increase) in other current assets 154 (417) (244)

Increase/(decrease) in payables 17,420 4,237 (251)

Cash flows (used in)/from operations (1,286) 14,850 13,908

Interest paid (1,522) (1,203) (1,509)

Taxes paid (2,746) (2,555) (839)

Net cash (used in)/generated from operating

activities (5,554) 11,092 11,560

Investing activities

Purchase of property, plant and equipment (16,806) (3,795) (3,146)

Proceeds from disposal of property, plant and

equipment 450 193 510

Interest received 251 244 234

Cash flows used in investing activities (16,105) (3,358) (2,402)
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Combined cash flow statements

For the financial years ended 31 December 2015, 2016 and 2017

2017 2016 2015

RM’000 RM’000 RM’000

Financing activities

Repayment of obligations under finance leases (263) (224) (469)

Placement of deposits pledged for security (239) (239) (833)

Drawdown of term loans 9,936 1,723 –

Repayment of term loans (1,824) (1,253) (487)

Drawdown/(repayment) of other short term

borrowings 11,526 (3,059) (4,086)

Dividends paid (1,424) (1,409) (519)

Cash flows generated from/(used in) financing

activities 17,712 (4,461) (6,394)

Net (decrease)/increase in cash and cash

equivalents (3,947) 3,273 2,764

Effect of exchange rate changes on cash and

cash equivalents (246) 88 106

Cash and cash equivalents at beginning of the

financial years 7,951 4,590 1,720

Cash and cash equivalents at end of the

financial years (Note 15) 3,758 7,951 4,590

The accompanying accounting policies and explanatory notes form an integral part of the financial

statements.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

1. Corporate information

1.1 The Company

Knit Textile and Apparel Pte. Ltd. (the “Company”) is a private limited company incorporated

and domiciled in Singapore.

The registered office and principal place of business of the Company is located at 50 Raffles

Place, #06-00 Singapore Land Tower, Singapore 048623.

The principal activity of the Company is that of investment holding.

The principal activities of the subsidiaries are disclosed in Note 11 to the financial

statements.

1.2 The Proposed Restructuring

On 27 September 2017, Lereno Bio-Chem Ltd. (“LBC”) has entered into a conditional put and

call option agreement (the “Agreement”) with Mr. Lim Siau Hing @ Lim Kim Hoe (the

“Vendor”), who is the Director of the Company for the proposed acquisition by LBC of the

entire issued share capital of the Company at a purchase consideration of S$26,400,000

(equivalent to RM80,120,700) (the “Proposed Acquisition”). The purchase consideration is to

be fully satisfied by the allotment and issuance of an aggregate of 2,640,000,000

Consideration Shares to the Vendor at the pre-consolidation issue price of S$0.01

(equivalent to RM0.03) each, in accordance with the terms and conditions of the Agreement.

As contemplated in the Agreement, for the purpose of the Proposed Acquisition, the Group

will be formed through a restructuring (the “Proposed Restructuring”). The Vendor has

undertaken to procure the Proposed Restructuring pursuant to which the Company will

acquire, and directly or indirectly own, all of the issued and paid-up share capital of the

following companies:

• Knit Textile Holdings Sdn. Bhd. (“KTH”), a company incorporated in Malaysia;

• Callisto Apparel Holdings Pte. Ltd., a company incorporated in Singapore;

• Moon Apparel Holdings Pte. Ltd., a company incorporated in Singapore;

• Knit Textiles Mfg. Sdn. Bhd. (“KTM”), a company incorporated in Malaysia;

• Ocean Art & Embellishment Sdn. Bhd., a company incorporated in Malaysia;

• Moon Apparel (Cambodia) Co., Ltd., a company incorporated in Cambodia;
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

1. Corporate information (cont’d)

1.2 The Proposed Restructuring (cont’d)

• Callisto Apparel (Cambodia) Co., Ltd., a company incorporated in Cambodia; and

• Xentika Limited (“Xentika”), a company incorporated in Seychelles.

Pursuant to the Proposed Restructuring, the Company, will become the holding company of

the Group.

2. Summary of significant accounting policies

2.1 Basis of preparation

The combined financial statements of the Group have been prepared in accordance with

Singapore Financial Reporting Standards (FRS).

The combined financial statements have been prepared on the historical cost basis except

as disclosed in the accounting policies below.

The combined financial statements are presented in Ringgit Malaysia (“RM”) and all values

in the tables are rounded to the nearest thousand (“RM’000”), except when otherwise

indicated.

2.2 Changes in accounting policies

The accounting policies adopted are consistent with those of the previous financial years

except in the current financial year, the Group has adopted all the new and revised standards

which are effective for annual financial periods beginning on or after 1 January 2017,

including the Amendments to FRS 7 Disclosure Initiative. The Group has included the

additional required disclosure in Note 17. The adoption of these standards did not have any

effect on the financial performance or position of the Group.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

2. Summary of significant accounting policies (cont’d)

2.3 Standards issued but not yet effective

The Group has not adopted the following standards that have been issued but not yet

effective:

Description

Effective for

annual periods

beginning on

or after

Amendments to FRS 102 Classification and Measurement of

Share-based Payment Transactions 1 January 2018

FRS 109 Financial Instruments 1 January 2018

FRS 115 Revenue from Contracts with Customers 1 January 2018

Amendments to FRS 115 Clarifications to FRS 115 Revenue from

Contracts with Customers 1 January 2018

INT FRS 122 Foreign Currency Transactions and Advance

Consideration 1 January 2018

FRS 116 Leases 1 January 2019

Except for FRS 115 and FRS 116, the directors expect that the adoption of the other

standards above will have no material impact on the combined financial statements in the

period of initial application. The nature of the impending changes in accounting policy on

adoption of FRS 115 and FRS 116 are described below.

FRS 115 Revenue from Contracts with Customers

FRS 115 establishes a five-step model to account for revenue arising from contracts with

customers and introduces new contract cost guidance. Under FRS 115, revenue is

recognised at an amount that reflects the consideration which an entity expects to be entitled

in exchange for transferring goods or services to a customer. The new revenue standard is

effective for annual periods beginning on or after 1 January 2018.

The Group has performed a preliminary impact assessment of adopting FRS 115 based on

currently available information. This assessment may be subject to changes arising from

ongoing analysis until the Group adopts FRS 115 in 2018.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

2. Summary of significant accounting policies (cont’d)

2.3 Standards issued but not yet effective (cont’d)

FRS 115 Revenue from Contracts with Customers (cont’d)

The Group plans to apply the changes in accounting policies retrospectively to each

reporting year presented, using the full retrospective approach. The Group also plans to

apply the following practical expedients:

• For completed contracts, the Group plans not to restate completed contracts that

begin and end within the same year or are completed contracts at 1 January 2017,

and

• For completed contracts that have variable consideration, the Group plans to use

the transaction price at the date the contract was completed instead of estimating

variable consideration amounts in the comparative year.

The Group derived revenue from the sales of goods. The Group currently recognised

revenue from sales of goods upon the transfer of significant risk and rewards of ownership

of the goods to the customer, which generally coincides with delivery and acceptance of the

goods sold.

The customers may be entitled to certain rebates and discounts. In accordance with

FRS 115, the Group will estimate the transaction price and apply the constraint to the

estimated transaction price. The Group includes in the transaction price an amount of

variable consideration estimated only to the extent that it is highly probable that a significant

reversal in the amount of cumulative revenue recognised will not occur when the uncertainty

associated with the variable consideration is subsequently resolved, taking into

consideration both the likelihood and the magnitude of the revenue reversal.

On initial adoption of FRS 115, the Group expects an increase in both revenue and profit for

the financial year ended 31 December 2017 and a decrease in both opening retained

earnings and total equity as at 1 January 2017.

FRS 116 Leases

FRS 116 requires lessees to recognise most leases on balance sheets to reflect the rights

to use the leased assets and the associated obligations for lease payments as well as the

corresponding interest expense and depreciation charges. The standard includes two

recognition exemptions for lessees – leases of ‘low value’ assets and short-term leases. The

new leases standard is effective for annual periods beginning on or after 1 January 2019.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

2. Summary of significant accounting policies (cont’d)

2.3 Standards issued but not yet effective (cont’d)

FRS 116 Leases (cont’d)

The Group has performed a preliminary impact assessment of the adoption of FRS 116 and

expects that the adoption of FRS 116 will result in increase in total assets and total liabilities,

earnings before interest, tax, depreciation and amortisation (“EBITDA”) and gearing ratio.

The Group plans to adopt the new standard on the required effective date by applying

FRS 116 retrospectively with the cumulative effect of initial application as an adjustment to

the opening balance of retained earnings as at 1 January 2019.

The Group is currently in the process of analysing the transitional approaches and practical

expedients to be elected on transition to FRS 116 and assessing the possible impact of

adoption.

2.4 Basis of consolidation

The combined financial statements comprise the financial statements of the Company and its

subsidiaries as at the end of the reporting period. The financial statements of the subsidiaries

used in the preparation of the combined financial statements are prepared for the same

reporting date as the Company. Consistent accounting policies are applied to like

transactions and events in similar circumstances.

All intra-group balances, income and expenses and unrealised gains and losses resulting

from intra-group transactions and dividends are eliminated in full.

The combined financial statements of the Group for the financial years ended 31 December

2015, 2016 and 2017 comprising the Company and its subsidiaries have been prepared in

accordance with the pooling of interest method.

Business combinations

Business combinations involving entities under common control are accounted for by

applying the pooling of interest method which involves the following:

– The assets and liabilities of the combining entities are reflected at their carrying

amounts reported in the combined financial statements of the controlling holding

company.

– No adjustments are made to reflect the fair values on the date of combination, or

recognise any new assets or liabilities.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

2. Summary of significant accounting policies (cont’d)

2.4 Basis of consolidation (cont’d)

Business combinations (cont’d)

– No additional goodwill is recognised as a result of the combination.

– Any difference between the consideration paid/transferred and the equity ‘acquired’ is

reflected within the equity as merger reserve.

– The statement of comprehensive income reflects the results of the combining entities

for the full year, irrespective of when the combination took place.

– Comparatives are restated to reflect the combination as if it had occurred from the

beginning of the earliest period presented in the combined financial statements or from

the date the entities had come under common control, if later.

2.5 Foreign currency

The combined financial statements are presented in RM, which is also the functional

currency of the Company. Each entity in the Group determines its own functional currency

and items included in the financial statements of each entity are measured using that

functional currency.

Transactions and balances

Transactions in foreign currencies are measured in the respective functional currencies of

the Company and its subsidiaries and are recorded on initial recognition in the functional

currencies at exchange rates approximating those ruling at the transaction dates. Monetary

assets and liabilities denominated in foreign currencies are translated at the rate of exchange

ruling at the end of the reporting period. Non-monetary items that are measured in terms of

historical cost in a foreign currency are translated using the exchange rates as at the dates

of the initial transactions. Non-monetary items measured at fair value in a foreign currency

are translated using the exchange rates at the date when the fair value was measured.

Exchange differences arising on the settlement of monetary items or on translating monetary

items at the end of the reporting period are recognised in profit or loss.

2.6 Property, plant and equipment

All items of property, plant and equipment are initially recorded at cost. Subsequent to

recognition, property, plant and equipment are measured at cost less accumulated

depreciation and any accumulated impairment losses.

Freehold land has an unlimited useful life and therefore is not depreciated.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

2. Summary of significant accounting policies (cont’d)

2.6 Property, plant and equipment (cont’d)

Depreciation is computed on a straight-line basis over the estimated useful life of the asset

as follows:

Leasehold land – 60 years

Buildings – 50 years

Plant and machinery, factory fittings – 10 years

Electrical installation – 10 years

Office equipment, furniture and fittings, renovation and computers – 3 to 20 years

Motor vehicles – 5 years

Buildings under construction included in property, plant and equipment are not depreciated

as these assets are not yet available for use.

The carrying values of property, plant and equipment are reviewed for impairment when

events or changes in circumstances indicate that the carrying value may not be recoverable.

The residual value, useful life and depreciation method are reviewed at each financial

year-end, and adjusted prospectively, if appropriate.

An item of property, plant and equipment is derecognised upon disposal or when no future

economic benefits are expected from its use or disposal. Any gain or loss on de-recognition

of the asset is included in profit or loss in the year the asset is derecognised.

2.7 Impairment of non-financial assets

The Group assesses at each reporting date whether there is an indication that an asset may

be impaired. If any indication exists, or when annual impairment testing for an asset is

required, the Group makes an estimate of the asset’s recoverable amount.

An asset’s recoverable amount is the higher of an asset’s or cash-generating unit’s fair value

less costs of disposal and its value in use and is determined for an individual asset, unless

the asset does not generate cash inflows that are largely independent of those from other

assets or groups of assets. Where the carrying amount of an asset or cash-generating unit

exceeds its recoverable amount, the asset is considered impaired and is written down to its

recoverable amount.

Impairment losses are recognised in profit or loss.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

2. Summary of significant accounting policies (cont’d)

2.7 Impairment of non-financial assets (cont’d)

A previously recognised impairment loss is reversed only if there has been a change in the

estimates used to determine the asset’s recoverable amount since the last impairment loss

was recognised. If that is the case, the carrying amount of the asset is increased to its

recoverable amount. That increase cannot exceed the carrying amount that would have been

determined, net of depreciation, had no impairment loss been recognised previously. Such

reversal is recognised in profit or loss.

2.8 Financial instruments

(a) Financial assets

Initial recognition and measurement

Financial assets are recognised when, and only when, the Group becomes a party to

the contractual provisions of the financial instrument. The Group determines the

classification of its financial assets at initial recognition.

When financial assets are recognised initially, they are measured at fair value, plus, in

the case of financial assets not at fair value through profit or loss, directly attributable

transaction costs.

Subsequent measurement

Loans and receivables

Non-derivative financial assets with fixed or determinable payments that are not quoted

in an active market are classified as loans and receivables. Subsequent to initial

recognition, loans and receivables are measured at amortised cost using the effective

interest method, less impairment. Gains and losses are recognised in profit or loss

when the loans and receivables are derecognised or impaired, and through the

amortisation process.

De-recognition

A financial asset is de-recognised where the contractual right to receive cash flows from

the asset has expired. On de-recognition of a financial asset in its entirety, the

difference between the carrying amount and the sum of the consideration received and

any cumulative gain or loss that had been recognised in other comprehensive income

is recognised in profit or loss.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

2. Summary of significant accounting policies (cont’d)

2.8 Financial instruments (cont’d)

(b) Financial liabilities

Initial recognition and measurement

Financial liabilities are recognised when, and only when, the Group becomes a party to

the contractual provisions of the financial instrument. The Group determines the

classification of its financial liabilities at initial recognition.

All financial liabilities are recognised initially at fair value, plus, in the case of financial

liabilities not at fair value through profit or loss, directly attributable transaction costs.

Subsequent measurement

After initial recognition, financial liabilities that are not carried at fair value through profit

or loss are subsequently measured at amortised cost using the effective interest

method. Gains and losses are recognised in profit or loss when the liabilities are

de-recognised, and through the amortisation process.

De-recognition

A financial liability is de-recognised when the obligation under the liability is discharged

or cancelled or expires. When an existing financial liability is replaced by another from

the same lender on substantially different terms, or the terms of an existing liability are

substantially modified, such an exchange or modification is treated as a de-recognition

of the original liability and the recognition of a new liability, and the difference in the

respective carrying amounts is recognised in profit or loss.

2.9 Impairment of financial assets

The Group assesses at each reporting date whether there is any objective evidence that a

financial asset is impaired.

For financial assets carried at amortised cost, the Group first assesses whether objective

evidence of impairment exists individually for financial assets that are individually significant,

or collectively for financial assets that are not individually significant. If the Group determines

that no objective evidence of impairment exists for an individually assessed financial asset,

whether significant or not, it includes the asset in a group of financial assets with similar

credit risk characteristics and collectively assesses them for impairment. Assets that are

individually assessed for impairment and for which an impairment loss is, or continues to be

recognised are not included in a collective assessment of impairment.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

2. Summary of significant accounting policies (cont’d)

2.9 Impairment of financial assets (cont’d)

If there is objective evidence that an impairment loss on financial assets carried at amortised

cost has been incurred, the amount of the loss is measured as the difference between the

asset’s carrying amount and the present value of estimated future cash flows discounted at

the financial asset’s original effective interest rate. If a loan has a variable interest rate, the

discount rate for measuring any impairment loss is the current effective interest rate. The

carrying amount of the asset is reduced through the use of an allowance account. The

impairment loss is recognised in profit or loss.

When the asset becomes uncollectible, the carrying amount of impaired financial asset is

reduced directly or if an amount was charged to the allowance account, the amounts charged

to the allowance account are written off against the carrying value of the financial asset.

To determine whether there is objective evidence that an impairment loss on financial assets

has been incurred, the Group considers factors such as the probability of insolvency or

significant financial difficulties of the debtor and default or significant delay in payments.

If in a subsequent period, the amount of the impairment loss decreases and the decrease can

be related objectively to an event occurring after the impairment was recognised, the

previously recognised impairment loss is reversed to the extent that the carrying amount of

the asset does not exceed its amortised cost at the reversal date. The amount of reversal is

recognised in profit or loss.

2.10 Cash and cash equivalents

Cash and cash equivalents comprise cash at banks and on hand and short-term fixed

deposits that are readily convertible to known amount of cash and which are subject to an

insignificant risk of changes in value. These also include bank overdrafts that form an integral

part of the Group’s cash management.

2.11 Inventories

Inventories are stated at the lower of cost and net realisable value. Costs incurred in bringing

the inventories to their present location and condition are accounted for as follows:

– Raw materials: purchase costs on a weighted average basis.

– Finished goods and work-in-progress: costs of direct materials and labour and a

proportion of manufacturing overheads based on normal operating capacity.

Where necessary, allowance is provided for damaged, obsolete and slow moving items to

adjust the carrying value of inventories to the lower of cost and net realisable value.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

2. Summary of significant accounting policies (cont’d)

2.11 Inventories (cont’d)

Net realisable value is the estimated selling price in the ordinary course of business, less

estimated costs of completion and the estimated costs necessary to make the sale.

2.12 Provisions

Provisions are recognised when the Group has a present obligation (legal or constructive) as

a result of a past event, it is probable that an outflow of resources embodying economic

benefits will be required to settle the obligation and the amount of the obligation can be

estimated reliably.

Provisions are reviewed at the end of each reporting period and adjusted to reflect the

current best estimate. If it is no longer probable that an outflow of economic resources will

be required to settle the obligation, the provision is reversed. If the effect of the time value

of money is material, provisions are discounted using a current pre-tax rate that reflects,

where appropriate, the risks specific to the liability. When discounting is used, the increase

in the provision due to the passage of time is recognised as a finance cost.

2.13 Borrowing costs

Borrowing costs are capitalised as part of the cost of a qualifying asset if they are directly

attributable to the acquisition, construction or production of that asset. Capitalisation of

borrowing costs commences when the activities to prepare the asset for its intended use or

sale are in progress and the expenditures and borrowing costs are incurred. Borrowing costs

are capitalised until the assets are substantially completed for their intended use or sale. All

other borrowing costs are expensed in the period they occur. Borrowing costs consist of

interest and other costs that an entity incurs in connection with the borrowing of funds.

2.14 Employee benefits

Defined contribution plans

The Group participates in the national pension schemes as defined by the laws of the

countries in which it has operations. In particular, the Company and the subsidiaries

incorporated in Malaysia make contributions to the Central Provident Fund scheme in

Singapore and the Employees Provident Fund in Malaysia respectively. These contributions

to defined contribution pension schemes are recognised as an expense in the period in which

the related service is performed.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

2. Summary of significant accounting policies (cont’d)

2.15 Leases

As lessee

Finance leases, which transfer to the Group substantially all the risks and rewards incidental

to ownership of the leased item, are capitalised at the inception of the lease at the fair value

of the leased asset or, if lower, at the present value of the minimum lease payments. Any

initial direct costs are also added to the amount capitalised. Lease payments are apportioned

between the finance charges and reduction of the lease liability so as to achieve a constant

rate of interest on the remaining balance of the liability. Finance charges are charged to profit

or loss. Contingent rents, if any, are charged as expenses in the periods in which they are

incurred.

Capitalised leased assets are depreciated over the shorter of the estimated useful life of the

asset and the lease term, if there is no reasonable certainty that the Group will obtain

ownership by the end of the lease term.

Operating lease payments are recognised as an expense in profit or loss on a straight-line

basis over the lease term. The aggregate benefit of incentives provided by the lessor is

recognised as a reduction of rental expense over the lease term on a straight-line basis.

As lessor

Leases in which the Group does not transfer substantially all the risks and rewards of

ownership of the asset are classified as operating leases. Initial direct costs incurred in

negotiating an operating lease are added to the carrying amount of the leased asset and

recognised over the lease term on the same bases as rental income. The accounting policy

for rental income is set out in Note 2.16(c). Contingent rents are recognised as revenue in

the period in which they are earned.

2.16 Revenue

Revenue is recognised to the extent that it is probable that the economic benefits will flow

to the Group and the revenue can be reliably measured, regardless of when the payment is

made. Revenue is measured at the fair value of consideration received or receivable, taking

into account contractually defined terms of payment and excluding taxes or duty.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

2. Summary of significant accounting policies (cont’d)

2.16 Revenue (cont’d)

(a) Sales of goods

Revenue from sale of goods is recognised upon the transfer of significant risk and

rewards of ownership of the goods to the customer, usually on delivery of goods.

Revenue is not recognised to the extent where there are significant uncertainties

regarding recovery of the consideration due, associated costs or the possible return of

goods.

(b) Interest income

Interest income is recognised using the effective interest method.

(c) Rental income

Rental income is accounted for on a straight-line basis over the lease terms. The

aggregate costs of incentives provided to lessees are recognised as a reduction of

rental income over the lease term on a straight-line basis.

2.17 Taxes

(a) Current income tax

Current income tax assets and liabilities for the current and prior periods are measured

at the amount expected to be recovered from or paid to the taxation authorities. The tax

rates and tax laws used to compute the amount are those that are enacted or

substantively enacted at the end of the reporting period, in the countries where the

Group operates and generates taxable income.

Current income taxes are recognised in profit or loss except to the extent that the tax

relates to items recognised outside profit or loss, either in other comprehensive income

or directly in equity. Management periodically evaluates positions taken in the tax

returns with respect to situations in which applicable tax regulations are subject to

interpretation and establishes provisions where appropriate.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

2. Summary of significant accounting policies (cont’d)

2.17 Taxes (cont’d)

(b) Deferred tax

Deferred tax is provided using the liability method on temporary differences at the end

of the reporting period between the tax bases of assets and liabilities and their carrying

amounts for financial reporting purposes.

Deferred tax liabilities are recognised for all taxable temporary differences, except:

– Where the deferred tax liability arises from the initial recognition of goodwill or of

an asset or liability in a transaction that is not a business combination and, at the

time of the transaction, affects neither the accounting profit nor taxable profit or

loss; and

– In respect of taxable temporary differences associated with investment in

subsidiaries, where the timing of the reversal of the temporary differences can be

controlled and it is probable that the temporary differences will not reverse in the

foreseeable future.

Deferred tax assets are recognised for all deductible temporary differences, the carry

forward of unused tax credits and unused tax losses, to the extent that it is probable that

taxable profit will be available against which the deductible temporary differences, and

the carry forward of unused tax credits and unused tax losses can be utilised except:

– Where the deferred tax asset relating to the deductible temporary difference arises

from the initial recognition of an asset or liability in a transaction that is not a

business combination and, at the time of the transaction, affects neither the

accounting profit nor taxable profit or loss; and

– In respect of deductible temporary differences associated with investment in

subsidiaries, deferred tax assets are recognised only to the extent that it is

probable that the temporary differences will reverse in the foreseeable future and

taxable profit will be available against which the temporary differences can be

utilised.

The carrying amount of deferred tax assets is reviewed at the end of each reporting

period and reduced to the extent that it is no longer probable that sufficient taxable profit

will be available to allow all or part of the deferred tax asset to be utilised. Unrecognised

deferred tax assets are reassessed at the end of each reporting period and are

recognised to the extent that it has become probable that future taxable profit will allow

the deferred tax asset to be recovered.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

2. Summary of significant accounting policies (cont’d)

2.17 Taxes (cont’d)

(b) Deferred tax (cont’d)

Deferred tax assets and liabilities are measured at the tax rates that are expected to

apply in the year when the asset is realised or the liability is settled, based on tax rates

(and tax laws) that have been enacted or substantively enacted at the end of each

reporting period.

Deferred tax relating to items recognised outside profit or loss is recognised outside

profit or loss. Deferred tax items are recognised in correlation to the underlying

transaction either in other comprehensive income or directly in equity and deferred tax

arising from a business combination is adjusted against goodwill on acquisition.

(c) Goods and Services Tax (“GST”)

Revenues, expenses and assets are recognised net of the amount of GST except:

– where the amount of GST incurred in a purchase of assets or services is not

recoverable from the taxation authority, in which case the GST is recognised as

part of the cost of acquisition of the asset or as part of the expense item as

applicable; and

– receivables and payables that are stated with the amount of GST included.

The net amount of GST recoverable from, or payable to, the taxation authority is

included as part of receivables or payables in the statement of financial position.

2.18 Share capital and share issuance expenses

Proceeds from issuance of ordinary shares are recognised as share capital in equity.

Incremental costs directly attributable to the issuance of ordinary shares are deducted

against share capital.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

3. Significant accounting judgements and estimates

The preparation of the Group’s combined financial statements requires management to make

judgements, estimates and assumptions that affect the reported amounts of the revenues,

expenses, assets and liabilities, and the disclosure of contingent liabilities at the end of

reporting period. Uncertainty about these assumptions and estimates could result in

outcomes that could require a material adjustment to the carrying amount of the asset or

liability affected in the future periods. Management is of the opinion that there is no

significant judgement made in applying accounting policies and no estimation uncertainty

that have a significant risk of causing a material adjustment to the carrying amounts of assets

and liabilities within the next financial period.

4. Revenue

Revenue represents the invoiced value of sales of goods, net of discounts and returns.

5. Other income

2017 2016 2015

RM’000 RM’000 RM’000

Gain on disposal of property,

plant and equipment 204 108 263

Foreign exchange gain, net 1,056 – –

Rental income 25 24 24

Subcontract income 183 186 5

Sale of samples – 133 117

Insurance claims 15 58 67

Sundry income 9 64 13

1,492 573 489
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

6. Finance costs

2017 2016 2015

RM’000 RM’000 RM’000

Interest expense on:

– Bank loans and overdrafts 307 251 299

– Bankers’ acceptance 388 497 826

– Obligations under finance leases 40 32 27

– Trust receipts and foreign bill of exchange 787 423 357

1,522 1,203 1,509

7. Employee benefits

2017 2016 2015

RM’000 RM’000 RM’000

Salaries and bonuses 30,587 25,726 22,940

Employers’ contribution to defined

contribution plans 578 486 414

Other short-term benefits 1,225 757 189

32,390 26,969 23,543

8. Profit before tax

Profit before tax is stated after charging:

2017 2016 2015

RM’000 RM’000 RM’000

Allowance for impairment of other

receivables – 148 –

Bad debts written off 27 – –

Depreciation of property, plant and

equipment (Note 10) 3,770 3,668 3,451

Rental of machinery 21 30 42

Foreign exchange loss, net – 413 604

Property, plant and equipment written off – – 156

Rental of premises 1,366 1,320 1,265

Employee benefits (Note 7) 32,390 26,969 23,543
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For the financial years ended 31 December 2015, 2016 and 2017

9. Income tax expense

Major components of income tax expense

The major components of income tax expense for the years ended 31 December 2015, 2016

and 2017 are:

2017 2016 2015

RM’000 RM’000 RM’000

Current income tax

– Current income tax 3,656 2,570 1,693

– Under provision in respect of previous

years 66 (265) 109

3,722 2,305 1,802

Deferred income tax (Note 18):

– Relating to origination and reversal of

temporary differences 78 (34) 216

– Under provision in respect of previous

years 77 929 36

155 895 252

Income tax expense recognised in profit or

loss 3,877 3,200 2,054
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For the financial years ended 31 December 2015, 2016 and 2017

9. Income tax expense (cont’d)

Relationship between tax expense and accounting profit

The reconciliation between tax expense and the product of accounting profit multiplied by the

applicable corporate tax rates for the financial years 31 December 2015, 2016 and 2017 are

as follows:

2017 2016 2015

RM’000 RM’000 RM’000

Profit before tax 12,707 10,956 9,553

Tax at Malaysia statutory tax rate of 24%

(2016: 24% and 2015: 25%) 3,050 2,630 2,388

Adjustments:

Differences in tax rates 357 (533) 1

Income not subject to tax (343) – (557)

Non-deductible expenses 381 653 170

Effect of tax relief (193) (214) (202)

Deferred tax assets not recognised 482 108 258

Benefits from previous unrecognised tax

losses – (108) (149)

Under provision in respect of previous

years 143 664 145

Income tax expense recognised in profit

or loss 3,877 3,200 2,054
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

10. Property, plant and equipment

*Land and

buildings

Plant and

machinery

and

factory

fittings

Electrical

installation

Office

equipment,

furniture

and

fittings,

renovation

and

computers

Motor

vehicles Total

RM’000 RM’000 RM’000 RM’000 RM’000 RM’000

Cost

At 1 January 2015 13,251 17,870 3,412 9,786 2,575 46,894

Additions 87 2,552 39 349 690 3,717

Disposals – (334) – (3) (715) (1,052)

Written off (36) – (71) (144) – (251)

Exchange differences – 1,620 304 1,095 69 3,088

At 31 December 2015

and 1 January 2016 13,302 21,708 3,684 11,083 2,619 52,396

Additions 1,278 2,182 – 255 202 3,917

Disposals – (79) – – (265) (344)

Exchange differences – 454 75 276 17 822

At 31 December 2016

and 1 January 2017 14,580 24,265 3,759 11,614 2,573 56,791

Additions 15,773 543 – 207 737 17,260

Disposals (150) – – – (471) (621)

Exchange differences – (986) (163) (602) (40) (1,791)

At 31 December 2017 30,203 23,822 3,596 11,219 2,799 71,639
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

10. Property, plant and equipment (cont’d)

*Land and

buildings

Plant and

machinery

and

factory

fittings

Electrical

installation

Office

equipment,

furniture

and

fittings,

renovation

and

computers

Motor

vehicles Total

RM’000 RM’000 RM’000 RM’000 RM’000 RM’000

Accumulated

depreciation

At 1 January 2015 1,581 7,183 1,783 4,911 1,449 16,907

Charge for the

financial year 313 1,624 279 856 379 3,451

Disposals – (145) – (1) (659) (805)

Written off – – (41) (54) – (95)

Exchange differences – 321 69 396 20 806

At 31 December 2015

and 1 January 2016 1,894 8,983 2,090 6,108 1,189 20,264

Charge for the

financial year 313 1,837 243 858 417 3,668

Disposals – – – – (259) (259)

Exchange differences – 169 34 164 11 378

At 31 December 2016

and 1 January 2017 2,207 10,989 2,367 7,130 1,358 24,051

Charge for the

financial year 313 1,905 240 832 480 3,770

Disposals (27) – – – (348) (375)

Exchange differences – (355) (70) (345) (16) (786)

At 31 December 2017 2,493 12,539 2,537 7,617 1,474 26,660

Net carrying amount

At 31 December 2015 11,408 12,725 1,594 4,975 1,430 32,132

At 31 December 2016 12,373 13,276 1,392 4,484 1,215 32,740

At 31 December 2017 27,710 11,283 1,059 3,602 1,325 44,979
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10. Property, plant and equipment (cont’d)

* The details of land and buildings are as follows:

Freehold
land

Long term
leasehold

land Buildings

Buildings
under

construction Total

RM’000 RM’000 RM’000 RM’000 RM’000
Cost

At 1 January 2015 225 4,028 8,962 36 13,251
Additions – – 87 – 87
Written off – – – (36) (36)

At 31 December 2015 and
1 January 2016 225 4,028 9,049 – 13,302
Additions – 1,272 6 – 1,278

At 31 December 2016 and
1 January 2017 225 5,300 9,055 – 14,580
Additions 6,610 – – 9,163 15,773
Disposals (45) – (105) – (150)

At 31 December 2017 6,790 5,300 8,950 9,163 30,203

Accumulated depreciation

At 1 January 2015 – 353 1,228 – 1,581
Charge for the financial year – 69 244 – 313

At 31 December 2015 and
1 January 2016 – 422 1,472 – 1,894
Charge for the financial year – 69 244 – 313

At 31 December 2016 and
1 January 2017 – 491 1,716 – 2,207
Charge for the financial year – 69 244 – 313
Disposals – – (27) – (27)

At 31 December 2017 – 560 1,933 – 2,493

Net carrying amount

At 31 December 2015 225 3,606 7,577 – 11,408

At 31 December 2016 225 4,809 7,339 – 12,373

At 31 December 2017 6,790 4,740 7,017 9,163 27,710

(a) Assets held under finance leases

During the financial year, the Group acquired property, plant and equipment with an
aggregate cost of RM454,000 (2016: RM122,000 and 2015: RM571,000) by means of
finance leases. The cash outflow on acquisition of property, plant and equipment
amounted to RM16,806,000 (2016: RM3,795,000 and 2015: RM3,146,000).

The carrying amount of motor vehicles held under finance leases at the end of the
reporting period were RM1,030,000 (2016: RM985,000 and 2015: RM1,123,000)
respectively.

Leased assets are pledged as security for the related finance lease liabilities.
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For the financial years ended 31 December 2015, 2016 and 2017

10. Property, plant and equipment (cont’d)

(b) In addition to assets held under finance leases, the net book value of property, plant and
equipment pledged to banks for borrowings as referred to in Note 17 are as follows:

2017 2016 2015

RM’000 RM’000 RM’000

Freehold land 6,790 225 225

Leasehold land 3,468 3,537 3,606

Buildings 7,017 7,339 7,577

Buildings under construction 9,163 – –

26,438 11,101 11,408

11. Subsidiaries

The Group has the following subsidiaries:

Name

Country of

incorporation Principal activities Equity interest held

2017 2016 2015

% % %

Held by the Company:

Knit Textiles Mfg.

Sdn. Bhd.(1)

Malaysia Apparel

manufacturing

100* 100* 100*

Xentika Limited(2) Seychelles International

business

100* 100* 100*

Callisto Apparel

Holdings Pte. Ltd.(3)

Singapore Investment holding 100 – –

Moon Apparel

Holdings Pte. Ltd.(3)

Singapore Investment holding 100 – –

Held through subsidiaries:

Ocean Art &

Embellishment

Sdn. Bhd.(1)

Malaysia Operation of a fabric

dyeing and finishing

plant

100* 100* 100*

Callisto Apparel

(Cambodia)

Co., Ltd.(2)

Cambodia Apparel

manufacturing

100* 100* 100*

Moon Apparel

(Cambodia)

Co., Ltd.(2)

Cambodia Apparel

manufacturing

100* 100* 100*
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For the financial years ended 31 December 2015, 2016 and 2017

11. Subsidiaries (cont’d)

(1) Audited by member firm of EY Global in Malaysia

(2) Audited by member firm of EY Global in Malaysia, for consolidation purposes only

(3) Not required to be audited

* Pursuant to the Proposed Restructuring as described in Note 2.1, the Company will become the holding
company of the Group. These subsidiaries are deemed to be held by the Company from the beginning of the
earliest period presented in the combined financial statements.

12. Inventories

2017 2016 2015

RM’000 RM’000 RM’000

Combined statement of financial position:

At cost:

Raw materials 16,619 5,532 6,220

Work-in-progress 10,127 12,989 12,086

Finished goods 3,780 6,906 6,374

30,526 25,427 24,680

Combined statement of comprehensive

income:

Inventories recognised as an expense in

cost of sales 132,125 91,133 80,788

13. Trade and other receivables

2017 2016 2015
RM’000 RM’000 RM’000

Trade receivables
Trade receivables 47,124 21,044 16,988
Less: Allowance for impairment – (2,038) (2,038)

Trade receivables, net 47,124 19,006 14,950

Other receivables
Deposits 1,932 2,657 1,853
Goods and Services tax 1,616 272 395
Sundry receivables 632 516 700

4,180 3,445 2,948
Less: Allowance for impairment – (165) (17)

Other receivables, net 4,180 3,280 2,931

Total trade and other receivables 51,304 22,286 17,881
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13. Trade and other receivables (cont’d)

2017 2016 2015

RM’000 RM’000 RM’000

Total trade and other receivables 51,304 22,286 17,881

Add: Cash and bank balances (Note 15) 12,484 16,041 12,442

Less: Goods and Services tax (1,616) (272) (395)

Less: Tax recoverable (1) (1) (1)

Total loans and receivables 62,171 38,054 29,927

Trade receivables

Trade receivables are non-interest bearing and are generally on 30 to 90 days (2016: 30 to

90 days and 2015: 30 to 90 days) terms. They are recognised at their original invoice

amounts which represent their fair values on initial recognition.

Trade receivables denominated in foreign currency at 31 December are as follows:

2017 2016 2015

RM’000 RM’000 RM’000

United States Dollar 47,124 21,044 16,989

Receivables that are neither past due nor impaired

The Group has trade receivables amounting to RM6,788,000 (2016: RM1,360,000 and 2015:

RM593,000) that are past due at the end of the reporting period but not impaired. These

receivables are unsecured and the analysis of their aging at the end of the reporting period

is as follows:

2017 2016 2015

RM’000 RM’000 RM’000

Trade receivables past due but not impaired:

Lesser than 60 days 6,592 594 505

60 – 120 days 126 707 65

More than 120 days 70 59 23

6,788 1,360 593
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13. Trade and other receivables (cont’d)

Trade receivables (cont’d)

Receivables that are impaired

The Group’s trade and other receivables that are individually impaired at the end of the

reporting period and the movement of the allowance accounts used to record the impairment

are as follows:

Individually impaired

2017 2016 2015

RM’000 RM’000 RM’000

Nominal amount – 2,203 2,055

Less: Allowance for impairment – (2,203) (2,055)

– – –

Movement in allowance accounts:

At 1 January 2,203 2,055 2,055

Allowance for impairment – 148 –

Written off (2,203) – –

At 31 December – 2,203 2,055

14. Other current assets

2017 2016 2015

RM’000 RM’000 RM’000

Prepayments 484 431 497

Advance payment to suppliers 836 1,070 574

1,320 1,501 1,071
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15. Cash and short-term deposits

2017 2016 2015

RM’000 RM’000 RM’000

Cash on hand and at banks 4,154 7,951 4,590

Deposits with licensed banks 8,330 8,090 7,852

Cash and short-term deposits 12,484 16,041 12,442

Less: Deposits with licensed banks (8,330) (8,090) (7,852)

Less: Bank overdrafts (Note 17) (396) – –

Cash and cash equivalents 3,758 7,951 4,590

Deposits with licensed banks of the Group amounting to RM4,614,000 (2016: RM4,474,000

and 2015: RM4,337,000) are registered in the name of a director who held in trust for the

Company.

Deposits with licensed banks are pledged to banks for banking facilities granted to the Group

as referred to in Note 17.

At the end of the reporting period, the weighted average effective interest rate and maturity

of deposits with licensed banks of the Group were 2.87% per annum and 180 days (2016:

2.56% per annum and 179 days and 2015: 2.56% per annum and 179 days) respectively.

Cash and short-term deposits denominated in foreign currency as at 31 December are as

follows:

2017 2016 2015

RM’000 RM’000 RM’000

United States Dollar 1,391 5,507 1,929
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16. Trade and other payables

2017 2016 2015

RM’000 RM’000 RM’000

Trade payables

Third parties 27,171 16,210 10,309

Other payables

Amounts due to directors/shareholders 10,752 5,550 4,615

Other payables and accruals 10,148 6,072 6,545

20,900 11,622 11,160

Total trade and other payables 48,071 27,832 21,469

Add: Loans and borrowings (Note 17) 50,120 30,454 32,587

Total financial liabilities carried at amortised

cost 98,191 58,286 54,056

Trade payables/other payables

These amounts are non-interest bearing. Trade and other payables are normally settled on

30 to 60 day terms (2016: 30 to 60 days and 2015: 30 to 60 days).

Trade payables denominated in foreign currency as at 31 December are as follows:

2017 2016 2015

RM’000 RM’000 RM’000

United States Dollar 26,741 10,002 10,809

Singapore Dollar 368 216 154

Amounts due to directors/shareholders

Amounts due to directors/shareholders are unsecured and non-interest bearing. Included in

the amounts are dividends payables of RM2,281,000, RM4,372,000 and RM8,948,000 as at

31 December 2015, 2016, and 2017 respectively.
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16. Trade and other payables (cont’d)

Amounts due to directors/shareholders (cont’d)

Subsequent to 31 December 2017, dividend payable of RM3,813,000 have been settled. The

repayment terms of the remaining balances of amounts due to directors/shareholders are as

follows:

– dividend payable of RM2,135,000 are to be settled by 31 December 2018;

– dividend payable of RM3,000,000 are to be settled by 31 March 2019; and

– the remaining balances are to be settled in full or in part from time to time, at such time

or times, as may be agreed by the Group and LBC, and subject always to the New Audit

Committee of LBC being satisfied that such payments will not adversely affect the

ongoing working capital or liquidity requirements and the financial position of the Group.

17. Borrowings

2017 2016 2015

Maturity RM’000 RM’000 RM’000

Short term borrowings

– secured

Trust receipts 20,799 16,172 14,246

Bankers’ acceptances 7,969 6,504 11,388

Bank overdrafts (Note 15) 396 – –

Invoice financing 5,947 1,064 625

RM loan at COF + 2.0% p.a. 217 322 99

RM loan at KLIBOR + 1.75% p.a. 2,220 2,542 305

USD loan at COF + 2.75% p.a. 1,926 3,203 516

5% p.a. fixed rate RM loan 439 – –

RM loan at BLR + 1% p.a. – – 96

Obligation under finance leases 297 205 220

40,210 30,012 27,495
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17. Borrowings (cont’d)

Short term borrowings have maturity of less than 12 months or are expected to be repaid on

demand.

2017 2016 2015

Maturity RM’000 RM’000 RM’000

Long term borrowings
– secured

5% p.a. fixed rate RM loan 2037 9,369 – –

RM loan at COF + 2.0% p.a. 2019 – – 322

RM loan at KLIBOR + 1.75% p.a. 2023 – – 2,544

USD loan at COF + 2.75% p.a. 2020 – – 1,697

Obligation under finance leases 2019 – 2022 541 442 529

9,910 442 5,092

Total borrowings

Trust receipts 20,799 16,172 14,246

Bankers’ acceptances 7,969 6,504 11,388

Bank overdrafts 396 – –

Invoice financing 5,947 1,064 625

Bank loans 14,171 6,067 5,579

Obligation under finance leases 838 647 749

50,120 30,454 32,587

* BLR: Base lending rate

* COF: Cost of fund

* KLIBOR: Kuala Lumpur Inter Bank Offer Rate

2017 2016 2015
RM’000 RM’000 RM’000

Maturity of borrowings

(excluding finance lease payables)
Not later than one year 39,913 29,807 27,277
Later than one year but not later than

five years 1,987 – 3,388
Later than five years 7,382 – 1,173

49,282 29,807 31,838
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17. Borrowings (cont’d)

As at 31 December 2016 and 2017, a subsidiary within the Group did not comply with certain

financial covenants stipulated in the banking facilities letters. Accordingly, loans amounted to

RM4,464,000 and RM2,818,000 as at 31 December 2016 and 2017 respectively, became

repayable on demand. The non-current portion of the loans have been reclassified as

current. As at date of the report of this combined financial statements, the bank has not

recalled the loans.

The secured borrowings of the Group are secured by legal charges over the freehold land,

leasehold land, buildings and deposits with licensed banks of the Group as disclosed in Note

10 and Note 15 respectively.

Obligation under finance leases

The Group has finance leases with certain items of plant and equipment. These leases have

terms of renewal but no purchase options and escalation clauses. Renewals are at the option

of the specific entity that holds the lease.

Future minimum lease payments under finance leases together with the present value of the

net minimum lease payments are as follows:

2017 2016 2015

RM’000 RM’000 RM’000

Minimum finance lease payments:

Not later than one year 330 231 251

Later than one year but not later than

5 years 571 467 569

Total minimum lease payments 901 698 820

Less: Future finance charges (63) (51) (71)

Present value of minimum lease payments 838 647 749

Analysis of present value of minimum

lease payments:

Not later than one year 297 205 220

Later than one year but not later than

5 years 541 442 529

838 647 749

The finance lease payables bore interest at reporting date of between 2.41% and 2.84%

(2016: 2.41% and 3.14% and 2015: 2.41% and 3.14%) per annum.
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17. Borrowings (cont’d)

Bank overdrafts

Bank overdrafts are denominated in RM, bear interest at BLR + 1.5% (2016: BLR + 1.5% and

2015: BLR + 1.5%) per annum.

The weighted average effective interest rates at the end of reporting period for borrowings,

excluding hire purchase payables, were as follows:

2017 2016 2015

% % %

Trusts receipts 1.48 1.27 1.77

Bankers’ acceptances 4.82 4.88 5.13

Invoice financing 3.07 4.31 8.13

Term loans 4.95 4.37 4.62
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

18. Deferred tax liabilities

2017 2016 2015

RM’000 RM’000 RM’000

At 1 January 1,169 274 22

Recognised in profit or loss (Note 9) 155 895 252

At 31 December 1,324 1,169 274

The components and movements of deferred tax liabilities and assets during the financial

year prior to offsetting are as follows:

Accelerated

capital

allowances Others Net

RM’000 RM’000 RM’000

At 1 January 2015 253 (231) 22

Recognised in profit or loss 117 135 252

At 31 December 2015 and 1 January 2016 370 (96) 274

Recognised in profit or loss 977 (82) 895

At 31 December 2016 and 1 January 2017 1,347 (178) 1,169

Recognised in profit or loss (31) 186 155

At 31 December 2017 1,316 8 1,324

Deferred tax assets have not been recognised in respect of the following items:

2017 2016 2015

RM’000 RM’000 RM’000

Unutilised tax losses 5,969 2,701 3,241

Unabsorbed capital allowances 483 483 513
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

18. Deferred tax liabilities (cont’d)

Unrecognised temporary differences relating to investment in subsidiaries

At the end of the reporting period, no deferred tax liability (2016: Nil and 2015: Nil) has been

recognised for taxes that would be payable on the undistributed earnings of certain of the

Group’s subsidiaries as the Group has determined that undistributed earnings of its

subsidiaries will not be distributed in the foreseeable future.

19. Share capital

Number of shares Amount

2017 2016 2015 2017 2016 2015

RM’000 RM’000 RM’000

Issued and fully paid

ordinary shares

At 1 January – – – – – –

Issuance of ordinary

shares 2 – – –* – –

At 31 December 2 – – –* – –

* Less than RM1,000

The holders of ordinary shares are entitled to receive dividends as and when declared by the

Company. All ordinary shares carry one vote per share without restrictions. The ordinary

shares have no par value.

20. Reserves

Merger reserve

Merger reserve comprises the share capital of the subsidiaries under common control

accounted for by applying the pooling of interest method, as described in Note 2.4 to the

combined financial statements.

Foreign currency translation reserve

The foreign currency translation reserve represents exchange differences arising from the

translation of the financial statements of foreign operations whose functional currencies are

different from that of the Group’s presentation currency.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

21. Significant related party transactions

(a) Sale and purchase of goods and services

The Group enters into transactions with related parties in the normal course of business

and at arm’s length. Related parties include subsidiaries of the Group and key

management personnel and their related parties.

Apart from related party information disclosed elsewhere in the financial statements,

there was no significant transaction between the Company and related parties during

the financial years ended 31 December 2015, 2016 and 2017.

(b) Compensation of key management personnel

2017 2016 2015

RM’000 RM’000 RM’000

Short term employee benefits 392 387 339

Employers’ contribution to defined

contribution schemes 54 46 41

446 433 380

Comprise amounts paid to:

– Directors of the Company 446 433 380

22. Commitments

Capital commitments

Capital expenditure contracted for as at the end of the reporting period but not recognised

in the financial statements are as follows:

2017 2016 2015

RM’000 RM’000 RM’000

Approved and contracted for:

– Industrial land – 5,762 6,400
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

22. Commitments (cont’d)

Operating lease commitments – as lessee

The Group has entered into a non-cancellable operating lease agreement for the use of

building. The lease is for a period of 5 years with a renewal option included in the contract.

There are no restrictions placed upon the Group by entering into this lease.

Minimum lease payments recognised as an expense in profit or loss for the financial year

ended 31 December 2017 amounted to RM1,366,415 (2016: RM1,320,064; 2015:

RM1,264,750).

The future minimum lease payments under non-cancellable operating leases contracted for

as at balance sheet date but not recognised as liabilities are as follows:

2017 2016 2015

RM’000 RM’000 RM’000

Not later than one year 1,258 1,238 1,174

Later than one year but not later five years 769 1,942 2,903

2,027 3,180 4,077

23. Fair value of assets and liabilities

(a) Fair value hierarchy

The Group categorises fair value measurements using a fair value hierarchy that is

dependent on the valuation inputs used as follows:

– Level 1 – Quoted prices (unadjusted) in active market for identical assets or

liabilities that the Group can access at the measurement date,

– Level 2 – Inputs other than quoted prices included within Level 1 that are

observable for the asset or liability, either directly or indirectly, and

– Level 3 – Unobservable inputs for the asset or the liability.

Fair value measurements that use inputs of different hierarchy levels are categorised in

its entirety in the same level of the fair value hierarchy as the lowest level input that is

significant to the entire measurement.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

23. Fair value of assets and liabilities (cont’d)

(b) Assets and liabilities that are not carried at fair value but whose carrying amounts

are reasonable approximation of fair value

Trade and other receivables (Note 13), cash and short-term deposits (Note 15),

borrowings – current (Note 17) and trade and other payables (Note 16)

The carrying amounts of these financial assets and liabilities are reasonable

approximation of fair values, either due to their short-term nature or that they are

floating rate instruments that are re-priced to market interest rates on or near the end

of the reporting period.

Borrowings – non-current (Note 17)

The carrying amount of the non-current fixed rate loans are reasonable approximation

of fair value as the fixed interest rate approximates the market lending rate at the end

of the reporting period.

24. Financial risk management objectives and policies

The Group is exposed to financial risks arising from its operations and the use of financial

instruments. The key financial risks include credit risk, liquidity risk, interest rate risk and

foreign currency risk. The board of directors reviews and agrees policies and procedures for

the management of these risks.

Credit risk

Credit risk is the risk of loss that may arise on outstanding financial instruments should a

counterparty default on its obligations. The Group’s exposure to credit risk arises primarily

from trade and other receivables. For other financial assets (including cash and bank

balances), the Group minimises credit risk by dealing exclusively with high credit rating

counterparties.

The Group’s objective is to seek continual revenue growth while minimising losses incurred

due to increase credit risk exposure. The Group trades only with recognised and creditworthy

third parties. It is the Group’s policy that all customers who wish to trade on credit terms are

subject to credit verification procedures. In addition, receivable balances are monitored on

an ongoing basis with the result that the Group’s exposure to bad debts is not significant.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

24. Financial risk management objectives and policies (cont’d)

Credit risk (cont’d)

Exposure to credit risk

At the reporting date, the Group’s maximum exposure to credit risk is represented by:

– The carrying amount of each class of financial assets recognised in the statement of
financial position, with positive fair values.

– Information regarding credit enhancements for trade and other receivables is disclosed
in Note 13.

Credit risk concentration profile

At the end of the reporting period, approximately 75% (2016: 95% and 2015: 92%) of the
Group’s trade receivables were due from 4 (2016: 5 and 2015: 3) major customers.

Financial assets that are neither past due nor impaired

Information regarding trade and other receivables that are neither past due nor impaired is
disclosed in Note 13. Deposits with banks that are neither past due nor impaired are placed
with or entered into with reputable financial institutions with high credit ratings and no history
of default.

Financial assets that are either past due or impaired

Information regarding financial assets that are either past due or impaired is disclosed in
Note 13.

Liquidity risk

Liquidity risk is the risk that the Group will encounter difficulty in meeting financial obligations
due to shortage of funds. The Group’s exposure to liquidity risk arises primarily from
mismatches of the maturities of financial assets and liabilities. The Group’s objective is to
maintain a balance between continuity of funding and flexibility through the use of stand-by
credit facilities.

The Group manages its debt maturity profile, operating cash flows and the availability of
funding so as to ensure that refinancing, repayment and funding needs are met. As part of
its overall liquidity management, the Group maintains sufficient levels of cash or cash
convertible investments to meet its working capital requirements. In addition, the Group
strives to maintain available banking facilities at a reasonable level to its overall debt
position. As far as possible, the Group raises committed funding from financial institutions
and balances its portfolio with some short term funding so as to achieve overall cost
effectiveness.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

24. Financial risk management objectives and policies (cont’d)

Liquidity risk (cont’d)

Analysis of financial liabilities by remaining contractual maturities

The table below summarises the maturity profile of the Group’s financial liabilities at the end

of the reporting period based on contractual undiscounted repayment obligations.

One year

or less

One to

five years

Over five

years Total

RM’000 RM’000 RM’000 RM’000

31 December 2017

Financial liabilities:

Trade and other payables 48,071 – – 48,071

Loans and borrowings 41,413 5,225 7,991 54,629

Total undiscounted financial

liabilities 89,484 5,225 7,991 102,700

31 December 2016

Financial liabilities:

Trade and other payables 27,832 – – 27,832

Loans and borrowings 30,707 467 – 31,174

Total undiscounted financial

liabilities 58,539 467 – 59,006

31 December 2015

Financial liabilities:

Trade and other payables 21,469 – – 21,469

Loans and borrowings 27,762 4,489 1,269 33,520

Total undiscounted financial

liabilities 49,231 4,489 1,269 54,989
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

24. Financial risk management objectives and policies (cont’d)

Interest rate risk

Interest rate risk is the risk that the fair value or future cash flows of the Group’s financial

instruments will fluctuate because of changes in market interest rates.

The Group’s exposure to interest rate risk arises primarily from their loans and borrowings.

The Group manages its interest rate exposure by maintaining a prudent mix of fixed and

floating rate borrowings. The Group actively reviews its debt portfolio, taking into account the

investment holding period and nature of its assets. This strategy allows it to capitalise on

cheaper funding in a low interest rate environment and achieve a certain level of protection

against rate hikes.

Sensitivity analysis for interest rate risk

During the financial year, if interest rates had been 10 basis points lower/higher, with all other

variables held constant, the effect would be immaterial to the Group’s profit net of tax. The

assumed movement in basis points for interest rate sensitivity analysis is based on the

current observable market environment.

Foreign currency risk

Foreign currency risk is the risk that the fair value or future cash flows of a financial

instrument will fluctuate because of changes in foreign exchange rates.

The Group is exposed to transactional currency risk primarily respective through purchases

that are denominated in a currency other than the respective functional currencies of the

Group entities. The currency giving rise to this risk are primarily United States Dollars

(“USD”) and Singapore Dollars (“SGD”). Such transactions are kept to an acceptable level.

Sensitivity analysis for foreign currency risk

The following table demonstrates the sensitivity of the Group’s profit before tax to a

reasonably possible change in the USD against the functional currency of the Group, with all

other variables held constant.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

24. Financial risk management objectives and policies (cont’d)

Foreign currency risk (cont’d)

Sensitivity analysis for foreign currency risk (cont’d)

2017 2016 2015

RM’000 RM’000 RM’000

USD/RM

– strengthen by 5% (2016: 5%; 2015: 5%) (373) (15) (464)

– weaken by 5% (2016: 5%; 2015: 5%) 373 15 464

SGD/RM

– strengthen by 5% (2016: 5%; 2015: 5%) (18) (11) (8)

– weaken by 5% (2016: 5%; 2015: 5%) 18 11 8

25. Capital management

The primary objective of the Group’s capital management is to ensure that it maintains a

strong credit rating and healthy capital ratios in order to support its business and maximise

shareholder value.

The Group manages its capital structure and makes adjustments to it, in light of changes in

economic conditions. To maintain or adjust the capital structure, the Group may adjust the

dividend payment to shareholders, return capital to shareholders or issue new shares. No

changes were made in the objectives, policies or processes during the financial years ended

31 December 2015, 2016 and 2017.

The Group monitors capital using a gearing ratio, which is net debt divided by total capital.

The Group includes within net debt, loans and borrowings, trade and other payables, less

cash and short-term deposits. Capital includes equity attributable to the owners of the

Company.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the combined financial statements

For the financial years ended 31 December 2015, 2016 and 2017

25. Capital management (cont’d)

Note 2017 2016 2015

RM’000 RM’000 RM’000

Trade and other payables 16 48,071 27,832 21,469

Loans and borrowings 17 50,120 30,454 32,587

Less: Cash and short-term deposits 15 (12,484) (16,041) (12,442)

Net debts 85,707 42,245 41,614

Equity attributable to equity holders of

the Company, representing total

capital 39,386 37,778 32,884

Gearing ratio 2.18 1.12 1.27

26. Dividends

2017 2016 2015

RM’000 RM’000 RM’000

Declared during the financial year

Interim single tier dividend for 2017: RM2.50

(2016: RM1.46; 2015: RM1.17) per share

paid by Knit Textiles Mfg. Sdn. Bhd. to its

then existing shareholders 6,000 3,500 2,800

27. Events occurring after the reporting period

KTH was incorporated on 26 January 2018 in Malaysia as a private company limited by

shares with an issued and paid-up share capital of RM1 comprising one share, which was

held by the Vendor.

28. Authorisation of financial statements for issue

The financial statements for the financial years ended 31 December 2015, 2016 and 2017

were authorised for issue in accordance with a resolution of the directors on 21 December

2018.
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In December 2017, the Accounting Standards Council (“ASC”) issued the SFRS(I). SFRS(I)

comprises standards and interpretations that are equivalent to International Financial Reporting

Standards (“IFRS”) as issued by the International Accounting Standards Board (“IASB”) at

31 December 2017 that are applicable for annual period beginning on 1 January 2018.

Singapore-incorporated companies that have issued, or are in the process of issuing, equity or

debt instruments for trading in a public market in Singapore, will apply SFRS(I) with effect from

annual periods beginning on or after 1 January 2018.

On 19 January 2018, Monetary Authority of Singapore (“MAS”) announced that entities lodging

prospectus with MAS on or after 1 January 2018 are required to prepare historical audited

financial statements restated up to three years, in accordance with SFRS(I). Transitional relief

was provided to entities that currently use Singapore Financial Reporting Standards (“SFRS”)

from restating the historical financial statements in accordance with SFRS(I). For entities whose

track record period includes annual periods beginning on or after 1 January 2017, the transitional

relief requires that the entity provides:

– historical financial information for the year(s) prior to the annual period beginning on or after

1 January 2017 prepared in SFRS;

– historical financial information for the annual period beginning on or after 1 January 2017

prepared in SFRS, accompanied by:

(a) a reconciliation of the four primary financial statements (i.e. statement of financial

position, statement of profit or loss and other comprehensive income, statement of

changes in equity and statement of cash flows) reported in accordance with SFRS, to

SFRS(I); and

(b) notes to describe any differences between the financial figures prepared in SFRS and

those in SFRS(I);

– historical financial information for the annual period beginning or after 1 January 2018 (if any)

prepared in SFRS(I).

The Group has elected to adopt this transition relief to prepare this set of combined financial

statements.

In adopting the new framework, the Group will be required to apply the specific transition

requirements in SFRS(I) 1 First-time Adoption of Singapore Financial Reporting Standards

(International).

In addition to the adoption of the new framework, the Group will also concurrently apply the

following new SFRS(I)s, interpretations of SFRS(I)s and requirements of SFRS(I)s which are

applicable to the Group and mandatorily effective from the same date.

– SFRS(I) 15 Revenue from Contracts with Customers;

– SFRS(I) 9 Financial Instruments;

– requirements in SFRS(I) 2 Share-based Payment;

– requirements in SFRS(I) 1; and

– SFRS(I) INT 22 Foreign Currency Transactions and Advance Consideration.

The Group does not expect the application of the above standards and interpretations to have a

significant impact on the financial statements, except for SFRS(I) 15.
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Reconciliation of historical financial information prepared in accordance with SFRS to

SFRS(I) 1 as part of transitional relief

Below are the summary of the reconciliation of historical financial information prepared in

accordance with SFRS to SFRS(I) 1.

Reconciliation of Combined Statement of Financial Position

as at 31 December 2017

SFRS

Effect of

transition

to SFRS(I) SFRS(I)

RM’000 RM’000 RM’000

Assets

Non-current asset

Property, plant and equipment 44,979 – 44,979

Current assets

Inventories 30,526 – 30,526

Trade and other receivables 51,304 (428) 50,876

Other current assets 1,320 – 1,320

Cash and short-term deposits 12,484 – 12,484

95,634 (428) 95,206

Total assets 140,613 (428) 140,185

Equity and liabilities

Current liabilities

Trade and other payables 48,071 – 48,071

Borrowings 40,210 – 40,210

Tax payable 1,712 – 1,712

89,993 – 89,993

Net current assets 5,641 (428) 5,213

Non-current liabilities

Borrowings 9,910 – 9,910

Deferred tax liabilities 1,324 – 1,324

11,234 – 11,234

Total liabilities 101,227 – 101,227

Net assets 39,386 (428) 38,958

Equity attributable to the owner of

the Company

Share capital –* – –*

Retained earnings 25,211 (428) 24,783

Merger reserve 11,532 – 11,532

Foreign currency translation reserve 2,643 – 2,643

Total equity 39,386 (428) 38,958

Total equity and liabilities 140,613 (428) 140,185

* Less than RM1,000
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Reconciliation of Combined Statement of Comprehensive Income

For the year ended 31 December 2017

SFRS

Effect of

transition

to SFRS(I) SFRS(I)

RM’000 RM’000 RM’000

Revenue 218,301 23 218,324

Cost of sales (182,459) – (182,459)

Gross profit 35,842 23 35,865

Other items of income

Interest income 251 – 251

Other income 1,492 – 1,492

Other items of expense

Administrative and general expenses (16,084) – (16,084)

Selling and marketing expenses (7,272) – (7,272)

Finance costs (1,522) – (1,522)

Profit before tax 12,707 23 12,730

Income tax expense (3,877) – (3,877)

Profit for the year 8,830 23 8,853

Other comprehensive income:

Items that may be reclassified subsequently to

profit or loss

Foreign currency translation (1,222) – (1,222)

Total comprehensive income for the year 7,608 23 7,631
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Reconciliation of Combined Statement of Changes in Equity

For the financial year ended 31 December 2017

Share

capital

Retained

earnings

Merger

reserve

Foreign

currency

translation

reserve Total

RM’000 RM’000 RM’000 RM’000 RM’000

2017

As at 1 January 2017

(as previously reported) – 22,381 11,532 3,865 37,778

Effect of transition to SFRS(I) – (451) – – (451)

As at 1 January 2017

(as restated) – 21,930 11,532 3,865 37,327

Profit for the year, based on

SFRS – 8,830 – – 8,830

Effect of transition to SFRS(I) – 23 – – 23

Profit for the year, based on

SFRS(I) – 8,853 – – 8,853

Other comprehensive income

Foreign currency translation – – – (1,222) (1,222)

Total comprehensive income for

the year – 8,853 – (1,222) 7,631

Distributions to owners

Dividends on ordinary shares

(Note 26) – (6,000) – – (6,000)

As at 31 December 2017 – 24,783 11,532 2,643 38,958
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Reconciliation of Combined Statement of Cash Flows

For the financial year ended 31 December 2017

SFRS

Effect of

transition

to SFRS(I) SFRS(I)
RM’000 RM’000 RM’000

Operating activities
Profit before tax 12,707 23 12,730
Adjustments for:
Bad debts written off 27 – 27
Depreciation of property, plant and equipment 3,770 – 3,770
Interest expense 1,522 – 1,522
Gain on disposal of property, plant and

equipment (204) – (204)
Foreign exchange differences (217) – (217)
Interest income (251) – (251)

Operating profit before working capital

changes 17,354 23 17,377
Increase in inventories (5,099) – (5,099)
Increase in receivables (31,115) (23) (31,138)
Decrease in other current assets 154 – 154
Increase in payables 17,420 – 17,420

Cash flows used in operations (1,286) – (1,286)
Interest paid (1,522) – (1,522)
Taxes paid (2,746) – (2,746)

Net cash used in operating activities (5,554) – (5,554)

Investing activities
Purchase of property, plant and equipment (16,806) – (16,806)
Proceeds from disposal of property, plant and

equipment 450 – 450
Interest received 251 – 251

Cash flows used in investing activities (16,105) – (16,105)

Financing activities
Repayment of obligations under finance leases (263) – (263)
Placement of deposits pledged for security (239) – (239)
Drawdown of term loans 9,936 – 9,936
Repayment of term loans (1,824) – (1,824)
Drawdown/(repayment) of other short term

borrowings 11,526 – 11,526
Dividends paid (1,424) – (1,424)

Cash flows generated from financing activities 17,712 – 17,712

Net decrease in cash and cash equivalents (3,947) – (3,947)
Effect of exchange rate changes on cash and

cash equivalents (246) – (246)
Cash and cash equivalents at beginning of the

financial year 7,951 – 7,951

Cash and cash equivalents at end of the

financial year 3,758 – 3,758
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Notes to the reconciliation

Under SFRS(I) 15, revenue is recognised at an amount that reflects the consideration which an

entity expects to be entitled in exchange for transferring goods or services to a customer.

The Group derived revenue from the sales of goods. The customers may be entitled to certain

rebates and discounts. In accordance with SFRS(I) 15, the Group is required to estimate the

transaction price and apply the constraint to the estimated transaction price. The Group includes

in the transaction price an amount of variable consideration estimated only to the extent that it is

highly probable that a significant reversal in the amount of cumulative revenue recognised will not

occur when the uncertainty associated with the variable consideration is subsequently resolved,

taking into consideration both the likelihood and the magnitude of the revenue reversal.

The Group has applied the following practical expedients in accordance with the transitional

provisions in accordance with the transitional provisions in SFRS(I) 15:

• For completed contracts, the Group has not restated completed contracts that begin

and end within the same year or are completed contracts at 1 January 2017, and

• For completed contracts that have variable consideration, the Group had used the

transaction price at the date the contract was completed instead of estimating variable

consideration amounts for the financial year ended 31 December 2017.

The effects of adoption on the financial statements for the year ended 31 December 2017 are as

follows:

– Increase in revenue and profit for the year by RM23,000;

– Decrease in total assets and net assets by RM428,000;

– Decrease in opening retained earnings by RM451,000 and total equity by RM428,000;

and

– No impact on changes in cash flows and cash and cash equivalents
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Independent auditor’s report on review of interim combined financial statements

For the six-month period ended 30 June 2018

21 December 2018

The Board of Directors

50 Raffles Place

#06-00 Singapore Land Tower

Singapore 048623

Report on Review of Interim Combined Financial Statements

Introduction

We have reviewed the accompanying interim combined financial statements of Knit Textile and

Apparel Pte. Ltd. (the “Company”) and its subsidiaries (collectively, the “Group’), which comprise

the interim combined statement of financial position as at 30 June 2018, and the interim combined

statement of comprehensive income, interim combined statement of changes in equity and interim

combined cash flow statement for the six-month period then ended, and a summary of significant

accounting policies and other explanatory notes. Management is responsible for the preparation

and fair presentation of these interim financial statements in accordance with Singapore Financial

Reporting Standard (International) 1-34 Interim Financial Reporting (“SFRS(I) 1-34”). Our

responsibility is to express a conclusion on the interim combined financial statements based on

our review.

Scope of Review

We conducted our review in accordance with Singapore Standard on Review Engagements 2410

Review of Interim Financial Information Performed by the Independent Auditor of the Entity. A

review of interim financial information consists of making inquiries, primarily of persons

responsible for financial and accounting matters, and applying analytical and other review

procedures. A review is substantially less in scope than an audit conducted in accordance with

Singapore Standards on Auditing and consequently does not enable us to obtain assurance that

we would become aware of all significant matters that might be identified in an audit. Accordingly,

we do not express an audit opinion.

Conclusion

Based on our review, nothing has come to our attention that causes us to believe that the

accompanying interim combined financial statements do not present fairly, in all material respects,

the financial position of the Group as at 30 June 2018 and of its financial performance, changes

in equity and its cash flows for the six-month period then ended in accordance with SFRS(I) 1-34.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Independent auditor’s report on review of interim combined financial statements

For the six-month period ended 30 June 2018

Restriction on Distribution and Use

This report has been prepared solely for inclusion in the circular to the shareholders of Lereno

Bio-Chem Ltd. to be issued in connection with the proposed acquisition of the entire issued and

paid up share capital of the Company.

Ernst & Young LLP

Public Accountants and

Chartered Accountants

Singapore

Partner in charge: Adrian Koh
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Unaudited interim combined statements of comprehensive income

For the six-month period ended 30 June 2018

For six-month period

ended 30 June

Note 2018 2017

RM’000 RM’000

Revenue 4 106,390 78,124

Cost of sales (91,687) (65,119)

Gross profit 14,703 13,005

Other items of income

Interest income from debt instruments 117 4

Other income 5 75 200

Other items of expense

Administrative and general expenses (8,267) (7,884)

Selling and marketing expenses (3,395) (1,577)

Finance costs 6 (860) (590)

Profit before tax 8 2,373 3,158

Income tax expense 9 (934) (1,018)

Profit for the period 1,439 2,140

Other comprehensive income:

Item that may be reclassified subsequently to

profit or loss

Foreign currency translation (78) (585)

Total comprehensive income for the period 1,361 1,555

The accompanying accounting policies and explanatory notes form an integral part of the interim

combined financial statements.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Unaudited interim combined statements of financial position

As at 30 June 2018

Note 30.6.2018 31.12.2017

RM’000 RM’000

Assets

Non-current asset

Property, plant and equipment 10 50,476 44,979

Current assets

Inventories 12 70,640 30,526

Trade and other receivables 13 42,882 50,876

Other current assets 14 1,261 1,320

Cash and short-term deposits 15 11,527 12,484

126,310 95,206

Total assets 176,786 140,185

Equity and liabilities

Current liabilities

Trade and other payables 16 66,776 48,071

Borrowings 17 51,432 40,210

Tax payable 1,630 1,712

119,838 89,993

Net current assets 6,472 5,213

Non-current liabilities

Borrowings 17 15,624 9,910

Deferred tax liabilities 18 1,005 1,324

16,629 11,234

Total liabilities 136,467 101,227

Net assets 40,319 38,958

Equity attributable to owner of the Company

Share capital 19 –* –*

Retained earnings 26,222 24,783

Merger reserve 20 11,532 11,532

Foreign currency translation reserve 20 2,565 2,643

Total equity 40,319 38,958

Total equity and liabilities 176,786 140,185

* Less than RM1,000

The accompanying accounting policies and explanatory notes form an integral part of the interim

combined financial statements.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Unaudited interim combined statements of changes in equity

For the six-month period ended 30 June 2018

Share
capital

Retained
earnings

Merger
reserve

Foreign
currency

translation
reserve Total

RM’000 RM’000 RM’000 RM’000 RM’000

2018

As at 1 January 2018
(as previously reported) –* 25,211 11,532 2,643 39,386

Impact of adoption of
SFRS(I) 15 – (428) – – (428)

As at 1 January 2018
(as restated) –* 24,783 11,532 2,643 38,958

Profit for the period – 1,439 – – 1,439

Other comprehensive income

Foreign currency translation – – – (78) (78)

Total comprehensive income for
the period – 1,439 – (78) 1,361

As at 30 June 2018 –* 26,222 11,532 2,565 40,319

2017

As at 1 January 2017
(as previously reported) – 22,381 11,532 3,865 37,778

Impact of adoption of
SFRS(I) 15 – (451) – – (451)

As at 1 January 2017
(as restated) 21,930 11,532 3,865 37,327

Profit for the period
(as previously reported) – 1,888 – – 1,888

Impact of adoption of
SFRS(I) 15 – 252 – – 252

Profit for the period
(as restated) – 2,140 – – 2,140

Other comprehensive income

Foreign currency translation – – – (585) (585)

Total comprehensive income for
the period – 2,140 – (585) 1,555

As at 30 June 2017 – 24,070 11,532 3,280 38,882

* Less than RM1,000

The accompanying accounting policies and explanatory notes form an integral part of the interim

combined financial statements.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Unaudited interim combined cash flow statements

For the six-month period ended 30 June 2018

For six-month period
ended 30 June

2018 2017
RM’000 RM’000

Operating activities
Profit before tax 2,373 3,158
Adjustments for:
Impairment loss on trade receivables 12 –
Bad debts written off 46 –
Depreciation of property, plant and equipment 2,015 1,873
Interest expense 860 590
Gain on disposal of property, plant and equipment (57) –
Property, plant and equipment written off 2 –
Unrealised loss on foreign exchange 680 1,366
Interest income (117) (4)

Operating profit before working capital changes 5,814 6,983
Increase in inventories (40,113) (15,492)
Decrease/(increase) in receivables 8,539 (3,970)
Decrease in other current assets 53 1,127
Increase in payables 21,865 2,922

Cash flows used in operations (3,842) (8,430)
Interest paid (860) (590)
Taxes paid (1,333) (1,205)

Net cash used in operating activities (6,035) (10,225)

Investing activities
Purchase of property, plant and equipment (7,608) (1,716)
Proceeds from disposal of property, plant and equipment 91 –
Interest received 117 4

Cash flows used in investing activities (7,400) (1,712)

Financing activities
Repayment of obligations under finance leases (146) (144)
Placement of deposits pledged for security 3,649 –
Drawdown of term loans 5,948 –
Repayment of term loans (2,038) (806)
Drawdown of other short term borrowings 12,727 13,600
Dividends paid (3,813) (527)

Cash flows generated from financing activities 16,327 12,123

Net increase in cash and cash equivalents 2,892 186
Effect of exchange rate changes on cash and cash
equivalents (36) (54)
Cash and cash equivalents at beginning of the financial
periods 3,758 7,951

Cash and cash equivalents at end of the financial
periods (Note 15) 6,614 8,083

The accompanying accounting policies and explanatory notes form an integral part of the interim

combined financial statements.

APPENDIX E: UNAUDITED INTERIM COMBINED FINANCIAL STATEMENTS
OF KNIT TEXTILE AND APPAREL PTE. LTD. AND ITS SUBSIDIARIES WITH

INDEPENDENT AUDITOR’S REPORT FOR THE SIX-MONTH PERIOD
ENDED 30 JUNE 2018

E-6



Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

1. Corporate information

1.1 The Company

Knit Textile and Apparel Pte. Ltd. (the “Company”) is a private limited company incorporated

and domiciled in Singapore.

The registered office and principal place of business of the Company is located at 50 Raffles

Place, #06-00 Singapore Land Tower, Singapore 048623.

The principal activity of the Company is that of investment holding.

The principal activities of the subsidiaries are disclosed in Note 11 to the financial

statements.

1.2 The Proposed Restructuring

On 27 September 2017, Lereno Bio-Chem Ltd. (“LBC”) has entered into a conditional put and

call option agreement (the “Agreement”) with Mr. Lim Siau Hing @ Lim Kim Hoe (the

“Vendor”), who is the Director of the Company for the proposed acquisition by LBC of the

entire issued share capital of the Company at a purchase consideration of S$26,400,000

(equivalent to RM80,120,700) (the “Proposed Acquisition”). The purchase consideration is to

be fully satisfied by the allotment and issuance of an aggregate of 2,640,00,000

Consideration Shares to the Vendor at the pre-consolidation issue price of S$0.01

(equivalent to RM0.03) each, in accordance with the terms and conditions of the Agreement.

As contemplated in the Agreement, for the purpose of the Proposed Acquisition, the Group

will be formed through a restructuring (the “Proposed Restructuring”). The Vendor has

undertaken to procure the Proposed Restructuring pursuant to which the Company will

acquire, and directly or indirectly own, all of the issued and paid-up share capital of the

following companies:

• Knit Textile Holdings Sdn. Bhd. (“KTH”), a company incorporated in Malaysia;

• Callisto Apparel Holdings Pte. Ltd., a company incorporated in Singapore;

• Moon Apparel Holdings Pte. Ltd., a company incorporated in Singapore;

• Knit Textiles Mfg. Sdn. Bhd. (“KTM”), a company incorporated in Malaysia;

• Ocean Art & Embellishment Sdn. Bhd., a company incorporated in Malaysia;

• Moon Apparel (Cambodia) Co., Ltd., a company incorporated in Cambodia;
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

1. Corporate information (cont’d)

1.2 The Proposed Restructuring (cont’d)

• Callisto Apparel (Cambodia) Co., Ltd., a company incorporated in Cambodia; and

• Xentika Limited (“Xentika”), a company incorporated in Seychelles.

Pursuant to the Proposed Restructuring, the Company will become the holding company of

the Group.

2. Summary of significant accounting policies

2.1 Basis of preparation

The interim combined financial statements of the Group have been prepared in accordance

with Singapore Financial Reporting Standards (International) (“SFRS(I)”). With effect from

1 January 2018, the Group has applied SFRS(I), a new financial reporting framework

identical to International Financial Reporting Standards

The interim combined financial statements have been prepared on the historical cost basis

except as disclosed in the accounting policies below.

The interim combined financial statements are presented in Ringgit Malaysia (“RM”) and all

values in the tables are rounded to the nearest thousand (“RM’000”), except when otherwise

indicated.

2.2 First-time adoption of SFRS(I)

The interim combined financial statements for the period ended 30 June 2018 are the first set

of financial statements the Group has prepared that comply with SFRS(I), together with the

relevant comparable period data for the year ended 31 December 2017 and six-month period

ended 30 June 2017, as described in the summary of significant accounting policies. Except

for SFRS(I) 15, the adoption of SFRS(I) and the other new standards have no impact on the

financial statements on initial adoption.

The effects of adoption of SFRS(I) 15 on the financial statements are as follows:

– Increase in revenue and profit by RM252,000 for the six-month period ended 30 June

2017;

– Decrease in total assets and decrease in net assets as at 1 January 2018 by

RM428,000;
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

2. Summary of significant accounting policies (cont’d)

2.2 First-time adoption of SFRS(I) (cont’d)

– Decrease in opening retained earnings as at 1 January 2017 by RM451,000 and total

equity as at 30 June 2017 by RM199,000; and

– No impact on changes in cash flows and cash and cash equivalents.

The effects of adoption of SFRS(I) 15 on the financial statements are as follows:

Combined Statement of Financial Position as at 1 January 2018

SFRS

Effect of

transition

to SFRS(I) SFRS(I)

RM’000 RM’000 RM’000

Assets

Non-current asset

Property, plant and equipment 44,979 – 44,979

Current assets

Inventories 30,526 – 30,526

Trade and other receivables 51,304 (428) 50,876

Other current assets 1,320 – 1,320

Cash and short-term deposits 12,484 – 12,484

95,634 (428) 95,206

Total assets 140,613 (428) 140,185

Equity and liabilities

Current liabilities

Trade and other payables 48,071 – 48,071

Borrowings 40,210 – 40,210

Tax payable 1,712 – 1,712

89,993 – 89,993

Net current assets 5,641 (428) 5,213
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

2. Summary of significant accounting policies (cont’d)

2.2 First-time adoption of SFRS(I) (cont’d)

The effects of adoption of SFRS(I) 15 on the financial statements are as follows: (cont’d)

SFRS

Effect of

transition

to SFRS(I) SFRS(I)

RM’000 RM’000 RM’000

Non-current liabilities

Borrowings 9,910 – 9,910

Deferred tax liabilities 1,324 – 1,324

11,234 – 11,234

Total liabilities 101,227 – 101,227

Net assets 39,386 (428) 38,958

Equity attributable to the owner of

the Company

Share capital –* – –*

Retained earnings 25,211 (428) 24,783

Merger reserve 11,532 – 11,532

Foreign currency translation reserve 2,643 – 2,643

Total equity 39,386 (428) 38,958

Total equity and liabilities 140,613 (428) 140,185

* Less than RM1,000
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

2. Summary of significant accounting policies (cont’d)

2.2 First-time adoption of SFRS(I) (cont’d)

The effects of adoption of SFRS(I) 15 on the financial statements are as follows: (cont’d)

Combined Statement of Comprehensive Income for the financial period ended 30 June 2017

SFRS

Effect of

transition

to SFRS(I) SFRS(I)

RM’000 RM’000 RM’000

Revenue 77,872 252 78,124

Cost of sales (65,119) – (65,119)

Gross profit 12,753 252 13,005

Other items of income

Interest income 4 – 4

Other income 200 – 200

Other items of expense

Administrative and general expenses (7,884) – (7,884)

Selling and marketing expenses (1,577) – (1,577)

Finance costs (590) – (590)

Profit before tax 2,906 252 3,158

Income tax expense (1,018) – (1,018)

Profit for the period 1,888 252 2,140

Other comprehensive income:

Items that may be reclassified subsequently

to profit or loss

Foreign currency translation (585) – (585)

Total comprehensive income for

the period 1,303 252 1,555
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

2. Summary of significant accounting policies (cont’d)

2.3 Standards issued but not yet effective

The Group has not adopted the following standards that have been issued but not yet

effective:

Description

Effective for annual

periods beginning

on or after

SFRS(I) INT 23 Uncertainty over Income Tax Treatments 1 January 2019

SFRS(I) 16 Leases 1 January 2019

SFRS(I) 9 Amendments to SFRS(I) 9: Prepayment Features with

Negative Compensation

1 January 2019

Improvements to SFRS(I)s 2015-2017 Cycle

– Amendments to SFRS(I) 1-12: Income Taxes 1 January 2019

– Amendments to SFRS(I) 1-23: Borrowing Costs 1 January 2019

Except for SFRS(I) 16, the directors expect that the adoption of the other standards above

will have no material impact on the interim combined financial statements in the period of

initial application. The nature of the impending changes in accounting policy on adoption of

SFRS(I) 16 are described below.

SFRS(I) 16 Leases

SFRS(I) 16 requires lessees to recognise most leases on balance sheets to reflect the rights

to use the leased assets and the associated obligations for lease payments as well as the

corresponding interest expense and depreciation charges. The standard includes two

recognition exemptions for lessees – leases of ‘low value’ assets and short-term leases. The

new leases standard is effective for annual periods beginning on or after 1 January 2019.

The Group has performed a preliminary impact assessment of the adoption of SFRS(I) 16

and expects that the adoption of SFRS(I) 16 will result in increase in total assets and total

liabilities, earnings before interest, tax, depreciation and amortisation (“EBITDA”) and

gearing ratio.

The Group plans to adopt the new standard on the required effective date by applying

SFRS(I) 16 retrospectively with the cumulative effect of initial application as an adjustment

to the opening balance of retained earnings as at 1 January 2019.

The Group is currently in the process of analysing the transitional approaches and practical

expedients to be elected on transition to SFRS(I) 16 and assessing the possible impact of

adoption.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

2. Summary of significant accounting policies (cont’d)

2.4 Basis of consolidation

The interim combined financial statements comprise the financial statements of the

Company and its subsidiaries as at the end of the reporting period. The financial statements

of the subsidiaries used in the preparation of the interim combined financial statements are

prepared for the same reporting date as the Company. Consistent accounting policies are

applied to like transactions and events in similar circumstances.

All intra-group balances, income and expenses and unrealised gains and losses resulting

from intra-group transactions and dividends are eliminated in full.

The interim combined financial statements of the Group for the financial period ended

30 June 2018 comprising the Company and its subsidiaries have been prepared in

accordance with the pooling of interest method.

Business combinations

Business combinations involving entities under common control are accounted for by

applying the pooling of interest method which involves the following:

– The assets and liabilities of the combining entities are reflected at their carrying

amounts reported in the combined financial statements of the controlling holding

company.

– No adjustments are made to reflect the fair values on the date of combination, or

recognise any new assets or liabilities.

– No additional goodwill is recognised as a result of the combination.

– Any difference between the consideration paid/transferred and the equity ‘acquired’ is

reflected within the equity as merger reserve.

– The statement of comprehensive income reflects the results of the combining entities

for the full year, irrespective of when the combination took place.

– Comparatives are restated to reflect the combination as if it had occurred from the

beginning of the earliest period presented in the combined financial statements or from

the date the entities had come under common control, if later.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

2. Summary of significant accounting policies (cont’d)

2.5 Foreign currency

The interim combined financial statements are presented in RM, which is also the functional

currency of the Company. Each entity in the Group determines its own functional currency

and items included in the financial statements of each entity are measured using that

functional currency.

Transactions and balances

Transactions in foreign currencies are measured in the respective functional currencies of

the Company and its subsidiaries and are recorded on initial recognition in the functional

currencies at exchange rates approximating those ruling at the transaction dates. Monetary

assets and liabilities denominated in foreign currencies are translated at the rate of exchange

ruling at the end of the reporting period. Non-monetary items that are measured in terms of

historical cost in a foreign currency are translated using the exchange rates as at the dates

of the initial transactions. Non-monetary items measured at fair value in a foreign currency

are translated using the exchange rates at the date when the fair value was measured.

Exchange differences arising on the settlement of monetary items or on translating monetary

items at the end of the reporting period are recognised in profit or loss.

2.6 Property, plant and equipment

All items of property, plant and equipment are initially recorded at cost. Subsequent to

recognition, property, plant and equipment are measured at cost less accumulated

depreciation and any accumulated impairment losses

Freehold land has an unlimited useful life and therefore is not depreciated.

Depreciation is computed on a straight-line basis over the estimated useful life of the asset

as follows:

Leasehold land – 60 years

Buildings – 50 years

Plant and machinery, factory fittings – 10 years

Electrical installation – 10 years

Office equipment, furniture and fittings, renovation and computers – 3 to 20 years

Motor vehicles – 5 years

Buildings under construction included in property, plant and equipment are not depreciated

as these assets are not yet available for use.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

2. Summary of significant accounting policies (cont’d)

2.6 Property, plant and equipment (cont’d)

The carrying values of property, plant and equipment are reviewed for impairment when

events or changes in circumstances indicate that the carrying value may not be recoverable.

The residual value, useful life and depreciation method are reviewed at each financial

year-end, and adjusted prospectively, if appropriate.

An item of property, plant and equipment is derecognised upon disposal or when no future

economic benefits are expected from its use or disposal. Any gain or loss on de-recognition

of the asset is included in profit or loss in the year the asset is derecognised.

2.7 Impairment of non-financial assets

The Group assesses at each reporting date whether there is an indication that an asset may

be impaired. If any indication exists, or when annual impairment testing for an asset is

required, the Group makes an estimate of the asset’s recoverable amount.

An asset’s recoverable amount is the higher of an asset’s or cash-generating unit’s fair value

less costs of disposal and its value in use and is determined for an individual asset, unless

the asset does not generate cash inflows that are largely independent of those from other

assets or groups of assets. Where the carrying amount of an asset or cash-generating unit

exceeds its recoverable amount, the asset is considered impaired and is written down to its

recoverable amount.

Impairment losses are recognised in profit or loss.

A previously recognised impairment loss is reversed only if there has been a change in the

estimates used to determine the asset’s recoverable amount since the last impairment loss

was recognised. If that is the case, the carrying amount of the asset is increased to its

recoverable amount. That increase cannot exceed the carrying amount that would have been

determined, net of depreciation, had no impairment loss been recognised previously. Such

reversal is recognised in profit or loss.

2.8 Financial instruments

(a) Financial assets

Initial recognition and measurement

Financial assets are recognised when, and only when the entity becomes party to the

contractual provisions of the instruments.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

2. Summary of significant accounting policies (cont’d)

2.8 Financial instruments (cont’d)

(a) Financial assets (cont’d)

Initial recognition and measurement (cont’d)

At initial recognition, the Group measures a financial asset at its fair value plus, in the

case of a financial asset not at fair value through profit or loss, transaction costs that

are directly attributable to the acquisition of the financial asset. Transaction costs of

financial assets carried at fair value through profit or loss are expensed in profit or loss.

Trade receivables are measured at the amount of consideration to which the Group

expects to be entitled in exchange for transferring promised goods or services to a

customer, excluding amounts collected on behalf of third party, if the trade receivables

do not contain a significant financing component at initial recognition.

Subsequent measurement

Debt instruments

Subsequent measurement of debt instruments depends on the Group’s business model

for managing the asset and the contractual cash flow characteristics of the asset.

Financial assets that are held for the collection of contractual cash flows where those

cash flows represent solely payments of principal and interest are measured at

amortised cost. Financial assets are measured at amortised cost using the effective

interest method, less impairment. Gains and losses are recognised in profit or loss

when the assets are derecognised or impaired, and through amortisation process.

De-recognition

A financial asset is de-recognised where the contractual right to receive cash flows from

the asset has expired. On de-recognition of a financial asset in its entirety, the

difference between the carrying amount and the sum of the consideration received is

recognised in profit or loss.

(b) Financial liabilities

Initial recognition and measurement

Financial liabilities are recognised when, and only when, the Group becomes a party to

the contractual provisions of the financial instrument. The Group determines the

classification of its financial liabilities at initial recognition.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

2. Summary of significant accounting policies (cont’d)

2.8 Financial instruments (cont’d)

(b) Financial liabilities (cont’d)

Initial recognition and measurement (cont’d)

All financial liabilities are recognised initially at fair value, plus, in the case of financial

liabilities not at fair value through profit or loss, directly attributable transaction costs.

Subsequent measurement

After initial recognition, financial liabilities that are not carried at fair value through profit

or loss are subsequently measured at amortised cost using the effective interest

method. Gains and losses are recognised in profit or loss when the liabilities are

de-recognised, and through the amortisation process.

De-recognition

A financial liability is de-recognised when the obligation under the liability is discharged

or cancelled or expires. On de-recognition, the difference between the carrying amounts

and the consideration paid is recognised in profit or loss.

2.9 Impairment of financial assets

The Group recognises an allowance for expected credit losses (ECLs) for all debt

instruments not held at fair value through profit or loss and financial guarantee contracts.

ECLs are based on the difference between the contractual cash flows due in accordance with

the contract and all the cash flows that the Group expects to receive, discounted at an

approximation of the original effective interest rate. The expected cash flows will include

cash flows from the sale of collateral held or other credit enhancements that are integral to

the contractual terms.

ECLs are recognised in two stages. For credit exposures for which there has not been a

significant increase in credit risk since initial recognition, ECLs are provided for credit losses

that result from default events that are possible within the next 12-months (a 12-month ECL).

For those credit exposures for which there has been a significant increase in credit risk since

initial recognition, a loss allowance is recognised for credit losses expected over the

remaining life of the exposure, irrespective of timing of the default (a lifetime ECL).
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

2. Summary of significant accounting policies (cont’d)

2.9 Impairment of financial assets (cont’d)

For trade receivables and contract assets, the Group applies a simplified approach in

calculating ECLs. Therefore, the group does not track changes in credit risk, but instead

recognises a loss allowance based on lifetime ECLs at each reporting date. The Group has

established a provision matrix that is based on its historical credit loss experience, adjusted

for forward-looking factors specific to the debtors and the economic environment.

The Group considers a financial asset in default when contractual payments are 180 days

past due. However, in certain cases, the Group may also consider a financial asset to be in

default when internal or external information indicates that the Group is unlikely to receive

the outstanding contractual amounts in full before taking into account any credit

enhancements held by the Group. A financial asset is written off when there is no reasonable

expectation of recovering the contractual cash flows.

2.10 Cash and cash equivalents

Cash and cash equivalents comprise cash at banks and on hand and short-term fixed

deposits that are readily convertible to known amount of cash and which are subject to an

insignificant risk of changes in value. These also include bank overdrafts that form an integral

part of the Group’s cash management.

2.11 Inventories

Inventories are stated at the lower of cost and net realisable value. Costs incurred in bringing

the inventories to their present location and condition are accounted for as follows:

– Raw materials: purchase costs on a weighted average basis.

– Finished goods and work-in-progress: costs of direct materials and labour and a

proportion of manufacturing overheads based on normal operating capacity.

Where necessary, allowance is provided for damaged, obsolete and slow moving items to

adjust the carrying value of inventories to the lower of cost and net realisable value.

Net realisable value is the estimated selling price in the ordinary course of business, less

estimated costs of completion and the estimated costs necessary to make the sale.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

2. Summary of significant accounting policies (cont’d)

2.12 Provisions

Provisions are recognised when the Group has a present obligation (legal or constructive) as

a result of a past event, it is probable that an outflow of resources embodying economic

benefits will be required to settle the obligation and the amount of the obligation can be

estimated reliably.

Provisions are reviewed at the end of each reporting period and adjusted to reflect the

current best estimate. If it is no longer probable that an outflow of economic resources will

be required to settle the obligation, the provision is reversed. If the effect of the time value

of money is material, provisions are discounted using a current pre-tax rate that reflects,

where appropriate, the risks specific to the liability. When discounting is used, the increase

in the provision due to the passage of time is recognised as a finance cost.

2.13 Borrowing costs

Borrowing costs are capitalised as part of the cost of a qualifying asset if they are directly

attributable to the acquisition, construction or production of that asset. Capitalisation of

borrowing costs commences when the activities to prepare the asset for its intended use or

sale are in progress and the expenditures and borrowing costs are incurred. Borrowing costs

are capitalised until the assets are substantially completed for their intended use or sale. All

other borrowing costs are expensed in the period they occur. Borrowing costs consist of

interest and other costs that an entity incurs in connection with the borrowing of funds.

2.14 Employee benefits

Defined contribution plans

The Group participates in the national pension schemes as defined by the laws of the

countries in which it has operations. In particular, the Company and the subsidiaries

incorporated in Malaysia make contributions to the Central Provident Fund scheme in

Singapore and the Employees Provident Fund in Malaysia respectively. These contributions

to defined contribution pension schemes are recognised as an expense in the period in which

the related service is performed.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

2. Summary of significant accounting policies (cont’d)

2.15 Leases

As lessee

Finance leases, which transfer to the Group substantially all the risks and rewards incidental

to ownership of the leased item, are capitalised at the inception of the lease at the fair value

of the leased asset or, if lower, at the present value of the minimum lease payments. Any

initial direct costs are also added to the amount capitalised. Lease payments are apportioned

between the finance charges and reduction of the lease liability so as to achieve a constant

rate of interest on the remaining balance of the liability. Finance charges are charged to profit

or loss. Contingent rents, if any, are charged as expenses in the periods in which they are

incurred.

Capitalised leased assets are depreciated over the shorter of the estimated useful life of the

asset and the lease term, if there is no reasonable certainty that the Group will obtain

ownership by the end of the lease term.

Operating lease payments are recognised as an expense in profit or loss on a straight-line

basis over the lease term. The aggregate benefit of incentives provided by the lessor is

recognised as a reduction of rental expense over the lease term on a straight-line basis.

As lessor

Leases in which the Group does not transfer substantially all the risk and rewards of

ownership of the asset are classified as operating leases. Initial direct costs incurred in

negotiating an operating lease are added to the carrying amount of the leased asset and

recognised over the lease term on the same bases as rental income. The accounting policy

for rental income is set out in Note 2.16(c). Contingent rents are recognised as revenue in

the period in which they are earned.

2.16 Revenue

Revenue is measured based on the consideration to which the Group expects to be entitled

in exchange for transferring promised goods or services to a customer, excluding amounts

collected on behalf of third parties.

Revenue is recognised when the Group satisfies a performance obligation by transferring a

promised good or service to the customer, which is when the customer obtains control of the

good or service. A performance obligation may be satisfied at a point in time or over time. The

amount of revenue recognised is the amount allocated to the satisfied performance

obligation.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

2. Summary of significant accounting policies (cont’d)

2.16 Revenue (cont’d)

(a) Sales of goods

The Group is in a business of manufacturing, selling and designing garments, fibre,

leather and textile goods.

Revenue is recognised when the goods are delivered to the customer and all criteria for

acceptance have been satisfied. The goods are often sold with certain rebates and

discounts based on the aggregate sales over a period of time.

The amount of revenue recognised is based on the estimated transaction price, which

comprises the contractual price, net of the estimated rebates and discounts. Based on

the Group’s experience with similar types of contracts, variable consideration is

typically constrained and is included in the transaction only to the extent that it is a

highly probable that a significant reversal in the amount of cumulative revenue

recognised will not occur when the uncertainty associated with the variable

consideration is subsequently resolved.

At the end of each reporting date, the Group updates its assessment of the estimated

transaction price, including its assessment of whether an estimate of variable

consideration is constrained, and its estimate of contract liability. The corresponding

amounts are adjusted against revenue in the period in which the transaction price

changes.

(b) Interest income

Interest income is recognised using the effective interest method.

(c) Rental income

Rental income is accounted for on a straight-line basis over the lease terms. The

aggregate costs of incentives provided to lessees are recognised as a reduction of

rental income over the lease term on a straight-line basis.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

2. Summary of significant accounting policies (cont’d)

2.17 Taxes

(a) Current income tax

Current income tax assets and liabilities for the current and prior periods are measured

at the amount expected to be recovered from or paid to the taxation authorities. The tax

rates and tax laws used to compute the amount are those that are enacted or

substantively enacted at the end of the reporting period, in the countries where the

Group operates and generates taxable income.

Current income taxes are recognised in profit or loss except to the extent that the tax

relates to items recognised outside profit or loss, either in other comprehensive income

or directly in equity. Management periodically evaluates positions taken in the tax

returns with respect to situations in which applicable tax regulations are subject to

interpretation and establishes provisions where appropriate.

(b) Deferred tax

Deferred tax is provided using the liability method on temporary differences at the end

of the reporting period between the tax bases of assets and liabilities and their carrying

amounts for financial reporting purposes.

Deferred tax liabilities are recognised for all taxable temporary differences, except:

– Where the deferred tax liability arises from the initial recognition of goodwill or of

an asset or liability in a transaction that is not a business combination and, at the

time of the transaction, affects neither the accounting profit nor taxable profit or

loss; and

– In respect of taxable temporary differences associated with investment in

subsidiaries, where the timing of the reversal of the temporary differences can be

controlled and it is probable that the temporary differences will not reverse in the

foreseeable future.

Deferred tax assets are recognised for all deductible temporary differences, the carry

forward of unused tax credits and unused tax losses, to the extent that it is probable that

taxable profit will be available against which the deductible temporary differences, and

the carry forward of unused tax credits and unused tax losses can be utilised except:

– Where the deferred tax asset relating to the deductible temporary difference arises

from the initial recognition of an asset or liability in a transaction that is not a

business combination and, at the time of the transaction, affects neither the

accounting profit nor taxable profit or loss; and
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

2. Summary of significant accounting policies (cont’d)

2.17 Taxes (cont’d)

(b) Deferred tax (cont’d)

– In respect of deductible temporary differences associated with investment in

subsidiaries, deferred tax assets are recognised only to the extent that it is

probable that the temporary differences will reverse in the foreseeable future and

taxable profit will be available against which the temporary differences can be

utilised.

The carrying amount of deferred tax assets is reviewed at the end of each reporting

period and reduced to the extent that it is no longer probable that sufficient taxable profit

will be available to allow all or part of the deferred tax asset to be utilised. Unrecognised

deferred tax assets are reassessed at the end of each reporting period and are

recognised to the extent that it has become probable that future taxable profit will allow

the deferred tax asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to

apply in the year when the asset is realised or the liability is settled, based on tax rates

(and tax laws) that have been enacted or substantively enacted at the end of each

reporting period.

Deferred tax relating to items recognised outside profit or loss is recognised outside

profit or loss. Deferred tax items are recognised in correlation to the underlying

transaction either in other comprehensive income or directly in equity and deferred tax

arising from a business combination is adjusted against goodwill on acquisition.

(c) Goods and Services Tax (“GST”)

Revenues, expenses and assets are recognised net of the amount of GST except:

– where the amount of GST incurred in a purchase of assets or services is not

recoverable from the taxation authority, in which case the GST is recognised as

part of the cost of acquisition of the asset or as part of the expense item as

applicable; and

– receivables and payables that are stated with the amount of GST included.

The net amount of GST recoverable from, or payable to, the taxation authority is

included as part of receivables or payables in the statement of financial position.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

2. Summary of significant accounting policies (cont’d)

2.18 Share capital and share issuance expenses

Proceeds from issuance of ordinary shares are recognised as share capital in equity.

Incremental costs directly attributable to the issuance of ordinary shares are deducted

against share capital.

3. Significant accounting judgements and estimates

The preparation of the Group’s interim combined financial statements requires management

to make judgements, estimates and assumptions that affect the reported amounts of the

revenues, expenses, assets and liabilities, and the disclosure of contingent liabilities at the

end of reporting period. Uncertainty about these assumptions and estimates could result in

outcomes that could require a material adjustment to the carrying amount of the asset or

liability affected in the future periods. Management is of the opinion that there is no

significant judgement made in applying accounting policies and no estimation uncertainty

that have a significant risk of causing a material adjustment to the carrying amounts of assets

and liabilities within the next financial period.

4. Revenue

Revenue represents the invoiced value of sales of goods, net of discounts and returns.

5. Other income

For six-month period

ended 30 June

2018 2017

RM’000 RM’000

Gain on disposal of property, plant and equipment 57 –

Rental income 13 13

Subcontract income 2 180

Sundry income 3 7

75 200
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

6. Finance costs

For six-month period

ended 30 June

2018 2017

RM’000 RM’000

Interest expense on:

– Bank loans and overdrafts 147 124

– Bankers’ acceptance 280 205

– Obligations under finance leases 18 18

– Trust receipts and foreign bill of exchange 415 243

860 590

7. Employee benefits

For six-month period

ended 30 June

2018 2017

RM’000 RM’000

Salaries and bonuses 18,159 13,675

Employers’ contribution to defined contribution plans 290 281

Other short-term benefits 1,490 546

19,939 14,502
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

8. Profit before tax

Profit before tax is stated after charging/(crediting):

For six-month period

ended 30 June

2018 2017

RM’000 RM’000

Impairment loss on trade receivables 12 –

Bad debts written off 46 –

Depreciation of property, plant and equipment
(Note 10) 2,015 1,873

Rental of machinery 11 9

Foreign exchange loss, net 1,081 1,366

Property, plant and equipment written off 2 –

Rental of premises 611 702

Employee benefits (Note 7) 19,939 14,502

9. Income tax expense

Major components of income tax expense

The major components of income tax expense for the six-month period ended 30 June 2018
and 2017 are:

For six-month period

ended 30 June

2018 2017

RM’000 RM’000

Current income tax

– Current income tax 1,253 1,285

Deferred income tax (Note 18):

– Relating to origination and reversal of
temporary differences (317) (344)

– (Over)/under provision in respect of previous years (2) 77

(319) (267)

Income tax expense recognised in profit or loss 934 1,018
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

9. Income tax expense (cont’d)

Relationship between tax expense and accounting profit

The reconciliation between tax expense and the product of accounting profit multiplied by the

applicable corporate tax rates for the six-month periods ended 30 June 2018 and 2017 are

as follows:

For six-month period

ended 30 June

2018 2017

RM’000 RM’000

Profit before tax 2,373 3,158

Tax at Malaysia statutory tax rate of 24% (2017: 24%) 569 758

Adjustments:

Differences in tax rates 245 23

Income not subject to tax (400) (210)

Non-deductible expenses 193 103

Deferred tax assets not recognised 329 267

(Over)/under provision in respect of previous years (2) 77

Income tax expense recognised in profit or loss 934 1,018
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

10. Property, plant and equipment

*Land and

buildings

Plant and

machinery

and factory

fittings

Electrical

installation

Office

equipment,

furniture and

fittings,

renovation

and

computers

Motor

vehicles Total

RM’000 RM’000 RM’000 RM’000 RM’000 RM’000

Cost

At 1 January

2018 30,203 23,822 3,596 11,219 2,799 71,639

Additions 3,787 3,604 – 217 – 7,608

Disposals – (1,274) – (2) – (1,276)

Written off – (2) – – – (2)

Exchange

differences – (59) (11) (40) (2) (112)

At 30 June 2018 33,990 26,091 3,585 11,394 2,797 77,857

Accumulated

depreciation

At 1 January

2018 2,493 12,539 2,537 7,617 1,474 26,660

Charge for the

period 254 1,029 113 399 220 2,015

Disposals – (1,240) – (2) – (1,242)

Exchange

differences – (29) (4) (19) – (52)

At 30 June 2018 2,747 12,299 2,646 7,995 1,694 27,381

Net carrying

amount

At 30 June 2018 31,243 13,792 939 3,399 1,103 50,476
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

10. Property, plant and equipment (cont’d)

*Land and

buildings

Plant and

machinery

and factory

fittings

Electrical

installation

Office

equipment,

furniture and

fittings,

renovation

and

computers

Motor

vehicles Total

RM’000 RM’000 RM’000 RM’000 RM’000 RM’000

Cost

At 1 January

2017 14,580 24,265 3,759 11,614 2,573 56,791

Additions 15,773 543 – 207 737 17,260

Disposals (150) – – – (471) (621)

Exchange

differences – (986) (163) (602) (40) (1,791)

At 31 December

2017 30,203 23,822 3,596 11,219 2,799 71,639

Accumulated

depreciation

At 1 January

2017 2,207 10,989 2,367 7,130 1,358 24,051

Charge for the

year 313 1,905 240 832 480 3,770

Disposals (27) – – – (348) (375)

Exchange

differences – (355) (70) (345) (16) (786)

At 31 December

2017 2,493 12,539 2,537 7,617 1,474 26,660

Net carrying

amount

At 31 December

2017 27,710 11,283 1,059 3,602 1,325 44,979
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

10. Property, plant and equipment (cont’d)

* The details of land and buildings are as follows:

Freehold

land

Long term

leasehold

land Buildings

Buildings under

construction Total

RM’000 RM’000 RM’000 RM’000 RM’000

Cost

At 1 January 2018 6,790 5,300 8,950 9,163 30,203

Additions – – 95 3,692 3,787

At 30 June 2018 6,790 5,300 9,045 12,855 33,990

Accumulated

depreciation

At January 2018 – 560 1,933 – 2,493

Charge for the period – 132 122 – 254

At 30 June 2018 – 692 2,055 – 2,747

Net carrying amount

At 30 June 2018 6,790 4,608 6,990 12,855 31,243

Freehold

land

Long term

leasehold

land Buildings

Buildings under

construction Total

RM’000 RM’000 RM’000 RM’000 RM’000

Cost

At 1 January 2017 225 5,300 9,055 – 14,580

Additions 6,610 – – 9,163 15,773

Disposals (45) – (105) – (150)

At 31 December 2017 6,790 5,300 8,950 9,163 30,203

Accumulated

depreciation

At January 2017 – 491 1,716 – 2,207

Charge for the year – 69 244 – 313

Disposals – – (27) – (27)

At 31 December 2017 – 560 1,933 – 2,493

Net carrying amount

At 31 December 2017 6,790 4,740 7,017 9,163 27,710
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

10. Property, plant and equipment (cont’d)

(a) Assets held under finance leases

During the financial period/year, the Group acquired property, plant and equipment with

an aggregate cost of RM Nil (31.12.2017: RM454,000) by means of finance leases. The

cash outflow on acquisition of property, plant and equipment amounted to RM7,608,000

(31.12.2017: RM16,806,000).

The carrying amount of motor vehicles held under finance leases at the end of the

reporting period were RM935,000 (31.12.2017: RM1,030,000) respectively.

Leased assets are pledged as security for the related finance lease liabilities.

(b) In addition to assets held under finance leases, the net book value of property, plant and

equipment pledged to banks for borrowings as referred to in Note 17 are as follows:

30.6.2018 31.12.2017

RM’000 RM’000

Freehold land 6,790 6,790

Leasehold land 3,434 3,468

Buildings 6,990 7,017

Buildings under construction 12,855 9,163

30,069 26,438
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

11. Subsidiaries

The Group has the following subsidiaries:

Name
Country of
incorporation Principal activities Equity interest held

30.6.2018 31.12.2017

% %

Held by the Company:

Knit Textile Holdings
Sdn. Bhd.(1)

Malaysia (i) Buying, selling,
renting and operating
of self-owned or
leased real estate –
land; (ii) Manufacture
of articles of any
textile materials,
including knitted or
crocheted fabrics; and
(iii) Activities of
holding companies

100 –

Xentika Limited(2) Seychelles International business 100 100

Callisto Apparel
Holdings Pte. Ltd(3)

Singapore Investment holding 100 100

Moon Apparel
Holdings Pte. Ltd.(3)

Singapore Investment holding 100 100

Held through subsidiaries:

Knit Textiles Mfg.
Sdn. Bhd.(1)

Malaysia Apparel manufacturing 100 100

Ocean Art &
Embellishment
Sdn. Bhd.(1)

Malaysia Operation of a fabric
dyeing and finishing
plant

100 100

Callisto Apparel
(Cambodia)
Co., Ltd.(2)

Cambodia Apparel manufacturing 100 100

Moon Apparel
(Cambodia)
Co., Ltd.(2)

Cambodia Apparel manufacturing 100 100

(1) Audited by member firm of EY Global in Malaysia

(2) Audited by member firm of EY Global in Malaysia, for consolidation purposes only

(3) Not required to be audited
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Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

12. Inventories

30.6.2018 31.12.2017

RM’000 RM’000

Statement of financial position:

At cost:

Raw materials 26,395 16,619

Work-in-progress 32,756 10,127

Finished goods 11,489 3,780

70,640 30,526

Statement of comprehensive income:

Inventories recognised as an expense in cost of sales 55,312 132,125

13. Trade and other receivables

30.6.2018 31.12.2017

RM’000 RM’000

Trade receivables

Trade receivables 38,718 46,696

Less: Allowance for impairment (12) –

Trade receivables, net 38,706 46,696

Other receivables

Deposits 1,944 1,932

Goods and Services tax 1,461 1,616

Sundry receivables 771 632

Other receivables, net 4,176 4,180

Total trade and other receivables 42,882 50,876

Add: Cash and bank balances (Note 15) 11,527 12,484

Less: Goods and Services tax (1,461) (1,616)

Less: Tax recoverable – (1)

Total financial assets carried at amortised cost 52,948 61,743
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

13. Trade and other receivables (cont’d)

Trade receivables

Trade receivables are non-interest bearing and are generally on 30 to 90 days (31.12.2017:

30 to 90 days) terms. They are recognised at their original invoice amounts which represent

their fair values on initial recognition.

Trade receivables denominated in foreign currency at 31 December are as follows:

30.6.2018 31.12.2017

RM’000 RM’000

United States Dollar 25,569 47,124

Receivables that are neither past due nor impaired

The Group has trade receivables amounting to RM565,000 (31.12.2017: RM6,788,000) that

are past due at the end of the reporting period but not impaired. These receivables are

unsecured and the analysis of their aging at the end of the reporting period is as follows:

30.6.2018 31.12.2017

RM’000 RM’000

Trade receivables past due but not impaired:

Lesser than 60 days 531 6,592

61 – 120 days – 126

More than 120 days 34 70

565 6,788

Receivables that are impaired

The movement in provision for impairment is as follows:

30.6.2018 31.12.2017

RM’000 RM’000

At 1 January – 2,203

Allowance for impairment 12 –

Written off – (2,203)

At 30 June/31 December 12 –
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

14. Other current assets

30.6.2018 31.12.2017

RM’000 RM’000

Prepayments 517 484

Advance payment to suppliers 744 836

1,261 1,320

15. Cash and short-term deposits

30.6.2018 31.12.2017

RM’000 RM’000

Cash on hand and at banks 6,846 4,154

Deposits with licensed banks 4,681 8,330

Cash and short-term deposits 11,527 12,484

Less: Deposits with licensed banks (4,681) (8,330)

Less: Bank overdrafts (Note 17) (232) (396)

Cash and cash equivalents 6,614 3,758

Deposits with licensed banks of the Group amounting to RM3,292,000 (31.12.2017:

RM4,614,000) are registered in the name of a director who held in trust for the Company.

Deposits with licensed banks are pledged to banks for banking facilities granted to the Group

as disclosed in Note 17.

At the end of the reporting period, the weighted average effective interest rate and maturity

of deposits with licensed banks of the Group were 2.95% per annum and 180 days

(31.12.2017: 2.87% per annum and 180 days) respectively.

Cash and short-term deposits denominated in foreign currency as at 31 December are as

follows:

30.6.2018 31.12.2017

RM’000 RM’000

United States Dollar 5,427 1,391
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Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

16. Trade and other payables

30.6.2018 31.12.2017

RM’000 RM’000

Trade payables

Third parties 46,556 27,171

Other payables

Amounts due to directors/shareholders 8,701 10,752

Other payables and accruals 11,519 10,148

20,220 20,900

Total trade and other payables 66,776 48,071

Add: Loans and borrowings (Note 17) 67,056 50,120

Total financial liabilities carried at amortised cost 133,832 98,191

Trade payables/other payables

These amounts are non-interest bearing. Trade and other payables are normally settled on

30 to 90 day terms (31.12.2017: 30 to 60 days).

Trade payables denominated in foreign currencies as at 31 December are as follows:

30.6.2018 31.12.2017

RM’000 RM’000

United States Dollar 39,127 26,741

Singapore Dollar 30 368

Amounts due to directors/shareholders

Amounts due to directors/shareholders are unsecured and non-interest bearing. Included in

amounts due to directors/shareholders is an amount of dividend payable of RM5,135,000

(31.12.2017: RM8,948,000).
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16. Trade and other payables (cont’d)

Amounts due to directors/shareholders (cont’d)

The repayment terms of the amounts due to directors/shareholders are as follows:

– dividend payable of RM2,135,000 are to be settled by 31 December 2018;

– dividend payable of RM3,000,000 are to be settled by 31 March 2019; and

– the remaining balances are to be settled in full or in part from time to time, at such time

or times, as may be agreed by the Group and LBC, and subject always to the New Audit

Committee of LBC being satisfied that such payments will not adversely affect the

ongoing working capital or liquidity requirements and the financial position of the Group.

17. Borrowings

30.6.2018 31.12.2017

RM’000 RM’000

Short term borrowings – secured

Trust receipts 29,967 20,799

Bankers’ acceptances 12,237 7,969

Bank overdrafts (Note 15) 232 396

Invoice financing 5,828 5,947

RM loan at COF + 2.0% p.a. 163 217

RM loan at KLIBOR + 1.75% p.a. – 2,220

USD loan at COF + 2.75% p.a. 1,908 1,926

5% p.a. fixed rate RM loan 438 439

RM loan at BLR + 2.0% 368 –

Obligation under finance leases (Note 23) 291 297

51,432 40,210
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Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

17. Borrowings (cont’d)

Short term borrowings have maturity of less than 12 months or are expected to be repaid on

demand.

Maturity 30.6.2018 31.12.2017

RM’000 RM’000

Long term borrowings – secured

5% p.a. fixed rate RM loan 2037 13,709 9,369

RM loan at BLR + 2.0% 2037 1,514 –

Obligation under finance leases (Note 23) 2019 – 2022 401 541

15,624 9,910

Total borrowings

Trust receipts 29,967 20,799

Bankers’ acceptances 12,237 7,969

Bank overdrafts 232 396

Invoice financing 5,828 5,947

Bank loans 18,100 14,171

Obligation under finance leases (Note 23) 692 838

67,056 50,120

Maturity of borrowings

(excluding finance lease payables)

Not later than one year 51,141 39,913

Later than one year but not later than five

years 3,548 1,987

Later than five years 11,675 7,382

66,364 49,282

* BLR: Base lending rate

* COF: Cost of fund

* KLIBOR: Kuala Lumpur Inter Bank Offer Rate
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17. Borrowings (cont’d)

As at 30 June 2018 and 31 December 2017, a subsidiary within the Group did not comply

with certain financial covenants stipulated in the banking facilities letters. Accordingly, loans

amounted to RM859,000 and RM4,464,000 as at 30 June 2018 and 31 December 2017

respectively, became repayable on demand. The non-current portion of the loans have been

reclassified as current. As at date of the report of this interim combined financial statements,

the bank has not recalled the loans.

The secured borrowings of the Group are secured by legal charges over the freehold land,

leasehold land, buildings and deposits with licensed banks of the Group as disclosed in

Note 10 and Note 15 respectively.

Obligation under finance leases

The Group has finance leases with certain items of plant and equipment. These leases have

terms of renewal but no purchase options and escalation clauses. Renewals are at the option

of the specific entity that holds the lease.

Future minimum lease payments under finance leases together with the present value of the

net minimum lease payments are as follows:

30.6.2018 31.12.2017

RM’000 RM’000

Minimum finance lease payments:

Not later than one year 317 330

Later than one year but not later than 5 years 420 571

Total minimum lease payments 737 901

Less: Future finance charges (45) (63)

Present value of minimum lease payments 692 838

Analysis of present value of

minimum lease payments:

Not later than one year 291 297

Later than one year but not later than 5 years 401 541

692 838

The finance lease payables bore interest at reporting date of between 2.41% and 2.84%

(31.12.2017: 2.41% and 2.84%) per annum.
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17. Borrowings (cont’d)

Bank overdrafts

Bank overdrafts are denominated in RM, bear interest at BLR + 1.5% (31.12.2017: BLR +

1.5%) per annum.

The weighted average effective interest rates at the end of reporting period for borrowings,

excluding hire purchase payables, were as follows:

30.6.2018 31.12.2017

% %

Trusts receipts 1.27 1.48

Bankers’ acceptances 4.90 4.82

Invoice financing 4.08 3.07

Term loans 4.93 4.95

A reconciliation of liabilities arising from financing activities is as follows:

Non-cash changes

31.12.2017

Cash

flows

Foreign

exchange

movement Other 30.6.2018

RM’000 RM’000 RM’000 RM’000 RM’000

Obligations under finance

leases

– current 297 (146) – 140 291

– non-current 541 – – (140) 401

Bank loan

– current 4,802 (2,038) 19 94 2,877

– non-current 9,369 5,948 – (94) 15,223

Other short-term

borrowings 34,715 12,727 590 – 48,032

49,724 16,491 609 – 66,824

The ‘other’ column relates to reclassification of non-current portion of loans and borrowings

including obligations under finance leases due to passage of time.
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18. Deferred tax liabilities

30.6.2018 31.12.2017

RM’000 RM’000

At 1 January 1,324 1,169

Recognised in profit or loss (Note 9) (319) 155

At 30 June/31 December 1,005 1,324

The components and movements of deferred tax liabilities and assets during the financial

year/period prior to offsetting are as follows:

Accelerated

capital

allowances Others Net

RM’000 RM’000 RM’000

At 1 January 2017 1,347 (178) 1,169

Recognised in profit or loss (31) 186 155

At 31 December 2017 1,316 8 1,324

Recognised in profit or loss 130 (449) (319)

At 30 June 2018 1,446 (441) 1,005

Deferred tax assets have not been recognised in respect of the following items:

30.6.2018 31.12.2017

RM’000 RM’000

Unutilised tax losses 8,522 5,969

Unabsorbed capital allowances 483 483

Unrecognised temporary differences relating to investment in subsidiaries

At the end of the reporting period, no deferred tax liability (31.12.2017: Nil) has been

recognised for taxes that would be payable on the undistributed earnings of certain of the

Group’s subsidiaries as the Group has determined that undistributed earnings of its

subsidiaries will not be distributed in the foreseeable future.
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19. Share capital

Number of shares Amount

30.6.2018 31.12.2017 30.6.2018 31.12.2017

RM’000 RM’000

Issued and fully paid

ordinary shares

At 30 June/31 December 2 2 –* –*

* Less than RM1,000

The holders of ordinary shares are entitled to receive dividends as and when declared by the

Company. All ordinary shares carry one vote per share without restrictions. The ordinary

shares have no par value.

20. Reserves

Merger reserve

Merger reserve comprises the share capital of the subsidiaries under common control

accounted for by applying the pooling of interest method, as described in Note 2.4 to the

interim combined financial statements.

Foreign currency translation reserve

The foreign currency translation reserve represents exchange differences arising from the

translation of the interim combined financial statements of foreign operations whose

functional currencies are different from that of the Group’s presentation currency.

21. Significant related party transactions

(a) Sale and purchase of goods and services

The Group enters into transactions with related parties in the normal course of business

and at arm’s length. Related parties include subsidiaries of the Group and key

management personnel and their related parties.

Apart from related party information disclosed elsewhere in the interim combined

financial statements, there was no significant transaction between the Company and

related parties during the financial periods ended 30 June 2018 and 30 June 2017.
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21. Significant related party transactions (cont’d)

(b) Compensation of key management personnel

For six-month period

ended 30 June

2018 2017

RM’000 RM’000

Short term employee benefits 239 192

Employers’ contribution to defined

contribution schemes 15 26

254 218

Comprise amounts paid to:

– Directors of the Company 254 218

22. Commitments

Operating lease commitments – as lessee

The Group has entered into a non-cancellable operating lease agreement for the use of

building. The lease is for a period of 5 years with a renewal option included in the contract.

There are no restrictions placed upon the Group by entering into this lease.

Minimum lease payments recognised as an expense in profit or loss for the financial period

ended 30 June 2018 amounted to RM611,000 (30 June 2017: RM702,000).

The future minimum lease payments under non-cancellable operating leases contracted for

as at the end of the reporting period but not recognised as liabilities are as follows:

30.6.2018 31.12.2017

RM’000 RM’000

Not later than one year 1,195 1,258

Later than one year but not later five years 327 769

1,522 2,027
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23. Fair value of assets and liabilities

(a) Fair value hierarchy

The Group categorises fair value measurements using a fair value hierarchy that is

dependent on the valuation inputs used as follows:

– Level 1 – Quoted prices (unadjusted) in active market for identical assets or

liabilities that the Group can access at the measurement date,

– Level 2 – Inputs other than quoted prices included within Level 1 that are

observable for the asset or liability, either directly or indirectly, and

– Level 3 – Unobservable inputs for the asset or the liability.

Fair value measurements that use inputs of different hierarchy levels are categorised in

its entirety in the same level of the fair value hierarchy as the lowest level input that is

significant to the entire measurement.

(b) Assets and liabilities that are not carried at fair value but whose carrying amounts

are reasonable approximation of fair value

Trade and other receivables (Note 13), cash and short-term deposits (Note 15),

borrowings (Note 17) and trade and other payables (Note 16)

The carrying amounts of these financial assets and liabilities are reasonable

approximation of fair values, either due to their short-term nature or that they are

floating rate instruments that are re-priced to market interest rates on or near the end

of the reporting period.

Borrowings – non-current (Note 17)

The carrying amount of the non-current fixed rate loans are reasonable approximation

of fair value as the fixed interest rate approximates the market lending rate at the end

of the reporting period.

APPENDIX E: UNAUDITED INTERIM COMBINED FINANCIAL STATEMENTS
OF KNIT TEXTILE AND APPAREL PTE. LTD. AND ITS SUBSIDIARIES WITH

INDEPENDENT AUDITOR’S REPORT FOR THE SIX-MONTH PERIOD
ENDED 30 JUNE 2018

E-44



Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

24. Financial risk management objectives and policies

The Group is exposed to financial risks arising from its operations and the use of financial
instruments. The key financial risks include credit risk, liquidity risk, interest rate risk and
foreign currency risk. The board of directors reviews and agrees policies and procedures for
the management of these risks.

Credit risk

Credit risk is the risk of loss that may arise on outstanding financial instruments should a
counterparty default on its obligations. The Group’s exposure to credit risk arises primarily
from trade and other receivables. For other financial assets (including cash and bank
balances), the Group minimises credit risk by dealing exclusively with high credit rating
counterparties.

The Group’s objective is to seek continual revenue growth while minimising losses incurred
due to increase credit risk exposure. The Group trades only with recognised and creditworthy
third parties. It is the Group’s policy that all customers who wish to trade on credit terms are
subject to credit verification procedures. In addition, receivable balances are monitored on
an ongoing basis with the result that the Group’s exposure to bad debts is not significant.

The Group considers the probability of default upon initial recognition of asset and whether
there has been a significant increase in credit risk on an ongoing basis throughout each
reporting period.

The Group has determined the default event on a financial asset to be when the counterparty
fails to make contractual payments, within 180 days when they fall due, which are derived
based on the Group’s historical information.

The Group considers “low risk” to be an investment grade credit rating with at least one major
rating agency for those investments with credit rating. To assess whether there is a
significant increase in credit risk, the company compares the risk of a default occurring on
the asset as at reporting date with the risk of default as at the date of initial recognition. The
Group considers available reasonable and supportive forwarding-looking information which
includes the following indicators:

– Internal credit rating

– External credit rating

– Actual or expected significant adverse changes in business, financial or economic
conditions that are expected to cause a significant change to the borrower’s ability to
meet its obligations

– Actual or expected significant changes in the operating results of the borrower

– Significant increases in credit risk on other financial instruments of the same borrower

APPENDIX E: UNAUDITED INTERIM COMBINED FINANCIAL STATEMENTS
OF KNIT TEXTILE AND APPAREL PTE. LTD. AND ITS SUBSIDIARIES WITH

INDEPENDENT AUDITOR’S REPORT FOR THE SIX-MONTH PERIOD
ENDED 30 JUNE 2018

E-45



Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

24. Financial risk management objectives and policies (cont’d)

Credit risk (cont’d)

– Significant changes in the value of the collateral supporting the obligation or in the
quality of third-party guarantees or credit enhancements

– Significant changes in the expected performance and behaviour of the borrower,
including changes in the payment status of borrowers in the group and changes in the
operating results of the borrower.

Regardless of the analysis above, a significant increase in credit risk is presumed if a debtor

is more than 30 days past due in making contractual payment.

The Group determined that its financial assets are credit-impaired when:

– There is significant difficulty of the issuer or the borrower

– A breach of contract, such as a default or past due event

– It is becoming probable that the borrower will enter bankruptcy or other financial

reorganisation

– There is a disappearance of an active market for that financial asset because of

financial difficulty

The Group categorises a loan or receivable for potential write-off when a debtor fails to make

contractual payments more than 180 days past due. Financial assets are written off when

there is no reasonable expectation of recovery, such as a debtor failing to engage in a

repayment plan with the Group. Where loans and receivables have been written off, the

company continues to engage enforcement activity to attempt to recover the receivable due.

Where recoveries are made, these are recognised in profit or loss.

The Group’s trade and other receivables, which include deposits and sundry receivables are

subject to SFRS(I) 9 expected credit loss model.

Trade receivables

The Group applies the simplified approach to providing for expected prescribed by SFRS(I)

9, which permits the use of the lifetime expected loss provision for all trade receivables. The

Group has determined that the expected loss rate based on both current and forward looking

information is negligible as the trade receivables are mainly amounts owing from established

multi-national corporations with good credit ratings.
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For the six-month period ended 30 June 2018

24. Financial risk management objectives and policies (cont’d)

Other receivables

Other receivables comprises deposits and sundry receivables. Other receivables are

considered to be low risk, and the loss allowance is determined at an amount equal to

12-month ECL. In deriving at the 12-month ECL, the Group has considered historical loss

rates for each category of customers and adjusts for forward looking macroeconomic data.

Based on the Group’s assessment, the 12-month ECL is Nil.

Exposure to credit risk

At the reporting date, the Group’s maximum exposure to credit risk is represented by:

– The carrying amount of each class of financial assets recognised in the statement of

financial position, with positive fair values.

– Information regarding credit enhancements for trade and other receivables is disclosed

in Note 13.

Credit risk concentration profile

At the reporting date, approximately 88% (31.12.2017: 75%) of the Group’s trade receivables

were due from 4 (31.12.2017: 4) major customers.

Financial assets that are neither past due nor impaired

Information regarding trade and other receivables that are neither past due nor impaired is

disclosed in Note 13. Deposits with banks that are neither past due nor impaired are placed

with or entered into with reputable financial institutions with high credit ratings and no history

of default.

Financial assets that are either past due or impaired

Information regarding financial assets that are either past due or impaired is disclosed in

Note 13.

Liquidity risk

Liquidity risk is the risk that the Group will encounter difficulty in meeting financial obligations

due to shortage of funds. The Group’s exposure to liquidity risk arises primarily from

mismatches of the maturities of financial assets and liabilities. The Group’s objective is to

maintain a balance between continuity of funding and flexibility through the use of stand-by

credit facilities.
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24. Financial risk management objectives and policies (cont’d)

Liquidity risk (cont’d)

The Group manages its debt maturity profile, operating cash flows and the availability of

funding so as to ensure that refinancing, repayment and funding needs are met. As part of

its overall liquidity management, the Group maintains sufficient levels of cash or cash

convertible investments to meet its working capital requirements. In addition, the Group

strives to maintain available banking facilities at a reasonable level to its overall debt

position. As far as possible, the Group raises committed funding from financial institutions

and balances its portfolio with some short term funding so as to achieve overall cost

effectiveness.

Analysis of financial liabilities by remaining contractual maturities

The table below summarises the maturity profile of the Group’s financial liabilities at the end

of the reporting period based on contractual undiscounted repayment obligations.

One year

or less

One to

five years

Over five

years Total

RM’000 RM’000 RM’000 RM’000

30 June 2018

Financial liabilities:

Trade and other payables 66,776 – – 66,776

Loans and borrowings 51,441 6,733 16,804 74,978

Total undiscounted

financial liabilities 118,217 6,733 16,804 141,754

31 December 2017

Financial liabilities:

Trade and other payables 48,071 – – 48,071

Loans and borrowings 41,413 5,225 7,991 54,629

Total undiscounted

financial liabilities 89,484 5,225 7,991 102,700
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For the six-month period ended 30 June 2018

24. Financial risk management objectives and policies (cont’d)

Interest rate risk

Interest rate risk is the risk that the fair value or future cash flows of the Group’s financial

instruments will fluctuate because of changes in market interest rates.

The Group’s exposure to interest rate risk arises primarily from their loans and borrowings.

The Group manages its interest rate exposure by maintaining a prudent mix of fixed and

floating rate borrowings. The Group actively reviews its debt portfolio, taking into account the

investment holding period and nature of its assets. This strategy allows it to capitalise on

cheaper funding in a low interest rate environment and achieve a certain level of protection

against rate hikes.

Sensitivity analysis for interest rate risk

During the financial period, if interest rates had been 10 basis points lower/higher, with all

other variables held constant, the effect would be immaterial to the Group’s profit net of tax.

The assumed movement in basis points for interest rate sensitivity analysis is based on the

current observable market environment.

Foreign currency risk

Foreign currency risk is the risk that the fair value or future cash flows of a financial

instrument will fluctuate because of changes in foreign exchange rates.

The Group is exposed to transactional currency risk primarily respective through purchases

that are denominated in a currency other than the respective functional currencies of the

Group entities. The currency giving rise to this risk are primarily United States Dollars

(“USD”) and Singapore Dollars (“SGD”). Such transactions are kept to an acceptable level.
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24. Financial risk management objectives and policies (cont’d)

Foreign currency risk (cont’d)

Sensitivity analysis for foreign currency risk

The following table demonstrates the sensitivity of the Group’s profit before tax to a

reasonably possible change in the USD against the functional currency of the Group, with all

other variables held constant.

30.6.2018 31.12.2017

RM’000 RM’000

USD/RM

– strengthen by 5% (31.12.2017: 5%) (2,181) (373)

– weaken by 5% (31.12.2017: 5%) 2,181 373

SGD/RM

– strengthen by 5% (31.12.2017: 5%) (15) (18)

– weaken by 5% (31.12.2017: 5%) 15 18

25. Capital management

The primary objective of the Group’s capital management is to ensure that it maintains a

strong credit rating and healthy capital ratios in order to support its business and maximise

shareholder value.

The Group manages its capital structure and makes adjustments to it, in light of changes in

economic conditions. To maintain or adjust the capital structure, the Group may adjust the

dividend payment to shareholders, return capital to shareholders or issue new shares. No

changes were made in the objectives, policies or processes during the financial period ended

30 June 2018 and financial year ended 31 December 2017.
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Knit Textile and Apparel Pte. Ltd. and its subsidiaries

Notes to the unaudited interim combined financial statements

For the six-month period ended 30 June 2018

25. Capital management (cont’d)

The Group monitors capital using a gearing ratio, which is net debt divided by total capital

plus net debt. The Group includes within net debt, loans and borrowings, trade and other

payables, less cash and short-term deposits. Capital includes equity attributable to the

owners of the Company.

Note 30.6.2018 31.12.2017

RM’000 RM’000

Trade and other payables 16 66,776 48,071

Loans and borrowings 17 67,056 50,120

Less: Cash and short-term deposits 15 (11,527) (12,484)

Net debts 122,305 85,707

Equity attributable to equity holders of

the Company, representing total capital 40,319 38,958

Gearing ratio 3.03 2.20

26. Authorisation of interim combined financial statements for issue

The interim combined financial statements for the six-month period ended 30 June 2018

were authorised for issue in accordance with a resolution of the directors on 21 December

2018.
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21 December 2018

The Board of Directors

Lereno Bio-Chem Ltd.

80 Robinson Road #02-00

Singapore 068898

Report on the Compilation of Unaudited Pro Forma Consolidated Financial Information of

Lereno-Bio Chem Ltd. and its subsidiaries for the year ended 31 December 2017 and the

six-month period ended 30 June 2018 included in the circular to shareholders of Lereno

Bio-Chem Ltd.

We have completed our assurance engagement to report on the compilation of unaudited pro

forma consolidated financial information of Lereno Bio-Chem Ltd. (the “Company”) and the Target

Group (collectively, the “Enlarged Group”) in connection with the Company’s proposed acquisition

of the entire paid-up and issued share capital of Knit Textile and Apparel Pte. Ltd. (the “Target

Company”) (the “Proposed Acquisition”). The Target Group consists of the Target Company and

its subsidiaries (collectively, the “Target Group”). The unaudited pro forma consolidated financial

information consists of the unaudited pro forma consolidated statement of financial position as at

31 December 2017 and 30 June 2018, the unaudited pro forma consolidated statement of

comprehensive income for the year ended 31 December 2017 and the six-month period ended

30 June 2018, the unaudited pro forma consolidated statement of cash flows for the year ended

31 December 2017 and the six-month period ended 30 June 2018, and related notes as set out

on pages F-5 to F-25 of the Circular issued by the Company. The applicable criteria on the basis

of which the directors of the Company has compiled the unaudited pro forma consolidated

financial information are described in Note 5 of the unaudited pro forma consolidated financial

information.

The pro forma consolidated financial information has been compiled by the directors of the

Company to illustrate the impact of the event or transaction set out in Note 3 on the Enlarged

Group’s consolidated financial position as at 31 December 2017 and 30 June 2018 as if the event

or transaction had taken place at 31 December 2017 and 30 June 2018 respectively, its

consolidated financial performance and cash flows for the year ended 31 December 2017 and

six-month period ended 30 June 2018 as if the event or transaction had taken place at 1 January

2017.

As part of this process, information about the Enlarged Group’s consolidated financial position as

at 31 December 2017 and 30 June 2018, consolidated financial performance and consolidated

cash flows for the year ended 31 December 2017 and the six-month period ended 30 June 2018

has been extracted by the directors of the Company from the audited combined financial

statements of the Target Group for the year ended 31 December 2017 and the unaudited

combined financial statements of the Target Group for the six-month period ended 30 June 2018.

Directors’ Responsibility for the Unaudited Pro Forma Consolidated Financial Information

The directors of the Company are responsible for compiling the unaudited pro forma consolidated

financial information on the basis of the applicable criteria described in Note 5 of the unaudited

pro forma consolidated financial information.
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Our Independence and Quality Control

We have complied with the independence and other ethical requirement of the Accounting and

Corporate Regulatory Authority Code of Professional Conduct and Ethics for Public Accountants

and Accounting Entities, which is founded on fundamental principles of integrity, objectivity,

professional competence and due care, confidentiality and professional behaviour.

The firm applies Singapore Standard on Quality Control 1 and accordingly maintains a

comprehensive system of quality control including documented policies and procedures regarding

compliance with ethical requirements, professional standards and applicable legal and regulatory

requirements.

Reporting Accountant’s Responsibilities

Our responsibility is to express an opinion about whether the unaudited pro forma consolidated

financial information has been compiled, in all material respects, by the directors of the Company

on the basis of the applicable criteria described in Note 5 of the unaudited pro forma consolidated

financial information.

We conducted our engagement in accordance with Singapore Standard on Assurance

Engagements (SSAE) 3420, Assurance Engagements to Report on the Compilation of Pro Forma

Financial Information Included in a Prospectus, issued by the Institute of Singapore Chartered

Accountants. This standard requires that the reporting accountants plan and perform procedures

to obtain reasonable assurance about whether directors of the Company have compiled, in all

material respects, the unaudited pro forma consolidated financial information on the basis of the

applicable criteria described in Note 5 of the unaudited pro forma consolidated financial

information.

For purposes of this engagement, we are not responsible for updating or reissuing any reports or

opinions on any historical financial information used in compiling the unaudited pro forma

consolidated financial information, nor have we, in the course of this engagement, performed an

audit or review of the financial information used in compiling the unaudited pro forma consolidated

financial information.

The purpose of unaudited pro forma consolidated financial information included in the Circular to

the shareholders is solely to illustrate the impact of a significant event or transaction on

unadjusted financial information of the entity as if the event had occurred or the transaction had

been undertaken at an earlier date selected for purposes of the illustration. Accordingly, we do not

provide any assurance that the actual outcome of the event or transaction at 31 December 2017

and 30 June 2018 would have been as presented.
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A reasonable assurance engagement to report on whether the unaudited pro forma consolidated

financial information has been compiled, in all material respects, on the basis of the applicable

criteria involves performing procedures to assess whether the applicable criteria used by directors

of the Company in the compilation of the unaudited pro forma consolidated financial information

provide a reasonable basis for presenting the significant effects directly attributable to the event

or transaction, and to obtain sufficient appropriate evidence about whether:

• The related pro forma adjustments give appropriate effect to those criteria; and

• The unaudited pro forma consolidated financial information reflects the proper application of

those adjustments to the unadjusted financial information.

The procedures selected depend on the reporting accountants’ judgement, having regard to the

reporting accountants’ understanding of the nature of the company, the event or transaction in

respect of which the unaudited pro forma consolidated financial information has been compiled,

and other relevant engagement circumstances.

The engagement also involves evaluating the overall presentation of the unaudited pro forma

consolidated financial information.

We believe that the evidence we have obtained is sufficient and appropriate to provide a basis for

our opinion.

Opinion

In our opinion:

(a) The unaudited pro forma consolidated financial information has been compiled:

(i) in a manner consistent with the accounting policies adopted by the Enlarged Group,

which are in accordance with Singapore Financial Reporting Standards (International);

(ii) on the basis of the applicable criteria stated in Note 5 of the unaudited pro forma

consolidated financial information; and

(b) each material adjustment made to the information used in the preparation of the unaudited

pro forma consolidated financial information is appropriate for the purpose of preparing such

unaudited financial information.
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Restriction on Distribution and Use

This report has been prepared solely for inclusion in the Circular to shareholders of the Company

to be issued in connection with the Proposed Acquisition and should not be used for any other

purpose.

Ernst & Young LLP

Public Accountants and

Chartered Accountants

Singapore

Partner in charge: Adrian Koh
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LERENO BIO-CHEM LTD. AND ITS SUBSIDIARIES

UNAUDITED PRO FORMA CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2017 AND THE SIX-MONTH PERIOD ENDED

30 JUNE 2018

For the

year ended

31 December

2017

For the

six-month

period ended

30 June

2018

RM’000 RM’000

Revenue 218,301 106,390

Cost of sales (182,459) (91,687)

Gross profit 35,842 14,703

Other items of income

Interest income 251 117

Other income 1,492 75

Administrative and general expenses (51,468) (8,947)

Selling and marketing expenses (7,272) (3,395)

Finance costs (1,522) (860)

(Loss)/profit before tax (22,677) 1,693

Income tax expense (3,877) (934)

(Loss)/profit for the year/period (26,554) 759

Other comprehensive income

Items that may be reclassified subsequent to profit or loss

Foreign currency translation (1,222) (78)

Total comprehensive income for the year/period (27,776) 681

The accompanying accounting policies and explanatory notes form an integral part of the financial

statements
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LERENO BIO-CHEM LTD. AND ITS SUBSIDIARIES

UNAUDITED PRO FORMA CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

AS AT 31 DECEMBER 2017 AND 30 JUNE 2018

31 December

2017

30 June

2018

RM’000 RM’000

Assets

Non-current asset

Property, plant and equipment 44,979 50,476

Current assets

Inventories 30,526 70,640

Trade and other receivables 51,304 42,882

Other current assets 1,320 1,261

Cash and short-term deposits 12,484 11,527

95,634 126,310

Total assets 140,613 176,786

Equity and liabilities

Current liabilities

Trade and other payables 48,071 66,776

Borrowings 40,210 51,432

Tax payable 1,712 1,630

89,993 119,838

Net current assets 5,641 6,472

Non-current liabilities

Borrowings 9,910 15,624

Deferred tax liabilities 1,324 1,005

11,234 16,629

Total liabilities 101,227 136,467

Net assets 39,386 40,319

Equity attributable to owner of the Company

Share capital 36,842 49,485

Accumulated losses (99) (11,731)

Foreign currency translation reserve 2,643 2,565

Total equity 39,386 40,319

Total equity and liabilities 140,613 176,786

The accompanying accounting policies and explanatory notes form an integral part of the financial

statements
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LERENO BIO-CHEM LTD. AND ITS SUBSIDIARIES

UNAUDITED PRO FORMA CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE YEAR ENDED 31 DECEMBER 2017 AND THE SIX-MONTH PERIOD ENDED

30 JUNE 2018

For the
year ended

31 December
2017

For the
six-month

period ended
30 June

2018
RM’000 RM’000

Operating activities
(Loss)/profit before tax (22,677) 1,693
Adjustments for:
Allowance for impairment of other receivables – 12
Bad debts written off 27 46
Depreciation of property, plant and equipment 3,770 2,015
Interest expense 1,522 860
Gain on disposal of property, plant and equipment (204) (57)
Property, plant and equipment written off – 2
Unrealised (gain)/loss on foreign exchange (217) 680
Interest income (251) (117)
Share-based payment in relation to stamp duty 164 –
Listing expense 34,398 –

Operating profit before working capital changes 16,532 5,134
Increase in inventories (5,099) (40,113)
(Increase)/decrease in receivables (31,115) 8,539
Decrease in other current assets 154 53
Increase in payables 18,242 22,545

Cash flows used in operations (1,286) (3,842)
Interest paid (1,522) (860)
Taxes paid (2,746) (1,333)

Net cash used in operating activities (5,554) (6,035)

Investing activities
Purchase of property, plant and equipment (16,806) (7,608)
Proceeds from disposal of property, plant and equipment 450 91
Interest received 251 117

Cash flows used in investing activities (16,105) (7,400)

Financing activities
Repayment of obligations under finance leases (263) (146)
(Placement)/refund of deposits pledged for security (239) 3,649
Drawdown of term loans 9,936 5,948
Repayment of term loans (1,824) (2,038)
Drawdown of other short term borrowings 11,526 12,727
Dividends paid (1,424) (3,813)

Cash flows generated from financing activities 17,712 16,327

Net (decrease)/increase in cash and cash equivalents (3,947) 2,892
Effect of exchange rate changes on cash and

cash equivalents (246) (36)
Cash and cash equivalents at beginning of the year/period 7,951 3,758

Cash and cash equivalents at end of the year/period 3,758 6,614

The accompanying accounting policies and explanatory notes form an integral part of the financial

statements
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LERENO BIO-CHEM LTD. AND ITS SUBSIDIARIES
NOTES TO THE UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL INFORMATION OF
THE ENLARGED GROUP FOR THE YEAR ENDED 31 DECEMBER 2017 AND THE SIX-MONTH
PERIOD ENDED 30 JUNE 2018

These selective notes form an integral part of and should be read in conjunction with the

accompanying unaudited pro forma consolidated financial information.

1. General

The unaudited pro forma consolidated financial information has been prepared for inclusion

in the circular to shareholders of Lereno Bio-Chem Ltd. (the “Company”) (the “Circular”) in

connection with the proposed acquisition by the Company of the entire paid-up and issued

share capital of Knit Textile and Apparel Pte. Ltd. (the “Target Company”). The Target Group

consists of the Target Company and its subsidiaries (the “Target Group”). The Company and

the Target Group are collectively known as the “Enlarged Group”.

2. Corporate information

Lereno Bio-Chem Ltd. is a public limited liability company incorporated and domiciled in

Singapore and is listed on the Catalist Board of the Singapore Exchange Securities Trading

Limited (SGX-ST).

The registered office and principal place of business of the Company is located at

80 Robinson Road #02-00, Singapore 068898.

The principal activity of the Company is that of investment holding. The principal activities of

the subsidiaries in the Enlarged Group are as disclosed in Note 4.

3. The Proposed Acquisition and the Proposed Restructuring Exercise

The Proposed Acquisition

On 5 September 2017, the Target Company was incorporated in Singapore with an issued

and paid-up share capital of S$2 comprising 2 Target Shares. Mr. Lim Siau Hing @ Lim Kim

Hoe (the “Vendor”) was the legal and beneficial owner of the 2 issued Target Shares.

On 27 September 2017, the Company has entered into a conditional put and call option

agreement (the “Option Agreement”) with Mr. Lim Siau Hing @ Lim Kim Hoe (the “Vendor”),

for the proposed acquisition by the Company of the entire paid-up and issued share capital

of the Target Company at a purchase consideration of S$26,400,000 (equivalent to RM

80,120,700) (the “Proposed Acquisition”). The purchase consideration is to be fully satisfied

by the allotment and issuance of an aggregate of 2,640,000,000 Consideration Shares to the

Vendor at the pre-consolidation issue price of S$0.01 (equivalent to RM0.03) each, in

accordance with the terms and conditions of the Option Agreement. To facilitate the

Proposed Acquisition, the Company has entered into a sale and purchase agreement dated

21 December 2018 for the sale of all the issued shares in the capital of MAE Engineers Pte.

Ltd. to the controlling shareholder of the Company, Mr Ong Puay Koon, for a nominal

consideration of S$1.00 (equivalent to RM 3.00).
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LERENO BIO-CHEM LTD. AND ITS SUBSIDIARIES
NOTES TO THE UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL INFORMATION OF
THE ENLARGED GROUP FOR THE YEAR ENDED 31 DECEMBER 2017 AND THE SIX-MONTH
PERIOD ENDED 30 JUNE 2018

3. The Proposed Acquisition and the Proposed Restructuring Exercise (cont’d)

The Proposed Restructuring Exercise

As contemplated in the Option Agreement, for the purpose of the Proposed Acquisition, the

Target Group will be formed through a restructuring (the “Proposed Restructuring Exercise”).

The Vendor has undertaken to procure the Proposed Restructuring Exercise pursuant to

which the Target Company will acquire, and directly or indirectly own, all of the issued and

paid-up share capital of the following companies:

• Knit Textile Holdings Sdn. Bhd.

• Callisto Apparel Holdings Pte. Ltd.

• Moon Apparel Holdings Pte. Ltd.

• Knit Textiles Mfg. Sdn. Bhd.

• Ocean Art & Embellishment Sdn. Bhd.

• Moon Apparel (Cambodia) Co., Ltd.

• Callisto Apparel (Cambodia) Co., Ltd.

• Xentika Limited

(Collectively, the Target Subsidiaries)

The Target Company will directly or indirectly acquire 100% of the ordinary shares in each

of the Target Subsidiaries from the Vendor and his nominees at a consideration which is

determined based on the share capital of each of the Target Subsidiaries. The aggregate

consideration will be fully satisfied by the allotment and issuance of a total of 5,400,010

Target Shares which for the purpose of the unaudited pro forma consolidated financial

information, assumed to be RM11,532,000.
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LERENO BIO-CHEM LTD. AND ITS SUBSIDIARIES
NOTES TO THE UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL INFORMATION OF
THE ENLARGED GROUP FOR THE YEAR ENDED 31 DECEMBER 2017 AND THE SIX-MONTH
PERIOD ENDED 30 JUNE 2018

4. The Enlarged Group

Pursuant to the Proposed Restructuring Exercise, the Company will have the following

interest:

Name

Country of

incorporation Principal activities

Effective

equity

interest

held

%

Held by the Company:

Knit Textile Holdings Sdn. Bhd. Malaysia Investment holding 100

Callisto Apparel Holdings Pte. Ltd. Singapore Investment holding 100

Moon Apparel Holdings Pte. Ltd. Singapore Investment holding 100

Xentika Limited Seychelles International business 100

Held through subsidiaries:

Held by Knit Textile Holdings Sdn. Bhd.

Knit Textiles Mfg. Sdn. Bhd. Malaysia Apparel manufacturing 100

Held by Knit Textiles Mfg. Sdn. Bhd

Ocean Art & Embellishment Sdn. Bhd. Malaysia Operation of a fabric

dyeing and finishing

plant

100

Held by Callisto Apparel Holdings Pte. Ltd.

Callisto Apparel (Cambodia) Co., Ltd. Cambodia Apparel manufacturing 100

Held by Moon Apparel Holdings Pte. Ltd.

Moon Apparel (Cambodia) Co. Ltd. Cambodia Apparel manufacturing 100
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LERENO BIO-CHEM LTD. AND ITS SUBSIDIARIES
NOTES TO THE UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL INFORMATION OF
THE ENLARGED GROUP FOR THE YEAR ENDED 31 DECEMBER 2017 AND THE SIX-MONTH
PERIOD ENDED 30 JUNE 2018

5. Basis of preparation of the unaudited pro forma consolidated financial information

The unaudited pro forma consolidated financial information refers to the consolidated

financial information of the Enlarged Group.

The unaudited pro forma consolidated financial statements comprise the unaudited pro

forma consolidated statements of financial position as at 31 December 2017 and 30 June

2018, the unaudited pro forma consolidated statements of comprehensive income for the

year ended 31 December 2017 and the six-month period ended 30 June 2018, and the

unaudited pro forma consolidated statements of cash flow for the year ended 31 December

2017 and the six-month period ended 30 June 2018.

The unaudited pro forma consolidated statements of financial position as at 31 December

2017 and 30 June 2018 have been prepared on the assumption that the Enlarged Group

structure had been in place on 31 December 2017 and 30 June 2018 respectively.

The unaudited pro forma consolidated statements of comprehensive income and the

unaudited pro forma consolidated statements of cash flow for the year ended 31 December

2017 and six-month ended 30 June 2018 have been prepared on the assumption that the

Enlarged Group structure had been in place on 1 January 2017.

The unaudited pro forma consolidated financial statements are for illustrative purposes only.

The objective is to show what the historical financial information might have been had the

Enlarged Group existed at an earlier date. However, the financial information of the Enlarged

Group, by its nature may not give a true picture of the Enlarged Group’s actual financial

position and results and is not necessarily indicative of the results of the operations or the

related effects on the financial position that would have been attained had the

abovementioned Enlarged Group existed earlier.

The unaudited pro forma consolidated financial information for the year ended 31 December

2017 and six-month period ended 30 June 2018 has been compiled based on:

(i) The audited financial statements of Lereno Bio-Chem Ltd. and its subsidiaries

(collectively, the “LBC Group”) for the nine-month ended 31 December 2017 are audited

by Foo Kon Tan LLP. The financial statements were prepared in accordance with

Singapore Financial Reporting Standards (“SFRS”). The independent auditor’s report

on the financial statements contained an unmodified opinion with an emphasis of matter

paragraph on going concern uncertainty.
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LERENO BIO-CHEM LTD. AND ITS SUBSIDIARIES
NOTES TO THE UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL INFORMATION OF
THE ENLARGED GROUP FOR THE YEAR ENDED 31 DECEMBER 2017 AND THE SIX-MONTH
PERIOD ENDED 30 JUNE 2018

5. Basis of preparation of the unaudited pro forma consolidated financial information

(cont’d)

(ii) The financial statements of the LBC Group for the three-month period ended 31 March

2017 are neither reviewed nor audited as the LBC Group’s contribution to the Enlarged

Group’s results for the year ended 31 December 2017 is not significant to the Enlarged

Group, given that the LBC Group has no operation for the three-month period ended

31 March 2017.

(iii) The financial statements of LBC Group for the six-month period ended 30 June 2018

are neither reviewed nor audited as the LBC Group’s contribution to the Enlarged

Group’s results for the six-month period ended 30 June 2018 is not significant to the

Enlarged Group, given that the LBC Group has no operation for the six-month period

ended 30 June 2018.

(iv) The combined financial statements of Knit Textile and Apparel Pte. Ltd. and its

subsidiaries for the year ended 31 December 2017 are audited by Ernst & Young LLP,

Singapore. The financial statements were prepared in accordance with SFRS. The

independent auditor’s reports on the combined financial statements did not contain any

qualification, modification or disclaimer.

(v) The combined financial statements of Knit Textile and Apparel Pte. Ltd. and its

subsidiaries for the six-month period ended 30 June 2018 are reviewed by Ernst &

Young LLP, Singapore under Singapore Standard on Review Engagements SSRE 2410

Review of Interim Financial Information Performed by the Independent Auditor of the

Entity, as promulgated by the Institute of Singapore Chartered Accountants. These

financial statements were prepared in accordance with Singapore Financial Reporting

Standards International (“SFRS(I)”).

The unaudited pro forma consolidated financial statements have been prepared using

uniform accounting policies, like transactions and other events in similar circumstances, as

set out in respective financial statements in the Circular. The unaudited pro forma

consolidated financial information is presented in Ringgit Malaysia (“RM”) and all values in

the tables are rounded to the nearest thousand (“RM’000”), except when otherwise indicated.

In arriving at the unaudited pro forma consolidated financial information, adjustments have

been made as considered necessary in order to present the financial statements on a

consistent and comparable basis as if the Enlarged Group had been in existence through the

period, or since the respective dates of incorporation or acquisition of the companies in the

Enlarged Group, taking into consideration the following significant events.
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LERENO BIO-CHEM LTD. AND ITS SUBSIDIARIES
NOTES TO THE UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL INFORMATION OF
THE ENLARGED GROUP FOR THE YEAR ENDED 31 DECEMBER 2017 AND THE SIX-MONTH
PERIOD ENDED 30 JUNE 2018

5. Basis of preparation of the unaudited pro forma consolidated financial information

(cont’d)

(a) Proposed Restructuring Exercise

The Target Company will directly or indirectly acquire 100% of the ordinary shares in

each of the Target Subsidiaries from the Vendor and his nominees at a consideration

which is determined based on the share capital of each of the Target Subsidiaries. The

aggregate consideration will be fully satisfied by the allotment and issuance of a total

of 5,400,010 Target Shares which for the purpose of the unaudited pro forma

consolidated financial information, assumed to be RM11,532,000.

(b) Proposed Acquisition – acquisition of the Target Group

The Proposed Acquisition as described in Note 3 will result in the shareholder of the

Target Company obtaining the majority interest in the enlarged share capital of the

Company. As such, the Proposed Acquisition is accounted for as reversed acquisition,

in which Knit Textile and Apparel Pte. Ltd., the legal subsidiary is deemed as the

accounting acquirer that acquires the Company, which is the legal parent and

accounting acquiree.

The acquisition of the Target Group is accounted for in the unaudited pro forma

consolidated financial information as a reverse acquisition involving a non-trading shell

company. This transaction has been accounted for in the unaudited pro forma

consolidated financial information as a share-based transaction as described in

SFRS(I) 2 Share-based Payment where the Target Group is deemed to have issued

shares in exchange for the listing status of the Company.

(c) Cost of acquisition – listing expenses

The cost of acquisition is measured as the excess of (i) and (ii) below:

(i) the consideration effectively transferred (generally measured at acquisition-date

fair value) by the Target Company, which is the accounting acquirer.

(ii) the net of the acquisition-date fair values (or other amounts recognised in

accordance with the requirements of the standard) of the identifiable assets

acquired and the liabilities assumed of the Company, which is the accounting

acquiree.

The listing status did not qualify for recognition as an intangible asset, and accordingly,

the cost of the reverse acquisition (net of assets/liabilities acquired) is expensed off in

the profit or loss as listing expenses.
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LERENO BIO-CHEM LTD. AND ITS SUBSIDIARIES
NOTES TO THE UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL INFORMATION OF
THE ENLARGED GROUP FOR THE YEAR ENDED 31 DECEMBER 2017 AND THE SIX-MONTH
PERIOD ENDED 30 JUNE 2018

5. Basis of preparation of the unaudited pro forma consolidated financial information

(cont’d)

(d) Consideration transferred

The fair value of the consideration transferred is determined based on the acquisition-

date fair value of the accounting acquiree’s equity interests which is the more reliable

measure than the acquisition-date fair value of the accounting acquirer’s equity

interests as the quoted market price of the Company provides a more reliable basis.

As stipulated in the Option Agreement, upon completion of the Proposed Acquisition,

the Company will issue 480,000,000 shares to Bin Tai Holdings Private Limited (“Bin

Tai”) as full and final settlement of all amounts owed by the Company to any third parties

including amounts owed by the Company to Bin Tai and Ong Choon Lui (both are

existing shareholders of the Company), subject to a maximum of S$4,800,000

(equivalent to RM14,248,000 million), as at the Completion date of the Proposed

Acquisition (the “Settlement Shares”).

Accordingly, the acquisition-date fair value of the consideration transferred for the

Proposed Acquisition is measured based on the fair value of the Company’s equity

interest, as represented by the total number of the Company issued ordinary shares

existing at the date of acquisition (including the Settlement Shares), at the Company’s

closing price per share on the last trading day preceding the completion of the Proposed

Acquisition.

(i) Deemed consideration for the unaudited pro forma consolidated income

statements for the year ended 31 December 2017 and the six-month period ended

30 June 2018

The deemed consideration is assumed to be 553,631,858 shares, inclusive of

480,000,000 Settlement Shares issued to Bin Tai for the full and final settlement

of all amounts owed by the Company at the date of completion of the Proposed

Acquisition, which is assumed to be on 1 January 2017, at S$0.02 (equivalent to

RM0.06) per share.

(ii) Deemed consideration for the unaudited pro forma consolidated statements of

financial position as at 31 December 2017 and 30 June 2018

The deemed consideration is assumed to be 553,631,858 shares, inclusive of

480,000,000 Settlement Shares issued to Bin Tai for the full and final settlement

of all amounts owed by the Company at the date of completion of the Proposed

Acquisition, which is assumed to be on 31 December 2017 and 30 June 2018, at

S$0.015 (equivalent to RM0.04) per share and $0.023 (equivalent to RM0.07) per

share respectively.
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LERENO BIO-CHEM LTD. AND ITS SUBSIDIARIES
NOTES TO THE UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL INFORMATION OF
THE ENLARGED GROUP FOR THE YEAR ENDED 31 DECEMBER 2017 AND THE SIX-MONTH
PERIOD ENDED 30 JUNE 2018

5. Basis of preparation of the unaudited pro forma consolidated financial information

(cont’d)

(d) Consideration transferred (cont’d)

In accordance with SFRS(I) 2, the deemed consideration is generally measured at

acquisition-date fair value based on the closing share price at the completion date of the

Proposed Acquisition. Accordingly, the deemed consideration determined on the actual

completion date may differ from the above assumption.

For the purpose of the unaudited pro forma consolidated financial information, the

assets and liabilities of the Company upon completion of the Proposed Acquisition and

issuance of Settlement Shares, are assumed to be zero.

(e) Reverse acquisition accounting:

Since such consolidated financial statements represent a continuation of the financial

statements of the Target Group,

• the assets and liabilities of the Target Group are recognised and measured at their

pre-acquisition carrying amounts;

• the assets and liabilities of the Company and its subsidiaries are recognised and

measured at their acquisition-date fair values;

• the accumulated profits and other equity balances are the accumulated profits and

other equity balances of the Target Group immediately before the reverse

acquisition;

• the amount recognised as issued equity interests in the unaudited pro forma

consolidated financial information of the Enlarged Group is determined by adding

the issued equity interest of the Target Group outstanding immediately before the

reverse acquisition to the costs of the reverse acquisition. However, the equity

structure in the consolidated financial statements (i.e. the number and type of

equity instruments issued) reflect the equity structure of the legal parent (i.e. the

Company), including the equity instruments issued by the Company to effect the

reverse acquisition;

• the consolidated statement of comprehensive income reflects the full year results

of Target Group together with the post-acquisition results of the Company.
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LERENO BIO-CHEM LTD. AND ITS SUBSIDIARIES
NOTES TO THE UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL INFORMATION OF
THE ENLARGED GROUP FOR THE YEAR ENDED 31 DECEMBER 2017 AND THE SIX-MONTH
PERIOD ENDED 30 JUNE 2018

5. Basis of preparation of the unaudited pro forma consolidated financial information

(cont’d)

(f) Transaction costs

In accordance with the Option Agreement, Transaction Costs relate to the professional

fees incurred or to be incurred by the Company in connection with the Proposed

Acquisition including but not limited to the independent valuer, the financial adviser, the

independent financial adviser, the sponsor, the reporting accountants and the solicitors

(collectively, the professional advisers”). The Transaction Costs, which include stamp

duty, are expenses of the Company as the professional advisers provide services to the

Company. The Vendor has agreed to pay on behalf of the Company all Transaction

Costs as and when the payment is due. Subject to the completion of the Proposed

Acquisition, the Transaction Costs shall be deemed to be an interest-free loan from the

Vendor to the Company.

As stipulated in the Option Agreement, upon completion of the Proposed Acquisition,

the Company is required to issue shares to the Vendor as final and full settlement of the

Transaction Costs.

For the purpose of the unaudited pro forma consolidated financial information, except

for the amount pertaining to stamp duty, the remaining transaction costs are accounted

as pre-acquisition costs of the Company, and accordingly, have no impact to the

unaudited pro forma consolidated financial information as the unaudited pro forma

consolidated statement of comprehensive income reflects only the full year results of

the Target Group with the post-acquisition results of the Company (Note 5d).

Stamp duty relating to the Proposed Acquisition

Stamp duty is payable on the instrument of transfer of the shares at the rate of S$0.20

(equivalent to RM0.59) for every S$100 (equivalent to RM296) or part thereof,

computed on the consideration or net asset value of the shares registered in Singapore,

whichever is higher.

For the purpose of the unaudited pro forma consolidated financial information, it is

assumed that the stamp duty is S$52,800 (equivalent to RM157,000).
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LERENO BIO-CHEM LTD. AND ITS SUBSIDIARIES
NOTES TO THE UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL INFORMATION OF
THE ENLARGED GROUP FOR THE YEAR ENDED 31 DECEMBER 2017 AND THE SIX-MONTH
PERIOD ENDED 30 JUNE 2018

6. Statement of adjustments

The following adjustments have been made in arriving at the unaudited pro forma

consolidated financial information:

Unaudited Pro Forma Consolidated Statement of Comprehensive income for the year ended

31 December 2017

Audited

financial

information of

Target Group

for the year

ended

31 December

2017

Pro Forma

Adjustments

Unaudited Pro

Forma

Consolidated

Statement of

Comprehensive

Income

RM’000 RM’000 RM’000

Revenue 218,301 218,301

Cost of sales (182,459) (182,459)

Gross profit 35,842 35,842

Other items of income

Interest income 251 251

Other income 1,492 1,492

Other items of expense

Administrative and general
expenses (16,084) (ii) (35,220) (51,468)

(iii) (164)

Selling and marketing expenses (7,272) (7,272)

Finance costs (1,522) (1,522)

Profit/(loss) before tax 12,707 (22,677)

Income tax expense (3,877) (3,877)

Profit/(loss) for the year 8,830 (26,554)

Other comprehensive loss:

Items that may be reclassified

subsequent to profit or loss

Foreign currency translation (1,222) (1,222)

Total comprehensive income
for the year 7,608 (27,776)
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LERENO BIO-CHEM LTD. AND ITS SUBSIDIARIES
NOTES TO THE UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL INFORMATION OF
THE ENLARGED GROUP FOR THE YEAR ENDED 31 DECEMBER 2017 AND THE SIX-MONTH
PERIOD ENDED 30 JUNE 2018

6. Statement of adjustments (cont’d)

Unaudited Pro Forma Consolidated Statement of Comprehensive Income for the six-month

period ended 30 June 2018

Unaudited

financial

information of

Target Group

for the

six-month

period ended

30 June 2018

Pro Forma

Adjustments

Unaudited Pro

Forma

Consolidated

Statement of

Comprehensive

Income

RM’000 RM’000 RM’000

Revenue 106,390 106,390

Cost of sales (91,687) (91,687)

Gross profit 14,703 14,703

Other items of income

Interest income 117 117

Other income 75 75

Administrative and general

expenses (8,267) (ii) (680) (8,947)

Selling and marketing expenses (3,395) (3,395)

Finance costs (860) (860)

Profit before tax 2,373 1,693

Income tax expense (934) (934)

Profit for the period 1,439 759

Other comprehensive income:

Items that may be reclassified

subsequent to profit or loss

Foreign currency translation (78) (78)

Total comprehensive income for

the period 1,361 681

APPENDIX F: REPORT ON UNAUDITED PRO FORMA CONSOLIDATED
FINANCIAL INFORMATION OF THE ENLARGED GROUP FOR

THE FINANCIAL YEAR ENDED 31 DECEMBER 2017 AND
THE SIX-MONTH PERIOD ENDED 30 JUNE 2018

F-18



LERENO BIO-CHEM LTD. AND ITS SUBSIDIARIES
NOTES TO THE UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL INFORMATION OF
THE ENLARGED GROUP FOR THE YEAR ENDED 31 DECEMBER 2017 AND THE SIX-MONTH
PERIOD ENDED 30 JUNE 2018

6. Statement of adjustments (cont’d)

Unaudited Pro Forma Consolidated Statement of Financial Position as at 31 December 2017

Audited
financial

information of
Target Group as
at 31 December

2017
Pro Forma

Adjustments

Unaudited
Pro Forma

Consolidated
Statement of

Financial
Position

RM’000 RM’000 RM’000
Assets
Non-current asset
Property, plant and equipment 44,979 44,979

Current assets
Inventories 30,526 30,526
Trade and other receivables 51,304 51,304
Other current assets 1,320 1,320
Cash and short-term deposits 12,484 12,484

95,634 95,634

Total assets 140,613 140,613

Equity and liabilities
Current liabilities
Trade and other payables 48,071 48,071
Borrowings 40,210 40,210
Tax payable 1,712 1,712

89,993 89,993

Net current assets 5,641 5,641

Non-current liabilities
Borrowings 9,910 9,910
Deferred tax liabilities 1,324 1,324

11,234 11,234

Total liabilities 101,227 101,227

Net assets 39,386 39,386

Equity attributable to owner of
the Company
Share capital – (i) 11,532 36,842

(ii) 25,150
(iii) 160

Retained earnings/(accumulated
losses) 25,211 (ii) (25,150) (99)

(iii) (160)
Foreign currency translation
reserve 2,643 2,643
Merger reserve 11,532 (i) (11,532) –

Total equity 39,386 39,386

Total equity and liabilities 140,613 140,613
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LERENO BIO-CHEM LTD. AND ITS SUBSIDIARIES
NOTES TO THE UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL INFORMATION OF
THE ENLARGED GROUP FOR THE YEAR ENDED 31 DECEMBER 2017 AND THE SIX-MONTH
PERIOD ENDED 30 JUNE 2018

6. Statement of adjustments (cont’d)

Unaudited Pro Forma Consolidated Statement of Financial Position as at 30 June 2018

Unaudited
financial

information of
Target Group as
at 30 June 2018

Pro Forma
Adjustments

Unaudited
Pro Forma

Consolidated
Statement of

Financial
Position

RM’000 RM’000 RM’000
Assets
Non-current asset
Property, plant and equipment 50,476 50,476

Current assets
Inventories 70,640 70,640
Trade and other receivables 42,882 42,882
Other current assets 1,261 1,261
Cash and short-term deposits 11,527 11,527

126,310 126,310

Total assets 176,786 176,786

Equity and liabilities
Current liabilities
Trade and other payables 66,776 66,776
Borrowings 51,432 51,432
Tax payable 1,630 1,630

119,838 119,838

Net current assets 6,472 6,472

Non-current liabilities
Borrowings 15,624 15,624
Deferred tax liabilities 1,005 1,005

16,629 16,629

Total liabilities 136,467 136,467

Net assets 40,319 40,319

Equity attributable to owner of
the Company
Share capital – (i) 11,532 49,485

(ii) 37,796
(iii) 157

Retained earnings/(accumulated
losses) 26,222 (ii) (37,796) (11,731)

(iii) (157)
Foreign currency translation
reserve 2,565 2,565
Merger reserve 11,532 (i) (11,532) –

Total equity 40,319 40,319

Total equity and liabilities 176,786 176,786
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LERENO BIO-CHEM LTD. AND ITS SUBSIDIARIES
NOTES TO THE UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL INFORMATION OF
THE ENLARGED GROUP FOR THE YEAR ENDED 31 DECEMBER 2017 AND THE SIX-MONTH
PERIOD ENDED 30 JUNE 2018

6. Statement of adjustments (cont’d)

Unaudited Pro Forma Consolidated Statement of Cash Flows as at 31 December 2017

Audited
financial

information of
Target Group
for the year

ended
31 December

2017
Pro Forma

Adjustments

Unaudited
Pro Forma

Consolidated
Statement of
Cash Flows

RM’000 RM’000 RM’000

Operating activities

Profit/(loss) before tax 12,707 (ii) (35,220) (22,677)

(iii) (164)

Adjustments for:

Bad debts written off 27 27

Depreciation of property,
plant and equipment 3,770 3,770

Interest expense 1,522 1,522

Gain on disposal of property,
plant and equipment (204) (204)

Unrealised gain on foreign
exchange (217) (217)

Interest income (251) (251)

Share-based payment in relation to
stamp duty (iii) 164 164

Listing expense – (ii) 34,398 34,398

Operating profit before working
capital changes 17,354 16,532

Increase in inventories (5,099) (5,099)

Increase in receivables (31,115) (31,115)

Decrease in other current assets 154 154

Increase in payables 17,420 (ii) 822 18,242

Cash flows used in operations (1,286) (1,286)

Interest paid (1,522) (1,522)

Taxes paid (2,746) (2,746)

Net cash used in operating
activities (5,554) (5,554)
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6. Statement of adjustments (cont’d)

Unaudited Pro Forma Consolidated Statement of Cash Flows as at 31 December 2017

(cont’d)

Audited
financial

information of
Target Group
for the year

ended
31 December

2017
Pro Forma

Adjustments

Unaudited
Pro Forma

Consolidated
Statement of
Cash Flows

RM’000 RM’000 RM’000

Investing activities

Purchase of property,
plant and equipment (16,806) (16,806)

Proceeds from disposal of
property, plant and equipment 450 450

Interest received 251 251

Cash flows used in
investing activities (16,105) (16,105)

Financing activities

Repayment of obligations under
finance leases (263) (263)

Placement of deposits pledged
for security (239) (239)

Drawdown of term loans 9,936 9,936

Repayment of term loans (1,824) (1,824)

Drawdown of other short term
borrowings 11,526 11,526

Dividends paid (1,424) (1,424)

Cash flows generated from
financing activities 17,712 17,712

Net decrease in cash and
cash equivalents (3,947) (3,947)

Effect of exchange rate changes
on cash and cash equivalents (246) (246)

Cash and cash equivalents at
beginning of financial year 7,951 7,951

Cash and cash equivalents at
end of financial year 3,758 3,758
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LERENO BIO-CHEM LTD. AND ITS SUBSIDIARIES
NOTES TO THE UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL INFORMATION OF
THE ENLARGED GROUP FOR THE YEAR ENDED 31 DECEMBER 2017 AND THE SIX-MONTH
PERIOD ENDED 30 JUNE 2018

6. Statement of adjustments (cont’d)

Unaudited Pro Forma Consolidated Statement of Cash Flows as at 30 June 2018

Unaudited

financial

information of

Target Group

for the six-

month period

ended

30 June 2018

Pro Forma

Adjustments

Unaudited

Pro Forma

Consolidated

Statement of

Cash Flows

RM’000 RM’000 RM’000

Operating activities

Profit before tax 2,373 (ii) (680) 1,693

Adjustments for:

Bad debts written off 46 46

Depreciation of property,
plant and equipment 2,015 2,015

Interest expense 860 860

Gain on disposal of property,
plant and equipment (57) (57)

Property, plant and equipment
written off 2 2

Unrealised loss on foreign
exchange 680 680

Interest income (117) (117)

Allowance for impairment of
other receivables 12 12

Operating profit before working

capital changes 5,814 5,134

Increase in inventories (40,113) (40,113)

Decrease in receivables 8,539 8,539

Decrease in other current assets 53 53

Increase in payables 21,865 (ii) 680 22,545

Cash flows used in operations (3,842) (3,842)

Interest paid (860) (860)

Taxes paid (1,333) (1,333)

Net cash used in

operating activities (6,035) (6,035)
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LERENO BIO-CHEM LTD. AND ITS SUBSIDIARIES
NOTES TO THE UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL INFORMATION OF
THE ENLARGED GROUP FOR THE YEAR ENDED 31 DECEMBER 2017 AND THE SIX-MONTH
PERIOD ENDED 30 JUNE 2018

6. Statement of adjustments (cont’d)

Unaudited Pro Forma Consolidated Statement of Cash Flows as at 30 June 2018 (cont’d)

Unaudited

financial

information of

Target Group

for the six-

month period

ended

30 June 2018

Pro Forma

Adjustments

Unaudited

Pro Forma

Consolidated

Statement of

Cash Flows

RM’000 RM’000 RM’000

Investing activities

Purchase of property,
plant and equipment (7,608) (7,608)

Proceeds from disposal of property,
plant and equipment 91 91

Interest received 117 117

Cash flows used in

investing activities (7,400) (7,400)

Financing activities

Repayment of obligations under
finance leases (146) (146)

Placement of deposits pledged for
security 3,649 3,649

Drawdown of term loans 5,948 5,948

Repayment of term loans (2,038) (2,038)

Drawdown of other short term
borrowings 12,727 12,727

Dividends paid (3,813) (3,813)

Cash flows generated from

financing activities 16,327 16,327

Net increase in cash and
cash equivalents 2,892 2,892

Effect of exchange rate changes
on cash and cash equivalents (36) (36)

Cash and cash equivalents at
beginning of financial period 3,758 3,758

Cash and cash equivalents at

end of financial period 6,614 6,614
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LERENO BIO-CHEM LTD. AND ITS SUBSIDIARIES
NOTES TO THE UNAUDITED PRO FORMA CONSOLIDATED FINANCIAL INFORMATION OF
THE ENLARGED GROUP FOR THE YEAR ENDED 31 DECEMBER 2017 AND THE SIX-MONTH
PERIOD ENDED 30 JUNE 2018

6. Statement of adjustments (cont’d)

Details of Pro Forma adjustments for Enlarged Group made are as follows:

(i) Being adjustments to reflect the Proposed Restructuring Exercise as disclosed in

Note 5(a).

(ii) Being adjustments to reflect the reverse acquisition of Lereno Bio-Chem Ltd.

(accounting acquiree) by Knit Textile and Apparel Pte. Ltd. (accounting acquirer),

including the recognition of listing expense, as disclosed in Note 5(b), 5(c), 5(d)

and 5(e).

(iii) Being adjustment to reflect the stamp duty relating to the Proposed Acquisition as

disclosed in Note 5(f).

7. Earnings per share

Basic earnings per share are calculated by dividing the (loss)/profit for the year/period by the

weighted average number of ordinary shares outstanding during the year/period. The

number of ordinary shares outstanding is based on the number of shares of the Company as

at 31 December 2017 and 30 June 2018 respectively, assuming the Proposed Acquisition

had been in place since 1 January 2017.

For the year

ended

31 December

2017

For the

six-month

period ended

30 June

2018

(Loss)/profit for the year/period (RM) (26,554,000) 759,000

Weighted average number of Consolidated Shares(1) 169,681,592 169,681,592

Basic and diluted (loss)/earnings per share (RM) (0.156) 0.004

(1) Assuming every 20 ordinary shares into 1 consolidated share.

8. Authorisation of unaudited pro forma consolidated financial information for issue

The unaudited pro forma consolidated financial information for the year ended 31 December

2017 and the six-month period ended 30 June 2018 were authorised for issue in accordance

with a resolution of the directors on 21 December 2018.
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1. SHARE CAPITAL

As at the Latest Practicable Date, there is only one class of shares in the capital of the

Company and all the issued Shares are fully paid-up. The rights and privileges attached to

its Shares are stated in the Constitution. The Shares, as well as the new Shares, are

registered shares. Shareholders are not entitled to pre-emptive rights to purchase Shares

under the Existing Constitution or Singapore law.

Based on the unaudited management accounts of the Company, the issued and paid-up

share capital of the Company as at the Latest Practicable Date was S$36,827,431 divided

into 73,631,858 Shares. Based on the filings with ACRA, the issued and paid-up share

capital of the Company as at Latest Practicable Date was S$38,627,389. The difference

between the issued and paid-up share capital described above is due to an issuance of

120,000,000 Shares in FY2010 being recorded with ACRA as having an issue price of

S$0.03 per Share in accordance with a sale and purchase agreement for the acquisition of

Jarak Nursery Sdn Bhd, and the same Shares being recorded in the Company’s accounts

as having an issue price of S$0.015 per Share instead of S$0.03 per Share to reflect the

market value of the Shares.

As at the Latest Practicable Date, save as disclosed in Section 12.3 entitled “Changes in

shareholding structure” of this Circular, the Company is not directly or indirectly owned or

controlled, whether severally or jointly, by any person or government.

As at the Latest Practicable Date, save for the Proposed Acquisition, there is no other

arrangement the operation of which may result in a change in control of the Company after

Completion.

Save as disclosed in this Circular, there has not been any public take-over offer by a third

party in respect of any of the Shares or by the Company in respect of the shares of another

corporation or the units of a business trust, which has occurred between the beginning of

FY2017, being the most recent completed financial year, and the Latest Practicable Date.

There were no changes in the issued and paid-up share capital of the Company or its

subsidiaries in the three (3) years prior to the Latest Practicable Date.

There has been no change in the percentage of equity interest held by the Company in the

subsidiaries of the Group in the three (3) years prior to the Latest Practicable Date.

There has been no change in the voting rights attached to the shares of the Company and

its subsidiaries in the three (3) years prior to the Latest Practicable Date.

Save as disclosed above, no shares in the Company or any of its subsidiaries have been

issued for a consideration other than for cash, during the three (3) years prior to the Latest

Practicable Date.

Save as disclosed in this Circular, as at the Latest Practicable Date:

(a) no person has, or has the right to be given, an option to subscribe for or purchase any

securities or securities-based derivative contracts of the Company;
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(b) there is no arrangement which involves the employees of the Company, or the

directors or employees of a subsidiary or an associated company of the Company in

the capital of the Company, including any arrangement that involves the issue or grant

of options or Shares or any other securities or securities-based derivatives contracts

in the Company, and no option to subscribe for Shares has been granted to, or was

exercised by, any Director or the CEO of the Company, and

(c) none of the Shares are held by or on behalf of the Company or its subsidiary.

There is no shareholding qualification for the Directors of the Company in the Existing

Constitution.

There are no restrictions on the free transferability of the Shares which are fully paid-up

under the Existing Constitution.

2. SHARE PRICE

The share prices of the Company traded on the SGX-ST for the relevant periods are set out

below:

(a) The annual highest and lowest daily closing market prices for the three (3) most recent

completed financial years.

Financial Year High (S$) Low (S$)

FY2015 0.105 0.002

FY2016 0.040 0.006

FY2017 0.045 0.005

(b) The highest and lowest daily closing market prices for each financial quarter of the two

(2) most recent financial years and the last three (3) most recent completed financial

quarters prior to the Latest Practicable Date.

Financial Quarter High (S$) Low (S$)

2016: 1st Quarter 0.060 0.042

2016: 2nd Quarter 0.035 0.025

2016: 3rd Quarter 0.040 0.009

2016: 4th Quarter 0.040 0.006

2017: 1st Quarter 0.040 0.008

2017: 2nd Quarter 0.033 0.005

2017: 3rd Quarter 0.045 0.006

2017: 4th Quarter 0.038 0.015

2018: 1st Quarter 0.039 0.010

2018: 2nd Quarter 0.034 0.011

2018: 3rd Quarter 0.025 0.006
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(c) The highest and lowest daily closing market prices for each month for the most recent

six (6) months prior to the Latest Practicable Date.

Month High (S$) Low (S$)

June 2018 0.023 0.011

July 2018 0.024 0.011

August 2018 0.024 0.011

September 2018 0.025 0.006

October 2018 0.006 0.006

November 2018 0.012 0.012

(d) The closing market price per Share on the last trading day prior to the announcement

of the Proposed Acquisition was S$0.045(1). The closing market price per Share on the

Latest Practicable Date was S$0.012(2).

The Shares are generally regularly traded on SGX-ST during the three (3) years

immediately preceding the Latest Practicable Date, and there has been no significant

trading suspension during the three (3) years immediately preceding the Latest Practicable

Date.

Notes:

(1) This refers to the closing market price on 26 September 2017, the last market day prior to the announcement

of the Proposed Acquisition.

(2) This refers to the closing market price on 20 November 2018, the last market day prior to the Latest

Practicable Date.

(3) The above share prices are quoted from Bloomberg L.P.

(4) The above information is extracted and compiled from Bloomberg L.P. Bloomberg L.P. has not provided its

consent, for the purpose of Section 249 of the SFA, to the inclusion of the above information and is thereby

not liable for the above information under sections 253 and 254 of the SFA. Whilst reasonable action has been

taken to ensure that the above information is reproduced in its proper form and context, and that the

information is extracted fairly and accurately, neither the Company nor any other party has conducted

independent review of the information obtained from Bloomberg L.P. nor verified the accuracy of the contents

of the relevant information obtained from Bloomberg L.P.

3. CONSTITUTION

The discussion below provides a summary of the Existing Constitution relating to

restrictions on voting rights, remuneration and borrowing powers of the Directors, and to the

variation of members’ rights, increase of capital, alteration of capital, dividends, the transfer

of shares and voting rights of members. This discussion is only a summary and is qualified

by reference to Singapore law and the Existing Constitution.

3.1 Directors

(a) Ability of interested directors to vote

A Director may contract with and be interested in any contract or proposed contract

with the Company and shall not be liable to account for any profit made by him by

reason of any such contract; PROVIDED ALWAYS THAT the nature of the interest of
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the Director in any such contract be declared at a meeting of the Directors as required

by Section 156 of the Companies Act. No Director shall vote as a Director in respect

of any contract or proposed contract or arrangement in which he is directly or indirectly

interested, although he shall be counted in the quorum present at the meeting.

(b) Remuneration

Fees payable to the Directors shall from time to time be determined by the Company

in general meeting and such fees shall not be increased except pursuant to an

ordinary resolution passed at a general meeting where notice of the proposed increase

shall have been given in the notice convening the meeting.

Fees payable to non-executive directors shall be by a fixed sum and not by way of

commission on or percentage of profits or turnover. Salaries payable to executive

directors may not include a commission on or percentage of turnover. The Directors

shall also be paid such travelling, hotel and other expenses as may reasonably be

incurred by them in the execution of their duties including any such expenses incurred

in connection with their attendance at meeting of Directors. If by arrangement with the

other Directors any Director shall perform or render any special duties or services

outside his ordinary duties as a Director, the Directors may pay him special

remuneration, in addition to his ordinary remuneration, and such special remuneration

may be by way of salary, commission, participation in profits or otherwise, as may be

arranged.

A Director holding the office of Chairman or Deputy of the Company shall receive such

remuneration as the Directors may determine but shall not under any circumstances

be remunerated by a commission on or percentage of turnover.

The Directors may from time to time and at any time appoint one or more of their body

to be Managing Director or Managing Directors for a term not exceeding five years

upon such terms and at such remuneration (whether by way of salary or commission

or participation in profits, or by any or all of these modes or otherwise) as they may

think fit.

There are no specific provisions in the Existing Constitution relating to a Director’s

power to vote on remuneration (including pension or other benefits) for himself or for

any other Director, and whether the quorum at the meeting of our Board of Directors

to vote on Directors’ remuneration may include the Director whose remuneration is the

subject of the vote.

(c) Borrowing

The Directors may borrow or raise from time to time for the purposes of the Company

or secure the payment of such sums as they may think fit, and may secure the

repayment or payment of any such sums by mortgage or charge upon all or any of the

property or assets of the Company or by the issue of debentures or otherwise as they

may think fit.
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(d) Retirement age limit

There is no retirement age limit for Directors under the Existing Constitution of the

Company.

(e) No shareholding qualification

There is no shareholding qualification for Directors in the Existing Constitution.

3.2 Rights, preferences and restrictions of shares

Without prejudice to any special rights previously conferred on the holders of any existing

shares or class of shares the Directors may allot and issue shares or grant options over or

otherwise dispose of the same to such persons at such terms and conditions and for such

consideration and at such time and subject or not to the payment of any part of the amount

thereof in cash as the Directors may think fit, and any share with such preferred, deferred

or other special rights or such restrictions, whether in regard to dividend, voting, return of

capital or otherwise as the Directors may deem fit; PROVIDED ALWAYS THAT the total

value of issued preference shares shall not at any time exceed the total value of issued

ordinary shares of the Company.(1)

Note:

(1) Please refer to Section 9.2.1 entitled “Proposed amendments to Article 5” of the Circular and Appendix L

entitled “Proposed Amendments to the Existing Constitution” of the Circular in relation to the proposed

amendment of Article 5 of the Existing Constitution.

Subject to Section 70 of the Companies Act, any preference shares may be issued on the

terms that they are, or at the option of the Company are liable, to be redeemed. The

Company shall also have the power to issue further preference shares ranking equally with

or in priority to any preference shares already issued.

Holders of preference shares shall have the same rights as ordinary shareholders as

regards receiving notices, reports and balance sheets, and attending general meetings of

the Company. They shall have the right to vote at any meeting convened for the purpose of

reducing the capital or winding up or sanctioning a sale of the undertaking of the Company,

or where the proposition to be submitted to the meeting directly affects their rights and

privileges, or when the dividends on the preference shares are in arrears for more than six

(6) months.

The repayment of preference capital other than redeemable preference capital, or any

alteration of preference shareholders’ rights, may only be made pursuant to a special

resolution of the preference shareholders concerned; PROVIDED ALWAYS THAT where the

necessary majority for such a special resolution is not obtained at the meeting, consent in

writing, if obtained from the holders of the three-fourths of the preference shares concerned

within two (2) months of the meeting, shall be as valid and effectual as a special resolution

carried at the meeting.

The rights conferred upon the holders of the shares of any class issued with preferred or

other rights shall not unless otherwise expressly provided by the terms of issue of the

shares of that class be deemed to be varied by the creation or issue of further shares

ranking pari passu therewith.
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3.3 Variation of rights

Subject to the provisions of Section 74 of the Companies Act, all or any of the rights,

privileges or conditions for the time being attached or belonging to any class of shares for

the time being forming part of the share capital of the Company may from time to time be

modified, affected, varied, extended or surrendered in any manner with the consent in

writing of the holders who represent not less than three-fourths of the total voting rights of

all the issued shares of that class or with the sanction of a special resolution passed at a

separate meeting of the Members of that class. To any such separate meeting all the

provisions of these Articles as to general meetings of the Company shall mutatis mutandis

apply, but so that the necessary quorum shall be Members of the class holding or

representing by proxy one-third of the total voting rights of all the issued shares of the class,

and every holder of shares of the class in question shall be entitled on a poll to one vote

for every such share held by him.

3.4 Alteration of share capital

The Company may by ordinary resolution:

(a) consolidate and divide all or any of its share capital; or

(b) sub-divide its existing shares, or any of them in accordance with the Act and listing

rules of the Singapore Exchange and so that as between the resulting shares, one or

more of such shares may by the resolution by which such subdivision is effected be

given any preference or advantage as regards dividend, capital, voting or otherwise

over the others or any other of such shares; or

(c) cancel any shares which at the date of the passing of the resolution in that behalf have

not been taken or agreed to be taken by any person or which have been forfeited and

diminish the amount of its share capital by the number of the shares so cancelled.

The Company may by special resolution reduce its share capital in any manner authorised

and subject to any conditions prescribed by the Companies Act and other legislations.

Subject to the provisions of the Companies Act, the Company may purchase any of its own

ordinary shares in the issued share capital of the Company on such terms and in such

manner as the Company may from time to time think fit. If required by the Statutes, any

share which is so purchased or acquired by the Company shall, unless held as treasury

shares in accordance with the Statutes, be deemed to be cancelled immediately on

purchase or acquisition by the Company. On the cancellation of any share as aforesaid, the

rights and privileges attached to that share shall expire. Without prejudice to the generality

of the foregoing, upon cancellation of any share purchased or otherwise acquired by the

Company pursuant to the Existing Constitution and the Companies Act, the amount of share

capital of the Company shall be reduced accordingly.

3.5 Issue of new shares

(a) Subject to any direction to the contrary that may be given by the Company in general

meeting or except as permitted under SGX-ST’s listing rules, all new shares of

whatever kind shall, before issue, be offered to such persons who as at the date of the

offer are entitled to receive notices from the Company of general meetings in
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proportion, as nearly as the circumstances admit, to the number of the existing shares

to which they are entitled. The offer shall be made by notice specifying the number of

shares offered, and limiting a time within which the offer, if not accepted, will be

deemed to be declined. After the expiration of that time or on the receipt of an

intimation from the person to whom the offer is made that he declines to accept the

shares offered, the Directors may dispose of those shares in such manner as they

think most beneficial to the Company. The Directors may likewise so dispose of any

new shares which (by reason of the ratio which the new shares bear to shares held by

persons entitled to an offer of new shares) cannot, in the opinion of the Directors, be

conveniently offered under the relevant Article.

(b) Approval of the Company’s shareholders referred to in Section 3.5(a) above is not

required if the Shareholders have by ordinary resolution in a general meeting given a

general mandate to the Directors of the Company, either unconditionally or subject to

such terms and conditions as may be specified in the resolution, to issue shares,

provided that the aggregate number of shares to be issued pursuant to the resolution

does not exceed 50% of the Company’s existing issued share capital, of which the

aggregate number of shares issued other than on a pro rata basis to existing

shareholders does not exceed 20% of the Company’s existing issued share capital.

Such a general mandate shall only remain in force until(1):

(i) the conclusion of the first annual general meeting of the Company following the

passing of the resolution at which time it shall lapse unless, by ordinary resolution

passed at that meeting, the mandate is renewed, either unconditionally or subject

to conditions; or

(ii) revoked or varied by ordinary resolution of the shareholders in general meeting

whichever occurs first.

Note:

(1) Please refer to Section 9.2.2 entitled “Proposed amendments to Article 12(2)” of this Circular and

Appendix L entitled “Proposed Amendments to the Existing Constitution” of the Circular in relation to

the proposed amendment of Article 12(2) of the Existing Constitution.

3.6 Transfer of shares

There shall be no restriction on the transfer of fully paid up shares (except where required

by law, the listing rules of any stock exchange upon which the shares of the Company may

be listed or the rules and/or bye-laws governing any stock exchange upon which the shares

of the Company may be listed) but the Directors may in their discretion decline to register

any transfer of shares upon which the Company has a lien and in the case of shares not fully

paid-up may refuse to register a transfer to a transferee of whom they do not approve,

provided always that in the event of the Directors refusing to register a transfer of shares,

they shall within ten (10) market days beginning with the days on which the application for

a transfer of shares was made, serve a notice in writing to the applicant stating the facts

which are considered to justify the refusal as required by the Statutes.
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3.7 Votes of members

(a) General

Subject to any rights or restrictions for the time being attached to any class or classes

of shares, every Member present in person and each proxy and each attorney shall

have one vote on a show of hands and on a poll, every Member present in person or

by proxy shall have one vote for each share which he holds or represents PROVIDED

THAT a Depositor shall only be entitled to attend any general meeting and to speak

and vote thereat if his name appears on the Depository Register forty-eight (48) hours

before the general meeting as a Depositor on whose behalf the Depository holds

shares in the Company, the Company being entitled then to deem each such Depositor

as holding such number of shares as is actually credited to the Securities Account of

the Depositor as at such time, according to the records of the CDP as supplied by the

CDP to the Company, or where a Depositor has appointed a proxy, such proxy as

representing such number of shares.

(b) Appointing of proxy

A member may appoint not more than two proxies to attend and vote at the same

general meeting.

Where the member appoints more than one proxy to attend and vote at the same

general meeting he shall specify on each instrument of proxy the number of shares in

respect of which the appointment is made, failing which, the appointment shall be

deemed to be in the alternative.

3.8 Dividends and distribution

Subject to any preferential or other special rights for the time being attached to any special

class of shares and except as otherwise permitted under the Companies Act and other

legislations, the profits of the Company which it shall from time to time determine to

distribute by way of dividends shall be applied in payment of dividends upon the shares of

the Company in proportion to the number of shares held by a member but where shares are

partly paid, all dividends must be apportioned and paid proportionately to the amounts paid

up or credited as paid on the partly paid shares thereon respectively otherwise than in

advance of calls PROVIDED THAT where a member is a Depositor, the Company shall be

entitled to pay any dividends payable to such member to the CDP and, to the extent of the

payment made to the CDP, the Company shall be discharged from any and all liability in

respect of that payment.

The Directors may, with the sanction of a general meeting, from time to time declare

dividends, but no such dividend shall be payable except out of the profits of the Company.

The Directors may, if they think fit, from time to time declare and pay to the Members such

interim dividends as appear to them to be justified by the position of the Company, and may

also from time to time if in their opinion such payment is so justified, pay any preferential

dividends which by the terms of issue of any shares are made payable on fixed dates. No

higher dividend shall be paid than is recommended by the Directors, and the declaration of

the Directors as to the amount of the net profits shall be conclusive. No dividends may be

paid, unless otherwise provided in the Statutes, to the Company in respect of treasury

shares.
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Any general meeting declaring a dividend or bonus may direct payment of such dividend or

bonus wholly or partly by the distribution of specific assets and in particular of paid up

shares, debentures or debenture stock of any other company or in any one or more of such

ways, and the Directors shall give effect to such resolution, and where any difficulty arises

in regard to such distribution, the Directors may settle the same as they think expedient,

and in particular may issue fractional certificates and fix the value for distribution of such

specific assets or any part thereof and may determine that cash payments shall be made

to any members upon the footing of the value so fixed in order to adjust the rights of all

parties, and may vest any such specific assets in trustees as may seem expedient to the

Directors.

The payment by the Directors of any unclaimed dividends or other moneys payable on or

in respect of a share into a separate account shall not constitute the Company a trustee in

respect thereof. All dividends unclaimed after being declared may be invested or otherwise

made use of by the Directors for the benefit of the Company and any dividend unclaimed

after a period of six (6) years from the date of declaration of such dividend may be forfeited

and if so shall revert to the Company but the Directors may at any time thereafter at their

absolute discretion annul any such forfeiture and pay the dividend so forfeited to the person

entitled thereto prior to the forfeiture. If the Depository returns any such dividend or moneys

to the Company, the relevant Depositor shall not have any right or claim in respect of such

dividend or moneys against the Company if a period of six years has elapsed from the date

of the declaration of such dividend or the date on which such other moneys are first

payable. For the avoidance of doubt no member shall be entitled to any interest, share of

revenue or other benefit arising from any unclaimed dividends, howsoever and whatsoever.

3.9 Limitations on foreign or non-resident Shareholders

There are no limitations imposed by Singapore law or by the Constitution of the Company

on the rights of the Shareholders who are regarded as non-residents of Singapore, to hold

or vote their shares.

3.10 Winding Up

If the Company shall be wound up, the liquidators may, with the sanction of a special

resolution, divide among the members in specie any part of the assets of the Company and

any such division may be otherwise than in accordance with the existing rights of the

members, but so that if any division is resolved on otherwise than in accordance with such

rights the members shall have the same right of dissent and consequential rights as if such

resolution were a special resolution passed pursuant to section 306 of the Companies Act.

A special resolution sanctioning a transfer of sale to another company duly passed pursuant

to the said section may in like manner authorise the distribution of any shares or other

consideration receivable by the liquidators amongst the members otherwise than in

accordance with their existing rights, and any such determination shall be binding upon all

the members subject to the right of dissent and consequential rights conferred by the said

section.
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The following is for general information only and does not purport to be a comprehensive

description or exhaustive statement of applicable Malaysian laws and regulations. This

description is based on laws, regulations and interpretations now in effect and available as at the

Latest Practicable Date. The laws, regulations and interpretations, however, may change at any

time, and any change could be retroactive. These laws and regulations are also subject to various

interpretations and the relevant authorities or the courts could later disagree with the explanations

or conclusions set out below.

The following is a summary of the main laws and regulations of Malaysia that are material to the

Target Group’s business as at the Latest Practicable Date:

1. Manufacturing Activity

1.1 As a manufacturer in Malaysia, the Target Group is subject to local by-laws which are

mandated and governed by the local authority flowing from the Local Government Act 1976.

Any company conducting business activities is required to obtain business and advertising

licences from the local authority where the business premise is situated. The business

premise shall be inspected or supervised by the local authority, which is empowered to grant,

grant-with-condition(s), not grant and revoke licences which have been granted. The

municipal council has issued a yearly renewable licence to KTM.

1.2 Further, as KTM has more than 75 full-time paid employees, the Industrial Co-ordination Act

1975 requires any company of that size or larger which is engaged in manufacturing activities

to be granted a manufacturing licence issued by the Ministry of International Trade and

Industry of Malaysia (“MITI”). As at the Latest Practicable Date, MITI has granted a

manufacturing licence to KTM.

1.3 The Target Group is required to notify MITI of the change in shareholding of KTM after the

Restructuring Exercise is completed. The Legal Adviser to the Target Group on Malaysia Law

has confirmed that the conditions of licences issued by MITI to KTM do not require

notification to be made to MITI prior to any changes in shareholdings in KTM.

2. Factories and Machinery

2.1 Section 19 of the Factories and Machinery Act 1967 (“FMA”), which is administered by the

Department of Occupational Safety and Health of Malaysia, provides that no person shall

operate or permit to operate any machinery in respect of which a certificate of fitness is

prescribed under the FMA, unless there is in force in relation to the operation of such

machinery a valid certificate of fitness issued under the FMA.

2.2 Operating any machinery without a valid certificate will result in an inspector appointed under

the FMA serving upon the person a notice in writing prohibiting the operation of the

machinery or may render the machinery inoperative until such time as a valid certificate of

fitness is issued. In addition, failure to obtain a valid certificate of fitness is considered an

offence under the FMA and shall, on conviction, be liable to a fine not exceeding RM150,000

or to imprisonment for a term not exceeding three (3) years or to both.
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2.3 Section 34(2) of the FMA further provides that no person shall, except with the written

permission of the inspector, begin to use any premises as a factory until one (1) month after

he has served on the inspector a written notice in the prescribed form. This is not applicable

to any person who takes over a factory from another person if there is no change in the

nature of the work carried on in the factory provided that the first person shall within

one (1) month of such taking over have served on the inspector written notice in the

prescribed form.

3. Workplace Safety and Health

3.1 Pursuant to the Occupational Safety and Health Act 1994, every employer has an obligation

to secure the safety, health and welfare of its employees and to protect other persons at its

place of work against risks to safety or health arising out of the activities of its employees.

The measures required to be undertaken include:

(a) providing and maintaining plant and systems of work that are, so far as is practicable,

safe and without risks to health;

(b) making arrangements to ensure, so far as is practicable, the safety and absence of risks

to health in connection with the use or operation, handling, storage and transport of

plant and substances;

(c) providing information, instruction training and supervision as is necessary to ensure, so

far as is practicable, the safety and health of its employees;

(d) so far as is practicable, with regards to any place of work under its control, the

maintenance of it in a condition that is safe and without risks to health and the provision

and maintenance of the means of access to and egress from it that are safe and without

such risks; and

(e) providing and maintaining a working environment for its employees that is, so far as is

practicable, safe, without risks to health, and adequate as regards facilities for their

welfare at work.

3.2 The regulatory body in charge of enforcing these laws is the Department of Occupational

Safety and Health, Malaysia.

4. Employment Laws

4.1 The relevant legal framework and procedures relating to employees and/or former

employees who have been unfairly dismissed and/or constructively dismissed by employers

is set out in the Industrial Relations Act 1967 (“IRA”). The IRA provides an avenue for

employees to seek redress by bringing matters to the Industrial Court of Malaysia, which has

jurisdiction over matters relating to industrial relation matters. In general, former employees

who claim to have been unfairly and/or unlawfully dismissed by an employer may seek

reinstatement to their position or compensation in lieu of reinstatement and backwages for

a maximum of up to twenty-four (24) months of their last-drawn salary.
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4.2 The Minimum Wages Order 2016 (“MWO”) provides that an employee shall be paid an

average minimum wage of not less than RM1,000 per month in Peninsular Malaysia or

RM920 per month in Sabah, Sarawak and the Federal Territory of Labuan. The MWO was

made pursuant to the National Wages Consultative Council Act 2011 (“NWCCA”) and any

party which fails to comply with the order, if convicted, can be fined up to RM10,000 for each

offence and RM1,000 per day for a continuing offence under NWCCA.

4.3 Furthermore, the Employment Act 1955 (“EA”) provides for the minimum benefits and

standards in respect of employees earning a monthly salary of RM2,000 and below and

employees involved in manual labour, supervisors of such manual labourers, drivers and

domestic servants regardless of their monthly salary. The EA provides for the statutory

requirements and standards in relation to, among other things, employees’ working hours,

overtime payment, leave, public holidays, termination and benefits for layoffs. Where there

is any inconsistency between the terms of an employment contract and the provisions of the

legislation, the employee would be entitled to the more favourable treatment.

4.4 Under the Immigration Act 1959, the employment of foreigners is prohibited unless the

employment permits and visas specifying the duration of employment are granted. Such

permits and visas are subject to renewal upon their expiry.

4.5 The payment of compensation to workmen for injury suffered in the course of their

employment is regulated by the Workmen’s Compensation Act 1952 (“WCA”). Only

employees earning monthly salary below RM500 and workmen employed for manual labour

regardless of their monthly salary are covered under the WCA. Employers are required to

compensate and pay for expenses incurred in the workmen’s rehabilitation. As for the

employees of the Target Group who are not covered by the WCA, they are covered by the

Employees’ Social Security Act 1969 (“SOCSO”) whereby employers have the statutory duty

to insure its employees in the manner provided under the SOCSO, in respect of injuries

occurring in the course of the employment.

4.6 Employers are mandated under the Employees Provident Fund Act 1991 to make

contributions of 13% of employees’ salaries (for employees earning less than RM5,000 a

month) or 12% of employees’ salaries (for employees earning more than RM5,000 a month).

4.7 The regulatory body in charge of enforcing these laws and regulations is the Labour

Department of the Ministry of Human Resources.

5. Environmental Laws

The Environmental Quality Act 1974 (“EQA”) and the regulations and orders made

thereunder are laws related to the prevention, abatement, control of pollution and

enhancement of the environment in Malaysia. The EQA states, among other things, that the

acceptable conditions for the emission, discharge or deposit of environmentally hazardous

substances, pollutants or waste, or the emission of noise into any area, segment or element

of the environment may be specified by regulations. The Director General of Environment

has been appointed to administer the EQA and any regulations and orders made thereunder

through the Department of Environment of Malaysia.

APPENDIX I: SUMMARY OF APPLICABLE
LAWS AND REGULATIONS IN MALAYSIA

I-3



6. Certificate of Fitness for Occupation (“CF”)/Certificate of Completion and Compliance

(“CCC”)

6.1 The Street, Drainage and Building (Amendment) Act 2007 (“SDB 2007”) provides that without

prejudice to any penalty that may be imposed, the erection of a building without any

approved plans and specifications by the local authority immediately before the date of

coming into operation of the SDB 2007 shall be subject to the provisions of the Street,

Drainage and Building Act 1974 (“SDB 1974”) (as if SDB 1974 has not been amended by the

SDB 2007) provided that (a) an application for the approval of the plans and specifications

of the building is made to the local authority on or after the date of coming into operation of

the SDB 2007; and (b) the application referred to in paragraph (a) is approved.

6.2 Factories erected prior to 12 April 2007

(a) Under the relevant by-laws, no person shall occupy or permit to be occupied any

building or any part thereof, unless a CF for such building is issued. Failure to comply

with such a requirement under the by-laws amounts to an offence under the SDB 1974

which carries a fine not exceeding RM10,000 and a further fine of RM250 for every day

during which the offence is continued.

(b) Factories erected without building plans

SDB 1974 provides that no person shall commence the erection of a building unless

such work is commenced within twelve (12) months from the date on which the plans

and specifications of such building were approved by the local authority. Any person

who commences erection of a building in contravention of this requirement shall be

liable to a fine not exceeding RM10,000 and shall also be liable to a further fine of

RM250 for every day during which the offence is continued after conviction.

(c) Factories erected without planning permission

The Town and Country Act 1976 provides that a person who, whether at his own

instance or at the instance of another person, commences, undertakes, or carries out,

or permits to be commenced, undertaken, or carried out, any development without a

valid planning permission commits an offence and is liable to a fine not exceeding

RM500,000 or to imprisonment for a term not exceeding two (2) years or to both and,

in the case of a continuing offence, to a further fine which may extend to RM5,000 for

each day during which the offence continues after the first conviction for the offence.

6.3 Factories erected on or after 12 April 2007

(a) Pursuant to the SDB 2007, any person who occupies or permits to be occupied any

building or any part thereof without a CCC shall be liable to a fine not exceeding

RM250,000 or to imprisonment for a term not exceeding ten (10) years or to both.
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(b) Factories erected without building plans

SDB 2007 provides that no person shall commence the erection of a building unless

such work is commenced within twelve (12) months from the date on which the plans

and specifications of such building were approved by the local authority. Any person

who commences erection of a building in contravention of this requirement shall be

liable to a fine not exceeding RM50,000 or to imprisonment for a term not exceeding

three (3) years or to both and shall also be liable to a further fine of RM1,000 for every

day during which the offence is continued after conviction.

(c) Factories erected without planning permission

The Town and Country Act 1976 provides that a person who, whether at his own

instance or at the instance of another person commences, undertakes, or carries out,

or permits to be commenced, undertaken, or carried out, any development without a

valid planning permission commits an offence and is liable to a fine not exceeding

RM500,000 or to imprisonment for a term not exceeding two (2) years or to both and,

in the case of a continuing offence, to a further fine which may extend to RM5,000 for

each day during which the offence continues after the first conviction for the offence.
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The following is for general information only and does not purport to be a comprehensive

description or exhaustive statement of applicable Cambodian laws and regulations. This

description is based on laws, regulations and interpretations now in effect and available as at the

Latest Practicable Date. The laws, regulations and interpretations, however, may change at any

time, and any change could be retroactive. These laws and regulations are also subject to various

interpretations and the relevant authorities or the courts could later disagree with the explanations

or conclusions set out below.

The following is a summary of the main laws and regulations of Cambodia that are material to the

Target Group’s business as at the Latest Practicable Date:

1. Cambodian Legal System

1.1 The Kingdom of Cambodia is a constitutional monarchy, guided by principles of liberal

democracy and pluralism. The Cambodian legal system is statute-based and is largely

modeled on the French civil law system. The Constitution, promulgated in 1993, is the

supreme law of Cambodia. There are three (3) branches established under the 1993

Constitution of Cambodia, i.e. the executive branch, the legislative branch and the judicial

branch.

1.2 In accordance with Cambodian laws and regulations, as well as the current practice, sources

of law in Cambodia can be classified as either primary sources, which include all legal

instruments of the competent authorities of Cambodia, or secondary sources, which include

customs, traditions, principles of conscience and equity, judicial decisions, arbitral awards,

and legal doctrines. However, other than the precedents of the Extraordinary Chambers in

the Courts of Cambodia, a specialised court with jurisdiction over crimes committed by senior

leaders of the Khmer Rouge regime, precedents are not often referred to in the judicial

system in Cambodia. The precedents for arbitral awards covering labour disputes are well

developed by the Arbitration Council, a quasi-judicial body that has jurisdiction over

collective labor disputes.

2. Company Law

2.1 Every company in Cambodia is regulated primarily by the Law on Commercial Enterprises

(“LCE”) and the Law on Commercial Rules and Register, and the Law on Amendment to the

Law on Commercial Rules and Register (“LCRR”) promulgated on 19 June 2005, 26 June

1995, and 18 November 1999 respectively. The LCE provides the different forms of

commercial enterprises available for doing business in Cambodia, including partnerships,

public limited and private limited companies and forms for foreign businesses to engage in

activities in Cambodia. Meanwhile, the LCRR stipulates the registration and corporate

restructuring procedures and the nature of business activities that can be conducted in

Cambodia. Under the LCRR, a company in Cambodia is required to be registered with the

Ministry of Commerce (“MOC”) fifteen (15) days before it commences operation and is

deemed to exist from the date its certificate of incorporation is issued by the MOC. Under the

LCE, a foreign company may conduct business in Cambodia using one (1) of the following

three (3) forms of commercial enterprises, i.e. representative office, branch, or subsidiary. Of

these three (3) forms, only a subsidiary has a separate legal personality from its parent

company.
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2.2 The limited liability company is the most common form of investment vehicle in Cambodia,

and it can be 100% Cambodian-owned, 100% foreign-owned, or have any combination of

Cambodian and foreign shareholding. A 100% foreign-owned or Cambodian-owned private

limited company is called a single member private limited company. A single member private

limited company can have one (1) director and one (1) shareholder and is not required to hire

an auditor.

2.3 Prakas No. 299 dated 29 December 2015 (a prakas is a ministerial regulation) of the MOC

introduced a compulsory online business registration system which every company must use

for its incorporation and any restructuring. Further, a company that was registered with the

MOC before this online system came into effect is required to re-register with the online

system. Failure to re-register will result in the relevant authorities taking action in response

to such non-compliance, including punitive action.

3. Investment Law

3.1 Any investment in Cambodia is subject to, among others, the Law on Investment of

Cambodia enacted on 4 August 1994, as amended by the Law on the Amendment of the

Investment Law dated 24 March 2003 (“Investment Law”), and implementing Sub-Decree

111 of the Amendment to the Law on Investment of Cambodia enacted on 27 September

2005 (“Sub-Decree 111”).

3.2 The Investment Law guarantees that a foreign investor will not be discriminated against by

reason of being a foreign investor, except in respect of land, as set out in the Land Law

promulgated on 30 August 2001(“Cambodian Land Law”). In the same respect, the

Constitution and the Cambodian Land Law provide that only Khmer legal entities or natural

persons have the right to own land in Cambodia. Under the Cambodian Land Law, a

corporate entity will be regarded as having Khmer nationality if it is registered in Cambodia

and more than 51% of its shares are owned by Khmer natural persons or legal entities of

Khmer nationality.

3.3 All business activities in Cambodia are permitted, subject to the prohibitions set out in the

‘Negative List’ in Sub-Decree 111. As provided in the Negative List, some forms of investment

are restricted for reasons of national security, social safety or protection of the national

economy. The manufacture of garments is not listed in the Negative List and, as a result, is

not prohibited or restricted in Cambodia.

3.4 Under the Investment Law and its implementing regulations, a company may apply for a QIP

status either with the Council for the Development of Cambodia (“CDC”) or the Provincial

Municipal Investment Sub-Committee (“PMIS”). Nonetheless, not all companies are eligible

for QIP incentives. In essence the project, or investment, should be of a significant size and

value as to create jobs and generate income.

3.5 The Negative List identifies all industries and investment levels that are not eligible for QIP

status. In accordance with the Negative List, the investment related to garment factory that

is not eligible for QIP is the production of garments, textiles, footwear and/or hats with

investment capital of less than US$500,000. Accordingly, a garment factory with investment

capital of US$500,000 or more is eligible to apply for QIP status. Further, to qualify for tax

incentives, the company needs to submit its application to the CDC or PMIS based on the

location of the company. A company that holds a QIP may seek different tax incentives and

other benefits from the Cambodian government, including exemptions on profit tax or custom

duty exemptions as determined by the CDC.
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4. Factory Construction Permit

4.1 Under current construction regulations, specifically Sub-Decree No. 86 on Construction

Permits dated 19 December 1997, the construction of any building in Cambodia is subject to

a construction permit obtained from either the Ministry of Land Management, Urban Planning

and Construction (“MLMUPC”) or the provincial governor, depending on the scale of

construction.

4.2 Likewise, the construction of garment factories is subject to construction permits. In this

regard, the construction owner is required to apply for a permit on opening the construction

site prior to the commencement of the work and a permit on closing the construction site

upon the completion of the construction. Any construction without proper permits is deemed

illegal and is subject to various sanctions, ranging from penalty, demolition of the illegal part

of the building, and/or criminal action.

5. Factory Related Compliances

5.1 In Cambodia, the establishment and operation of a factory, including, but not limited to, a

garment factory is under the control of Ministry of Industry and Handicraft (“MIH”), and

governed by the Law on Management of Factory and Handicraft promulgated on 23 June

2006 and amended on 23 October 2014 (“Factory Law”) and Prakas No. 607 on Procedures

and Formalities for Establishment of a Factory and Handicrafts dated 22 July 2009.

5.2 Under Cambodian law, a factory is defined as a manufacturing facility containing or being

expected to contain tools, machines, equipment and furniture to be used in the facility for

producing manufactured products which have a total replacement value of equal to more

than US$50,000.

5.3 The main garment factory-related compliance matters for the establishment and operation of

a garment factor are as follows:

(a) Pre-Operation Compliance

(i) Factory Establishment Permit

To establish a garment factory, the owner or an authorised person is required to

apply for a factory establishment permit along with other required documents at

the MIH before the construction of the garment factory. Any garment factory

established without the factory establishment permit may be subjected to

temporary ceasing of factory activity for a specific period and rectification of

non-compliance. Non-compliance with the MIH’s order can lead to the close of the

garment factory and the person in charge is subject to a fine and/or imprisonment.

(ii) Certificate of Factory Operation

In addition, prior to the actual operation of the garment factory, the owner or an

authorised person is required to apply for a certificate of factory operation and,

under the Factory Law, a garment factory owner is required to inform the MIH at

least fifteen (15) days in advance. Failure to comply with this requirement is

subject to a fine.
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(b) On-Going Operation Compliance

(i) Permit for Expansion or Establishment of Branch or Relocation of the Factory

For expansion, establishment of a branch, or relocation of a garment factory, a

permit from the MIH is required. Failure to comply with this requirement is subject

to a fine under the Factory Law.

Under the Factory Law, the expansion of a factory is defined as a 20% increase of

the original capacity calculated by (A) the increase in the number of machineries

or change of machineries; (B) the modification for preparation, expansion, or

construction of a building; (C) the change of produced items or the addition of

other produced items; or (D) the expansion of the factory’s space. The

establishment of a branch is the establishment of a new production base which

produces products to support the mother factory. Relocation is the change to a

new factory location.

(ii) Approval for Change of Factory Name

In the event of a change of the factory name, the approval on the change of the

factory name from the MIH is required under the Factory Law. Failure to comply

with this requirement is subject to a fine under the Factory Law.

(iii) Recognition as Factory Owner (Change/Death or Legal Disability of Factory

Owner)

In case of a change of the garment factory owner, the Factory Law requires the

new owner to apply for recognition as the factory owner from the MIH within a

maximum period of ten (10) working days from the date of obtaining the right to be

the new factory owner. Likewise, in the event of death or legal disability of the

garment factory owner, the legal successor must apply for recognition as the

factory owner to the MIH within a maximum period of 45 working days from the

date of death or legal disability. Failure to apply for the recognition is subject to a

fine.

(iv) Letter for Permanent Ceasing of Operations

Under the Factory Law, the suspension of a garment factory’s operation for

twelve (12) consecutive months is deemed the permanent ceasing of operations of

the garment factory, except due to force majeure. In such a case, the MIH

invalidates the factory establishment permit. It is also a requirement that the

garment factory owner gives written notice to the MIH at least one (1) month prior

to the date of the permanent ceasing of operations. Failure to comply with the

notice requirement is subject to a fine under the Factory Law.
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6. Environmental Compliance

6.1 The operation of a garment factory is also subject to environmental compliance under the

authority of the Ministry of Environment (“MOE”). The key environmental regulation is the

Law on Environmental Protection and Management of Natural Resources No. 1296.36 dated

24 December 1996 (“Environmental Law”) and four (4) supporting regulations, i.e.

Sub-Decree No. 72 on the Environmental Impact Assessment Process dated 11 August 1999

(“Sub-Decree No. 72”), Sub-Decree No. 36 on Management of Solid Waste dated 27 April

1999, Sub-Decree No. 27 on Water Pollution Control dated 16 April 1999 (“Sub-Decree No.

27”), and Sub-Decree No. 42 on Air Pollution Control and Noise Disturbance dated 10 July

2000 (“Sub-Decree No. 42”).

6.2 The main environmental compliance issues for the operation of a garment factory in

Cambodia are as follows:

(a) Initial Environmental Impact Assessment and Environmental Impact Assessment

A garment factory may be required to prepare an initial environmental impact

assessment report (“IEIA”). A garment factory must prepare a full environmental impact

assessment report (“EIA”) in case the garment factory’s operation is found to have a

severe environmental impact on natural resources, the eco-system, health or public

health under Sub-Decree No. 72. The IEIA or EIA must be submitted to the MOE for

review, comment and approval prior to the commencement of the operation. The

garment factory owner must ensure the implementation of the IEIA or EIA. Under the

Environmental Law, failure to comply with the IEIA or EIA requirement is subject to the

MOE’s order to (i) rectify the non-compliance in due course; (ii) suspend the operation

until the non-compliance has been rectified; or (iii) eliminate the pollution, if any, in due

course. Furthermore, the non-compliance is subject to a fine and recidivism is subject

to a fine and/or imprisonment.

However, special case for the garment factory, the MOE requires the project owner to

make Environmental Protection Contract and Environmental Management Plan without

preparation of EIA report, for approval from MOE as stated in the Letter No. 978 of the

MOE to CDC dated 4 July 2014.

(b) Management of Solid Waste and Solid Waste Discharge Permit

A garment factory must classify its solid waste into two (2) groups: solid waste-garbage

and industrial solid waste under Notification No. 011 on the Management of Solid Waste

in Factories, Enterprises and Companies dated 16 January 2003 (“Notification No.

011”) and must also engage an authorised waste collection company for solid waste

collection and transportation. The factory is required to apply for a solid waste

discharge permit from the MOE before having industrial solid waste, such as fibrous and

clothing waste, collected and transported.

Failure to obtain the solid waste discharge permit is a violation of Notification No. 011.

In such a case, the MOE may order the offending party to (i) rectify the non-compliance

in due course; (ii) suspend its operation until the non-compliance has been rectified; or

(iii) eliminate the pollution, if any, in due course. Furthermore, the non-compliance is

subject to a fine and recidivism is subject to a fine and/or imprisonment.
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(c) Wastewater Discharge Permit

Any garment factory with laundry activity which produces effluent exceeding ten cubic

meters per day (exclusive of water volume used for cooling engines) shall obtain

approval from the MOE prior to the discharge or transportation of wastewater under

Sub-Decree No. 27. Furthermore, the wastewater discharge permit must be approved

by Provincial/Municipal Department of Environment for wastewater which is not

classified as hazardous waste or by the MOE for wastewater classified as hazardous

waste under the MOE’s Notice No. 51 dated 20 September 1999 on Strengthening the

Implementation of Sub-Decree No. 27.

Failure to obtain a wastewater discharge permit is a violation of Sub-Decree No. 27. In

such a case, the MOE may order the offending party to (i) rectify the non-compliance in

due course; (ii) suspend its operation until the non-compliance has been rectified; or

(iii) eliminate the pollution, if any, in due course. Furthermore, the non-compliance is

subject to a fine and recidivism is subject to a fine and/or imprisonment.

(d) Noise Emission Permit

Any garment factory, whether new or existing, must apply for a noise emission permit,

except for any garment factory which has an EIA. Garment factories are prohibited from

emitting noise beyond the standard noise level stated in Sub-Decree No. 42.

Non-compliance may be subject to an order from the MOE to (i) rectify the

non-compliance in due course; (ii) suspend the operation until the non-compliance has

been rectified; or (iii) eliminate the pollution, if any, in due course. Furthermore, the

non-compliance is subject to a fine and recidivism is subject to a fine and/or

imprisonment.

7. Labour and Employment

7.1 Under the Labor Law promulgated on 13 March 1997 and amended on 20 July 2007 (“Labor

Law”), all employers under this law in general have to fulfill labour compliance obligations

including but not limited to registration for opening of its business with the MLVT,

arrangement of election of shop stewards, registration of its internal labor regulations with

the MLVT, applying for work permit if any foreigner peforms work in the enterprise, applying

for overtime permit if any employee works overtime, and respect the freedom of union.

7.2 Moreover, by the Law on Social Security Schemes promulgated on 25 September 2012, the

Cambodian social security insurance has three (3) different schemes: (a) occupational risk;

(b) health care; and (c) pension fund. Only the occupational risk and health care schemes are

currently being implemented by the National Social Security Funds (“NSSF”). All enterprises

employing from one (1) employee is required to register with the NSSF for both occupational

risk and health care scheme. The employer must pay monthly contribution at a rate of 0.8%

of the assumed monthly average wage of each employee for occupational risk. Under the

Prakas No. 220 dated 13 June 2016, the employer and each employee have an obligation to

pay monthly contribution of 1.3% of the assumed monthly average wage of employee.

However, this Prakas has been abrogated by the Prakas No. 449 dated 10 November 2017.

Under the Prakas No. 449, the burden is on the employer to make monthly contributions of

2.6% of the assumed monthly average wage of each employee for health care scheme; the

new monthly contribution rate has been applicable since 1 January 2018.
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7.3 Besides the above-mentioned general labor compliance obligations, there exist some

specific labor regulations applicable only in the garment, textile, and footwear enterprises.

Minimum wages of these enterprises have been set forth by regulations and these wages

have to be revised every year from 2015 onwards. Under the Prakas No. 396 dated

5 October 2017, the minimum wages in 2018 is US$165 for probationary employees and

US$170 for regular employees. Under the Notification No. 230 dated 25 July 2012, there are

additional compulsory benefits for the employees in these industries including but not limited

to transportation and accommodation allowance of US$7 per month, attendance bonus of

US$10 per month, seniority bonus from US$2 to US$11 per month, meal allowance for

overtime work of KHR 2,000 (approximately US$0.5 per one time of overtime work). Under

Prakas No. 109, dated 17 March 2016, the female employees in the aforesaid industries will

be entitled to an additional allowance provided by the NSSF during maternity leave. The

allowances are KHR400,000 for one (1) baby, KHR800,000 for twin babies and

KHR1,200,000 for triple babies, which have been implemented since 1 January 2018. Last

but not least, under the Notification No. 294, dated 27 September 2017, employees having

the pregnancy starting from three (3) months are entitled to early leave from the workplace

at least fifteen (15) minutes.
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The following discussion describes the Singapore income tax, stamp duty and Goods and

Services Tax (GST) consequences of the purchase, ownership and disposal of the Shares. It is not

intended to be and does not constitute legal or tax advice.

While this discussion is based on existing laws, regulations and interpretations now in effect and

available as at the date of this Circular, no assurance can be given that the courts or fiscal

authorities responsible for the administration of such laws will agree with this interpretation or that

changes in such law, which may be retrospective, will not occur. The discussion is not intended

to constitute a comprehensive or exhaustive description of all of the Singapore tax considerations

that may be relevant to a Shareholder’s decision with regard to the ownership of the Shares.

Prospective investors should consult their tax advisers regarding Singapore tax and other tax

consequences of owning and disposing the Shares. It is emphasised that neither the Company,

the Vendor, the Target Group, the Directors, the New Directors nor any other persons involved in

the Proposed Transactions accepts responsibility for any tax effects or liabilities resulting from the

subscription, purchase, holding or disposal of the Shares.

1. Individual Income Tax

1.1 Individual taxpayers, (whether resident or not), are subject to tax on income accrued in or

derived from Singapore, subject to certain exceptions. All foreign-sourced income (except for

income received through a partnership in Singapore) received or deemed received in

Singapore are generally exempt from tax.

1.2 A Singapore tax resident individual is taxed at progressive rates up to a maximum rate of

22.0%. Non-resident individuals are, subject to certain exceptions, generally subject to tax

on income accrued in or derived from Singapore at a flat rate of 22.0%, except that

Singapore employment income is taxed at a flat rate of 15.0% or at progressive resident

rates with relief, whichever yields a higher tax.

1.3 An individual is regarded as a tax resident in Singapore if in the calendar year preceding the

year of assessment, he was physically present in Singapore or exercised an employment in

Singapore (other than as a director of a company) for 183 days or more, or if he ordinarily

resides in Singapore.

2. Corporate Income Tax

2.1 Corporate taxpayers (whether Singapore tax resident or not) are generally subject to

Singapore income tax on:

(a) income accruing in or derived from Singapore; and

(b) foreign-sourced income received or deemed received in Singapore, unless specified

conditions for exemption under the Singapore Income Tax Act (“SITA”) are satisfied.

2.2 Foreign-sourced income in the form of dividends, branch profits and service fee income

(collectively referred to as “specified foreign income”) received or deemed received in

Singapore by a Singapore tax resident corporate taxpayer are exempted from Singapore

corporate income tax subject to meeting the following conditions:

(a) The income is subject to tax of a similar character to income tax (by whatever name

called) under the law of the territory from which the income is received.
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(b) At the time the income is received in Singapore, the highest rate of tax of a similar

character to income tax (by whatever name called) levied under the law of the territory

from which the income is received is at least 15%.

(c) The Inland Revenue Authority of Singapore (“IRAS”) is satisfied that the tax exemption

would be beneficial to the Singapore tax resident corporate taxpayer.

2.3 A company is regarded as tax resident in Singapore if the control and management of the

company’s business is exercised in Singapore.

2.4 The prevailing corporate income tax rate in Singapore is 17%, with partial tax exemption as

follows:

For Year of Assessment (“YA”) 2010 to YA 2019, the partial tax exemption is granted on the

first S$300,000 of a company’s normal chargeable income as follows:

(a) 75% exemption of up to the first S$10,000 of normal chargeable income; and

(b) 50% exemption of up to the next S$290,000 of normal chargeable income.

From YA 2020, the partial tax exemption is granted on the first S$200,000 of a company’s

normal chargeable income as follows:

(a) 75% exemption of up to the first S$10,000 of normal chargeable income; and

(b) 50% exemption of up to the next S$190,000 of normal chargeable income.

2.5 For the YA 2018 and YA 2019, companies will be granted corporate income tax rebate at the

following rates:

– 40% of tax payable, capped at S$15,000 for YA 2018; and

– 20% of tax payable, capped at S$10,000 for YA 2019.

3. Dividend Distributions

3.1 Under the one-tier corporate tax system in Singapore, dividend paid by a Singapore tax

resident company can be distributed to its shareholders as Singapore tax exempt (one-tier)

dividends.

3.2 Singapore does not currently impose withholding tax on dividends paid to resident or

non-resident shareholders.

APPENDIX K: TAXATION

K-2



4. Capital Gains Tax

4.1 Singapore does not impose tax on capital gains. Gains derived from the disposal of the

Shares which are acquired for long term investment purposes are generally considered to be

capital in nature and not subject to Singapore tax. On the other hand, where the taxpayer is

deemed by the IRAS to be carrying on a trade or business in Singapore of dealing in shares,

the gains from the disposal of shares are likely to be regarded as revenue in nature and

subject to Singapore income tax. Shareholders should consult their own professional

advisers on the Singapore tax consequences that may apply to their individual

circumstances.

4.2 For any disposal of the Shares during the period 1 June 2012 to 31 May 2022 (both dates

inclusive) by companies, there is certainty that any gains derived by the seller (a divesting

company) from its disposal of the Shares would not be taxable if, immediately prior to the

date of share disposal, the divesting company has held at least 20% of the Shares for a

continuous period of at least 24 months. Note that the above does not apply in certain

circumstances.

4.3 In addition, under SFRS(I) 9 Financial Instruments, Shareholders may be taxed on fair value

gains or losses (not being gains or losses in the nature of capital) even though no sale or

disposal of the Shares is made. Shareholders who may be subject to such treatment should

consult their own accounting and tax advisers regarding the Singapore income tax

consequences of their acquisition, holding and disposal of the Shares.

Foreign sellers are advised to consult their own tax advisers to take into account the

applicable tax laws of their respective home countries or countries of residence as well as the

provisions of any applicable double taxation agreement.

5. Bonus Shares

Any bonus shares received by Shareholders are generally not taxable.

6. Estate Duty

Singapore estate duty has been abolished with effect from 15 February 2008.

7. Stamp Duty

There is no stamp duty payable on the subscription for, allotment or holding of shares.

Where shares evidenced in certificated form are acquired in Singapore, stamp duty is

payable on the instrument of transfer of shares at the rate of 0.2% of the purchase price or

market value of the shares transferred, whichever is higher.

The purchaser is liable for stamp duty unless there is an agreement to the contrary. Stamp

duty is not applicable to electronic transfers of shares through the scripless trading system

given that that the transfer does not require instruments of transfer to be executed.

As the Shares are listed on Catalist and their transfers will be “scripless” transfers via the

CDP, no stamp duty will be imposed on the transfers of the Shares via the CDP.
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8. Goods and Services Tax (“GST”)

8.1 The sale of the Shares by a GST-registered investor belonging in Singapore through a

SGX-ST member or to another person belonging in Singapore is an exempt supply not

subject to GST. Any input GST incurred by the GST-registered investor in connection with the

making of this exempt supply is generally not recoverable and will become an additional cost

to the investor unless the investor satisfies certain conditions prescribed under the GST

legislation or satisfies certain GST concessions.

8.2 Where the Shares are sold by a GST-registered investor in the course or furtherance of a

business carried on by such an investor to a person belonging outside Singapore (and who

is outside Singapore at the time of supply), the sale is a taxable supply subject to GST at

zero-rate (i.e. 0%). Any input GST incurred by the GST-registered investor in the making of

this zero-rated supply in the course or furtherance of his business will, subject to the

provisions of the Goods and Services Tax Act, be recoverable from the Comptroller of GST.

8.3 Services such as brokerage, handling and clearing services rendered by a GST-registered

person to an investor belonging in Singapore in connection with the investor’s purchase or

sale of the Shares will be subject to GST at the prevailing rate (currently 7%). Similar

services rendered to an investor belonging outside Singapore should, subject to certain

conditions, qualify for zero-rating (i.e. subject to GST at zero-rate).

8.4 Shareholders, whether or not domiciled in Singapore, should consult their own tax advisers

on the recoverability of GST incurred on expenses in connection with the purchase and sale

of the Shares.
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The proposed amendments to the Existing Constitution are set out below. It is proposed that the

following Articles in the Existing Constitution be amended in the following manner where text in

strikethrough indicates deletions from and underlined text indicates additions to the Existing

Constitution.

Article 5

5. SPECIAL RIGHTS. Without prejudice to any special rights previously conferred on the

holders of any existing shares or class of shares and subject to compliance with the

Companies Act and Catalist Rules, the Directors may allot and issue shares or grant options

over or otherwise dispose of the same to such persons at such terms and conditions and

for such consideration and at such time and subject or not to the payment of any part of the

amount thereof in cash as the Directors may think fit, and any share with such preferred,

deferred or other special rights or such restrictions, whether in regard to dividend, voting,

return of capital or otherwise as the Directors may deem fit; PROVIDED ALWAYS THAT:

(a) the rights attaching to shares of a class other than ordinary shares must be expressed

in these Articles; and (b) the total valuenumber of issued preference shares shall not at any

time exceed the total valuenumber of issued ordinary shares of the company

Article 12

12. OFFER OF NEW SHARES.

(1) Subject to any direction to the contrary that may be given by the Company in general

meeting or except as permitted under Singapore Exchange’s listing rules, all new

shares of whatever kind shall, before issue, be offered to such persons who as at the

date of the offer are entitled to receive notices from the Company of general meetings

in proportion, as nearly as the circumstances admit, to the number of the existing

shares to which they are entitled. The offer shall be made by notice specifying the

number of shares offered, and limiting a time within which the offer, if not accepted, will

be deemed to be declined. After the expiration of that time or on the receipt of an

intimation from the person to whom the offer is made that he declines to accept the

shares offered, the Directors may dispose of those shares in such manner as they

think most beneficial to the Company. The Directors may likewise so dispose of any

new shares which (by reason of the ratio which the new shares bear to shares held by

persons entitled to an offer of new shares) cannot, in the opinion of the Directors, be

conveniently offered under this Article.

(2) Approval of the Company’s shareholders referred to in Article 12(1) is not required if

the shareholders have by ordinary resolution in a general meeting given a general

mandate to the Directors of the Company, either unconditionally or subject to such

terms and conditions as may be specified in the resolution, to issue shares, provided

that the aggregate number of shares to be issued pursuant to the resolution does not

exceed 50% of the Company’s existing issued share capital, of which the aggregate

number of shares issued other than on a pro rata basis to existing shareholders does

not exceed 20% of the Company’s existing share capital. Such a general mandate

shall only remain in force until:-

(i) the conclusion of the first annual general meeting of the Company following the

passing of the resolution at which time it shall lapse unless, by ordinary resolution

passed at that meeting, the mandate is renewed, either unconditionally or subject

to conditions; or
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(ii) revoked or varied by ordinary resolution of the shareholders in general meeting

whichever occurs first.

(2) Notwithstanding Article 12(1), the Company may by ordinary resolution or special

resolution (as the case may be) in general meeting give the Directors a general

authority, either unconditionally or subject to such conditions as may be specified in

the ordinary resolution or special resolution (as the case may be), to:

(a) (i) issue shares in the capital of the Company whether by way of rights, bonus

or otherwise; and/or

(ii) make or grant offers, agreements or options (collectively, “Instruments”)

that might or would require shares to be issued including but not limited to

the creation and issue of (as well as adjustments to) warrants, debentures

or other Instruments convertible into shares,

at any time and upon such terms and conditions and for such purposes and to

such persons as the Directors may in their absolute discretion deem fit; and

(b) (notwithstanding that the authority conferred by the ordinary resolution or special

resolution (as the case may be) may have ceased to be in force) issue shares in

pursuance of any Instrument made or granted by the Directors while the ordinary

resolution or special resolution (as the case may be) was in force,

provided that:

(1) if the mandate is approved by ordinary resolution, a limit of not more than 100%

of the total number of issued shares (excluding treasury shares and subsidiary

holdings), of which the aggregate number of shares issued other than on a pro

rata basis to existing shareholders must be not more than 50% of the total

number of issued shares (excluding treasury shares and subsidiary holdings);

(2) if the mandate is approved by special resolution, a limit of not more than 100%

of the total number of issued shares (excluding treasury shares and subsidiary

holdings), whether or not on a pro rata basis;

(3) in exercising the authority conferred by the ordinary or special resolution (as the

case may be) to make or grant Instruments (including the making of any

adjustments under any relevant Instrument), the Company shall comply with the

rules and regulations of the Singapore Exchange for the time being in force

(unless such compliance is waived by the Singapore Exchange) and these

Articles; and

(4) (unless revoked or varied by the Company in general meeting) the authority

conferred by the ordinary resolution or special resolution (as the case may be)

shall continue in force until the conclusion of the annual general meeting of the

Company following the passing of the ordinary resolution or special resolution (as

the case may be), or the date by which such annual general meeting of the

Company is required by law to be held, or the expiration of such other period as

may be prescribed by the Act and the listing rules of the Singapore Exchange

(whichever is the earliest).
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Article 13

13. SHARE CERTIFICATES. Subject to the Act and the listing rules of the Singapore

Exchange, securities will be allotted and certificates issued in the name of and despatched

to every person whose name is entered as a Member in the Register of Members within ten

market days of the final applications closing date for an issue of securities and within fifteen

market days (or such period as may be approved by the Singapore Exchange) after the

lodgement of any registrable transfer. Every person whose name is entered as a Member

in the Register of Members shall be entitled without payment to one certificate under the

seal of the Company in respect of each class of shares held by him for all his shares in that

class specifying the shares allotted or transferred to him and the amount paid up and the

amount (if any) unpaid thereon or several certificates in reasonable denominations each for

one or more of his shares in any one class upon payment of $2.00 (or such lesser sum as

the Directors shall from time to time determine) for every certificate after the first. Stamp

duty, if any, payable on such certificate shall be borne by such Member unless otherwise

directed by the Directors; PROVIDED ALWAYS THAT in the case of joint holders the

Company shall not be bound to issue more than one certificate and delivery of such

certificate to any one of them shall be sufficient delivery to all such holders. PROVIDED

FURTHER THAT the Company shall not be bound to register more than three persons as

the holders of any share except in the case of executors, trustees or administrators of the

estate of a deceased Member.

Article 15

15. COMPANY TO HAVE LIEN ON SHARES AND DIVIDENDS. The Company shall have a first

and paramount lien on every share not being a fully-paid share provided that such lien shall

be restricted to unpaid calls and instalments upon the specific shares in respect of which

such monies are due and unpaid and to suchfor all monies (whereas presently payable or

not) called or payable at a fixed time in respect of such share, and for all monies as the

Company may be called upon by law to pay in respect of the shares of the Member or

deceased Member. The Company’s lien, if any, on a share shall extend to all dividend

payable thereon.

Articles 53 and 54

53. ANNUAL GENERAL MEETINGS. Subject to the Statutes, an annual general meeting of the

Company shall be held once in every calendar year, at such time and place in Singapore

as may be determined by the Directors, but so that not more than fifteen months shall be

allowed to elapse between any two such annual general meetings and the interval between

the close of the Company’s financial year and the date of the Company’s forthcoming

annual general meeting shall not be more than four months or such other period as

prescribed by the Singapore Exchange’s listing rules (as from time to time amended or

supplemented).

54. ANNUAL AND EXTRAORDINARY GENERAL MEETINGS. The abovementioned general

meetings shall be called annual general meetings. All other general meetings shall be

called extraordinary general meetings and shall be held at such time and place in Singapore

as may be determined by the Directors.
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Article 56

56. NOTICE OF MEETING. Subject to any requirementsthe provisions of Sections 184 and 185

of the Act or the listing rules of the Singapore Exchange relating to the convening of

meetings (including to pass special resolutions and resolutions of which special notice is

required), twenty-one days’ notice at least (excluding the date on which the notice is served

or deemed to be served and the date of the meeting for which the notice is given) for

meetings to pass special resolutions and fourteen days’ notice at least (excluding the date

on which the notice is served or deemed to be served and the date of the meeting for which

the notice is given) for all other meetings, specifying the place, the day and the hour of

meeting, shall be given in the manner hereinafter mentioned to such persons as are under

the provisions of these Articles entitled to receive notices of general meetings from the

Company, but with the consent of all persons for the time being entitled as aforesaid, a

meeting may be convened upon a shorter notice, and in such manner as such persons may

approve. Any notice of a meeting called to consider special business shall be accompanied

by a statement regarding the effect of any proposed resolution in respect of such special

business. At least fourteen days’ notice of every such meeting shall be given by

advertisement in the daily press and in writing to the Singapore Exchange. The accidental

omission to give such notice to, or the non-receipt of such notice by, any such person shall

not invalidate the proceedings or any resolution passed at any such meeting.

Articles 62A, 63 and 64

62A. VOTING BY POLL. If required by the listing rules of the Singapore Exchange, all

resolutions at any General Meetings shall be voted by poll (unless such requirement is

waived by the Singapore Exchange).

63. HOW RESOLUTION DECIDED. Subject to Article 62A, Aat any general meeting a

resolution put to the vote of the meeting shall be decided on a show of hands, unless before

or on the declaration of the result of the show of hands a poll is demanded by the Chairman

or by any person for the time being entitled to vote at the meeting, and unless a poll is so

demanded a declaration by the Chairman that a resolution has on a show of hands been

carried or carried unanimously, or carried by a particular majority, or lost, shall be

conclusive, and an entry to that effect in the book containing the minutes of the proceedings

of the Company shall be conclusive evidence thereof without proof of the number or

proportion of the votes recorded in favour of or against such resolution.

64. HOW POLL TO BE TAKEN. A poll demanded on the election of a Chairman or on a question

of adjournment shall be taken forthwith. A poll required under Article 62A or demanded

under Article 63 on any other question shall be taken at such time and place, and in such

manner as the Chairman directs, and the result of the poll shall be deemed to be the

resolution of the meeting at which the poll was required or demanded. Any business other

than that upon which a poll is required or has been demanded may be proceeded with at

a meeting pending the taking of the poll. The Chairman of the meeting may (and if required

by the listing rules of the Singapore Exchange or if so directed by the general meeting,

shall) appoint at least one scrutineer who shall be independent of the persons undertaking

the polling process and may adjourn the general meeting to some place and time fixed by

him for the purpose of declaring the result of the poll.
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Article 66

66. NUMBER OF VOTES. Subject to any rights or restrictions for the time being attached to any

class or classes of shares, every Member present in person and each proxy and each

attorney shall have on vote on a show of hands and on a poll, every Member present in

person or by proxy shall have one vote for each share which he holds or represents and

upon which all calls due are paid to the Company PROVIDED THAT a Depositor shall only

be entitled to attend any general meeting and to speak and vote thereat if his name appears

on the Depository Register forty-eight hours before the general meeting as a Depositor on

whose behalf the Depository holds shares in the Company, the Company being entitled then

to deem each such Depositor as holding such number of shares as is actually credited to

the Securities Account of the Depositor as at such time, according to the records of the

Depository as supplied by the Depository to the Company, or where a Depositor has

appointed a proxy, such proxy as representing such number of shares.

Article 71

71. APPOINTMENT OF PROXIES.

(1) A Member may appoint not more than two proxies to attend and vote at the same

general meeting.

(2) Where the Member appoints more than one proxy to attend and vote at the same

general meeting he shall specify on each instrument of proxy the number of shares in

respect of which the appointment is made, failing which, the appointment shall be

deemed to be in the alternative.

(3) No instrument appointing a proxy of a Depositor shall be rendered invalid merely by

reason of any discrepancy between the Depositor’s shareholding specified in the

instrument of proxy, or where the same has been apportioned between two proxies the

aggregate of the proportions of the Depositor’s shareholding they are specified to

represent, and the true balance standing to the Securities Account of the Depositor as

appears on the Depository Register forty-eight hours before the general meeting. In

the event of such discrepancy, the Directors shall be entitled to deem such Proxy to

represent the true balance standing to the Securities Account of the Depositor as

appears on the Depository Register forty-eight hours before the general meeting, or

where two proxies have been appointed by such Depositor, to apportion the said

number of shares standing to his Securities Account between the two proxies in the

same proportion as specified by the Depositor in appointing the proxies.

(4) A proxy or representative need not be a Member.

(5) The instrument appointing a proxy shall be deemed to confer authority to demand or

join in demanding a poll.

(6) A Member who has deposited an instrument appointing any number of proxies to vote

on his behalf at a general meeting shall not be precluded from attending and voting in

person at that general meeting. Any such appointment of all the proxies concerned

shall be deemed to be revoked upon the attendance of the Member appointing the

proxy/proxies at the relevant general meeting.
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Article 76A

76A. INDEPENDENT DIRECTORS. The Board of Directors shall have at least two non-executive

directors who are independent and free of any material business or financial connection

with the Company. Independent directors must comprise at least one-third of the Board. In

the event of any retirement or resignation which renders the Company unable to meet any

of the foregoing requirements, the Company shall endeavour to fill the vacancy within two

months, but in any case not later than three months.

Article 79

79. ALTERNATE DIRECTORS. Any Director may from time to time and at any time appoint any

person (not disapprovedapproved by a majority of the other Directors for the time being and

who shall not be a person who is already a Director of the Company and who is not already

an alternate Director of the Company) to be alternate Director of the cCompany, and may

at any time remove the alternate Director so appointed by him from office. An alternate

Director so appointed shall be entitled to receive remuneration from the Company and to

receive notices of and attend all meetings of the Directors, and to vote as a Director at any

such meeting at which the Director appointing him is not present, and generally in the

absence of his appointor to perform all the functions of his appointor as a Director. Any fee

paid by the Company to the alternate Director shall be deducted from the remuneration

payable to his appointor. All appointments and removals of alternate Directors made by any

Director in pursuance of the provisions of this Article shall be in writing under the hand of

the Director making the same and left at the Office. The nomination of an alternate Director

shall be valid if made by cable or telegram; PROVIDED ALWAYS THAT such nomination

shall be confirmed within three months from the date of such cable or telegram by a written

nomination complying with the abovementioned requirements, and any act done by the

alternate Director nominated in such cable or telegram between the date thereof and the

date of the receipt within the prescribed period by the Company of the written nomination

shall be as valid and effectual as if such alternate Director had been duly appointed in the

first instance, whether such written nomination shall be received by the Company within the

prescribed period or not.

Article 84

84. MANAGING DIRECTORS. The Directors may from time to time and at any time appoint one

or more of their body to be Managing Director or Managing Directors for a term not

exceeding five years upon such terms and at such remuneration (whether by way of salary

or commission or participation in profits, or by any or all of these modes or otherwise) as

they may think fit, and a Director so appointed shall not, while holding that office, be subject

to retirement by rotation and he shall not be taken into account in determining the rotation

of retirement of Directors or the number of Directors to retire, butand he shall, subject to the

provisions of any contract between him and the Company, be subject to the same provisions

as to resignation and removal as the other Directors of the Company, and if he ceases to

hold the office of Director he shall ipso facto and immediately cease to be a Managing

Director. A Managing Director shall at all times be subject to the control of the Directors.
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Article 93

93. OFFICE OF DIRECTOR VACATED IN CERTAIN CASES. Subject as herein otherwise

provided or to the terms of any subsisting agreement, the office of a Director shall be

vacated:–

(1) if a receiving order is made against him or he makes any arrangement or composition

with his creditors;

(2) if he is prohibited from being a Director by reason of any order made under any

provision of the Statutes;

(3) if he is found lunatic or becomes of unsound mind;

(4) if he resigns his office by notice in writing to the Company; or

(5) if he becomes bankrupt during his term of office.; or

(6) if he is disqualified from acting as a director in any jurisdiction for reasons other than

on technical grounds.

Article 96

96. VACANCY TO BE FILLED BY DIRECTORS. Any vacancy occurring in the Board of

Directors may be filled up by the Directors or the Members in the general meeting. A

Director so appointed by the Directors shall retire from office at the next following annual

general meeting but shall be eligible for re-election.

Article 119

119. ACCOUNTS TO BE LAID BEFORE COMPANY. Once at least in every year at intervals of

not more than fifteen months, but in any event before the expiry of four months from the

close of a financial year of the Company the Directors shall lay before the Company at its

annual general meeting a profit and loss account and balance sheet for the period following

the preceding account or (in the case of the first account) since the incorporation of the

Company, made up to a date not more than four months before such meeting. The said

account and balance sheet shall be accompanied by such reports and documents and shall

contain such particulars as are requiredprescribed by Section 201 of the Act and the listing

rules of the Singapore Exchange, and shall be sent to all persons entitled to receive notices

of general meetings of the Company not less than fourteen (14) days before the date of the

general meeting (or such other period as may be prescribed or approved under applicable

laws), provided that:

(1) these documents may be sent less than fourteen (14) days before the date of the

meeting if all persons entitled to receive notices of general meetings from the

Company so agree; and

(2) this Article does not require a copy of these documents to be sent to more than one

of any joint holders or to any person of whose address the Company is not aware.
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Article 128

128. COLLECTION, USE AND DISCLOSURE OF PERSONAL DATA. A Member who is a

natural person is deemed to have consented to the collection, use and disclosure of his

personal data (whether such personal data is provided by that Member or is collected

through a third party) by the Company (or its agents or service providers) from time to time

for any of the following purposes:

(1) implementation and administration of any corporate action by the Company (or its

agents or service providers);

(2) internal analysis and/or market research by the Company (or its agents or service

providers);

(3) investor relations communications by the Company (or its agents or service

providers);

(4) administration by the Company (or its agents or service providers) of the Member’s

holding of shares in the Company;

(5) implementation and administration of any service provided by the Company (or its

agents or service providers) to its Members to receive notices of meetings, annual

reports and other shareholders communications and/or for proxy appointment,

whether by electronic means or otherwise;

(6) processing, administration and analysis by the Company (or its agents or service

providers) of proxies and representatives appointed for any general meeting (including

any adjournment thereof) and the preparation and compilation of the attendance lists,

minutes and other documents relating to any general meeting (including any

adjournment thereof);

(7) implementation and administration of, and compliance with, any provision of these

Articles;

(8) compliance with any applicable laws, listing rules, take-over rules, regulations and/or

guidelines; and

(9) purposes which are reasonably related to any of the above purposes.

Article 129

129. PERSONAL DATA OF PROXIES AND/OR REPRESENTATIVES. Any Member who

appoints a proxy and/or representative for any general meeting and/or any adjournment

thereof is deemed to have warranted that where such Member discloses the personal data

of such proxy and/or representative to the Company (or its agents and service providers),

that Member has obtained the prior consent of such proxy and/or representative for the

collection, use and disclosure by the Company (or its agents or service providers) of the

personal data of such proxy and/or representative for the purposes specified in Article 128,

and is deemed to have agreed to indemnify the Company in respect of any penalties,

liabilities, claims, demands, losses and damages as a result of such Member’s breach of

warranty.
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THE COMPANIES ACT, CAP. 50

PUBLIC COMPANY LIMITED BY SHARES

ARTICLES OF ASSOCIATION

OF

LERENO BIO-CHEM LTD.

TABLE A

1. TABLE A EXCLUDED. The regulations in Table A in the Fourth Schedule to the Act shall not

apply to the Company except so far as the same are repeated or contained in these Articles.

INTERPRETATION

2. INTERPRETATION CLAUSE. In these Articles the words standing in the first column of the

Table next hereinafter contained shall bear the meanings set opposite to them respectively

in the second column thereof, if not inconsistent with the subject or context.

WORDS MEANINGS

Account Holder { A person who has an account directly with the Depository

and not through a Depository Agent.

Act { The Companies Act (Cap. 50) and every other Act for the

time being in force concerning companies and affecting

the Company and any amendments to the same from

time to time.

Articles { These Articles of Association as originally framed or as

altered from time to time by special resolution.

Depositor { An Account Holder or a Depository Agent but does not

include a Sub-Account Holder.

Depository { The Central Depository (Pte) Limited established by the

Singapore Exchange, or any other corporation approved

by the Minister as a depository company or corporation

for the purposes of the Act, which as a bare trustee

operates the Central Depository System for the holding

and transfer of book-entry securities.
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Depository Agent { A member company of the Singapore Exchange, a trust

company (registered under the Trust Companies Act), a

banking corporation or merchant bank (approved by the

Monetary Authority of Singapore under the Monetary

Authority of Singapore Act) or any other person or body

approved by the Depository who or which (a) performs

services as a depository agent for Sub-Account Holders

in accordance with the terms of a depository agent

agreement entered into between the Depository and the

depository agent; (b) deposits book-entry securities with

the Depository on behalf of the Sub-Account Holders;

and (c) establishes an account in its name with the

Depository.

Depository Register { The register of holders maintained by the Depository in

respect of book-entry securities (as defined in the Act).

Directors { The Directors for the time being of the Company.

Electronic

Communication

{ Shall have the meaning ascribed to it in the Act and shall

include any statutory modification, amendment or re-

enactment thereof.

Market Day { A day on which the Singapore Exchange is open for

securities trading.

Member (and any

references to a holder

of any shares or

shareholder)

{ Any registered holder of shares in the Company, or

where such registered holder of any shares or

shareholder is the Depository, the Depositors on whose

behalf the Depository holds the shares. References to

“Member” and “holder” shall where the Act requires,

exclude the Company in relation to shares held by it as

Treasury Shares.

Office { The registered office for the time being of the Company.

Seal { The Common Seal of the Company.

Securities Account { The securities account maintained by a Depositor with

the Depository.

SGX-ST or Singapore

Exchange

{ Singapore Exchange Securities Trading Limited.

Sub-Account Holder { The holder of an account maintained with a Depository

Agent.
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Statutes { The Act and every other legislation for the time being in

force concerning companies and affecting the Company.

Any reference herein to any enactment is a reference to

that enactment as for the time being amended or

reenacted.

Treasury Share { Shall have the meaning ascribed to it in the Act and shall

include any statutory modification, amendment or

reenactment thereof.

The expression “Secretary” shall include any person appointed by the Directors to perform

any of the duties of the Secretary of the Company and where two or more persons are

appointed to act as Joint Secretaries shall include any one of those persons. Expressions

referring to writing shall, unless the contrary intention appears, be construed as including

references to printing, lithography, photography, and other modes of representing or

reproducing words in a visible form.

Words denoting the singular shall include the plural and vice versa. Words denoting the

masculine gender only shall include the feminine gender. Words denoting persons shall

include corporations.

Subject as aforesaid, any words or expressions defined in the Statutes shall, unless the

context otherwise requires, bear the same meanings in these Articles.

SHARES

3. ISSUE OF SHARES.

(1) The shares taken by the subscribers to the Memorandum of Association shall be issued by

the Directors. Subject to these Articles, the shares shall be under the control of the

Directors, who may allot and issue the same to such persons on such terms and conditions

and at such times as the Directors think fit; provided that no shares may be issued by the

Directors without the prior approval of shareholders at general meeting and the provisions

of Article 12 shall be complied with.

(2) No share shall be issued so as to transfer a controlling interest (as defined in the listing

rules of the Singapore Exchange) in the Company without the prior approval of the

shareholders in a general meeting.

4. REPURCHASE OF SHARES. Subject to the provisions of the Act, the Company may

purchase any of its own ordinary shares in the issued share capital of the Company on such

terms and in such manner as the Company may from time to time think fit. If required by the

Statutes, any share which is so purchased or acquired by the Company shall, unless held

as treasury shares in accordance with the Statutes, be deemed to be cancelled immediately

on purchase or acquisition by the Company. On the cancellation of any share as aforesaid,

the rights and privileges attached to that share shall expire. Without prejudice to the

generality of the foregoing, upon cancellation of any share purchased or otherwise acquired

by the Company pursuant to these Articles and the Act, the amount of share capital of the

Company shall be reduced accordingly.
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4A. TREASURY SHARES. The Company shall not exercise any right in respect of Treasury

Shares other than as provided by the Act. Subject thereto, the Company may hold or deal

with its Treasury Shares in the manner authorised by, or prescribed pursuant to, the Act.

5. SPECIAL RIGHTS. Without prejudice to any special rights previously conferred on the

holders of any existing shares or class of shares and subject to compliance with the

Companies Act and Catalist Rules, the Directors may allot and issue shares or grant options

over or otherwise dispose of the same to such persons at such terms and conditions and

for such consideration and at such time and subject or not to the payment of any part of the

amount thereof in cash as the Directors may think fit, and any share with such preferred,

deferred or other special rights or such restrictions, whether in regard to dividend, voting,

return of capital or otherwise as the Directors may deem fit; PROVIDED ALWAYS THAT:

(a) the rights attaching to shares of a class other than ordinary shares must be expressed

in these Articles; and (b) the total number of issued preference shares shall not at any time

exceed the total number of issued ordinary shares of the Company.

6. PREFERENCE SHARES. Subject to Section 70 of the Act, any preference shares may be

issued on the terms that they are, or at the option of the Company are liable, to be

redeemed. The Company shall also have the power to issue further preference shares

ranking equally with or in priority to any preference shares already issued.

7. RIGHTS OF PREFERENCE SHAREHOLDERS. Holders of preference shares shall have

the same rights as ordinary shareholders as regards receiving notices, reports and balance

sheets, and attending general meetings of the Company. They shall have the right to vote

at any meeting convened for the purpose of reducing the capital or winding up or

sanctioning a sale of the undertaking of the Company, or where the proposition to be

submitted to the meeting directly affects their rights and privileges, or when the dividends

on the preference shares are in arrears for more than six months.

8. MODIFICATION OF RIGHTS OF PREFERENCE SHAREHOLDERS. The repayment of

preference capital other than redeemable preference capital, or any alteration of preference

shareholders’ rights, may only be made pursuant to a special resolution of the preference

shareholders concerned; PROVIDED ALWAYS THAT where the necessary majority for such

a special resolution is not obtained at the meeting, consent in writing, if obtained from the

holders of the three-fourths of the preference shares concerned within two months of the

meeting, shall be as valid and effectual as a special resolution carried at the meeting.

9. RIGHTS NOT VARIED BY ISSUE OF ADDITIONAL SHARES. The rights conferred upon

the holders of the shares of any class issued with preferred or other rights shall not unless

otherwise expressly provided by the terms of issue of the shares of that class be deemed

to be varied by the creation or issue of further shares ranking pari passu therewith.

10. COMMISSION ON SUBSCRIPTION. The Company may pay a commission or brokerage on

any issue of shares at such rate or amount and in such manner as the Directors deem fit

to any person in consideration of his subscribing or agreeing to subscribe, whether

absolutely or conditionally, or procuring or agreeing to procure subscriptions, whether

absolute or conditional, for any shares in the Company. Subject to the provisions of Section

63 of the Act, such commission or brokerage may be satisfied by the payment of cash or the

allotment of fully paid shares or partly in one way and partly in the other.
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11. NO TRUSTS RECOGNISED. No person, other than the Depository, shall be recognised by

the Company as holding any share upon any trust, and the Company shall not be bound by

or be required in any way to recognise (even when having notice thereof) any equitable,

contingent future or partial interest in any share or any other rights in respect of any share

other than an absolute right to the entirety thereof in the registered holder, except only as

by these Articles otherwise provided for or as required by the Statutes or pursuant to any

order of Court.

12. OFFER OF NEW SHARES.

(1) Subject to any direction to the contrary that may be given by the Company in general

meeting or except as permitted under Singapore Exchange’s listing rules, all new shares of

whatever kind shall, before issue, be offered to such persons who as at the date of the offer

are entitled to receive notices from the Company of general meetings in proportion, as

nearly as the circumstances admit, to the number of the existing shares to which they are

entitled. The offer shall be made by notice specifying the number of shares offered, and

limiting a time within which the offer, if not accepted, will be deemed to be declined. After

the expiration of that time or on the receipt of an intimation from the person to whom the

offer is made that he declines to accept the shares offered, the Directors may dispose of

those shares in such manner as they think most beneficial to the Company. The Directors

may likewise so dispose of any new shares which (by reason of the ratio which the new

shares bear to shares held by persons entitled to an offer of new shares) cannot, in the

opinion of the Directors, be conveniently offered under this Article.

(2) Notwithstanding Article 12(1), the Company may by ordinary resolution or special resolution

(as the case may be) in general meeting give the Directors a general authority, either

unconditionally or subject to such conditions as may be specified in the ordinary resolution

or special resolution (as the case may be), to:

(a) (i) issue shares in the capital of the Company whether by way of rights, bonus or

otherwise; and/or

(ii) make or grant offers, agreements or options (collectively, “Instruments”) that

might or would require shares to be issued including but not limited to the

creation and issue of (as well as adjustments to) warrants, debentures or other

Instruments convertible into shares,

at any time and upon such terms and conditions and for such purposes and to such

persons as the Directors may in their absolute discretion deem fit; and

(b) (notwithstanding that the authority conferred by the ordinary resolution or special

resolution (as the case may be) may have ceased to be in force) issue shares in

pursuance of any Instrument made or granted by the Directors while the ordinary

resolution or special resolution (as the case may be) was in force,

provided that:

(1) if the mandate is approved by ordinary resolution, a limit of not more 100% of the total

number of issued shares (excluding treasury shares and subsidiary holdings), of which

the aggregate number of shares issued other than on a pro rata basis to existing

shareholders must be not more than 50% of the total number of issued shares

(excluding treasury shares and subsidiary holdings);
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(2) if the mandate is approved by special resolution, a limit of not more than 100% of the

total number of issued shares (excluding treasury shares and subsidiary holdings),

whether or not on a pro rata basis;

(3) in exercising the authority conferred by the ordinary or special resolution (as the case

may be) to make or grant Instruments (including the making of any adjustments under

any relevant Instrument), the Company shall comply with the rules and regulations of

the Singapore Exchange for the time being in force (unless such compliance is waived

by the Singapore Exchange) and these Articles; and

(4) (unless revoked or varied by the Company in general meeting) the authority conferred

by the ordinary resolution or special resolution (as the case may be) shall continue in

force until the conclusion of the annual general meeting of the Company following the

passing of the ordinary resolution or special resolution (as the case may be), or the

date by which such annual general meeting of the Company is required by law to be

held, or the expiration of such other period as may be prescribed by the Act and the

listing rules of the Singapore Exchange (whichever is the earliest).

13. SHARE CERTIFICATES. Subject to the Act and the listing rules of the Singapore

Exchange, securities will be allotted and certificates issued in the name of and despatched

to every person whose name is entered as a Member in the Register of Members within ten

market days of the final applications closing date for an issue of securities and within fifteen

market days (or such period as may be approved by the Singapore Exchange) after the

lodgement of any registrable transfer. Every person whose name is entered as a Member

in the Register of Members shall be entitled without payment to one certificate under the

seal of the Company in respect of each class of shares held by him for all his shares in that

class specifying the shares allotted or transferred to him and the amount paid up and the

amount (if any) unpaid thereon or several certificates in reasonable denominations each for

one or more of his shares in any one class upon payment of $2.00 (or such lesser sum as

the Directors shall from time to time determine) for every certificate after the first. Stamp

duty, if any, payable on such certificate shall be borne by such Member unless otherwise

directed by the Directors; PROVIDED ALWAYS THAT in the case of joint holders the

Company shall not be bound to issue more than one certificate and delivery of such

certificate to any one of them shall be sufficient delivery to all such holders. PROVIDED

FURTHER THAT the Company shall not be bound to register more than three persons as

the holders of any share except in the case of executors, trustees or administrators of the

estate of a deceased Member.

14. RENEWAL OF CERTIFICATES. Subject to the provisions of the Act, if any share

certificates shall be worn out, defaced, destroyed, lost or stolen, it may be renewed on

payment of such fee not exceeding $2.00 as the Directors may from time to time require and

on such terms, if any, as to evidence and indemnity, being given by the shareholder,

transferee, person entitled, purchaser, member company of the Singapore Exchange or on

behalf of its/their client(s) as the Directors shall require, as the Directors think fit and, in the

case of defacement or wearing out, on delivery up of the old certificate. In the case of

destruction, loss or theft, a shareholder or person entitled to whom such renewed certificate

is given shall also bear the loss and pay to the Company all expenses incidental to the

investigations by the Company of the evidence of such destruction or loss.
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LIEN

15. COMPANY TO HAVE LIEN ON SHARES AND DIVIDENDS. The Company shall have a first

and paramount lien on every share not being a fully-paid share provided that such lien shall

be restricted to unpaid calls and instalments upon the specific shares in respect of which

such moneys are due and unpaid and to such monies as the Company may be called upon

by law to pay in respect of the shares of the Member or deceased Member. The Company’s

lien, if any, on a share shall extend to all dividends payable thereon.

16. LIEN MAY BE ENFORCED BY SALE OF SHARES. The Directors may sell any shares

subject to such lien at such time or times and in such manner as they think fit, but no sale

shall be made until such time as the moneys in respect of which such lien exists or some

part thereof are or is presently payable or a liability or engagement in respect of which such

lien exists is liable to be presently fulfilled or discharged, and until a demand and notice in

writing stating the amount due or specifying the liability or engagement and demanding

payment or fulfilment or discharge thereof, and giving notice of intention to sell in default,

shall have been served on such Member or the persons (if any) entitled by transmission to

the shares, and default in payment, fulfillment or discharge shall have been made by him

or them for seven days after such notice.

17. DIRECTORS MAY AUTHORISE TRANSFER AND ENTER PURCHASER’S NAME IN

REGISTER. To give effect to any such sale the Directors may authorise some person to

transfer the shares sold to the purchaser and may enter the purchaser’s name in the

Register of Members as holder of the shares, and the purchaser shall not be bound to see

to the application of the purchase money, nor shall his title to the shares be effect by any

irregularity or invalidity in the proceedings in reference to the sale.

18. APPLICATION OF PROCEEDS OF SALE. The net proceeds of sale whether of a share

forfeited by the Company or of a share over which the Company has a lien, shall be applied

in or towards satisfaction of the amount due to the Company, or of the liability or

engagement, as the case may be, and any residue after the satisfaction of the unpaid calls

and accrued interest and expenses, shall be paid to the person whose shares have been

forfeited, or his executors, administrators or assignees or as he directs.

19. MEMBER NOT ENTITLED TO PRIVILEGES OF MEMBERSHIP UNTIL ALL CALLS PAID.

No Member shall be entitled to receive any dividend or to exercise any privilege as a

Member until he shall have paid all calls for the time being due and payable on every share

held by him and whether alone or jointly with any other person, together with interest and

expenses (if any).

CALLS ON SHARES

20. DIRECTORS MAY MAKE CALLS. The Directors may, subject to the provisions of these

Articles, from time to time make such calls upon the Members in respect of all moneys unpaid

on their shares as they think fit; PROVIDED ALWAYS THAT fourteen days’ notice at least is

given of each call and each Member shall be liable to pay the amount of every call so made

upon him to the persons, by the instalments (if any) and at the times and places appointed

by the Directors.

21. WHEN CALL DEEMED TO HAVE BEEN MADE. A call shall be deemed to have been made

at the time when the resolution of the Directors authorising such call was passed.
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22. LIABILITY OF JOINT HOLDERS. The joint holders of a share shall be jointly and severally

liable to pay all calls and instalments in respect thereof.

23. INTEREST ON UNPAID CALL. If before or on the day appointed for payment thereof a call

or instalment payable in respect of a share is not paid, the person from whom the same is

due shall pay interest on the amount of the call or instalment at such rate as the Directors

shall fix from the day appointed for payment thereof to the time of actual payment, but the

Directors may waive payment of such interest wholly or in part.

24. PAYMENT IN ADVANCE OF CALLS. Any Member may pay to the company and the

Directors may, if they think fit, receive from any Member willing to advance the same, all or

any part of the monies for the time being remaining uncalled on his shares but the monies

so paid in advance shall not, whilst carrying interest, confer a right to participate in the profits

of the Company.

25. MONIES PAID IN ADVANCE OF CALLS. In respect of any monies paid in advance of any

call, or so much thereof as exceeds the amount for the time being called up on the shares

in respect of which such advance has been made, the Directors may pay or allow such

interest as may be agreed between them and such Member, in addition to the dividend

payable upon such part of the share in respect of which such advance has been made as is

actually called up.

26. SUM PAYABLE ON ALLOTMENT DEEMED TO BE A CALL. Any sum which by the terms of

allotment of a share is made payable upon allotment or at any fixed date on account of the

number(s) of share(s), shall, for all purposes of these Articles, be deemed to be a call duly

made and payable on the date fixed for payment, and in case of non-payment the provisions

of these Articles as to payment of interest and expenses, forfeiture and the like, and all the

relevant provisions of these Articles, shall apply as if such sum were a call duly made and

notified as hereby provided.

27. DIFFERENCE IN CALLS. The Directors may, from time to time, make arrangements on the

issue of shares for a difference between the holders of such shares in the amount of calls to

be paid and in the time of payment of such calls.

TRANSFER OF SHARES

28. TRANSFER OF SHARES.

(1) There shall be no restriction on the transfer of fully paid up shares (except where required

by law, the listing rules of any stock exchange upon which the shares of the Company may

be listed or the rules and/or bye-laws governing any stock exchange upon which the shares

of the Company may be listed) but the Directors may in their discretion decline to register

any transfer of shares upon which the Company has a lien and in the case of shares not fully

paid-up may refuse to register a transfer to a transferee of whom they do not approve,

provided always that in the event of the Directors refusing to register a transfer of shares,

they shall within ten market days beginning with the days on which the application for a

transfer of shares was made, serve a notice in writing to the applicant stating the facts

which are considered to justify the refusal as required by the Statutes.
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(2) The Directors may in their sole discretion refuse to register any instrument of transfer of

shares unless:–

(a) all or any part of the stamp duty (if any) payable on each share certificate and such fee

not exceeding $2 as the Directors may from time to time require, is paid to the

Company in respect thereof;

(b) the instrument of transfer is deposited at the Office or at such other place (if any) as

the Directors may appoint accompanied by the certificates of the shares to which is

relates, and such other evidence as the Directors may reasonably require to show the

right of the transferor to make the transfer and, if the instrument of transfer is executed

by some other person on his behalf, the authority of the person so to do;

(c) the instrument of transfer is in respect of only one class of shares; and

(d) the amount of the proper duty with which each share certificate to be issued in

consequence of the registration of such transfer is chargeable under any law for the

time being in force relating to stamps is tendered.

(3) The provisions in these Articles relating to the transfer of shares shall not apply to any

transactions affecting book-entry securities (as defined in the Act).

29. FORM OF TRANSFER. Every transfer shall be in writing in the form approved by the

Singapore Exchange. Every instrument of transfer must be in respect of only one class of

shares and must be duly stamped in accordance with any applicable law for the time being

in force relating to stamp duty and shall be left at the Office accompanied by the certificate

of the shares to be transferred and such other evidence (if any) as the Directors may

reasonably require to show the right of the transferor to make the transfer.

30. TRANSFERS TO BE EXECUTED BY BOTH PARTIES. The instrument of transfer of any

share shall be executed by or on behalf of both the transferor and the transferee and be

witnessed, PROVIDED ALWAYS THAT the Depository shall not be required to sign, as

transferee, any transfer form relating to the transfer of shares to it and PROVIDED

FURTHER THAT, at the discretion of the Directors, the signature of any other transferee

may be dispensed with. The transferor shall be deemed to remain the holder of the share

until the name of the transferee is entered in the Register of Members in respect thereof.

31. TRANSFER FEE. The Company shall be entitled to charge a fee not exceeding $2.00 for

each instrument of transfer on the registration of every transfer.

32. REGISTRATION OF TRANSFERS. The Directors may decline to register any transfer

unless all the preceding requirements are fully complied with. Subject to Article 32A, all

instruments of transfer which are registered may be retained by the Company.

32A. DESTRUCTION OF TRANSFER RECORDS. Subject to any legal requirements to the

contrary, the Company shall be entitled to destroy all instruments of transfer which have

been registered at any time after the expiration of six (6) years from the date of registration

thereof and all dividend mandates and notifications of change of address at any time after

the expiration of six (6) years from the date of recording thereof and all share certificates

which have been cancelled at any time after the expiration of six (6) years from the date of

the cancellation thereof and it shall be conclusively presumed in the favour of the Company

that every entry in the Register of Members purporting to have been made on the basis of

an instrument of transfer or other documents so destroyed was duly and properly made and
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every instrument of transfer so destroyed was a valid and effective instrument duly and

properly registered and every share certificate so destroyed was a valid and effective

certificate duly and properly cancelled and every other document hereinbefore mentioned

so destroyed was a valid and effective document in accordance with the recorded

particulars thereof in the books or records of the Company PROVIDED THAT:

(i) the provisions aforesaid shall apply only to the destruction of a document in good faith

and without notice of any claim (regardless of the parties thereto) to which the

document might be relevant;

(ii) nothing herein contained shall be construed as imposing upon the Company any

liability in respect of the destruction of any such document earlier than as aforesaid or

in any circumstances which would not attach to the Company in the absence of this

Article; and

(iii) references herein to the destruction of any document include references to the

disposal thereof in any manner.

33. REGISTRATION OF TRANSFERS MAY BE SUSPENDED. The registration of transfers

may be suspended at such times and for such periods as the Directors may from time to

time determine; PROVIDED ALWAYS THAT such registration shall not be suspended for

more than thirty days in any year.

TRANSMISSION OF SHARES

34. ON DEATH OF MEMBER, SURVIVOR OR EXECUTOR ONLY RECOGNISED.

(1) In the case of the death of a Member the survivor or survivors, where the deceased was a

joint holder of shares, and the executors or administrators of the deceased, where he was

a sole or only surviving holder of shares, shall be the only persons recognised by the

Company as having any title to his shares, but nothing herein contained shall release the

estate of a deceased joint holder from any liability in respect of any share jointly held by

him.

(2) The provisions in these Articles relating to the transmission of shares shall not apply to any

transactions affecting book-entry securities (as defined in the Act).

35. RETENTION OF DIVIDENDS ON SHARES PENDING TRANSMISSION. The Directors may

retain the dividends payable on shares in respect of which any person is under these

Articles, as to the transmission of shares, entitled to become a Member, or which any

person under these Articles is entitled to transfer, until such person shall become a Member

in respect of such shares or shall duly transfer the same.

FORFEITURE OF SHARES

36. PAYMENT OF CALL WITH INTEREST AND EXPENSES. If any Member fails to pay the

whole or any part of any call or instalment of a call on or before the day appointed for the

payment thereof, the Directors may at any time thereafter, during such time as the call or

instalment or any part thereof remains unpaid, serve a notice on him or on the person

entitled to the share by transmission requiring him to pay such call or instalment or such

part thereof as remains unpaid, together with interest at such rate as the Directors shall

determine, and any expenses that may have accrued by reason of such non-payment.
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37. NOTICE REQUIRING PAYMENT TO CONTAIN CERTAIN PARTICULARS. The notice shall

name a further day (not earlier than the expiration of seven days from the date of the notice)

on or before which such call or instalment, or such part as aforesaid, and all interest and

expenses that have accrued by reason of such non-payment, are to be paid. It shall also

name the place where payment is to be made, and shall state that, in the event of

non-payment at or before the time and at the place appointed, the shares in respect of

which such call was made will be liable to be forfeited.

38. ON NON-COMPLIANCE WITH NOTICE SHARES FORFEITED ON RESOLUTION OF

DIRECTORS. If the requirements of any such notice as aforesaid are not complied with, any

share in respect of which such notice has been given may at any time thereafter, before the

payment required by the notice has been made, be forfeited by a resolution of the Directors

to that effect. A forfeiture of shares shall include all dividends in respect of the shares not

actually paid before the forfeiture notwithstanding that they shall have been declared.

39. NOTICE OF FORFEITURE TO BE GIVEN AND ENTERED IN REGISTER OF MEMBERS.

When any share has been forfeited in accordance with these Articles, notice of the forfeiture

shall forthwith be given to the holder of the share or to the person entitled to the share by

transmission, as the case may be, and an entry of such notice having been given and of the

forfeiture with the date thereof, shall forthwith be made in the Register of Members opposite

to the shares; but the provisions of this Article are directory only, and no forfeiture shall be

in any manner invalidated by any omission or neglect to give such notice or to make such

entry as aforesaid.

40. DIRECTORS MAY ANNUL FORFEITURE UPON TERMS. Notwithstanding any such

forfeiture as aforesaid the Directors may, at any time before the forfeited share has been

otherwise disposed of, annul the forfeiture upon the terms of payment of all calls and

interest due thereon and all expenses incurred in respect of the share and upon such further

terms (if any) as they shall see fit to impose.

41. DIRECTORS MAY DISPOSE OF FORFEITED SHARES. Every share which shall be

forfeited may be sold, re-allotted or otherwise disposed of, either to the person who was

before forfeiture the holder thereof or entitled thereto, or to any other person upon such

terms and in such manner as the Director shall think fit, and the Directors may, if necessary,

authorise some person to transfer the same to such other person as aforesaid.

42. FORMER HOLDER OF FORFEITED SHARES LIABLE FOR CALL MADE BEFORE

FORFEITURE. A shareholder whose shares have been forfeited shall, notwithstanding

such forfeiture, be liable to pay to the Company all calls made and not paid on such shares

at the time of forfeiture, and interest thereon to the date of payment, in the same manner

in all respects as if the shares had not been forfeited, and to satisfy all (if any) the claims

and demands which the Company might have enforced in respect of the shares at the time

of forfeiture, without any deduction of allowance for the value of the shares at the time of

forfeiture.

43. CONSEQUENCES OF FORFEITURE. The forfeiture of a share shall involve the extinction

at the time of forfeiture of all interests in and all claims and demands against the Company

in respect of the share and all other rights and liabilities incidental to the share as between

the shareholder whose share is forfeited and the Company, except only such of those rights

and liabilities as are by these Articles expressly saved or as are by the Statutes given or

imposed in the case of past Members.
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44. TITLE TO FORFEITED SHARE. A statutory declaration in writing that the declarant is a

Director of the Company and that a share has been duly forfeited in pursuance of these

Articles and stating the date upon which it was forfeited shall, as against all persons

claiming to be entitled to the share adversely to the forfeiture thereof, be conclusive

evidence of the facts therein stated, and such declaration, together with the receipt of the

Company for the consideration (if any) given for the share on the sale or disposition thereof,

and a certificate of proprietorship of the share under the Seal delivered to the person to

whom the same is sold or disposed of, shall constitute a good title to the share, and (subject

to the execution of any necessary transfer) such person shall be registered as the holder

of the share and shall be discharged from all calls made prior to such sale or disposition,

and shall not be bound to see to application of the purchase money (if any) nor shall his title

to the share be affected by any act, omission or irregularity relating to or connected with the

proceedings in reference to the forfeiture, sale, re-allotment or disposal of the share.

CONVERSION OF SHARES INTO STOCK

45. POWER TO CONVERT INTO STOCK. The Company may by ordinary resolution passed at

a general meeting convert any paid up shares into stock and reconvert any stock into paid

up shares.

46. TRANSFER OF STOCK. The holders of stock may transfer the same or any part thereof in

the same manner and subject to the same regulations as and subject to which the shares

from which the stock arose might previously to conversion have been transferred or as near

thereto as circumstances admit; but the Directors may from time to time fix the minimum

number of stock units transferable and restrict or forbid the transfer of fractions of that

minimum.

47. RIGHTS OF STOCKHOLDERS. The holders of stock shall according to the number of the

stock units held by them have the same rights privileges and advantages as regards

dividends, voting at meetings of the Company and other matters as if they held the shares

from which the stock arose, but no such privilege or advantage (except participation in the

dividends and profits of the Company and in the assets on winding up) shall be conferred

by any such number of stock units which would not if existing in shares have conferred that

privilege or advantage.

48. INTERPRETATION. Such of the regulations of the Company as are applicable to paid up

shares shall apply to stock, and the words “share” and “shareholder” therein shall include

“stock” and “stockholder”.

ALTERATION OF CAPITAL

49. [Article 49 was deleted in its entirety pursuant to the Special Resolution passed at an

Extraordinary General Meeting held on 14 July 2007.]

50. COMPANY MAY ALTER ITS CAPITAL. The Company may by ordinary resolution:-

(1) consolidate and divide all or any of its share capital; or
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(2) sub-divide its existing shares, or any of them in accordance with the Act and listing rules of

the Singapore Exchange and so that as between the resulting shares, one or more of such

shares may by the resolution by which such subdivision is effected be given any preference

or advantage as regards dividend, capital, voting or otherwise over the others or any other

of such shares; or

(3) cancel any shares which at the date of the passing of the resolution in that behalf have not

been taken or agreed to be taken by any person or which have been forfeited and diminish

the amount of its share capital by the number of the shares so cancelled.

51. COMPANY MAY REDUCE ITS CAPITAL. The Company may by special resolution reduce

its share capital in any manner authorised and subject to any conditions prescribed by the

Statutes.

MODIFICATION OF CLASS RIGHTS

52. RIGHTS OF SHAREHOLDERS MAY BE ALTERED. Subject to the provisions of Section 74

of the Act, all or any of the rights, privileges or conditions for the time being attached or

belonging to any class of shares for the time being forming part of the share capital of the

Company may from time to time be modified, affected, varied, extended or surrendered in

any manner with the consent in writing of the holders who represent not less than

three-fourths of the total voting rights of all the issued shares of that class or with the

sanction of a special resolution passed at a separate meeting of the Members of that class.

To any such separate meeting all the provisions of these Articles as to general meetings of

the Company shall mutatis mutandis apply, but so that the necessary quorum shall be

Members of the class holding or representing by proxy one-third of the total voting rights of

all the issued shares of the class, and every holder of shares of the class in question shall

be entitled on a poll to one vote for every such share held by him.

GENERAL MEETINGS

53. ANNUAL GENERAL MEETINGS. Subject to the Statutes, an annual general meeting of the

Company shall be held once in every calendar year, at such time and place in Singapore

as may be determined by the Directors, but so that not more than fifteen months shall be

allowed to elapse between any two such annual general meetings and the interval between

the close of the Company’s financial year and the date of the Company’s forthcoming

annual general meeting shall not be more than four months or such other period as

prescribed by the Singapore Exchange’s listing rules (as from time to time amended or

supplemented).

54. ANNUAL AND EXTRAORDINARY GENERAL MEETINGS. The abovementioned general

meetings shall be called annual general meetings. All other general meetings shall be

called extraordinary general meetings and shall be held at such time and place in Singapore

as may be determined by the Directors.

55. EXTRAORDINARY GENERAL MEETINGS. The Directors may call an extraordinary

general meeting whenever they think fit, and extraordinary general meetings shall also be

convened on such requisition, or in default may be convened by such requisitionists, as

provided by Section 176 of the Act.
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56. NOTICE OF MEETING. Subject to any requirements of the Act or the listing rules of the

Singapore Exchange relating to the convening of meetings (including to pass special

resolutions and resolutions of which special notice is required), twenty-one days’ notice at

the least (excluding the date on which the notice is served or deemed to be served and the

date of the meeting for which the notice is given) for meetings to pass special resolutions

and fourteen days’ notice at least (excluding the date on which the notice is served or

deemed to be served and the date of the meeting for which the notice is given) for all other

meetings, specifying the place, the day and the hour of meeting, shall be given in the

manner hereinafter mentioned to such persons as are under the provisions of these Articles

entitled to receive notices of general meetings from the Company, but with the consent of

all persons for the time being entitled as aforesaid, a meeting may be convened upon a

shorter notice, and in such manner as such persons may approve. Any notice of a meeting

called to consider special business shall be accompanied by a statement regarding the

effect of any proposed resolution in respect of such special business. At least fourteen days’

notice of every such meeting shall be given by advertisement in the daily press and in

writing to the Singapore Exchange. The accidental omission to give such notice to, or the

non-receipt of such notice by, any such person shall not invalidate the proceedings or any

resolution passed at any such meeting.

57. RESOLUTION SIGNED BY ALL MEMBERS AS EFFECTIVE AS IF PASSED AT GENERAL

MEETING. Subject to the Statutes, a resolution in writing signed by all the Members for the

time being entitled to receive notice of and attend and vote at general meetings (or being

corporations by their duly authorised representatives) shall be valid and effective as if the

same had been passed at a general meeting of the Company duly convened and held, and

may consist of several documents in the like form each signed by one or more Members.

PROCEEDINGS AT GENERAL MEETINGS

58. SPECIAL BUSINESS. All business shall be deemed special that is transacted at an

extraordinary general meeting, and also all that is transacted at an annual general meeting,

with the exception of declaring a dividend, the consideration of the accounts, balance

sheets, and the reports of the Directors and Auditors, and any other documents annexed to

the balance sheets, the election of Directors in the place of those retiring and the fixing of

the remuneration of the Directors and the appointment and fixing of the remuneration of the

Auditors.

59. NO BUSINESS TO BE TRANSACTED UNLESS QUORUM PRESENT. No business shall

be transacted at any general meeting unless a quorum is present when the meeting

proceeds to business. For all purposes the quorum shall be two Members personally

present or represented by proxy.

60. IF NO QUORUM MEETING ADJOURNED OR DISSOLVED. If within half an hour from the

time appointed for the holding of a general meeting a quorum is not present, the meeting,

if convened on the requisition of Members, shall be dissolved. In any other case it shall

stand adjourned to the same day in the next week at the same time and place, and if at such

adjourned meeting a quorum is not present within half an hour from the time appointed for

holding the meeting, the Members present shall be a quorum.
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61. CHAIRMAN OF BOARD TO PRESIDE AT ALL MEETINGS. The Chairman of the Directors

shall preside as Chairman at every general meeting. In his absence, the Deputy Chairman,

and in the absence of both the Chairman and the Deputy Chairman, the Vice-Chairman

shall preside as Chairman at every general meeting. If at any meeting the Chairman, the

Deputy Chairman or the Vice-Chairman is not present within fifteen minutes after the time

appointed for holding the meeting or be unwilling to act, the Members present shall choose

one of the Directors to be Chairman of the meeting, or if no Director be present or if all the

Directors present decline to take the chair, one of their number present shall be Chairman.

62. NOTICE OF ADJOURNED MEETINGS. The Chairman may, with the consent of any

meeting at which a quorum is present and shall, if so directed by the meeting, adjourn any

meeting from time to time and from place to place as the meeting shall determine.

Whenever a meeting is adjourned for ten days or more, notice of the adjourned meeting

shall be given in the same manner as in the case of an original meeting. Save as aforesaid,

no Member shall be entitled to any notice of any adjournment or of the business to be

transacted at an adjourned meeting. No business shall be transacted at any adjourned

meeting other than the business which might have been transacted at the meeting from

which the adjournment took place.

62A. VOTING BY POLL. If required by the listing rules of the Singapore Exchange, all

resolutions at any General Meetings shall be voted by poll (unless such requirement is

waived by the Singapore Exchange).

63. HOW RESOLUTION DECIDED. Subject to Article 62A, at any general meeting a resolution

put to the vote of the meeting shall be decided on a show of hands, unless before or on the

declaration of the result of the show of hands a poll is demanded by the Chairman or by any

person for the time being entitled to vote at the meeting, and unless a poll is so demanded

a declaration by the Chairman that a resolution has on a show of hands been carried or

carried unanimously, or carried by a particular majority, or lost, shall be conclusive, and an

entry to that effect in the book containing the minutes of the proceedings of the Company

shall be conclusive evidence thereof without proof of the number or proportion of the votes

recorded in favour of or against such resolution.

64. HOW POLL TO BE TAKEN. A poll demanded on the election of a Chairman or on a question

of adjournment shall be taken forthwith. A poll required under Article 62A or demanded

under Article 63 on any other question shall be taken at such time and place, and in such

manner as the Chairman directs, and the result of the poll shall be deemed to be the

resolution of the meeting at which the poll required or was demanded. Any business other

than that upon which a poll is required or has been demanded may be proceeded with at

a meeting pending the taking of the poll. The Chairman of the meeting may (and if required

by the listing rules of the Singapore Exchange or if so directed by the general meeting,

shall) appoint at least one scrutineer who shall be independent of the persons undertaking

the polling process and may adjourn the general meeting to some place and time fixed by

him for the purpose of declaring the result of the poll.

65. CHAIRMAN TO HAVE CASTING VOTE. In the case of an equality of votes, whether on a

show of hands or on a poll, the Chairman shall be entitled to a second or casting vote.
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VOTES OF MEMBERS

66. NUMBER OF VOTES. Subject to any rights or restrictions for the time being attached to any

class or classes of shares, every Member present in person and each proxy and each

attorney shall have one vote on a show of hands and on a poll, every Member present in

person or by proxy shall have one vote for each share which he holds or represents and

upon which all calls due are paid to the Company PROVIDED THAT a Depositor shall only

be entitled to attend any general meeting and to speak and vote thereat if his name appears

on the Depository Register forty-eight hours before the general meeting as a Depositor on

whose behalf the Depository holds shares in the Company, the Company being entitled then

to deem each such Depositor as holding such number of shares as is actually credited to

the Securities Account of the Depositor as at such time, according to the records of the

Depository as supplied by the Depository to the Company, or where a Depositor has

appointed a proxy, such proxy as representing such number of shares.

66A. VOTE IN ABSENTIA. Subject to these Articles and any applicable legislation, the Directors

may, at its sole discretion, approve and implement, subject to such security measures as

may be deemed necessary or expedient, such voting methods to allow Members who are

unable to vote in person at any general meeting the option to vote in absentia, including but

not limited to voting by email, electronic mail or facsimile, if the shareholders so consent.

67. SPLIT VOTES. On a poll a Member entitled to more than one vote need not, if he votes, use

all his votes or cast all the votes he uses in the same way.

68. VOTES OF JOINT HOLDERS OF SHARES. In the case of joint holders any one of such

persons may vote, but if more than one of such persons be present at a meeting, the vote

of the senior who tenders a vote whether in person or by proxy shall be accepted to the

exclusion of the votes of the other joint holder; and for this purpose seniority shall be

determined by the order in which the names stand in the Register of Members.

69. VOTES OF LUNATIC MEMBER. A person of unsound mind, or in respect of whom an order

has been made by any court having jurisdiction in lunacy, may vote, whether on a show of

hands or on a poll, by his committee, receiver, curator bonis, or other legal curator and such

last-mentioned persons may give their votes either personally or by proxy.

70. MEMBERS INDEBTED TO COMPANY IN RESPECT OF SHARES NOT ENTITLED TO

VOTE. No Member shall be entitled to vote at any general meeting unless all calls or other

sums presently payable by him in respect of shares held by him in the Company, whether

in his own name or in a Securities Account, and whether alone or jointly with any other

person, have been paid.

71. APPOINTMENT OF PROXIES.

(1) A Member may appoint not more than two proxies to attend and vote at the same general

meeting.

(2) Where the Member appoints more than one proxy to attend and vote at the same general

meeting he shall specify on each instrument of proxy the number of shares in respect of

which the appointment is made, failing which, the appointment shall be deemed to be in the

alternative.
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(3) No instrument appointing a proxy of a Depositor shall be rendered invalid merely by reason

of any discrepancy between the Depositor’s shareholding specified in the instrument of

proxy, or where the same has been apportioned between two proxies the aggregate of the

proportions of the Depositor’s shareholding they are specified to represent, and the true

balance.standing to the Securities Account of the Depositor as appears on the Depository

Register forty-eight hours before the general meeting. In the event of such discrepancy, the

Directors shall be entitled to deem such Proxy to represent the true balance standing to the

Securities Account of the Depositor as appears on the Depository Register forty-eight hours

before the general meeting, or where two proxies have been appointed by such Depositor,

to apportion the said number of shares standing to his Securities Account between the two

proxies in the same proportion as specified by the Depositor in appointing the proxies.

(4) A proxy or representative need not be a Member.

(5) The instrument appointing a proxy shall be deemed to confer authority to demand or join in

demanding a poll.

(6) A Member who has deposited an instrument appointing any number of proxies to vote on

his behalf at a general meeting shall not be precluded from attending and voting in person

at that general meeting. Any such appointment of all the proxies concerned shall be deemed

to be revoked upon the attendance of the Member appointing the proxy/proxies at the

relevant general meeting.

72. INSTRUMENT APPOINTING A PROXY TO BE LEFT AT THE OFFICE. The instrument

appointing a proxy and the power of attorney or other authority, if any, under which it is

signed, or a notarially certified copy of that power or authority shall be deposited at the

Office not less than forty-eight hours before the time for holding the meeting or adjourned

meeting at which the person named in the instrument proposes to vote, and in default the

instrument of proxy shall not be treated as valid PROVIDED THAT the Directors shall be

entitled to reject any instrument of proxy lodged by any Depositor whose name does not

appear on the Depository Register as a Depositor on whose behalf the Depository holds

shares in the Company forty-eight hours before the general meeting at which the proxy is

to act.

73. FORM OF PROXY. An instrument appointing a proxy or representative shall be in writing in

the common form or any other form approved by the Directors and:–

(1) in the case of an individual, shall be signed by the appointor or by his attorney;

(2) in the case of a corporation, shall be either under its common seal or signed by its attorney

or by officer on behalf of the corporation.

74. OMISSION TO INCLUDE PROXY FORM. In the event that forms of proxy are sent to

Members of the Company together with any notice of meeting, the accidental omission to

include the form of proxy to, or the non-receipt of such form of proxy by any person entitled

to receive a notice of meeting shall not invalidate any resolution passed or any proceeding

at any such meeting.
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75. CORPORATIONS ACTING BY REPRESENTATIVES AT MEETING. Any corporation which

is a Member of the Company may by resolution of its directors or other governing body

authorise such person as it thinks fit to act as its representative at any meeting of the

Company or of any class of Members of the Company, and the person so authorised shall

be entitled to exercise the same powers on behalf of the corporation which he represents

as that corporation could exercise if it were an individual Member of the Company, and such

corporation shall for the purposes of these Articles (but subject to the Act) be deemed to be

present in person at any such meeting if a person so authorised is present thereat.

DIRECTORS

76. NUMBER OF AND FIRST DIRECTORS. All the Directors of the Company shall be natural

persons. Until otherwise determined by a general meeting the number of Directors shall be

not less than two nor more than fifteen. The first Directors were Mr Teo Chin Kiang Willie

and Madam Lim Swee Hoon.

76A. INDEPENDENT DIRECTORS. The Board of Directors shall have at least two non-executive

directors who are independent and free of any material business or financial connection

with the Company. Independent directors must comprise at least one-third of the Board of

Directors. In the event of any retirement or resignation which renders the Company unable

to meet any of the foregoing requirements, the Company shall endeavour to fill the vacancy

within two months, but in any case not later than three months.

77. POWER TO ADD TO DIRECTORS. The Directors shall have power from time to time and

at any time to appoint additional Directors; PROVIDED ALWAYS THAT the total number of

Directors shall not exceed the prescribed maximum. A Director so appointed shall retire

from office at the close of the next annual general meeting, but shall be eligible for

re-election.

78. DIRECTOR’S QUALIFICATION. A Director shall not be required to hold any share

qualification in the Company.

79. ALTERNATE DIRECTORS. Any Director may from time to time and at any time appoint any

person (approved by a majority of the other Directors for the time being and who shall not

be a person who is already a Director of the Company and who is not already an alternate

Director of the Company) to be alternate Director of the Company, and may at any time

remove the alternate Director so appointed by him from office. An alternate Director so

appointed shall be entitled to receive remuneration from the Company and to receive

notices of and attend all meetings of the Directors, and to vote as a Director at any such

meeting at which the Director appointing him is not present, and generally in the absence

of his appointor to perform all the functions of his appointor as a Director. Any fee paid by

the Company to the alternate Director shall be deducted from the remuneration payable to

his appointor. All appointments and removals of alternate Directors made by any Director in

pursuance of the provisions of this Article shall be in writing under the hand of the Director

making the same and left at the Office. The nomination of an alternate Director shall be valid

if made by cable or telegram; PROVIDED ALWAYS THAT such nomination shall be

confirmed within three months from the date of such cable or telegram by a written

nomination complying with the abovementioned requirements, and any act done by the

alternate Director nominated in such cable or telegram between the date thereof and the

date of the receipt within the prescribed period by the Company of the written nomination

shall be as valid and effectual as if such alternate Director had been duly appointed in the

first instance, whether such written nomination shall be received by the Company within the

prescribed period or not.
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80. DIRECTORS’ REMUNERATION. Fees payable to the Directors shall from time to time be

determined by the Company in general meeting and such fees shall not be increased except

pursuant to an ordinary resolution passed at a general meeting where notice of the

proposed increase shall have been given in the notice convening the meeting. Unless

otherwise directed by the said ordinary resolution, such fees shall be divided among the

Directors in such proportions and manner as they may agree and in default of agreement

equally, except that if a Director has held office for part only of the period in respect of which

such fees are payable, such a Director shall be entitled only to that proportion of the fees

as is related to the period during which he has held office. Fees payable to non-executive

directors shall be by a fixed sum and not by way of commission on or percentage of profits

or turnover. Salaries payable to executive directors may not include a commission on or

percentage of turnover. The Directors shall also be paid such travelling, hotel and other

expenses as may reasonably be incurred by them in the execution of their duties including

any such expenses incurred in connection with their attendance at meetings of Directors.

If by arrangement with the other Directors any Director shall perform or render any special

duties or services outside his ordinary duties as a Director, the Directors may pay him

special remuneration, in addition to his ordinary remuneration, and such special

remuneration may be by way of salary, commission, participation in profits or otherwise, as

may be arranged.

81. DIRECTOR MAY BE INTERESTED IN OTHER COMPANIES. A Director of the Company

may be or become a Director or other officer of, or otherwise be interested in, any company

promoted by the Company or in which the Company may be interested as shareholder or

otherwise, and no such Director shall be accountable to the Company for any remuneration

or other benefits received by him as a Director or officer of, or from his interest in, such

other company unless the Company otherwise directs.

POWERS AND DUTIES OF DIRECTORS

82. DIRECTOR TO MANAGE COMPANY’S BUSINESS. The business of the Company shall be

managed by the Directors, who may pay all such expenses of and preliminary and

incidental to the promotion, formation, establishment and registration of the Company as

they think fit, and may exercise all such powers of the Company and do on behalf of the

Company all such acts as may be exercised and done by the Company, and as are not by

the Statutes or by these Articles required to be exercised or done by the Company in

general meeting, subject nevertheless to any regulations of these Articles, to the provisions

of the Statutes, and to such regulations being not inconsistent with the aforesaid

regulations or provisions as may be prescribed by the Company in general meeting, but no

regulation made by the Company in general meeting shall invalidate any prior act of the

Directors which would have been valid if such regulation had not been made; PROVIDED

ALWAYS THAT any sale or disposal by the Directors of the Company’s main undertaking

shall be subject to ratification by shareholders in general meeting.

83. CHAIRMAN, DEPUTY CHAIRMAN AND VICE-CHAIRMAN. The Directors may from time to

time elect one of their body to be Chairman of the Company, another of their body to be

Deputy Chairman of the Company and another of their body to be Vice-Chairman of the

Company in each case for a fixed term not exceeding five years or without any limitation as

to the period for which any such Director is to hold the office to which he is appointed and

on such terms as they think fit. Without prejudice to any claim a Director so appointed to any

one of these offices may have for damages for breach of any contract of service between

him and the Company, his appointment shall be subject to determination ipso facto if he

ceases from any cause to be a Director, or if the Directors resolve that his term of office be
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determined. A Director holding any such office as aforesaid shall receive such remuneration

as the Directors may determine but shall not under any circumstances be remunerated by

a commission on or percentage of turnover.

84. MANAGING DIRECTORS. The Directors may from time to time and at any time appoint one

or more of their body to be Managing Director or Managing Directors for a term not

exceeding five years upon such terms and at such remuneration (whether by way of salary

or commission or participation in profits, or by any or all of these modes or otherwise) as

they may think fit, and a Director so appointed shall, while holding that office, be subject to

retirement by rotation and he shall be taken into account in determining the rotation of

retirement of Directors or the number of Directors to retire, and he shall, subject to the

provisions of any contract between him and the Company, be subject to the same provisions

as to resignation and removal as the other Directors of the Company, and if he ceases to

hold the office of Director he shall ipso facto and immediately cease to be a Managing

Director. A Managing Director shall at all times be subject to the control of the Directors.

85. ATTORNEYS. The Directors may from time to time and at any time by power of attorney

appoint any company, firm or person or body of persons, whether nominated directly or

indirectly by the Directors, to be the attorney or attorneys of the Company for such purposes

and with such powers, authorities and discretions (not exceeding those vested in or

exercisable by the Directors under these Articles) and for such period and subject to such

conditions as they may think fit, and any such power of attorney may contain such

provisions for the protection and convenience of persons dealing with any such attorney as

the Directors may think fit, and may also authorise any such attorney to delegate all or any

of the powers, authorities and discretions vested in him.

86. DIRECTORS’ BORROWING POWERS. The Directors may borrow or raise from time to

time for the purposes of the Company or secure the payment of such sums as they may

think fit, and may secure the repayment or payment of any such sums by mortgage or

charge upon all or any of the property or assets of the Company or by the issue of

debentures or otherwise as they may think fit.

87. VACANCIES IN BOARD. The continuing Directors may act at any time notwithstanding any

vacancy in their body; PROVIDED ALWAYS THAT in case the Directors shall at any time be

reduced in number to less than the minimum number prescribed by these Articles, it shall

be lawful for them to act as Directors for the purpose of filling up vacancies in their body,

or of summoning a general meeting of the Company, but not for any other purpose save for

an emergency.

88. DIRECTORS TO COMPLY WITH THE STATUTES. The Directors shall duly comply with the

provisions of the Statutes, and particularly the provisions as to registration and keeping

copies of mortgages and charges, keeping of the Register of Members, keeping a Register

of Directors and entering all necessary particulars therein, and sending a copy thereof or a

notification of any changes therein to the Registrar of Companies, and sending to such

Registrar an annual return, together with the Certificates and particulars required by

Section 197 of the Act, notices as to increase of capital, returns of allotments and contracts

relating thereto, copies of resolutions and agreements and other particulars connected with

the above.
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89. DIRECTORS TO CAUSE MINUTES TO BE MADE. The Directors shall cause proper

minutes to be made of all general meetings of the Company and also of all appointments

of officers, and of the proceedings of all meetings of Directors and committees, and of the

attendances thereat, and of all business transacted at such meetings; and any such minute

of any meeting, if purporting to be signed by the Chairman of such meeting or by the

Chairman of the next succeeding meeting shall be conclusive evidence without any further

proof of the facts thereon stated.

90. DIRECTORS MAY CONTRACT WITH COMPANY. A Director may contract with and be

interested in any contract or proposed contract with the Company and shall not be liable to

account for any profit made by him by reason of any such contract; PROVIDED ALWAYS

THAT the nature of the interest of the Director in any such contract be declared at a meeting

of the Directors as required by Section 156 of the Act. No Director shall vote as a Director

in respect of any contract or proposed contract or arrangement in which he is directly or

indirectly interested, although he shall be counted in the quorum present at the meeting.

91. DIRECTORS MAY HOLD OTHER OFFICE OF PROFIT. A Director may hold any other office

or place of profit with the Company (except that of Auditor) in conjunction with his office of

Director for such period and on such terms as to remuneration and otherwise as the

Directors may determine.

92. DIRECTORS MAY ACT PROFESSIONALLY. A Director may act by himself or his firm in any

professional capacity for the Company (except as Auditor) and he or his firm shall be

entitled to remuneration for professional services as if he were not a Director.

93. OFFICE OF DIRECTOR VACATED IN CERTAIN CASES. Subject as herein otherwise

provided or to the terms of any subsisting agreement, the office of a Director shall be

vacated:–

(1) if a receiving order is made against him or he makes any arrangement or composition

with his creditors;

(2) if he is prohibited from being a Director by reason of any order made under any

provision of the Statutes;

(3) if he is found lunatic or becomes of unsound mind;

(4) if he resigns his office by notice in writing to the Company;

(5) if he becomes bankrupt during his term of office; or

(6) if he is disqualified from acting as a director in any jurisdiction for reasons other than

on technical grounds.
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APPOINTMENT & REMOVAL OF DIRECTORS

94. NUMBER OF DIRECTORS MAY BE INCREASED OR REDUCED. The Company may from

time to time in general meeting increase or reduce the number of Directors.

95. ELECTION OF DIRECTORS.

(1) An election of Directors shall take place at every annual general meeting of the Company.

All Directors except the Managing Director and any Director appointed to fill a casual

vacancy pursuant to Article 96 are subject to retirement by rotation as prescribed in

Article 95(2) below.

(2) At such annual general meeting, one-third of the Directors for the time being, or, if their

number is not three or a multiple of three, then the number rounded to the nearest one-third

shall retire from office.

(3) A retiring Director shall be eligible for re-election.

(4) The Directors to retire in every year shall be those who have been longest in office since

the last election, but as between persons who became Directors on the same day, those to

retire shall (unless they otherwise agree amongst themselves) be determined by lot.

96. VACANCY TO BE FILLED BY DIRECTORS. Any vacancy occurring in the Board of

Directors may be filled up by the Directors or the Members in the general meeting. A

Director so appointed by the Directors shall retire from office at the next following annual

general meeting but shall be eligible for re-election.

97. NOMINATION OF DIRECTORS FOR ELECTION. A person who is not a retiring Director

shall be eligible for election to the office of Director at any general meeting if the Member

intending to propose him has, at least eleven clear days before the meeting, left at the

Office of the Company a notice in writing duly signed by the nominee, giving his consent to

the nomination and signifying his candidature for the office, or the intention of such Member

to propose him; PROVIDED ALWAYS THAT in the case of a person recommended by the

Directors for election, nine clear days’ notice only shall be necessary, and notice of each

and every candidature for election to the Board of Directors shall be served on the

registered holders of shares at least seven days prior to the meeting at which the election

is to take place.

98. DIRECTOR MAY BE REMOVED BY ORDINARY RESOLUTION. The Company may by

ordinary resolution remove any Director before the expiration of his period of office, and

may, if thought fit, by ordinary resolution appoint another Director in his stead.
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PROCEEDINGS OF DIRECTORS

99. DIRECTOR MAY CALL MEETING OF DIRECTORS. A Director may, and the Secretary on

the requisition of a Director shall, at any time summon a meeting of the Directors.

100. MEETINGS OF DIRECTORS. The Directors may meet together for the dispatch of business

adjourn, and otherwise regulate their meetings, as they think fit. The quorum necessary for

the transaction of business may be fixed by the Directors, and unless so fixed shall be two.

Questions arising at any meeting shall be decided by a majority of votes. In case of an

equality of votes the Chairman shall have a second or casting vote except when only two

Directors are present and form a quorum or only two are competent to vote on the question

at issue.

101. CHAIRMAN OF THE BOARD. The meetings of Directors shall be presided over by the

Chairman and in his absence by the Deputy Chairman or in the absence of both the

chairman and the Deputy Chairman by the Vice-Chairman. If at any meeting the Chairman,

the Deputy Chairman and the Vice-Chairman shall not be present within fifteen minutes

after the time appointed for holding the same, the Directors present may choose one of their

number to be Chairman of the meeting.

102. DIRECTORS MAY DELEGATE THEIR POWERS. The Directors may delegate any of their

powers to committees consisting of such member or members of their body as they think

fit. Any committee so formed shall in the exercise of the powers so delegated conform to

any regulations that may be imposed on it by the Directors.

103. CHAIRMAN OF COMMITTEES. A committee may elect a Chairman of its meetings. If no

such Chairman is elected, or if at any meeting the Chairman is not present within five

minutes after the time appointed for holding the same, the members present may choose

one of their number to be Chairman of the meeting.

104. MEETINGS OF COMMITTEES. A Committee may meet and adjourn as its members think

proper. Questions arising at any meeting shall be determined by a majority of votes of the

members present, and in case of an equality of votes, the Chairman shall have a second

or casting vote except when only two members are present and form a quorum or only two

are competent to vote on the question at issue.

105. ALL ACTS DONE BY DIRECTORS TO BE VALID. All acts done bona fide by any meeting

of Directors, or by a committee of Directors, or by any person acting as a Director, shall,

notwithstanding it be afterwards discovered that there was some defect in the appointment

of any such Director of person acting as aforesaid, or that they or any of them were

disqualified, be as valid as if every such person had been duly appointed and was qualified

to be a Director.

106. RESOLUTIONS IN WRITING AND MEETINGS BY CONFERENCE CALLS.

(1) A resolution in writing signed or approved by letter, telex or facsimile or by any electronic

communication by a majority of the Directors shall be as effective for all purposes as a

resolution passed at a meeting of the Directors duly convened, held and constituted. Any

such resolution may be contained in a single document or may consist of several

documents all in like form.
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(2) The meetings of Directors may be conducted by means of telephone conference or other

methods of simultaneous communication by electronic or telegraphic means and the

minutes of such a meeting signed by the Chairman shall be conclusive evidence of any

resolution of any meeting conducted in the manner as aforesaid.

SECRETARY

107. APPOINTMENT OF SECRETARY. The Secretary shall, and a Deputy or Assistant

Secretary may, be appointed by the Directors for such term at such remuneration and upon

such conditions as they may think fit; and any Secretary or Deputy or Assistant Secretary

so appointed may be removed by them, but without prejudice to any claim he or they may

have for damages for any breach of contract of service against the Company.

108. APPOINTMENT OF SUBSTITUTE. The Directors may from time to time by resolution

appoint a temporary substitute for the Secretary, who shall be deemed to be the Secretary

during the term of his appointment.

THE SEAL

109. SEAL TO BE AFFIXED BY AUTHORITY OF RESOLUTION OF BOARD AND IN THE

PRESENCE OF TWO DIRECTORS OR ONE DIRECTOR AND THE SECRETARY. The

Directors shall provide for the safe custody of the Seal which shall not be used without the

authority of the Directors or of a committee authorised by the Directors in that behalf. Every

instrument to which the Seal shall be affixed shall be signed autographically or by facsimile

by one Director and the Secretary or a second Director or some other person appointed by

the Directors save that as regards any certificates for shares or debentures or other

securities of the Company the Directors may by resolution determine that such signatures

shall be dispensed with or affixed by some method of mechanical electronic signature or

other method approved by the Directors. The Company may exercise the powers conferred

by Section 41 and Section 124 of the Act with regard to having an official seal for use abroad

and a duplicate common seal respectively, and such powers shall be exercised by the

Directors.

DIVIDENDS AND RESERVE

110. DISTRIBUTION OF PROFITS. Subject to any preferential or other special rights for the time

being attached to any special class of shares and except as otherwise permitted under the

Statutes, the profits of the Company which it shall from time to time determine to distribute

by way of dividend shall be applied in payment of dividends upon the shares of the

Company in proportion to the number of shares held by a Member but where shares are

partly paid, all dividends must be apportioned and paid proportionately to the amounts paid

up or credited as paid on the partly paid shares thereon respectively otherwise than in

advance of calls PROVIDED THAT where a Member is a Depositor, the Company shall be

entitled to pay any dividends payable to such Member to the Depository and, to the extent

of the payment made to the Depository, the Company shall be discharged from any and all

liability in respect of that payment.

111. DECLARATION OF DIVIDENDS. The Directors may, with the sanction of a general

meeting, from time to time declare dividends, but no such dividend shall be payable except

out of the profits of the Company. The Directors may, if they think fit, from time to time

declare and pay to the Members such interim dividends as appear to them to be justified by

the position of the Company, and may also from time to time if in their opinion such payment
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is so justified, pay any preferential dividends which by the terms of issue of any shares are

made payable on fixed dates. No higher dividend shall be paid than is recommended by the

Directors, and the declaration of the Directors as to the amount of the net profits shall be

conclusive. No dividends may be paid, unless otherwise provided in the Statutes, to the

Company in respect of treasury shares.

112. DEDUCTION FROM DIVIDEND. The Directors may deduct from any dividend payable to

any Member all sums of money (if any) presently payable by him to the Company on

account of calls or otherwise in relation to the shares of the Company.

112A. EFFECT OF TRANSFER OF SHARES. A transfer of a share shall not pass the right to any

dividend declared in respect thereof before the transfer has been registered.

112B. RETENTION OF DIVIDENDS ON SHARES SUBJECT TO LIEN. The Directors may retain

any dividend or other moneys payable on or in respect of a share on which the Company

has a lien and may apply the same in or towards satisfaction of the debts, liabilities or

engagements in respect of which the lien exists.

113. PAYMENT OTHERWISE THAN IN CASH. Any general meeting declaring a dividend or

bonus may direct payment of such dividend or bonus wholly or partly by the distribution of

specific assets and in particular of paid up shares, debentures or debenture stock of any

other company or in any one or more of such ways, and the Directors shall give effect to

such resolution, and where any difficulty arises in regard to such distribution, the Directors

may settle the same as they think expedient, and in particular may issue fractional

certificates and fix the value for distribution of such specific assets or any part thereof and

may determine that cash payments shall be made to any Members upon the footing of the

value so fixed in order to adjust the rights of all parties, and may vest any such specific

assets in trustees as may seem expedient to the Directors.

114. DIRECTORS MAY FORM RESERVED FUND AND INVEST. The Directors may, before

recommending any dividend, set aside out of the profits of the Company such sums as they

think proper as a reserve or reserves, which shall at the discretion of the Directors be

applicable for meeting contingencies, or for repairing or maintaining any works connected

with the business of the Company, or for equalizing dividends, or for distribution by way of

special dividend or bonus, or may be applied for such other purposes for which the profits

of the Company may lawfully be applied as the Directors may think expedient in the

interests of the Company, and pending such application the Directors may employ the sums

from time to time to set apart as aforesaid in the business of the Company or invest the

same in such securities, other than the shares of the Company, as they may select. The

Directors may also from time to time to time carry forward such sums as they may deem

expedient in the interest of the Company.

115. DIVIDEND PAID BY CHEQUE. Any dividend or other moneys payable in cash on or in

respect of a share may be paid by cheque or warrant sent through the post to the registered

address of the Member or person entitled thereto or, if several persons are registered as

joint holders of the share or are entitled thereto in consequence of the death or bankruptcy

of the holder, to any one of such persons or to such person and such address as such

persons may by writing direct. Provided that where the Member is a Depositor, the payment

by the Company to the Depository of any dividend payable to a Depositor shall to the extent

of the payment discharge the Company from any further liability in respect of the payment.

Every such cheque or warrant shall be made payable to the order of the person to whom

it is sent or to such person as the holder or joint holders or person or persons entitled to the
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share in consequence of the death or bankruptcy of the holder may direct and payment of

the cheque if purporting to be endorsed or the receipt of any such person shall be a good

discharge to the Company. Every such cheque or warrant shall be sent at the risk of the

person entitled to the money represented thereby.

115A. UNCLAIMED DIVIDEND. The payment by the Directors of any unclaimed dividends or other

moneys payable on or in respect of a share into a separate account shall not constitute the

Company a trustee in respect thereof. All dividends unclaimed after being declared may be

invested or otherwise made use of by the Directors for the benefit of the Company and any

dividend unclaimed after a period of six years from the date of declaration of such dividend

may be forfeited and if so shall revert to the Company but the Directors may at any time

thereafter at their absolute discretion annul any such forfeiture and pay the dividend so

forfeited to the person entitled thereto prior to the forfeiture. If the Depository returns any

such dividend or moneys to the Company, the relevant Depositor shall not have any right

or claim in respect of such dividend or moneys against the Company if a period of six years

has elapsed from the date of the declaration of such dividend or the date on which such

other moneys are first payable. For the avoidance of doubt no Member shall be entitled to

any interest, share of revenue or other benefit arising from any unclaimed dividends,

howsoever and whatsoever.

CAPITALISATION OF PROFITS

116. COMPANY MAY CAPITALISE RESERVES AND UNDIVIDED PROFITS. The Company in

general meeting may at any time and from time to time pass an ordinary resolution

(including, without limitation, any ordinary resolution passed pursuant to Article 12(2)) that

any sum not required for the payment or provision of any fixed preferential dividend, and

(1) for the time being standing to the credit of any reserve of the Company, or (2) being

undivided net profits in the hands of the Company, be capitalised, and that such sum be

appropriated as capital to and amongst the ordinary shareholders in the proportions in

which they would have been entitled thereto if the same had been distributed by way of

dividend on the ordinary shares, and in such manner as the resolution may direct, and such

resolution shall be effective; and the Directors shall in accordance with such resolution

apply such sum in paying up in full any unissued shares or debentures of the Company on

behalf of the ordinary shareholders aforesaid, and appropriate such shares or debentures

and distribute the same credited as fully paid up to and amongst such shareholders in the

proportions aforesaid in satisfaction of the shares and interests of such shareholders in the

said capitalised sum or shall apply such sum or any part thereof on behalf of the

shareholders aforesaid in paying up the whole or part of any uncalled balance which shall

for the time being be unpaid in respect of any issued ordinary shares held by such

shareholders or otherwise deal with such sum as directed by such resolution. Where any

difficulty arises in respect of any such distribution, the Directors may settle the same as they

think expedient, and in particular they may issue fractional certificates, fix the value for

distribution of any fully paid-up shares or debentures, make cash payments to any

shareholders on the footing of the value so fixed in order to adjust rights, and vest any such

shares or debentures in trustees upon such trust for the persons entitled to share in the

appropriation and distribution as may seem just and expedient to the Directors. When

deemed requisite a proper contract for the allotment and acceptance of any shares to be

distributed as aforesaid shall be delivered to the Registrar of Companies for registration in

accordance with Section 63 of the Act and the Directors may appoint any person to sign

such contract on behalf of the persons entitled to share in the appropriation and distribution

and such appointment shall be effective.
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ACCOUNTS

117. ACCOUNTS AND BOOKS TO BE KEPT. The Directors shall cause proper accounts to be

kept:–

(1) of the assets and liabilities of the Company;

(2) of all sums of money received and expended by the Company, and the matters in

respect of which such receipts and expenditures take place; and

(3) of all sales and purchases by the Company.

The books of account shall be kept at the Office, or at such other place as the Directors

shall think fit, and shall always be open to the inspection of the Directors.

118. INSPECTION BY MEMBERS. The Directors shall from time to time determine whether in

any particular case or class of cases, or generally, and to what extent, and at what times

and places and under what conditions or regulations, the accounts and books of the

Company, or any of them shall be open to the inspection of Member, and no Member (not

being a Director) shall have any rights of inspecting any account or book or document of the

Company, except as conferred by the Statutes or authorised by the Directors or by a

resolution of the Company in general meeting.

119. ACCOUNTS TO BE LAID BEFORE COMPANY. Once at least in every year at intervals of

not more than fifteen months, but in any event before the expiry of four months from the

close of a financial year of the Company the Directors shall lay before the Company at its

annual general meeting a profit and loss account and balance sheet for the period following

the preceding account or (in the case of the first account) since the incorporation of the

Company, made up to a date not more than four months before such meeting. The said

account and balance sheet shall be accompanied by such reports and documents and shall

contain such particulars as are required by the Act and the listing rules of the Singapore

Exchange, and shall be sent to all persons entitled to receive notices of general meetings

of the Company not less than fourteen (14) days before the date of the general meeting (or

such other period as may be prescribed or approved under applicable laws), provided that:

(1) these documents may be sent less than fourteen (14) days before the date of the

meeting if all persons entitled to receive notices of general meetings from the

Company so agree; and

(2) this Article does not require a copy of these documents to be sent to more than one

of any joint holders or to any person of whose address the Company is not aware.

AUDIT

120. ACCOUNTS TO BE AUDITED. Where accounts are required to be laid before the Company

at its annual general meeting in accordance with Article 119, the accounts of the Company

shall be examined, and the correctness of the profit and loss account and balance sheet

ascertained by one or more Auditor or Auditors, and the provisions of Section 205, 206, 207,

208 and 209 of the Act and any modification or re-enactment thereof for the time being in

force in regard to audit and Auditors shall be observed.
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NOTICES

121. SERVICE OF NOTICES. A notice or any other document may be served by the Company

upon any Member either personally or by sending it through the post in a prepaid letter

addressed to such Member at his registered address as appearing in the Register of

Members or, in the case of a Depositor, such address as may be notified by the Depository

to the Company for the purpose of the despatch of such notice or document. All notices

directed to be given to the Members shall, with respect to any share to which persons are

jointly entitled, be given to whichever of such persons is named first in the Register of

Members, and any notice so given shall be sufficient notice to all the holders of such share.

121A. SERVICE BY ELECTRONIC COMMUNICATION. Without prejudice to the provisions of

Article 121, any notice or document (including, without limitation, any accounts, balance-

sheet or report) which is required or permitted to be given, sent or served under the Act or

under these Articles by the Company, or by the Directors, to a Member or an officer or

auditor of the Company may be given, sent or served using electronic communications to

the current address of that person in accordance with the provisions of, or as otherwise

provided by, the Statutes and/or any other applicable regulations or procedures. Such

notice or document shall be deemed to have been duly given, sent or served upon

transmission of the electronic communication to the current address of such person or as

otherwise provided under the Statutes and/or any other applicable regulations or

procedures.

122. SERVICE OF NOTICES AND DOCUMENTS OUTSIDE SINGAPORE. Notwithstanding

Article 121, any Member whose registered address is outside Singapore and who has not

supplied an address within Singapore for the service of notices and documents shall not be

entitled to receive any such notices or documents from the Company.

123. NOTICES IN CASE OF DEATH OR BANKRUPTCY. A notice may be given by the Company

to the persons entitled to any share in consequence of the death or bankruptcy of a Member

by sending it through the post in a prepaid letter addressed to them by name or by the title

of representatives or trustees of such deceased or bankrupt Member, at the address (if any)

supplied for the purpose by such person as aforesaid, or (until such an address has been

supplied) by giving the notice in the manner in which the same would have been given if the

death or bankruptcy had not occurred.

124. WHEN SERVICE DEEMED EFFECTED. Any notice or other document, if served or sent by

post, shall be deemed to have been served or delivered at the time when the letter

containing the same is put into the post, and in proving such service or sending it shall be

sufficient to prove that the letter containing the notice or document was properly addressed

and put into the post office as a prepaid letter.

WINDING UP

125. DISTRIBUTION IN SPECIE. If the Company shall be wound up, the liquidators may, with

the sanction of a special resolution, divide among the Members in specie any part of the

assets of the Company and any such division may be otherwise than in accordance with the

existing rights of the Members, but so that if any division is resolved on otherwise than in

accordance with such rights the Members shall have the same right of dissent and

consequential rights as if such resolution were a special resolution passed pursuant to

Section 306 of the Act. A special resolution sanctioning a transfer of sale to another

company duly passed pursuant to the said Section may in like manner authorise the
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distribution of any shares or other consideration receivable by the liquidators amongst the

Members otherwise than in accordance with their existing rights, and any such

determination shall be binding upon all the Members subject to the right of dissent and

consequential rights conferred by the said Section.

126. REMUNERATION OF LIQUIDATOR. If the Company shall be wound up voluntarily, no

commission or fee shall be paid to the liquidator unless it shall have ratified by Members of

the Company in a general meeting. The amount of such payment shall be notified to all

shareholders at least seven days prior to the meeting at which it is to be considered.

INDEMNITY

127. DIRECTORS AND OFFICERS ENTITLED TO INDEMNITY. Subject to Section 172 of the

Act, every Director or other officer of the Company shall be entitled to be indemnified out

of the assets of the Company against all expenses, charges, cost, damages, claims,

proceedings, losses or liabilities whatsoever which he may sustain or incur in or about the

execution of the duties of his office or otherwise in relation thereto, and no Director or other

officer shall be liable for any loss, damage or misfortune which may happen to or be

incurred by the Company in the execution of the duties of his office or in relation thereto.

PERSONAL DATA

128. COLLECTION, USE AND DISCLOSURE OF PERSONAL DATA. A Member who is a

natural person is deemed to have consented to the collection, use and disclosure of his

personal data (whether such personal data is provided by that Member or is collected

through a third party) by the Company (or its agents or service providers) from time to time

for any of the following purposes:

(1) implementation and administration of any corporate action by the Company (or its

agents or service providers);

(2) internal analysis and/or market research by the Company (or its agents or service

providers);

(3) investor relations communications by the Company (or its agents or service

providers);

(4) administration by the Company (or its agents or service providers) of the Member’s

holding of shares in the Company;

(5) implementation and administration of any service provided by the Company (or its

agents or service providers) to its Members to receive notices of meetings, annual

reports and other shareholders communications and/or for proxy appointment,

whether by electronic means or otherwise;

(6) processing, administration and analysis by the Company (or its agents or service

providers) of proxies and representatives appointed for any general meeting (including

any adjournment thereof) and the preparation and compilation of the attendance lists,

minutes and other documents relating to any general meeting (including any

adjournment thereof);
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(7) implementation and administration of, and compliance with, any provision of these

Articles;

(8) compliance with any applicable laws, listing rules, take-over rules, regulations and/or

guidelines; and

(9) purposes which are reasonably related to any of the above purposes.

129. PERSONAL DATA OF PROXIES AND/OR REPRESENTATIVES. Any Member who

appoints a proxy and/or representative for any general meeting and/or any adjournment

thereof is deemed to have warranted that where such Member discloses the personal data

of such proxy and/or representative to the Company (or its agents and service providers),

that Member has obtained the prior consent of such proxy and/or representative for the

collection, use and disclosure by the Company (or its agents or service providers) of the

personal data of such proxy and/or representative for the purposes specified in Article 128,

and is deemed to have agreed to indemnify the Company in respect of any penalties,

liabilities, claims, demands, losses and damages as a result of such Member’s breach of

warranty.

ALTERATION OF ARTICLES

130. ALTERATION OF ARTICLES. Where these Articles have been approved by any stock

exchange upon which the shares in the Company may be listed, no provisions of these

Articles shall be deleted, amended or added without the prior written approval of such

stocks exchange which had previously approved these Articles.
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LERENO BIO-CHEM LTD.
(Registration No. 197401961C)

(Incorporated in the Republic of Singapore)

NOTICE OF EXTRAORDINARY GENERAL MEETING

NOTICE IS HEREBY GIVEN that an extraordinary general meeting (“EGM”) of LERENO

BIO-CHEM LTD. (“Company”) will be held at Suntec Convention & Exhibition Center, Level 3,

Meeting Room 336, 1 Raffles Boulevard, Singapore 039593 on Friday, 18 January 2019 at 10.00

a.m. for the purpose of considering and, if thought fit, passing, with or without amendment(s), the

following resolutions:

Unless otherwise defined or the context otherwise requires, all capitalised terms herein shall bear

the same meaning given to them in the circular dated 21 December 2018 issued by the Company

(“Circular”).

Important Notice:

Shareholders should note that:

(a) Ordinary Resolutions 1, 2, 3, 4, 5, 6, 7 and 8 and Special Resolution 2 (collectively

“Inter-conditional Resolutions”) are inter-conditional. This means that if any one (1) of

these Inter-conditional Resolutions is not approved, the other Inter-conditional Resolutions

would not be passed; and

(b) Ordinary Resolutions 9, 10, 11 and 12 and Special Resolutions 1 and 3 are conditional upon

the Inter-conditional Resolutions being approved. If any of the Inter-conditional Resolutions

is not approved, Ordinary Resolutions 9, 10, 11 and 12 and Special Resolutions 1 and 3

would not be passed.

AS ORDINARY RESOLUTIONS

Ordinary Resolution 1: Proposed Acquisition

THAT subject to and contingent upon the passing of the Inter-conditional Resolutions in this

Notice:

(a) approval be and is hereby given to the Company for the acquisition by the Company of Knit

Textile and Apparel Pte. Ltd. (“Proposed Acquisition”) for a consideration of S$26.4 million

and on the terms and subject to the conditions set out in the conditional put and call option

agreement dated 27 September 2017 (as supplemented by the supplemental agreement

dated 13 February 2018 and the second supplemental agreement dated 31 August 2018)

entered into between the Company and Mr Lim Siau Hing @ Lim Kim Hoe; and

(b) the directors of the Company (“Directors”) and each of them be and are hereby authorised

and empowered to complete and do all such acts and things (including without limitation, to

execute all such documents as may be required, to approve any amendments, alterations or

modifications to any documents, and to sign, file and/or submit any notices, forms and

documents with or to the relevant authorities) as they may consider necessary, desirable or

expedient to give effect to the matters contemplated by this Ordinary Resolution 1.
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Ordinary Resolution 2: Proposed Allotment and Issue of the Consideration Shares

THAT subject to and contingent upon the passing of the Inter-conditional Resolutions in this

Notice and pursuant to Article 12(2) of the Existing Constitution (as amended pursuant to Special

Resolution 3 in this Notice) and Rule 806 of the Catalist Rules:

(a) the Directors be and are hereby authorised to allot and issue, after the passing and

completion of Ordinary Resolution 6 in relation to the Proposed Share Consolidation, an

aggregate of 132,000,000 new Consolidated Shares in the share capital of the Company at

the issue price of S$0.20 each in satisfaction of the Consideration for the Proposed

Acquisition; and

(b) the Directors or any of them be and are hereby authorised and empowered to complete and

do all such acts and things (including without limitation, to execute all such documents as

may be required, to approve any amendments, alterations or modifications to any

documents, and to sign, file and/or submit any notices, forms and documents with or to the

relevant authorities) as they may consider necessary, desirable or expedient to give effect to

the matters contemplated by this Ordinary Resolution 2.

Ordinary Resolution 3: Proposed Whitewash Resolution

THAT subject to and contingent upon the passing of the Inter-conditional Resolutions in this

Notice and pursuant to the letter dated 19 December 2018 from the SIC, the Independent

Shareholders hereby resolve unconditionally and irrevocably to waive their rights under Rule 14

of the Singapore Code on Take-overs and Mergers to receive a mandatory general offer from the

Vendor and the Family Trust Company for all the shares in the capital of the Company in issue not

already owned, controlled or agreed to be acquired by the Vendor, the Family Trust Company and

their concert parties as a result of the allotment and issue of the Vendor Consideration Shares and

the Transaction Costs Shares.

Ordinary Resolution 4: Proposed Allotment and Issue of the Transaction Costs Shares

THAT subject to and contingent upon the passing of the Inter-conditional Resolutions in this

Notice:

(a) the Directors be and are hereby authorised to allot and issue, after the passing and

completion of Ordinary Resolution 6 in relation to the Proposed Share Consolidation, an

aggregate of 10,000,000 new Consolidated Shares in the share capital of the Company at an

issue price of S$0.20 each to the Vendor in satisfaction of the Transaction Costs for the

Proposed Acquisition; and

(b) the Directors or any of them be and are hereby authorised and empowered to complete and

do all such acts and things (including without limitation, to execute all such documents as

may be required, to approve any amendments, alterations or modifications to any

documents, and to sign, file and/or submit any notices, forms and documents with or to the

relevant authorities) as they may consider necessary, desirable or expedient to give effect to

the matters contemplated by this Ordinary Resolution 4.
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Ordinary Resolution 5: Proposed Allotment and Issue of the Settlement Shares

THAT subject to and contingent upon the passing of the Inter-conditional Resolutions in this

Notice:

(a) the Directors be and are hereby authorised to allot and issue, after the passing and

completion of Ordinary Resolution 6 in relation to the Proposed Share Consolidation, an

aggregate of 24,000,000 new Consolidated Shares in the share capital of the Company at an

issue price of S$0.20 each to the Bin Tai Holdings Private Limited; and

(b) the Directors or any of them be and are hereby authorised and empowered to complete and

do all such acts and things (including without limitation, to execute all such documents as

may be required, to approve any amendments, alterations or modifications to any

documents, and to sign, file and/or submit any notices, forms and documents with or to the

relevant authorities) as they may consider necessary, desirable or expedient to give effect to

the matters contemplated by this Ordinary Resolution 5.

Ordinary Resolution 6: Proposed Share Consolidation

THAT subject to and contingent upon the passing of the Inter-conditional Resolutions in this

Notice:

(a) approval be and is hereby given for the consolidation of every twenty (20) issued ordinary

shares in the capital of the Company into one (1) Consolidated Share; and

(b) following the consolidation as described in paragraph (a) above, the Directors be and are

hereby authorised to do all such acts and things as they may consider necessary or

expedient in connection with the share consolidation, including but not limited to disregarding

fractional entitlements, issuing new share certificates in respect of the Consolidated Shares

in issue and making arrangements for the settlement and disposal of fractional entitlements,

if any, arising from or in connection therewith and in particular (but without prejudice to the

generality of the foregoing), by aggregating any fractional entitlements arising as a result

thereof and selling the same for the benefit of the Company in such manner and on such

terms as the Directors may think fit and/or purchasing any fractional entitlements in such

manner and on such terms as the Directors may think fit for the benefit of the Company.

Ordinary Resolution 7: Proposed Appointment of Mr Lim Siau Hing @ Lim Kim Hoe as

Director

THAT subject to and contingent upon the passing of the Inter-conditional Resolutions in this

Notice, Mr Lim Siau Hing @ Lim Kim Hoe be and is hereby appointed as director of the Company

with effect from completion of the Proposed Acquisition.

Ordinary Resolution 8: Proposed Appointment of Mr Lim Vhe Kai as Director

THAT subject to and contingent upon the passing of the Inter-conditional Resolutions in this

Notice, Mr Lim Vhe Kai be and is hereby appointed as director of the Company with effect from

completion of the Proposed Acquisition.
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Ordinary Resolution 9: Proposed Appointment of Mr Koh Boon Huat as Director

THAT subject to and contingent upon the passing of the Inter-conditional Resolutions in this

Notice, Mr Koh Boon Huat be and is hereby appointed as director of the Company with effect from

completion of the Proposed Acquisition.

Ordinary Resolution 10: Proposed Re-Election of Mr Goh Yeow Tin as Director

THAT subject to and contingent upon the passing of the Inter-conditional Resolutions in this

Notice, Mr Goh Yeow Tin be and is hereby re-elected as director of the Company with effect from

completion of the Proposed Acquisition.

Ordinary Resolution 11: Proposed Re-Election of Mr Yap Boh Pin as Director

THAT subject to and contingent upon the passing of the Inter-conditional Resolutions in this

Notice, Mr Yap Boh Pin be and is hereby re-elected as director of the Company with effect from

completion of the Proposed Acquisition.

Ordinary Resolution 12: Proposed General Share Issue Mandate

THAT subject to and contingent upon the passing of the Inter-conditional Resolutions in this

Notice:

(a) approval be and is hereby given, pursuant to Article 12(2) of the Articles of Association (as

amended pursuant to Special Resolution 3) and Rule 806 of the Catalist Rules, to the

Directors to:

(i) (A) allot and issue shares in the capital of the Company (whether by way of rights,

bonus or otherwise); and/or

(B) make or grant offers, agreements or options (collectively, “Instruments”) that

might or would require shares to be issued, including but not limited to the creation

and issue of (as well as adjustments to) warrants, debentures or other Instruments

convertible into shares,

at any time and upon such terms and conditions, and for such purposes and to such

persons as the Directors shall in their absolute discretion deem fit; and

(ii) (notwithstanding that the authority conferred by this Ordinary Resolution may have

ceased to be in force) issue shares in pursuance of any Instrument made or granted by

the Directors while this Ordinary Resolution was in force,

provided that:

(A) the aggregate number of new shares to be issued pursuant to such authority (including

shares to be issued in pursuance of Instruments made or granted pursuant to such

authority and any adjustments effected under any relevant Instrument) shall not exceed

100.0% of the then-existing total number of issued shares of the Company, and that the

aggregate number of shares to be issued other than on a pro-rata basis to the then

existing Shareholders shall not exceed 50.0% of the then-existing total number of

issued shares of the Company; and
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(B) unless revoked or varied by the Shareholders in general meeting, such authority shall

continue in full force until the conclusion of the next annual general meeting or the date

by which the next annual general meeting is required by law to be held, or the expiration

of such other period as may be prescribed by the Companies Act and the Catalist Rules,

whichever is earlier.

For the purposes of this resolution, the “then-existing total number of issued shares” shall

mean the total number of issued shares (excluding treasury shares and subsidiary holdings)

after the Proposed Share Consolidation, the allotment and issue of the Consideration

Shares, Transaction Costs Shares and Settlement Shares and the Proposed Capital

Reduction; and

(b) the Directors or any of them be and are hereby authorised and empowered to complete and

do all such acts and things (including without limitation, to execute all such documents as

may be required, to approve any amendments, alterations or modifications to any

documents, and to sign, file and/or submit any notices, forms and documents with or to the

relevant authorities) as they may consider necessary, desirable or expedient to give effect to

the matters contemplated by this Ordinary Resolution 12.

AS SPECIAL RESOLUTIONS

Special Resolution 1: Proposed Capital Reduction

THAT subject to and contingent upon the passing of the Inter-conditional Resolutions in this

Notice and pursuant to section 78A read with section 78C of the Companies Act, the Proposed

Capital Reduction be and is hereby approved and that approval be and is hereby given to the

Directors to complete and do all such acts and things, including, without limitation, executing all

such documents and approving any amendments, alterations or modifications to any documents

as they may consider necessary, desirable or expedient to give effect to this Special Resolution 1.

Special Resolution 2: Proposed Change of Name

THAT subject to and contingent upon the passing of the Inter-conditional Resolutions in this

Notice and with effect from a date on or after completion of the Proposed Acquisition as the

Directors may determine:

(a) the name of the Company be changed to “KTMG Limited” and that the name “KTMG Limited”

shall be substituted for “Lereno Bio-Chem Ltd.”, wherever the latter name appears in the

Company’s Constitution; and

(b) the Directors or any of them be and are hereby authorised and empowered to complete and

do all such acts and things (including without limitation, to execute all such documents as

may be required, to approve any amendments, alterations or modifications to any

documents, and to sign, file and/or submit any notices, forms and documents with or to the

relevant authorities) as they may consider necessary, desirable or expedient to give effect to

the matters contemplated by this Special Resolution 2.
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Special Resolution 3: Proposed Amendments to the Existing Constitution of the Company

THAT subject to and contingent upon the passing of the Inter-conditional Resolutions:

(a) the Articles of Association of the Company be and are hereby amended in the manner

described in Appendix L entitled “Proposed Amendments to the Existing Constitution” of the

Circular; and

(b) the Directors or any of them be and are hereby authorised and empowered to complete and

do all such acts and things (including without limitation, to execute all such documents as

may be required, to approve any amendments, alterations or modifications to any

documents, and to sign, file and/or submit any notices, forms and documents with or to the

relevant authorities) as they may consider necessary, desirable or expedient to give effect to

the matters contemplated by this Special Resolution 3.

By Order of the Board

Ong Puay Koon

Managing Director and Chief Executive Officer

21 December 2018

Explanatory Notes:

A member entitled to attend and vote at the extraordinary general meeting of the Company (“Meeting”) and who holds

two (2) or more Shares is entitled to appoint not more than two (2) proxies to attend and vote in his/her stead. A proxy need

not be a member of the Company. Such member should complete, sign and return the Shareholder Proxy Form in

accordance with the instructions printed therein as soon as possible and, in any event, so as to arrive at the office of the

Company’s Singapore share transfer agent Tricor Barbinder Share Registration Services at 80 Robinson Road #11-02

Singapore 068898, not later than 48 hours before the time fixed for the Meeting. The appointment of a proxy by a member

does not preclude him from attending and voting in person at the Meeting if he so wishes in place of the proxy.

Personal Data Privacy:

By submitting an instrument appointing a proxy(ies) and/or representative(s) to attend, speak and vote at the Meeting

and/or any adjournment thereof, a member of the Company (i) consents to the collection, use and disclosure of the

member’s personal data by the Company (or its agents) for the purpose of the processing and administration by the

Company (or its agents) of proxies and representatives appointed for the Meeting (including any adjournment thereof) and

the preparation and compilation of the attendance lists, minutes and other documents relating to the Meeting (including

any adjournment thereof), and in order for the Company (or its agents) to comply with any applicable laws, listing rules,

regulations and/or guidelines (collectively “Purposes”), (ii) warrants that where the member discloses the personal data

of the member’s proxy(ies) and/or representative(s) to the Company (or its agents), the member has obtained the prior

consent of such proxy(ies) and/or representative(s) for the collection, use and disclosure by the Company (or its agents)

of the personal data of such proxy(ies) and/or representative(s) for the Purposes, and (iii) agrees that the member will

indemnify the Company in respect of any penalties, liabilities, claims, demands, losses and damages as a result of the

member’s breach of warranty.

This notice has been prepared by the Company and its contents have been reviewed by the Company’s Sponsor, SAC

Capital Private Limited (the “Sponsor”), for compliance with the relevant rules of the Singapore Exchange Securities

Trading Limited (the “Exchange”). The Company’s Sponsor has not independently verified the contents of this notice.

This notice has not been examined or approved by the Exchange and the Exchange assumes no responsibility for the

contents of this notice, including the correctness of any of the statements or opinions made or reports contained in this

notice.

The contact person for the Sponsor is Mr. Bernard Lim, Director, at 1 Robinson Road, #21-00 AIA Tower, Singapore

048542, telephone (65)6232 3200.
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PROXY FORM

LERENO BIO-CHEM LTD.
(Incorporated in the Republic of Singapore)

(Registration No. 197401961C

I/We, (Name), NRIC/Passport No. of
(Address)

being a member/members of LERENO BIO-CHEM LTD. (“Company”), hereby appoint:

Name Address
NRIC/Passport

Number

Proportion of Shareholdings
to be represented by proxy

(%)

and/or (delete as appropriate)

Name Address
NRIC/Passport

Number

Proportion of Shareholdings
to be represented by proxy

(%)

or failing him/her/them, the Chairman of the Extraordinary General Meeting of the Company (“EGM”) as my proxy/our
proxies, to vote for me/us on my/our behalf and, if necessary, to demand a poll at the EGM to be held at Suntec Convention
& Exhibition Center, Level 3, Meeting Room 336, 1 Raffles Boulevard, Singapore 039593 on Friday, 18 January 2019 at
10:00 a.m. and at any adjournment thereof.

I/We direct my proxy/our proxies to vote for or against the Ordinary Resolutions and Special Resolutions to be proposed
at the EGM as indicated with an “X” at the spaces provided hereunder. If no specified directions as to voting are given,
the proxy/proxies will vote or abstain from voting at his/her/their discretion, as he/she/they will on any other matter arising
at the EGM. If no person is named in the above boxes, the Chairman of the EGM shall be my proxy/our proxies to vote
for or against the Ordinary Resolutions and Special Resolutions to be passed at the EGM as indicated below for me/us
and on my/our behalf at the EGM and at any adjournment thereof.

No. Ordinary Resolutions For Against

1. To approve the Proposed Acquisition

2. To approve the Proposed Allotment and Issue of the Consideration Shares

3. To approve the Proposal Whitewash Resolution

4. To approve the Proposed Allotment and Issue of the Transaction Costs Shares

5. To approve the Proposed Allotment and Issue of the Settlement Shares

6. To approve the Proposed Share Consolidation

7. To approve the Proposed Appointment of Mr Lim Siau Hing @ Lim Kim Hoe as
Director

8. To approve the Proposed Appointment of Mr Lim Vhe Kai as Director

9. To approve the Proposed Appointment of Mr Koh Boon Huat as Director

10. To approve the Proposed Appointment of Mr Goh Yeow Tin as Director

11. To approve the Proposed Appointment of Mr Yap Boh Pin as Director

12. To approve the Proposed General Share Issue Mandate

Special Resolutions

1. To approve the Proposed Capital Reduction

2. To approve the Proposed Change of Name

3. To approve the Proposed Amendment to the Existing Constitution of the Company

Dated this day of 2019

Total number of Shares in Number of Shares

(a) CDP Register

(b) Register of Members

Signature of Shareholder(s) or Common Seal

IMPORTANT: PLEASE READ NOTES OVERLEAF BEFORE COMPLETING THIS PROXY FORM.
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Notes:

1. Please insert the total number of shares held by you. If you have shares entered against your name in the Depository

Register (as defined in Section 81SF of the Securities and Futures Act (Cap 289) of Singapore), you should insert that

number. If you have shares registered in your name in the Register of Members of the Company, you should insert

that number. If you have shares entered against your name in the Depository Register and shares registered in your

name in the Register of Members, you should insert the aggregate number. If no number is inserted, this form of proxy

will be deemed to relate to all the shares held by you.

2. (a) A member of the Company who is entitled to attend and vote at the Extraordinary General Meeting and who is

not a relevant intermediary is entitled to appoint not more than two (2) proxies to attend and vote on his behalf.

Where such member appoints more than one (1) proxy, he/she shall specify the proportion of his/her

shareholding to be represented by each proxy. A proxy need not be a member of the Company. If the appointor

is a corporation, the proxy must be executed under seal or the hand of its duly authorised officer or attorney.

(b) A member of the Company who is entitled to attend and vote at the Extraordinary General Meeting and who is

a relevant intermediary is entitled to appoint more than two (2) proxies to attend and vote in his stead. Where

such member appoints more than one (1) proxy, the number and class of shares in relation to which each proxy

has been appointed shall be specified in the form of proxy.

“Relevant intermediary” has the meaning ascribed to it in Section 181 of the Companies Act, Chapter 50.

3. The instrument appointing a proxy or proxies must be deposited at the office of the Company’s Share Registrar, Tricor

Barbinder Share Registration Services at 80 Robinson Road #11-02, Singapore 068898 not less than forty-eight (48)

hours before the time appointed for the meeting.

4. Where a member appoints more than one (1) proxy, the appointments shall be invalid unless he specifies the

proportion of his shareholding (expressed as a percentage of the whole) to be represented by each proxy.

5. The instrument appointing a proxy or proxies must be under the hand of the appointor or his attorney duly authorised

in writing. Where the instrument appointing a proxy or proxies is executed by a corporation, it must be executed under

its common seal or under the hand of its attorney or a duly authorised officer.

6. Where an instrument appointing a proxy or proxies is signed on behalf of the appointor by an attorney, the letter or

power of attorney or a duly certified copy thereof must (failing previous registration with the Company) be lodged with

the instrument of proxy, failing which the instrument may be treated as invalid.

7. A corporation that is a member may authorise by resolution of its directors or other governing body such person as

it thinks fit to act as its representative at the meeting, in accordance with Section 179 of the Companies Act (Chapter

50) of Singapore.

8. The Company shall be entitled to reject an instrument of proxy which is incomplete, improperly completed, illegible

or where the true intentions of the appointor are not ascertainable from the instructions of the appointor specified on

the instrument of proxy. In addition, in the case of shares entered in the Depository Register, the Company may reject

an instrument of proxy if the member, being the appointor, is not shown to have shares against his name in the

Depository Register as at seventy-two (72) hours before the time appointed for holding the meeting, as certified by

The Central Depository (Pte) Limited to the Company.
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